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Jntroduction

SINCE 1940, farmers’ total invest-

ment in machinery has been second only to the value of their real estate.
During the last 15 years, prices of farm machinery have doubled and
farm wages have quadrupled Farmers are gomg to continue to invest
in labor-saving equipment.

Mechanized farms are the counterparts of the highly advanced in-
dustrial and business establishments of the community. Mechanization
brought about a higher output per farm worker over the past few dec-
ades and, in recent years, an increasing investment in agricultural
equipment has substantially increased each worker’s production.

Farm equipment financing is an important and permanent part of
sound agricultural credit. Commercial banks in many sections of the
country have had-satisfactory experience with this type of instalment
. credit, There is a continued need for broader credit coverage to the end
that useful and economic manufacturers’ products reach productive
users on a sound and well-financed basis.

This type of financing provides the means by which both the farmer
and the eqmpment dealer contribute to the growth and prosperltv of
their community.

‘The nature of farm equipment makes it readily adaptable to pur-
chase on the instalment plan It is an income-producing asset, and
usually can pay for itself as it is being used. It is relatwely standard in
charaeter, is repossessible, and resalable.

With these thoughts in mind, the Instalment Credit. Commission and
the Agricultural Commission of the American Bankers Association con-
ducted an up-to-date study—which forms the basis for this manual—-
of the most practical methods and operating procedures for financing
farm equipment. The study covers the principles involved in the financ-
ing of farm equipment and represents in broad outline sorme of the
methods successfully used by banks. An attempt has been made to cover
completely direct equipment loans to farmers as well as the financing
of the dealer’s inventory requirements and the purchase of notes and
contracts resulting from his retail credit sales. .

This manual is intended as a guide to assist those banks not now en-
gaged in this banking function to understand it better. To the many
banks already extending this type of credit, the manual may present
some helpful ideas, In either event, this material should be supplemented
by sound, sensible lending policies and standards of practice. Above all,
these policies and standards must be tailored to meet the needs of the in-
dividual community if they are to benefit banks and widen the services
now rendered to the farmer, the dealer, and the manufacturer.
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All forms, charts, and. figures contained in’
this manual are intended for illustration
purposes only. The basic forms required
should be carefully prepared by your coun-
sel. Statutory requirements should be fully
considered, and the forms should be drawn

to cover every possible contingency.




Ketail Financing

GENERAL

Two broad types of bank credit are used
to finance the purchase of farm equipment.
Under the first, the bank deals directly with
the farmer who plans to purchase equipment.
This type of transaction becomes a single di-
rect loan which may be secured by the pledge
of the equipment and other chattel property
or may be made unsecured on the financial
statement and earning capacity of the bor-
rower. Under the second, the purchase of the
equipment may be financed through a dealer
who has discounting arrangements with the
local bank,

Farm equipment financing is another form
of time sales financing, whether it is done
on a direct lending basis or by purchasing
contracts from dealers. The obligation is the
result of a purchase by the farmer and a sale
by the dealer of merchandise which will be
paid for on an instalment basis. The pur-
chaser and the dealer agree on terms provid-
ing for a cash down-payment with the bal-
ance to be payable in monthly or other peri-
odic instalments at a later date,

DIRECT EQUIPMENT LOANS TO -
PURCHASERS

Under the direct loan method, only two
parties are involved—the farmer-borrower
and the bank. Such direct loans are mainly
governed by the usual credit factors: the
borrower’s or purchaser’s responsibility and
reputation; the need for the equipment; the
ability of the obligor to liquidate the indebt-
edness satisfactorily; and, finally, the type
and quality of the equipment securing the
loan. :

- Direct farm equipment financing has cer-
tain advantages for both the lender and pur-
chaser. The banker and the farmer have con-
curred that the loan will be a good invest-
ment for both the borrower and the lender.
If a farmer has his credit lined up, he can

~ buy machinery on its merits rather than

on the -credit terms available through 'a
dealer. Many times, the cash purchaser is in
a much better bargaining position to trade
in old equipment or to purchase items from
several dealers. When the farmer gets his
credit direct from a bank, a closer credit re-
lationship is established. This often leads to a
better understanding of the farmer-borrower’s
problems and a better evaluation of the
creditworthiness of the farmer’s present and
future needs. -

In direct bank lending, repossession and
disposal of farm equipment in case of de-
linquency and default is the lending bank’s
problem. The retail dealer has been paid and
is under no obligation to repossess, recondi-
tion, or resell the equipment. However, this
need be no problem if the loans are sensibly
made on the basis of the borrower’s credit
characteristics. When repossession appears to
be a possibility, the bank should reexamine
all the factors involved; then, if a situation
appears hopeless and there is no other solu-
tion, the bank should proceed immediately to
repossess and sell the asset pledged.

FINANCING DEALER RETAIL SALES

Instalment-sales financing may be defined
as the advance of funds against paper arising
from instalment sales. The obligations result-
ing from the transaction are sold to the financ-



Farm FEquipment Financing by Banks

ing institution. This is commonly referred to
as indirect financing.

In indirect dealer-bank financing, the
credit arrangement is between the farm
equipment dealer and the equipment pur-
chaser. The dealer originates the transaction
and creates a time sales financing contract
which, if acceptable, is subsequently sold by
assignment to the financing bank. The initial
cost of the equipment less the value of a
trade-in or a cash down-payment plus the
~ carrying charges is generally referred to as
the “time sales price.”

The indirect method of financing demands
specialized treatment and knowledge; there-
fore, special attention should be given to the
dealer and the part he plays in the transac-
tion. Any indirect financing must con-
sider all factors and all parties involved. Such
financing must be good for the purchaser or
borrower, the bank, and the dealer. With
full consideration given to these important
factors, the financing arrangements are likely
to meet with reasonable success. The banker
must do a good credit job in the first place
and not rely on the dealer’s endorsement to
“bail out”” If a bank obtains a finance
charge, it has a responsibility to the dealer
and to the purchaser to do an efficient col-
lection job in order to protect the dealer and
also the community from adverse conditions,

‘When a bank engages in indirect financing,
proper evaluation of the following factors
is important:

Character or moral risk of dealer
Ability of the dealer to conduct his
business on a profitable basis

His financial responsibility

Dealer’s sales methods

Dealer’s service policy

Predication of sales in terms of pro-
ductive use:

(a) Does the equipment fit the

farm?

(b) Does the purchaser have the

ability to pay?
“(c) Will the equipment pay for it-
self as it is used? '

N e

SHRAR S

A thorough understanding of this dealer-
bank relationship is of utmost importance
if it is to Jast.

THE APPLICANT

Regardless of which financing approach is
developed—direct or indirect—the following
basic credit factors should be considered by a
bank in order to arrive at a proper decision
to extend credit: (1) a thorough knowledge
of the farmer, his business ability, past record,
and integrity; (2) the efficiency of his farm
operations; (3) family unity, integrity, and
industry; (4) size of farm business; (5) di-
versification of production; (6) labor ef-
ficiency; (7) crop yields and soil fertility;
and (8) production per animal.

In considering an equipment-purchase
transaction, the bank should give careful con-
sideration to the potential value of the equip-
ment to the purchaser. If it can be reasonably
determined that he needs it, the evaluation
of the following factors will assist in arriving
at the credit decisions: (1) ability of the
purchaser as a farmer; (2) initial invest-
ment in the equipment; (3) probable increase
in income or decrease in operating expenses
through its use; (4) financial support through
other assets; and (5) the assurance of a crop.

Many farm equipment loans cannot be
amortized on a regular monthly basis, as in-
stalment loans are generally amortized. All
farm loans should be arranged so that pay-
ments coincide with the time income is re-
ceived. Match payments with income periods.
In dairy sections, farm machinery loans are
frequently set up on a monthly repayment
schedule, with payments of a fixed amount
per month or, in some instances, with the un-
derstanding that a fixed percentage of the
milk check will be applied each month. De-
linquencies and losses are much lower when
loans are amortized since periodic payments
materially reduce the chance that income
will be spent for the purchase of other items.
Repayments should be realistic and geared
to farm income. Remember the farmer and
his family will take their living out of the
farm income first.
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THE CREDIT STATEMENT

An application form similar to Form No. 1
on page 8 may be used. Any application
form must be brief and complete, yet easy
to prepare and understand. This type of form
can be used advantageously when a bank is
approached directly by the farmer-customer
and when the local equipment dealers offer
their customers’ paper to the bank. This form
provides a complete detail of the transaction
and, when properly filled out, enables a bank
to conduct its investigation, evaluate the bor-
rower’s or purchaser’s credit and financial re-
sponsibility, and arrive at a credit decision
with minimum delay.

A bank is justified in obtaining full knowl-
edge of the borrower or purchaser in order to
appraise properly a request for credit, The
policy of the lender should permit handling
any application on its merits. In the majority
of instances, the bank can evaluate the risk
and credit with little difficulty; if not, ade-
quate information should be obtained.

When a loan is solely for the purchase of
farm equipment, certain other considerations
must be taken into account. Assuming that
the equipment being purchased is the only
asset pledged, careful consideration must be
given to down-payment provisions, type.of
lien, terms and length of contract, repay-
ment provisions, insurance, and interest or
finance charges. With certain exceptions, the
provisions apply to a direct loan to a farmer
as well as to his note purchased from a retail
dealer.

CREDIT STANDARDS
DOWN-PAYMENT PROVISIONS

"Financing a farm business is essentially
similar to financing any other type of busi-
ness. The down-payment philosophy does not
apply in those instances in which a bank fi-
nances the overall business of a farmer. When
this is the case they will not develop very
much business if they always expect the bor-
rower to pay a standard down-payment.
Rather, farmers’ requests should be con-

sidered on an overall credit basis and should
be judged on the basis of need, debt picture,
and ability to pay.

However, when the bank is not well
acquainted with the borrower or is not doing
a general financing job for him, it is more
justified in taking an instalment credit view-
point and in relying partly on repayments
and partly on the salvage value of the asset
pledged.

When the purchase of equipment is the

~ only purpose of the loan, the borrower or the

purchaser is expected to pay part of the pur-
chase price from his own resources. In an
equipment loan of this type, the borrower’s
equity is established through a down-pay-
ment. The stated down-payment may not al-
ways indicate equity, therefore, more atten-
tion should be given to the dealer’s wholesale
cost and the amount being financed compared
to it. This procedure will assure equity, par-
ticularly when the amount financed is less than
the dealer’s laid-down cost. When purchas-
ing retail notes from dealers, the lenders
must know that a real down-payment has
been made and not established through a
second lien on the equipment or through
credit on the dealer’s books.

Terms may vary somewhat depending on
the type of equipment sold, whether it is new
or used, the hazards involved, and the pur-
pose for which the equipment is to be used.
In all cases, except when the bank is doing
general financing, the terms should be based
on a down-payment sufficient to establish a
reasonable equity at the time of purchase.
A standard monthly repayment plan, as in
the financing of other types of consumer dur-
able goods, should be used where monthly
income is available. When income is received
on another basis, then payments should be

50 scheduled.

A farmer buys equipment expecting to
pay for it through the increase in income or
decrease in expenses made possible by the
use of the equipment. Repayment must be
geared to a, productivity-return basis—that
is, to periods when income is available. As-



Form No. 1 — Purchaser’s Statement

PURCHASER'S STATEMENT

10,
{dats)
For the purpesc of obtaining eredit in the purchasze of,
1 make the following atatement fn writing a3 to my finencial condition as of this date:
I OWN 10WE
Cash in Bank $ To Benk $
, Government Bonds | F———— Due. 1.
s Mk Cowa . $o— e On Livestock; Due 19 §
= _Other Cattle [ S — On Machinery [
Hogs M Due . S, | -
o _Sheep M On Autos and Trucks . JOSSI—
T Romses . “ Hnue . | I
Farm Mackinery P ¢ g:i“ on Crops N S
Motor Trucks 3 - e
EEEE— Cash Rent .
Automobiles F : 'nn:u 19, ¥ ~
Harvested Crops on Hand | Taxea | S——
QOther Personal Property | — QOther Debts 3-._-._-:
‘Real Entate (listed below} | S Real Estate Mortgages (Total) | S ——
Total Assets |- S— —_ Total Indebtedness | J— J—

bESCRIFTION OF REAL ESTATE
RANSE

Ko, ACREE COUMTY STATR SECTION MORTEAQER

[um———— [ ¥

TITLE JH THET HAHK ¥

rr—in Pt *.

15 AKY INTEREST IN PIRGOMAL PROPERTY LISTRD CLAIMED, WY OF) I\F 80,

e CROF CONATTE ot —— VL ] WHEAT e BPAING WHEAT st s Pl ————— [ T S— )

PUN———T - ) s GOTTON, PEE— | OO ) 4L PR P cROP INSURANGE: YES O NB [s]
ACAES REKTIR. CABH OR GRAIN WHEN DUE

NAME WD AQORTAL DF LAHDLORD
AGK. NO. QF DIFINDENTA—QVER n UNDER 1L HAYE YGU EVER HAD ANY G3ODS
il FROM YCU. 1w 8D, BY WHOM. HAVE YOU EVER TAKEH MANKRAUPTCY o m—im—
WANK WITH. ADDREAL
e —

NAML

ROEREHCER (HAMER oF ALLIABLE BUSINEIE FLAMS FROM WHOM AEGINT PURCHADES HAVE REZH MADE ON GRUUIT)
BUSINIEE POUT GFFICE ADUATSE

WORKING SPACE FOR MATCHING PAYMENTS WITH INCOME

IHCOME AND '
PAYMENTS JAN. FEH, MAR. APRIL MAY JUNE JULY AUG. SEPT.

BOURCE

oCcT. CHEOY. DEC.

EOTIMATED
anomn_ftecomil

[ —
PAYMINTE

SOoUALT

EDTIMATED
oroed_IWCoME!

1 Yve in County snd

1T o J—— yenrs, My poat office nddress is.

Townshipj I have lived

1 hereby affirm that the above is an accutate and coraplete statement of my affairs as
(Signed).-

of this date.

Dealer completes below this line

DESCRIPTION OF GGODS TO BE FINANCED

e te oA i R T e R S Ly

STATEMENT OF TRANSACIION
Total cash selling price, including sales tax
Less ¢ash down payment o —————
Less trade-in mllowance I
Net unpaid belance to be finensed
Add caryying charges
Gross amount of contract
Payable as follows: —

QOther information: ——.—

1 )
(Slm\eﬂ., B

size—- 85" x 144" 8
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- suming a reasonable down-payment has been
made, this planning of payments to coincide
with availability of income is one of the keys
to successful farm equipment financing.
Terms will vary in certain sections of the
country, particularly in areas dependent prin-
cipally upon a single crop. It is recommended
that each bank arrange its requirements to
terms and conditions that reflect local con-
ditions,

Banks and equipment manufacturers which
have had many years of experience with
this type of credit recommend a ‘minimum
down-payment of 33 1/3 per cent with a
tendency toward higher down-payments in
certain areas. In the case of heavier, more
specialized equipment, down-payments from
33 1/3 per cent to 50 per cent appear justi-
fiable. Machinery values decline rather rap-
idly during the first few years of use; there-
fore, down-payment provisions must be suf-
ficiently high to maintain equity well above
resale wvalue.- '

LENGTH OF CONTRACT — TERMS

There are no fixed rules regarding the
maximum liquidation period on farm equip-
ment loans. Frequently one-fourth of the esti-
mated productive life of the equipment estab-
lishes the maximum period. For example,
if a tractor is expected to last approximately
10 years, some banks may set up the loan
to run for 24 to 30 months. If obsolescence
or rapid depreciation, resulting from wun-
usual wear and tear, is a problem for a
particular machine, the repayment period
should be somewhat shorter. Banks once
tended to make repayment terms on farm
equipment credit too short; now they believe
unduly short repayment terms are not ad-
vantageous to either the lender or the bor-
rower. While terms of repayment running
from 24 to 30 months appear sound, each
request should be considered upon its own
merits and be tailor-made to fit the indi-
vidual circumstances and situation. It may
not always be possible to follow a set stand-
ard policy; therefore, to be realistic, a credit

policy must be flexible to give weight to the
factors involved.

INTEREST OR FINANCE CHARGE

Some bankers believe that interest or dis-
count charges on direct equipment loans
should be no different from those on other
farm production loans. Other lenders believe
that farm equipment is no different than the
farmer’s automobile or truck which is gen-
erally financed on a flat-rate basis and not
on a simple-interest arrangement. Careful
scrutiny of the farm operator’s financial posi-
tion, the farm operation, and the farmer’s
ability to pay is considered more important
than the overall rate of interest.

In most instances, interest charges are
somewhat higher on indirect loans through
dealers. Contracts purchased from the deal-
er may be carried by the bank either for a
finance charge which is included in the total
time price, or on a simple-interest basis. Rates
are agreed upon with the dealer and made a
part of the bank-dealer agreement. Interest
rates on new equipment vary from 5 to 8§
per cent simple interest to from $4 to
$6 per hundred per year depending on
territory and circumstances. Generally, new
equipment will carry a lower rate than used.
A minimum charge on dealer contracts and,
where statutes permit, also on direct loans,
is usually provided on smaller transactions
which might be unprofitable to handle other-
wise. 'The general practice has also been to
add filing fees to the charges.

TYPE OF LIEN

Where the borrower or purchaser meets
the terms agreed upon, a chattel mortgage
on the equipment itself should provide suffi-
cient security. When credit is below usual
quality standards, most -lenders obtain a
pledge of additional assets. _

In some states, banks may choose between
the use of a chattel mortgage (Form: No. 2
on pages 10, 11) and a conditional sale con-
tract (Form No. 3 on page 13), depending on

" the nature of the transaction. A conditional



Form No. 2 — Mortgage of Chatiels (in friplicate)

MORTGAGE OF CHATTELS

Know All Men by These Presents, that

of the Township of. County of. State of

herelnafter called the Mortgagor, being justly indebted to. .

of. herginafter called the Mortgeges, in the sum of
Dollacs, $. has, for the purpess ef securing

the payment of said debt, bargained,  sold, assigned and set over, and by these precents does bargain, sell, assign and
sat ever unto the Mortgagee, its successors, nssigha and legal representatives fovever, all that certnin personal property

located in the Twp. of. County of. * Siate of.
deseribed as follows, to wit: -
QUANTITY MAKE AND XIND MODEL SELIAL Ne. MOTCR Ne,

umt:ur with all added and subwiitnted parts, equipment sed ;-h- phuced mpan the property duzing the Kfe of ‘thls morigage, whether because
& heeitinty Tepaite or olherise, Lo Bave and hold, all and singulsr, ihe goods and chatiels shove bargained sad sold. or jotended 10 be bargsined
and sold, unta the pald Mortpagee.
T HAVE AND TO HOLD the same unto the said tgagee, its tors, admi hejts,
snd assigna forever.

"PROVIDED ALWAYS, that if the said mortgagor shall well and truly pay or cause to be paid at maturity, a

certaln promissery note of even date herewith for the sum of § . in. hly instalments
of $oore o each, followed by one instolment of 3. ey Ehe first {nstalment 2o be paid on
the. day of. 189__, and one instalment on the day of each month
thereafter; or in instalments as follows:
AMOUNT OF DUE DATE OF AMOURT OF DUE DATE OF
INSTALMENT INSTALMENT JNSTALMERT 1NITALIENT

untll the entire aum s paid, h}n!l}\er with Interest an any of uld {nstalments slter maturicy st the highoot legal eontract rate W ADDUML Bl
mitted by taw, il accarding to Lhe tengt and effect of anid nota. then th this ronveyancs ahall be vold otherwlsa 4o remain ln full for

mortgager farther «mmnu uul niIun to ndwv- ely fasure, default of payment. misuse, oale of atiempt is s¢ll, or to Tmave from

county, of whers now located, or hia bal natl{uta a condlticn broken and thot 1aid morizagee ot crder may taka sald property inty
Ju pomssision and divposs of ssrie at pr-v- uhllc nle. and deduct from the proteeds the expenne of such sale, and the amouct thes dus moon
wald clnim orith Iourest and eouls Hhezeon, Senmesing the surslus monev, {f anr, 1 sald Mortgngor or masigns. Othcrmise tha propercy i

- remain in the a! nid grgar unti ﬁﬁndlllm:.l wre broken as aforeynl
ANl proncuna uaed herein, ;!u]! ‘be deemed Bnd comstrzed sa muculing, remlnlne or neatsr geder, and aa alngular or plursl pervons, accord-
Ing ta Ibe gpeader o mumber of parsan.or persond t whom they respectively avply.

IN WITNESS WHEREOF, the snid Mortgagoer has hereunto set his hand this.

day of. 19,
Eoraager] (Boyesy BEAw above
Witness.
Witneas
IESE s b B¢ IP R E SR AR TP RO RO PRI ssauRadRbods TaGNEB AR NRRENARIRVINANPPERIIRRaddAend
NOTE .
Ne. Due ;. 3
Ohio, 19,
[
For value received I promise to poy to the order of!
the sum of, Dollara (3. '8
at the office of.
M s—ee—monthly instalments of §..— . _____each, followed by one instal it of §
the ficst instalment to be paid on the. day of. 19. , and ane | \] on the
sevemerse— e 323 ©f cach month theresfter; or in instalments a3 foliows:
AMOUNT OF DUE DATE OF AMOUNT OF DUE DATE OF
INBTALMENT INSTALMENT INSTALMENT INSTALMENT

enel] ‘n.b. antlre sum I3 patd, together with |ntarest on eap of sald instalments after pastarily at the highost lrgal contract rats per minws e
w,

mlt
It any of se1d lostalments ba nok pald when dus then l." unplﬂ lnlldn:uh heteof ehall, ok the wuon af the bolder hercol Immedintely
become due and payable, without noties or demand, All of the parties hereto, Incleding suretics, andorwerd and Fuarsniors Lecedy severelly waive
presentment for payrent, Totice of Totepayment. prowst, haties of protet end diliente o brinciar -nu op any party harcio, md Akl amdarsers
and mu.num hereon eonsst um. the time of pagment may e extond od from lm to time after makuzity wilbout motice te thrim
S malier bereaf, and If there be more than one, each maker asthoriza Attoroey-at-Lawr o sppear for such maker [0 acy Court of
a«ml T ook Biata of Ohto e oy Ay other state ar territory oF the Uaited Stares wfier thia nota becomen dun and waivs for surh maker thy lsviog
and séivios of proccsa znd confers Jwdgmest Aga'mat such cuaker.or sgalnst wuch maker Ahd 40y pte of more of 1be obder vartiem Hable on this
nole for whuza sypearanca has 3o bera entered In favor of the bolder harsaf for the amouct then sppeatlag due, eogether lt'h coxts of sulf, wnd
theraupon to waive all srom -nd al) rights of sppeal end stay at ezecutlon, but no such judgment or jndemonty al-lv-u leas thaa ell axid pariks
shall be a dar to.s a0hieqUent judgmenst o7 judements againat ooy oot 4 more of sald partles againit whoz Jedrment haa net beeh ohulme Bereon
and thls warrent o ety to eonte jodgment ls & Joint and several warrdst of sitormer,

This note is secured by Chattel Mortgage of even date herewith.

dorigwor] (Bure} Liots abore

Witneas.
Witness.

s1ze — 8147 x 14" 10



Beverse side of Form No. 2 — Chattel Mortgage (in triplicate)

-

STATE OF
COUNTY OF.

Jo

_ AFFIDAVIT OF MORTGAGEE

THE UNDERSIGNED, being first duly sworh, says that he is the

of

(ryent, partaer, oficer)

the within named Mortgagee, that

the amotunt of the claim which said mortgage is given fo secure $ )
and that {t ia Just and unpald; and that said mortgage has heen given in good faith to securs the sama.

SWORN TO before me and subscribed in my presence, thiz

.day of

sale contract is used only when there is an ac-
tual sale of the farm equipment and the trans-
action originates with the dealer. It is a
conditional contract between the purchaser
and the seller. The bank can purchase it only
when it is assigned by the seller. The assign-
ment form usually is printed on the reverse
side of the conditional sale contract.

Some banks prefer to handle equipment
transactions on a conditional sale contract
basis because repossession of equipment is
much simpler with this type of instrument
than with a chattel mortgage. When the bank
has concluded its direct loan arrangements
“with the farmer-applicant, it calls the equip-
ment dealer, informs him of the terms and
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arrangements agreed upon, asks him to pre-
pare the contract form, and assures him that
the bank will purchase the contract when it
is so presented. If the dealer is not & bank
customner, the bank prepares the sales con-
tract papers, arranges for their execution by
the dealer and the purchaser, and then buys
the paper from the dealer, usually on a non-
recourse basis,

When financing farm equipment through
notes secured by a chattel mortgage, care is
taken to see that the title to the equipment
is in the name of the borrower. Usually, in
such cases, the check to the dealer contains
a special endorsement similar to the fol-
lowing:



Farm Equipment Financing by Banks

In full payment of the balance due on

al9 ,model __ |
make of equipment

serial number ;

motor number R

sold to {purchaser),

subject only to chattel mortgage in the

amount of $ in favor of the

_ (name of bank).
A chattel mortgage and lien search of the

proper public records is advisable to deter-

mine - whether any prior lien exists on the

equipment. Usually, a copy of the condi-
tional sale contract or chattel mortgage must
be filed or recorded if the lender wants the
protection the law provides.

In all cases where the purchase of farm
equipment is being financed and where regis-
tration is required under the state laws, the
purchaser should sign an application for the
certificate of title, evidence of ownership, or
whatever registration is required by law to
show that title is vested in him, subject to the
lien of conditional sale or chattel mortgage
in favor of the bank.

Because of the differences in the various
state laws regarding conditional sale con-
tracts, chattel mortgages, and other forms
of lien instruments, it is imperative that the
bank’s attorney or the state bankers asso-
ciation be consulted and the proper forms
adopted. After determining what these re-
quirements are, operations can be geared to
the proper procedure. Statutory requirements
must be fully understood. By conforming to
the law, the bank will have maximum pro-
tection. '

BANK CONTRACTS WITH FARM
"~ EQUIPMENT DEALERS

Banks usually purchase farmers’ notes from
dealers under one or a combination of several
arrangements. The contract between the
dealer and the bank should permit reasonable
termination by either. If cancellation involves
reduction of the dealer’s reserve, care should
be taken to insure that the bank has ample
protection through retention of adequate re-
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serves. All dealers who have agreed on the
basis of financing their own and their custom-
ers’ -needs should understand the plan—
that is, the rate, down-payment, terms, credit
information desired, reserve and repossession
arrangements, and other pertinent features.
An agreement should be signed covering the
finance plan chosen. The most commonly
used arrangements are: (1) Full Endorse-
ment Plan, (2) Limited Recourse Plan, (3)
Repurchase Plan, (4) Nonrecourse Plan, and
(5) Mutunal Reserve Plan.

Full Endorsement Plan. Under this arrange-
ment, the dealer is fully liable to the bank
for all defaulted obligations bearing his en-
dorsement. In some cases, the dealer endorses
each contract with full recourse. In other
cases, through an executed master agreement,
the full responsibility of the dealer is set forth
so that he has the same responsibility he would
have if he individually endorsed each con-
tract. (See Form No. 4 on page 14.)

When making loans direct to farmers to
purchase farm equipment, each loan stands
on its own merits. In purchasing conditional
sale contracts from dealers, the same sound
banking principles should apply. The buyer
must have the capacity to pay for the equip-
ment. Even though the paper is fully en- -
dorsed by the dealer, a bank should insist
that every transaction be sound. Thorough
analysis of the ability to repay and the finan-
cial condition of the farmer-purchaser is
essential.

A full -recourse arrangement makes the
dealer the primary creditor. This arrange-
ment can ecasily lull the lender into a false
sense of security—and this sense of security,
in turn, can lead to bad credit practices on
the part of both the dealer and the lending
institution.

It should be noted that representatives of
dealers and farm equipment manufacturers
handling many millions of dollars of paper
over a period of years are convinced it is not
sound to buy customers’ contracts from deal-
ers on a full-recourse basis. Their theory is



Form No. 3 — Conditional Sales Agreement

CONDITIONAL SALE AGREEMENT ’

This Agreement, made this day of. 19,y betwesn

of
(Dealer's Xama) {Dealet's Addressy
first party, hia or its successors, or ssalgns {hereinafber called “Seller”), and

{Buysr'a Namg)
at in. d b e i " "
{Buyer's Strast Addreas) (Buyer's Town and Stats) second party {hereizaftor called "Buyer”)
WITNESSETH: THAT the Seller in consideration of the payments, agreements, and conditions contained hereln which on the
part of the Buyer are to be made, done and performed has this day delivered and agreed to sell and the Buyer has this day agreed to
buy from the Seller, but upon the conditions herelrafter regited, to the Buyer the following Passenger or Commercial Car, or Tractor

(hereinafter called the “Car”}: :
Tyoe of [Model Latter!Manufagturer's

MANE Body or Nuraber |Serial Number| Motor Na. Cvllndur-lﬂﬂxu.ga’&ir an“ T:::]:ny g:ﬁ:: Liet Price 'Selliae Prics

with extra equipment, for the sum of. Dollars (3. )
{Total Cost to Buyer) .
The Buyer has this day paid to the Seller . Dollars (S »
N ) (Total Eayment Xmdo)

and the Buyer agrees to pay to the' Seller, or order, Dollars {5 |8

{Total Balance to Ba Fald)
balerce, In installments as follows:

S -.One month after date fL - ...Nine montha after date Seventeen months after dute
$.. e TWo months afler date | J— TN months after date Eighteen months after date

| - -.Three monthy after date $rricrmmnnBloven months after date $.cee Ningteen months after date
%...crrveerer FOUT months sfter date’ $ornnne Twelve months atter dats $.vcemanmn Twanty months after date
$ereerreenennFive months after date % tcs s TRiTDOED manths_after date 3. T wenly-one months aftsr date
3. -.8ix months after data $.insormnee Fourt RN Months after date e TWenly-two months after date
$ivinnnmwnStyen months after date Forervrman Eifteen months after date Boormrrrmemnma Twenty-thres months sfter date
3. -.Eight months after date Frooorarrerrm Sixteen months afier date $eitmnmem TWenty-four months efter data
with Interest from until pajd at the rats of ... IM cent par annum. DRyabls..

a8 evlilenca by a pro min:ery note (not A4 DLymenk, bui na gvidence of the amounts i6 bacome due heraunder) mads By the Buyer ia tha
order of the Seller, bearing date hercof and maturine on the due dates of sald reanu:lve ldatallments. Any extensions or sezlgnments of
this agresment or sald note shall not walve any condition’hereln contalne

Title to the Car and cxtra agtipment ehall hat pass by dellvery to the Buyar but ahall remain vested | and be the vroperty of the Sellar

T Assigns untll tha purchazs prics has been fully pald. Buyer azrees jo operate wpd control sald Car Inh ténfofmily with all lawa and G
STnanect and 1 IndomAITy AN save harmiess the Sclisr from any and &b lw-s. of dhmake I persona or proveriy caussd by sald Cor or by il
uae and operation therea! to which tho Seller might posslbly ba sublcs

juyer agrees and acknowledwss that tha within fontract ¢overa
Jury or deatruetlon of sald Car shall not releaze said Buyar ffom mvm* ns 3roviied herein. Bu !.:kno\r]edze.! rnceht of and m
oenls 1 e Car. :-s:wlnx first examinad and toated tha samo and found &6mA In 230Und condilion. and azr anlnn Icsn
and ¢ Wit auranca companles acceptable to tica Seller !m no! le33 Lhan tha amount owlin, ﬁ ) :ully m.m r" to and to
Totect the intereat of the Seller, and the Sellar may Dlace, continkio and renew 3a1d 1nauranca for ihe Duyor At tha Bays :xngn;g if the
eller so nloctl.

Buyer agrees to pay &l laxes, Icenge !eel or charges agalnet wald Cur and to keep anme In pood conrdition, and that any equipment, re-
palrs br ac:e:sarles laged upon sajd Car shall be &t Huyer's expenss and become s companent part thersaf and included in the terma of thls
Agream enl. Buyer further zRrees not to uas or nermlt dald Car to be yavd for pazeenger hirs

Buyer furither agraes uu.t he will pot use or cauns or parmit ta he uaed the car, truck, or_tractor hersin mentlcned for tha trananrerins
. tlon af l!cuur. wines of any other boverage, for ur onal of tommercial use, prohibited by any Federal or State atatute to b transborted, and
it ia hercby agreed that ehauld the ear. truck ol antnr hereinbefore deacribed bo used for such gurpora or any gsthers unlawrtl ourpose, it
shall be conaldéred as a default under the nsrumenr,. whathar or mot there shall ba & default under any othéer tarma ot tonditlons thereol.
which ahall entitla the holder herdol to Immedinte and canumud poasedalon of tha car, Irl:ck or tracter herain described.

cﬂndlllonl ‘and nmem'nuhbe::een tha partles, that tha loas, 1n-
ar

Shonld ths Buyer fall to keep and perform any or all hls mkreomantl Nersia rohul and to promptly oy ll matupity any and alt
sums hercunisr, or If aald Car I3 removed or alismoted to be removed "am !hl Stuln §n Whl:h I!\u Burar aow resides, or o ba otherwise
disposed of, or If Buyer sball land. sell or encumber. or ahzll attemnt tn sell or én tumhb !llﬂ- Car or in caxe of mlause or abuas theresf. or

eV, L cuze. aaid Seller m.,y withou demand nr notlce take oosseaslon «f apid Car and

Yy
et d all Tixhis of tha Buyer her:un er anoll c and terminate tharsupon nbm]molv
Buyepr dpes horeby axproasly walve any right of actlon mcainst the Eellar, rrowmr out of tha, r!movll rennunulun or ratention of sal
Caf or otherwiss, ard hercby consentx that ucon a.nr dafagit Cor En th nt lhr Euyor. for -nv re klven uo or Joxes pesasesion u:
tihe Car), all unpaid balance of said purchass drice and note raoresenlinc !ll torl Wllh‘ and payable, Buver agreen that
all pavnients made shall belong to and ba rstainsd by dsller as louldaled dml::l tur the noa!u..!]lmlm nl l.hl.l Agrosmaent, {oT loss ln yols

of the Car and for the rontal valus therqef,

Soller_may. by _sult or otherwiae, anforco na¥ment of aafd note, &nd no lawal nroceodlnn with resnect thereto shal) be desmad any wals
ver of sal.l Tight of Selll:r te taWe peasession on defauit or brsach as alarésald, Uron tho Ssller so taking poseesslon of the Car. Sellér moy .
Eall the Car ai publlc or orivate sale at any time therealter without any nottes to the Buyor. ané sald Seiler may becomea the purchascr thryend
and \f the proceads thereof aro Insuificient to pay all suma remalnink unprid hlriunﬂer and the expenss caused by luch repoasenlon remaval.
raparation, sterage. ielns and mals. including a reascnabla atiornev's. fec. Incurred in taking pﬂllelullnn «f aald Car, or in or about tha sals
theroof, or in collecting In any manner Ap¥ aumsa whiok may be due mand awinx hersunder, Buysr o D&Y AnY defliclency as damaxes for
u"‘x? of kald nmtpeuy. 'fho waiver ar Indulgence af any dehull ahall nat operate st & wajver of luhuumm default. Tima (s of the tesence of

@ AEreamen

Thls agreement :hull apily to and bihd the hn!r:. axstutors. wdmitistraterd and asslxns of the Buyer, and shall luora to-ths Seoeflt

the Selior. Sellers nelra, 4 znd maslrmz e

of
I WITNESS WHDRE g% the partlea hareto hIVe E4t thale hmd: and affixad their seals to thl Agresmeat In triplicate. the dav and
yoar firat above written and the buyer dereby acknowledtsd tha receiot &f a full and true copy hsreof.

Witnesa: (Seal}
(Buysr SIgn Hare)

Address: {Seal)

Witness: ; {Senl}
(Dealer Siga Here)

Address: By (Seal)

{Owner, QIticer or Firm Member) ~

Schedule of Paymenta:

Dala 3 T
MONTHS AFTER DATE (Buyar's Tgwn apd State)
. For Valua Received at the time or times stated In Schedula of Paymatits Hereom, mummmn
3 1 mo. § 13 mos. promise to pay tp the order of. )
P 2 mos. P 14 mos. (Drenler's Nema Hrere)

. DOLLARS (4. )
| - . TN [ S—— . VT v (Tota! balanca to ba nmid)
3. 4 mos. & 16 moa. at

5 . 3 1 .,
mos. 7 mos WIth Interest £rom ...——.—~ GRL/N DAId Kt the rite of .. per cent por annum, payable ..
8 mos. § 18 mes. 1, fo hersby acihdrize. irrevocably. any aitorney ta adpeor for me us, Lftar -
turity o! ‘tha whole or any pATi hateof In ARy Sourt of recard In the ‘Jn:l.ed. States, In term
7T mos. . 1% mos. . Umaor vedatlon, and to waive the Ihatle atd services of Drocesa and to confezs a julgment
Ggalnst me, unm, In favor of the payee or any subssquent heldsr hereof, for such amount
8 . on B3 MAY aupear to bo unoeld horeon, together with costa, eollectinn exnénne and attorfey’s
mos. moa. feea_ wnich wo Bgree 1o Day. and to releass il error and waive all Fignt of asoeal. I woa
hersby weive presentment, protest, natl-:o of protast and a]l bnnatlt or valuntien. nooralse
e MOY, 5. mant and sxemptlon laws. This nots becomes Immaditely due and payable (leap anv pey-
- tnents made hereon) ln event n! NOGRAYMENS AT MGLUZILY of any payment schedulad here-
10 mos. 3 22 moa. o
Signed (Senl;
11 mos. ¥ 23 mos. (Buyer) }
errerieenn 12 00 S 24 oA, Ne. (Seal) _J

BIzE — B14" x 147 15



Form No. 4 — Full Indorsement Dealer Agreement

FULL INDORSEMENT DEALER ACREEMENT

TO:

The undersigned proposes to sell to you condltlonnl sale contracts, chattel mortgages and leases, together with any notes
accompanylng the same, and other documents representing deferred payment purchases of merchandlse sold by the under-
signed (all of which instruments are herelnafter referred to as “Contracts”), as the undersigned msy obtaln and as may be
acceptable to you, In order to induce you to purchase the Contracts, the undersigned hereby makes the following representa-
tlons, warranties, agreements and covenants to and with you for the purpose of your reliance thereon.

1. You will pay the undersigned for each Contract purchased from the undersizned an amount equal to the time palance of
the Contract, less your fSnance charges as set torth io the rate chart in effect at the time of your purchase of any Contract,
less ‘any holdbaclk, such holdback, if any, to be payable In accordance with the terms of d supplementary agreement executed
by the partles hereto. Each Contract shalt be assigoed to you with recourse agalnst the undersigznmed, and you may execute
guch aseignment in the name of the undersizyed, it the undersigned omits in any case to execute the same in connection with
any Contract delivered to you. If there shall be defanlt !n the payment by the purchaser of any two Installments on any Con-
tract assigned to you, or if the equipment covered by sald Contract may be repossessed uader terms of sald Contract, the
undersigned agrees to repurchase such Contract from you, and wiil pay therefore In cash an amount equal to the unpald bal-
ance on the Contract, less the unearned finance chavge.

2. The undersigned agrees to provide and maintaln service In accordance with standard practices and polictes as established
by the manufacturers of any equlpment covered by Contracis assigmed by the undersigned to you.,

3. The undersigoed hereby warrants, represents and agrees that each Contract offered by the undersigned to you 1o aecord-
ance with the terms hereof will be a valid deferred payment oiligation for the amount ar amounts thereln stated, coveriog
equipment free and clear of all encumbrances which the undersigned has a legal right to select, and that no dispute, offset or
counterclaim exists hetween the undersigned and the purchaser of such equipment, and that the equipment so 50ld, dellvered
and installed in accordance with the terms of the Contract assigned to you and the description or descriptions therein con-
tained is {n all respects true and correct and the purchaser or purchasers therein named are bona Ade and have legal capaclty
to make such Contract. The undersigned agrees that no part of any Installment payable under sald Contract ghall be loaned
.directly or Indirectly by the undersigned. to the purchasey or purchasers.

4, The underslgned hereby walves presentment, demand for paviuent and notice of nonpayment, protest, notlee of dishonor,
notlee of default, or any other demand or potice whatsoever In connection with any contract, negotiable jastrument, agreement
or doeument of whatsoever nature, transferred, asslgoed or cndorsed by the undersigned to you, and copsents to any and all
extenslons of time fn coonection with any and-all payments to be made under and pursuant to any of the aforementioned
documents without In any way affecting or llmiting the lablllty of the undersigned as herein provided. Where the undey-
slgned Is obligated under the terms hereof to repurchase any Contract, no tormal tender for repurchase. shall he necessary,
and uotil we shall pay the repurchase price as hersin provided you may contlnue to make collectlon of the amounis due or to
become due under such Contract. The walver ot any defauit by you shall not operate in any way as a walver of any ofther or
stibsequent defaults, ’ '

5. You shall have the sole right to make coliections on alt Contracts asslgned to you, and the undersizned will not solicit or
make any collectlons except pursuant to your wrltten request or written lnstiruments to make such correctlons, Where any
repossesslon 18 made by the undersigoed for you, the undersigned will hold such repossessed equipment or the proceeds thereol,
in the event of sale thereof, In trust for your benefit, and will dellver or pay the same to you on demand without charge. The
undérsigmed will forward to you promptly all comreunleatlons, foquirles or remittances which the undersigned may receive in
reference to any of the Contracts assigned to you, and you may audit the books and records of the undersigned relating to
the Contracts ass!gned to you. If the undersigned shall fail to pay to you apy sum due from the undersigned within ten (1))
days after your demand therefor, or If the undersigned ceases to do business as a going concern, or makes an assignment for
the benefit of its creditors, or shall be adjudged a bankrupt, or a recelver be appointed for the undersigned or of the property
of the undersigned, or a petition or answer asking for the recranization of the undersigned Is approved by any court, the un-
dersigned, on the happening of any of sald evenis will forthwith become obligated 'to repurchase from yon all of the Contracts
theretofore purchased and asslgned to you by the undersigned, including Any paper purchased under any other arrecment, and
will pay you an amount equal to the aggregate unpald balance due thereon, less the nnearned finance charges. If the under-
slgned shall fail to repurchase any or all of the Contracts as in this paragraph provided for the period of ten {10} days after
recelving written demand for such purchase from you, thea you are hereby authorized to sell at any time thereafter on at least
five {5} days' wrlitten notice to the undersigned, at elther public or private sale, any or all of the Contracts hereinbefore ve-
ferred to, and you may be a purchaser thereof at any such public sale. The net proceeds realized upon any. such sale or saley,
after deductlng all expenses lu coanection therewlth, including reasonable attorney fees, if ghy are lncurred, shall be applied
agatnst the repurchase price, which the undersigned 1s obligated to pay under and by virtue of the terms of this paragraph,
1f, {n connection with such sale the nmount reallzed thereon should not be sufficlent to repay such purchase price, thea the
undersigned shall pay any such deficlency, and 1f a surplus shontd result from any such sale or sales, the surpius shall be pald
to the wnderstgoed. The undersigned hereby irrevocably suthorizes you to supply any omisslons In any documents executed by
the undersigned in connection herewlth, Bither party hereto may terminate this agreement at any time by written notice to
the other of such termination, but such termination shall not affect any obligations or transactions hereunder which arose
prior to the receipt of notice of such termination,

8. Thig agreement shall be binding upon the undersigned, and the sucteIsors, heirs, executors, administrators or Assigns of
the undersigned, and shall Inure to the beneflt of you and your successors and assigns.

7. 'This application 15 made to you In duplicate, and will become the Contract between you and the undersigned upon your
exceuting the acceptance at the foot hereof. '

8. No provislon heréof shall be modifled or altered except in writing executed by both of the partles hereto.

ACCEPTED:
(DRATEE Y tertucrerncressssssrssrarsianssas st irassasvnrcas sneeanis
{Corporate, Individeal or Firm Name)
B
By ’ : ¥ (Owner, Officer or Fastner—state which)

;S Jjmm— ; 1M "
. . {Addrens of Dealar)

size — 84" x 11¥ 14



Farm Equipment Financing by Banks

that the dealer should be relieved largely from
the credit aspects of the business and should
concentrate on selling and servicing. They be-
lieve that banks may tend to lean too heavily
on the recourse crutch rather than on the
quality of the credit. Good credit will always
be the prime requisite for making a time sale.

Limited-Recourse Plan. The limited - recourse
plan is an arrangement whereby the liability
of the dealer is limited as to time or amount
on individual or aggregate contracts bought
by the bank. (See Form No. 5 on page 16.)

Under this plan, the dealer as well as the
lender has a responsibility for the quality of
the credits granted. This type of agreement
usually provides for a reserve or holdback
of a certain percentage of the face amount
of the note (commonly 3 to 5 per cent). This
amount is credited to a dealer’s reserve ac-
count and is accumulated until it equals, say,
5 to 7 per cent of the outstanding balance of
all contracts. When this holdback reserve ac-

count exceeds the agreed percentage of the

dealer’s outstanding obligations, the bank can
then pay out at periodic intervals the amount
of the excess reserves.

Generally, under a limited-recourse ar-
rangement, the bank—to be assured that the
dealer has made a sound sale—makes an
agreement with the dealer whereby he has
full liability on a contract until a certain per-
centage of the time price has been paid by
the buyer. After the stipulated amount has
been paid, the dealer is released from his
liability on the transaction. The number of
payments normally equals about 25 to 30
per cent of the contract. Some banks have
arranged an equipment tie-in agreement with
the dealer in which the dealer agrees to re-
possess, make necessary repairs at cost, and
exert an effort to resell the merchandise. Most
banks, under such an agreement, also
charge the reserve account for any deficien-
cies that may be incurred after the sale of
the equipment.

Limited recourse may be applied on scason- - --

able payments on the basis that the dealer
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is relieved after the first payment is made.
The agreement may provide that the aggre-
gate of liability on paper sold to the bank
will not exceed a certain dollar amount or a
percentage of the aggregate. In some in-
stances, 5 to 10 per cent has been worked
out between the parties. Under a limited-
recourse arrangement, the dealer may agree
to purchase repossessed farm equipment
from the bank for the unpaid balance of the
contract or for a certain percentage thereof,
There should be agreement on who assumes
the responsibility to pay the cost of any neces-
sary legal action.

Repurchase Plan. Under this arrangement, the
dealer agrees to repurchase repossessed farm
equipment for the unpaid balance of the con-
tract. Certain legal and technical objections
of the full endorsement plan are avoided.
Different types of arrangements may be made
under this plan, The bank can assume the
responsibility for any legal action necessary.
The dealer can agree to make the actual
physical repossession (See Form No. 6 on
page 17). Also, either a portion (a holdback)
can be retained from the proceeds of
the balance financed, as previously men-
tioned under limited recourse, or a reserve
sct up out of the finance charge. The ac-
cumulation and distribution of this latter
reserve is accomplished in a manner similar
to that explained under the limited recourse
plan. The great advantage in both the
limited recourse and repurchase plans is the
moral effect upon the dealer as these plans
put the dealer on a participation basis with
the bank and make it to the dealer’s advan-
tage to reveal to the bank all the true facts,
good or bad.

Nonrecourse Agreements. On nonrecourse ar-
rangements, lenders naturally must be more
selective in their purchases of paper than

‘when they rely partly or entirely on endorse-

ment arrangements. Under a nonrecourse
agreement, there is no recourse to the dealer
if the purchaser defaults. He is absolutely dis--
charged from any liability the moment the



Form No. 8 — Limited BRecourse Dealer Agreemént

LIMITED RECOURSE DEALER AGREEMENT

THIS MEMORANDUM OF AGREEMENT between

hereinafter called "Bank," and
berelnatter called *Seller,”

WITNESSETH:

knowing that Bank will rely upon the same.

will inciude finance charges as per the chart turnished by Bank,

2 AN Contracts offered by Seller to Bank will be valid deferred payment o’hligatlona for the amounts t
coverlug merchandise, free and clear from all ilens and encumbrances, which Seller has a legal right to sell.

chasers named in each Contract are bona fide, and Rave legal capaclty to enter into such Contract, and that t
in the Contract.

the manufacturers of the merchandlse covered by any Coatract.

by Seller subject to Bank's control and direction,

() Any remaining balance of such excess ADOVE ..

day of each month during the lite of this agreement.

Contract sold to Bauk until the Arat ooseenomonthly instalments shall have been pald by purchaser named

curred on account of or by reason af any such breach or default, less unearned discount.
7. In the event that the purchaser of & (as defined by Bank) defau

ments or documents executed, transferred, endorsed or dellverad in coonection with any transactions hereund

ahy purchaser named fn any contract purchesed by Bank under the terms hereof, all without in any way
affecting the Hability of Seller hereunder.

prior to the receipt of notles of such termination.

10. This Agreement shall be binding uponw Seller, and the successors, hefrs, executors, administrators
Seller, and shall fnure to the penefit of Bank and Bank's uccessors and ABBIENE,

Seller proposes to sell to Bank such conditfonal sale contractd, chatts! morigages and/or leases, together with the
gecompanying nctes, agreements and other documents representing deferred pryment purchases of merckandlse (not in-
cluding apartment bouse, commercial or used equipment, o merchandise) geld by Seller, (all of which {nstruments are
hereinafter collectively referred to as “Contracts”), a3 may be acceptable to Bank, In order to Induce Bank to purchase
the Contracts, Seller hereby makes the following representations, warranties, sgreements and covenants to and with Bank,

1. The Contracts submitted to Benk will be upon the form approved by Bank. The price stipnlated in each Contract

herein gtated
No disputes,

offsets or counterclaims exist between Seller and the purchaser named in any Contract oftered for sale by Seller to Bank,
The merchandise and equlpment described In sald Contract was sold, and dellvered by Seliler a3 mentloned In said
Contract, and the description of such merchandise or equipment is !n all respects true and corvect, ‘The purchaser or pur-

he down pay-

ments mentioned in any such Contract shalt be in ¢ash, and not in ita equivalent unless go provided in the Contract. No
part of any Instalment of instalments shall be loaned dlrectly or indirectly by Seiler to the purchaser or purchesers named

3. Seller shall provide and maintaln setvice In accordance with the standard practices and policles established by

4. Seller, upon demand will witheut charge to Baok, ecoperate {n enforcing the purchaser’s obligatlons under boy
Contract sold to Bank, pursuant to the terms hereof, and will, upon Bank's request and without charge to Bank, repossess
any merchandise upon default of the purchaser thereof, and st Bank'a direction either dellver the same to Bank or hold the
same in storage, free from any storage charges. Any such repossessed morchandise held by Seller shall be held or stored

5. The agreed purchase price shall be pald to Seller or credited to hia secount when the paper is purchased, and there-
upon full title to the paper ghall pass to Bank. If an amount in excess ot the purchase price pius the disecunt computed
according to the agreed discount rate 18 reallzed by Bank on such poapsr, the amount o realized shall be applied ag followa:

(a) To satlsfy any past due indebtedness of Seller to Bank arising under this agreement or otherwlse; and
e percentum of the unpald balance on the
contracte then outstanding, sc long a8 geller 1 solvent, shall ba paid or credited to Seller on the o wimimnaine

6. Each Contract shall be asgigned to Bank with recourse, and Bank may execute any such asslgnment in the name
of Seller, it Seller shall In any case -omit to execute such assignment, Such recourse shall continue in reference lo any

in each Con-

tract, ag provided In said Contract, within thirty (30) days of their tespective maturity dates, and the assignment ot such
Contract shall thereafter he deemed to be without recourss, except that Seller shail not be relleved of or from any lability
for the breach of any warranty, representation, covenant o sgreement herein contalned, or contained in any assfgnment,
jnstrument of transfer or endorsement made in connection with any such Contract. In case of the breach of any such
warranty, representation, covenant or agreement hereinbefore referred to, or in case of default by the purchaser named In
any such contract while recourse agalnst the undersigned continues, Seller will on demand repurchase the contract or con-
tracts concerned for the unpaid balance owing on any such Contract nnd &N other damages, coals or expenses pald or in-

1ts, and Bank

does not inform Seller of the location of said merchandise within ninety (§0) days from the due date of the oldest unpald
tpstalment, the Seller lg forthwith relleved frem hls obligatlon to pay the balanee of any such delinquent contract,

8. Seller hereby walves presentment, demand for payment and not{ce of ponpayment, protest, notice of dishonor,
notlce of default, or any other demand or notice whatsoever in connection with any contracts, negotiabla Instruments, agres-

er, and Selier

uereby gonsents to any and all extensions of the time or times of paymenta provided In any such contracts, negotlable In-
struments, agreements er documents, and hereby consenis to Bank making any compromise which Bapk may see fit with

jmpairing or

9, Either party hereto may terminate this agreement at any tima- by written notice to the other of such lerm!nntlc;n,
but such termination shalt not relieve elther party trom its obligation hersunder with reapect to any contract purchaged

or assignt of

11. No provision hereof shall be modified or altered except in writing executed by beth of the parties herato,
Dated
(Seller)
BANK
. By A
THle
By Title By
Tide

s1zg — 814" x 11”7 16




Form No. 6 — Repurchase Agreement

REPURCHASE AGREEMENT

This Agreement made this By of. , 19 1 by and between National State Bank,
hereinafter called Bank, and

, hereinafter called Dealer,
WITNESSETH:

That in consideration of the mutual covenants herein contained, Bank agrees to purchase from Dealer such conditional sales
contracts, notes, and chattel mortgages received by Dealer for the sale of merchandise as are acceptable to Bank, under the
following terms and conditions:

1. Dealer does hereby warrant, represent, and ¢ovenant that all contracts offered by Dealer tn Bank will be valid deferved
payment ebligations for the amounts therein set forth, covering the sale of merchandise owned by Dealer (free of encumbrances},
which Dealer has a legal right to cell; that sueh contracts are not subject fo any disputes, offsets, or counterclaims; that the
deseriptions of said merchandise, or services rendered, therein contained are in all respects true and complete; that the purchasers
named on all such contracts are bona fide and have legal capacity to make such contracts; that the down-payments made by the
purchasers named in such eontracts have been made in cash and not its equivalent unless otherwise mentioned in such contracts and
that no part thereef has been loaned directly or indirectly by Dealer to the purchasers; that the carrying charges added to.the
nurchase price of the merehandise have heen correctly represented to the purchaser; and that on the date of each assignment the
merchandise mentioned in the contract assigned has been delivered and completely installed.

2. Dealer agrees to provide and maintain service on all merchandise described in tontracts subject to this agreement, in zccord-
ance with standard practices and policies.

3. Dealer agrees that Bank may charge Sevnimrrncneme.- DT hundred dollars per year of the net purchase price of merchandise
described in each contract purchased hereunder; and said charge shall not be less than $o_e . for any contract so purchased,

4. All contracts, notes, or chattel mortgages purchased hereunder shall be in form and shall inelude terms, covenants, and
conditions acceptable to Bank, Bach such contract shall be properly exeented by Dezler 2nd the purchaser., All assignments thereon,
regardless of the provisions thereof, shall be subject to this agreement of Pealer to repurchase such contracts, as hereinafter pro-
vided. : ’

5. 'When the purchaser nameg in any contract purchased by Bank hereunder shall be in default of a payment due thereon for
a period of ... dBYS OF more, Dealer promises and agrees to repurchase such contract from Bank on demand and to pay
therefor the unpaid balance owing on such contract, including all sums of principal, interest, and charges due and to become due, less
a pro rata rebate of eharges over and above Bank's minimum charge. Dealer also agrees that Bank shall be under ne obligation to
sue or proceed against the purchaser under such delinquent contract and hereby waives the provisions of Section 2849 and 2850 of the
Civil Code of the state of California. .

6. If Dealer ceases to do business as a going eoneern, or if a petition in bankruptey or ingolveney is filed by or against Dealer or
for the appointment of a receiver, or if a creditor's committee is named for Dealer, or if Dealer makes an assignment for the benefit
of ereditors, or if an attachment or execution is levied upon the property of Dealer and such attachment oY execution is not released
within a period of ten days from and after any such levy, orif Dealer shall fail to repurchase any such contract within ten days after
demand therefor is made on Dealer, then and upon the happening of any such event and from time to time thereafter Dealer shall,
upon demand from Bank, immediately repurchase from Bank any or all centracts purchased by Bank hereunder which are delinguent
at the time s]l:chlf‘iema?d is made, the purchase price of each such contract to be the amount owing on each such contract as described
in paragraph 5 hereof.

- 7. Bank shall be under no duty te notify Dealer of any default on the part of Dealer with reference to the terms of this agree-
ment or to notify Dealer of any default én the part of the purchasers mentioned in contraets sold by Dealer to Bank, and Bank shall
not be required 1o make formal tender or demand for the repurchase of contracts pursuant to this agreement. Dealer hereby agrees
that Bank may continue to make collections on any account to be repurchased, until the payment of the repurchase price, and Bank
may extend the time of payment or make any compromise, adjustment, modification, or alteration that it deems reasonable without
notice to or the consent of Dealer and without in any manner affecting the obligations of Dealer to repurchase any contracts pur-
suaant to this agreement. '

8. Bank agrees to provide insurance protection of the interests of Dealer only (Vendor's single interest coverage, which does
not cover the interest of the purchaser of the merchandise » against loss caused by fire, theft, or transportation of all eguipment
or other personal property covered by contracts sold by Dealer to Bank hereunder and against embezzlement in the case of all
domestic equipment or appliances. .

9. Dealer agrees that Bank may withhold from the net purchase price of all contracts purchased hereundete oo
per cent of the net unpaid balance of each contract at the time of the purchase thereof, and may retain the sums so dedusted as

all sums so withheld until all such contracts shall have been paid in full or repurchased by Dealer, subject, however, to the right of
Bank at any time and from time to time to apply the whole or any part of the aggregate amount of the sums se retained to the
satisfaction and discharge of Dealer's obligations hereunder. All amounts so withheld may, at the diseretion of Bank, be reduced
from time to time by release to Dealer. -

10. Dezler agrees not to dccept payments or tender of payments made to it by a purchaser under any contract sold to the Bank
hereunder and will refer such purchaser to Bank. :

11. This agreement may be terminated at any time by either party upon notice in writing to the other, provided, however, that
such termination will not impair or affect the liability or obligations of Dealer to Bank under this agreement on account of any con-
tract purchased or transaction had hereunder prior to the time such notice is given.

IN WITNESS WHEREOQF the parties hereto have executed this agreement on the day and year first herein written.

. {Dealer)
By

NATIONAL STATE BANK

By

size — 8%4” x 11 17



Farm Equipment Financing by Banks

bank buys the paper.

The manufacturer usually provides a per-
formance warranty on all new equipment,
and the dealer undertakes to assemble and
adjust the equipment and to instruct the
purchaser in its proper operation and care.
Generally, under a nomxecourse agrecment,
the dealer does the physical work of repos-
sessing, reconditioning, and reselling the
equipment and is reimbursed by the lender
for the costs of performing these services. The
nonrecourse arrangement is not popular and
should be used with extreme caution. This is
because of the degree of selectivity of the in-
dividual risk, which naturally places limita-

tion upon the selling dealer. Many times, this
type of plan is tied in to what is generally
known in the field as a “nonrecourse-repur-

chase agreement.” (See Form No. 7 on page
19.)

Mutual Reserve Plan. This plan may be applied
in two ways. Under the first method, a re-
serve is created by retaining a certain per-
centage - (holdback) of the net proceeds on
each contract purchased. While the manu-
facturers’ cash discount for prompt payment
varies, it is not uncommon for the dealer to
receive a cash discount of up to 5 per cent if
he pays the manufacturer for the equipment
immediately. Thus, the dealer can authorize
the bank to retain an amount up to 5 per
cent on the balance of the contract without
having to create the reserves out of his own
cash. '

Under the second method, a reserve may
also be created, either with or without a hold-
back, by setting aside a percentage of the
finance charge in a reserve account. To illus-
trate: if the equipment dealer charges 8
per cent simple interest to the buyer, and if
one-fourth of the total charge, or 2 per cent,
is transferred to a reserve account for the
dealer, the bank would then have a net yield
on the paper of 6 per cent simple interest.
If the reserve is accumulated out of the
finance charge on the contract, there may

also be a holdback of 5 to 10 per cent on =

18

cach transaction until an agreed-upon mini-
mum reserve account balance is reached.

In many banks, the reserve is accumulated
until it equals from 5 to 10 per cent of the
aggregate unpaid balances of any dealer’s
discounted paper. The bank then remits to
the dealer the amount of reserve in excess of
the stipulated minimum. There are several
advantages to this plan. The dealer sells his
paper without recourse, yet a sufficient re-
serve is created to protect the bank against
losses. The substantial amount in the reserve
account builds up for the dealer and he
receives all that money when and if his paper
pays out in full.

In any arrangement, the reserve or hold-
back should be applicable on every trans-
action. Therefore, the agreement should pro-
vide that a stipulated amount be held in rela-
tion to the outstanding obligations. The deal-
er’s liability differs from the reserve account
in that the former is a percentage of con-
tracts in each year, while the latter is main-
tained as a_percentage of contracts outstand-
ing. This percentage of contracts outstanding
is reflected in the dealer’s reserve account
which should not be less than $250 to $500.
On larger transactions and on volume deal-
ers, perhaps $2000 to $3000 would be a more
realistic minimum reserve. This minimum-
dollar-reserve base has been found to be ade-
quate, but it will depend on the type of paper
purchased and the credit hazards involved.
In some cases, a somewhat larger minimum
may be justified. ' ‘

The mutual reserve plan is approved by
many manufacturers and has a special appeal
to many large dealers; however, it is not
effective unless the dealer creates a suffi-
ciently large volume of paper so that adequate
reserves are built up not only to protect the
bank in case of loss but to give the dealer in-
centive to see that his paper is liquidated
with a minimum loss to the bank.

Tt should be pointed out that the major
difference between the repurchase plan and
the mutual reserve plan is in the dealer’s ob-



Form No. 7 — Dealer Agreement (without recourse)

Dealer A greement

(Without recourse)

(Name of Plan}
TO: (hercinafter called the Distributor)

Gentlemen:

We proposed to sell to. ' ’ , hereinafter referred to as
the Bank, such conditional sales centracts, together with the accompanying notes, agreements, and other documents representing
deferred payment purehases of merchandise sold by us (all of which instruments ave hoveinafter collectively referred to as
“contracts”), as we may obtain and as may be acceptable to the Bank. In order to induce the Distributor to lend its influence
in the creation and maintenance of appropriate discount facilities at the Bank, we hereby make the following representations,
warranties, and covenants to and with you, knowing that you will rely upon the same:

i 1. All contracts submitted for purchase will be on the Bank’s approved forms, The price stipulated in each contract will
include finance charges as per chart furnished by the Bank.

- 2. We hereby warrant, represent, and covenant that all such contracts offered by us for sale will be valid deferred pay-
ment obli%atmns for the amounts therein set forth, covering NEW merchandise owned by us free and clear of all encumbrances,
which we have a legal right to sell; that such obligations are not subjeét to any disputes, offsets, or countereclaims; that we have
sold, delivered, and installed the merchandise therein mentioned; that the descriptions of said merchandise therein contained
are in all respects true and complete; that purchasers thersin named are bona fide and have legal capacity to make such con-
tracts; that the down-payments made by the purchasers whose contracts we offer fo the Bank for sale shall be in cash and not
its equivalent unless otherwise mentioned in said contracts and that no part thereof shall be loaned directly or indirectly by the
undersigned to the purchasers; and that on the date of each assignment the merchandise mentioned in the contract assigned hag
been delivered and completely installed and that the said merchandise has not been sold to one of our employees or a member of
our family or household,

3. We agree to provide and maintain service on all merchandise sold by us in accordance with the standard practices
and policies as established by the Distributor and, if requested, will furnish a surety company bond or other satisfactory guar-
anty for the performance of such obligations,

4. TUpon demand we will cooperate in enforcing purchasers’ obligations upon any default by the purchasers and will, upon
request of said Bank and at our expense, repossess dny such merchandise and hold same for the Distributor or its nominee at
my/our place of business or warehouse, free of any storage charges.

9. It is understood that for each accepted contract, the Bank will pay us a sum equal to the unpaid face amount of the
contract less the required finance charges and less a deduction of a witholt-recourse foe caleulated on the cash balance of each
contract as prescribed by Bank, provided the purchaser shall have made & down-payment in accordance with Bank's requirements.

It is expressly understood and agreed that such assignment without recourse shall not be deemed to relieve us of or from
any Hability for the breach of any warranty, representation, covenant, or agreement herein contained or contained in any in-
strument of assignment and/or indorsement. In case of any such breach, we shall on demand pay the unpaid baiance owing on
the contract affected by such breach or default and all other damages, costs, and expenses paid or incurred on account of or by
reason of such breach or default.

Repgardless of any breach of this agreement, in the event the retail sales price of merchandise sold under any of said
contracts, for any reason, shall be in excess of the established retail sales price {as determined by Distributor) and the pur-
chaser under any such contract shall default, then, upon demand, we will pay to you or Bank the amount of such contract in
excess of said established retail selling price,

6, We hereby waive presentment, demand for payment, notice of nonpayment, protest, netice of default, and any other
demand or notices whatsoever in connection with any contracts, negotiable instruments, agreements, or documents transferred
and/or indorsed, and we hereby econsent to any and al extensions of time granted to or compromises made with the purchasers
under said contracts or any other person, without impairing our liability or obligations.

7. Either of us may terminate this agreement at any time by writing to that effect to the other; but such notice shall
not affect any obligation hereunder on the part of either of us which arose out of the purchase of contracts hereunder prior to
the termination.

8. It is understoed that this agreement shall apply only to products approved by you and that all the representations,
warranties, covenants, and agreements herein contained are for ang shall inure to your benefit and your respective successors
and assigns, and shall be binding upon us, our successors and assigns. k

...%. _The warranties, representations, covenants, and obligations of this agreement shall inure to the benefit of the Bank,
and the Bank may enforce this agreement, or any provision hereof, as a third party beneficiary, and no modification of this
agreement, or any provision hereof, shall be valid or effective without the written consent of the Bank.

Dated a y 10, DEALER:
APPROVED: L e
............ By i,
{Distributor) - {Signature of Qwner, Partner, or Qfficer}
By

(Address of Dealer)

size — 814" x 117 ’ 19



Farm Equipment Financing by Banks

ligation to repurchase for cash at the unpaid
balance each item repossessed under the for-
mer plan. '

The various plans outlined siress that the
bank is a financial institution and the dealer
is a merchandiser. The merchandising re-
sponsibility is solely the dealer’s. It is there-
fore proper for a dealer to enter into an
agreement with the bank to repurchase, re-
possess, recondition, store, or resell -distressed
equipment.

DEALER RESERVE

Regardless of all reasonably good judgment
exercised in selling and collecting, an occa-
sional loss through repossession or other cause
may occur. Even though the contracts are

. accepted on a nonrecourse basis, the general -

practice is to provide a reserve account out
of the finance charge or out of the unpaid
balance of a contract (holdback), or both.

This places funds at the disposal of the bank

to protect it against possible losses.

A reserve is generally known as an amount
held out of the finance charges whether
matched or unmatched by the dealer. A
holdback represents a portion of the advance
or unpaid balance normally due the dealer.

The reserve account should be propor-
tionate to the amount of paper bought under
a sound -credit and collection program. If
the reserve is deducted from the face amount
of the note and is unnecessarily high, it may
result in depriving the dealer of needed work-
ing capital. The reserve provisions should
provide protection, simplicity, and flexibility.
(See Form No. 8—Reserve Agreement—on
page 21.)

' RESERVE DISTRIBUTION

As the obligations are liquidated, the deal-
er’s reserve account is adjusted and distribu-
tion is made to him each six months or at
other intervals. Generally, the dealer’s re-
serve balance should exceed an agreed per-
centage (5 to 10 per cent) of the unpaid bal-
ance of paper outstanding which is current

20

or not more than 14 days delinquent, plus 100
per cent of the unpaid balance of paper which
is 15 days or more delinquent, before distribu-
tion is made. To illustrate:

July 1
Unpaid balance paper pur-
chased ' $50,450.00
Less unpaid balance of de-
linquent accounts 3,742.00

Ralance current accounts $46,708.00

10% reserve needed 4,670.00
100% unpaid balance of de-

linquent accounts 3,742.00
Reserve in excess of this

amount is distributed $ 8,412.00

When a small volume of contracts is
handled for a dealer, a minimum reserve
should be required below which no refunds
are given. Should the dealer discontinue sub-
mitting contracts, then reserves are distrib-
uted only after all accounts have been paid
out. In scme instances, the reserves remain
intact until the outstanding balances equal
the reserve—then, reserve disbursement is
made only in the amount that is in excess.

RECORDING AND COLLECTIONS
INDIVIDUAL LEDGER CARD

For each account, an individual ledger card
should be prepared which will provide the
essential information on each transaction as
well as the payment record thereof. (See
Form No. 9 on page 22.) Some types are
used in a machine-posting operation while
others are used for posting by hand.
Loan balances can be prescheduled by show-
ing reducing balances or the accumulated
payments. A tray or file with sets of dividers
or file-card guides numbered from one to
31 for each day of the month is about
all the equipment needed for filing ledger
cards. The cards are filed according to ac-
count numbers behind the divider markers
for each day of the month on which payments
fall due. A controlling account by class of



Form No. 8 — Reserve Agreement

RESERVE AGREEMENT

TO:

In reference to and as part of ... ... .. .between us,
dated. ..o e , (hereinafter referred to
as agreement) you shail credit to a reserve account amoungs equal to... . .per cent of your finance
charges or an amountequal to. . .. .. per cent ( ) of the unpaid balance at the time of your purchase of

any contract. Said reserve account shall be under your exclusive control, and the amounts shall at all
times stand as security for the faithful performance of the obligations of the undersigned assumed under
the agreement and under any and all assignments of contracts pursuant to the terms of the agree-
ment. In the event of any default on the part of the undersigned with respect to any of the aforesaid
obligations on the part of the undersigned, or in the event of the filing of a petition in bankruptcy by
or against the undersigned, or the commencement of any action or proceeding for the appointment of a
receiver of the undersigned, or in the event you shall at any time deem yourself insecure for any reason
whatsoever, the amount in said reserve account may be forthwith applied by you upon any of the obli-
gations of the undersigned under the agreement, or under and by virtue of any assignment of any

contract made by the undersigned. Ifonthe............ dayof-...... o .,andthe ..... day

of ..o i , of each year, the undersigned shall not be in default in reference to any of the
aforementioned obligations, then you shall pay to the undersigned such part of the reserve account as is

In excess of.......... per cent {. ..%) of the then aggregate unpaid balances outstanding on con-
tracts purchased from the undersigned by you. Only at'such times of payment of reserves by you {and
not prior thereto) may the undersigned have the amount then to be paid applied as a credit on repur-
chase or other obligations.

ACCEPTED:

s1zg — 84" x 117 21



Form No. 9 — Individual Ledger Card

rae Mo, | oug oare ASEDUNT KO,

PAYABLE IN

3k AL Fit VL aF L] fis IE AD
AMQUNT OF LOAN ACCOAUNT WUMBTR

Li7TzA

loan on which the total of the day’s new loans
are debited or added to the cutstanding bal-
ance, and the total of the day’s payments
are credited or subtracted, should be main-
tained on a card in the front of each tray. As
payment records or coupons are received, they
are sorted according to due date and account
number. If balances are prescheduled, the
posting can be done simply by debiting the
line conforming to the payment being made.
The daily postings should be checked by an
old and new balance proof, or by making a
list of payments posted on the ledger cards
which is then balanced against the payment
journal. Past-due accounts are transferred
to the delinquent section, usually kept in the
front sections of the tray.
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PAYMENT RECORD

The type of payment record set up for the
purchaser will depend on various factors such
as: (1) whether income is derived in such
manner as to justify monthly payments; (2)
whether the obligation is to be liquidated in
one or two or more lump-sum payments; and
(3) whether arrangements are made to liqui-
date the obligation in instalments other than
monthly, seasonally, or annually. This pro-
cedure is entirely a matter of bank policy.

" Coupon payment books appear to be a com-

monly used method of recording and remit-
ting payments. (See Form No. 10 on page
24.)

When a Ioan is made or when a note and
contract is purchased, the coupon payment



record is sent to the borrower or purchaser,

The bank should call the obligor’s attention
to the payment-due dates, the amount of
each payment, and the full amount of the
obligation. When the contract has been pur-
chased from a dealer, the bank should, in ad-
dition, advise the customer that the trans-
action has been assigned by the dealer to the
bank. Unless the arrangement is a special
one, the bank should also advise the obligor
or purchaser that payments are to be made
to the bank only.

PAYMENTS COLLECTED BY DEALER

Occasionally, a bank will permit a dealer to
make collections. The frequency with which
these collections are turned in to the bank
depends upon such factors as the type of
dealer, his financial responsibility, and his
experience. Any deviation from regular prac-
tices should be avoided. The obligor should
be notified that the bank is the holder in due
course,

The ideal method of collection is to have
all payments made directly to the bank. If
other methods are adopted, proper safe-
guards and precautions must be exercised.
A purchaser, by making payments to the
dealer, believes he is living up to the terms
of the agreement, Actually, payments are not
final against his obligation until so recorded on
the bank’s records. If a dealer defaults, the
obligor and the bank will find themselves in
an unenviable and strained situation. The
bank should make periodic verification of the
balance owing direct with the borrower.

COLLECTION PROCEDURE

Most banks financing farm equipment
know the importance of prompt, alert, and
efficient collection effort. When seasonal pay-
ments are involved, pre-notice at least 30
days in advance of payment date is recom-
mended. Where paper is purchased from a
dealer, the procedure should include an ad-
vice to him regarding his delinquent accounts.
(See Form No. 11 on page 25. If the dealer
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is informed on delinquent accounts, he will
often be helpful in effecting collections. It is
not considered advisable to authorize a dealer
to collect payments as this procedure may
indicate an agency relationship and the bank
thereby assumes responsibility. Even though
the dealer is not directly responsible for the
collection of the contracts, he should cooper-
ate, because any slow or defaulted accounts
will be charged against his reserve account.

Instalment collecting includes handling
from the first past-due notice to bringing the
account up to date or repossessing the equip-
ment pledged. There are many necessary con-
siderations in establishing a collection proce-
dure, such as individual collection follow-up
of borrowers who do not respond to notices;
education of borrowers to pay promptly, there-
by offsetting collection expense; and the im-
portant factor of minimizing the number and
disposition of repossessions.

In handling monthly amortized obligations,
an automatic set of notices has been found
quite effective in reducing the number of de-
linquencies. These notices constitute the most
important feature of collection follow-up.,
Usually the farmer-purchaser or borrower
will not let his obligation he delinquent with-
out explaining the reasons. Under such cir-
cumstances, it may be possible to arrive at
some working arrangement which will be
of mutual benefit to the obligor and the bank
and which will result in proper liquidation of
the account.

If the account continues in arrears after the
final notice has been sent to the borrower or
purchaser, personalized attention is usually
necessary. The proper bank officer should
make every attempt to determine the cause
of the delinquency and should make every
effort to work out the situation to the satjs-
faction of all parties concerned. If all such
efforts do not bring satisfactory results, he
should take prompt action to protect the

“bank’s interest. Delay in resolving delinquen-

cies can result in substantial losses.



Form No. 10 — Coupon Book

i
PAYMENT 1
1 BANK
NO. ]. 1 Percenal Cradit Divislan
: ACCOUNT HVMBRER
When officially stamped, this stub is |
a receipt for payment of the amount |
perforated. I
I
Amount of Payment Dae b ATiMENT DUB :
' PAYMENT No. 1
DOLLARS CENTS DOLLARS CENTS
I Late Charges
1 of 3 coilected
1
| ‘This payment is due on
: the date shown on the
. inside front cover in the
| month punched below.
1 Malntaia Your Credit By
' Prampt Payments
3 PAID EY JAM. FEB. | MaR. | APR. WMAY JUNE
i w
1 D CAsSH g
Late Charges $ ] -
= .
1 D MO. ORDER 2| uy AUG. | SEPT. | ©OCT. | NOW. DEC.
Received by. J £
TEuLn ' E] CHECK ON
| == mmmm—— =
!
IMPORTANT INFORMATION
Please Read Carefully
Name : Payments of 8 on the day
Y
payable in. instalments as follows: Payments of $. on the day

of each month punched at the bottom of each coupon berein.

.. This bock is furnished for your convenitnce in making your monthly payments on the correct duc date, Please use enupons
in their consecutive order. Keep the duc date of each monthly payment in minil, as advance notices of payments due are not
sent.

A coupon must occompany avery payment made. If you make a payment in person, the teller will detach the cou.
pon aml receipt for the payment on the stub, In making a payment by mail, detach the first wnpaid coupan and sentd it
with your check or money order, in which case your check or money order will cunstitute a receipt. Do not send cash by
mail. De not mall book. ’

Payment in person or by messenger may be made at any office listed on the back caver.

Payments by check or money order should be addressed and mailad to........ovnvnnnanars + Naw York,
N. Y. Checks or miney orders drawn by yourself should he payable to........cioiey NI Bank. Cheeks of indi
viduals payable to your order or to the Bank and indorsed by you also are accc?mble. Checks and money orders, by who-
sutver drawn, payable to anyone other than yourself or the Bank are not agcecptahie.

All checks, drafts, money orders, etc., will be credited subject to collection and final payment.

Any change in your home or business address should be immediately reported by use of the forms provided on the last
pages in this book, Immediately report the loss of this coupen book.

Whenever.communicating with the Bank regarding your account, always refer to vour accaunt numher.

Latenass in muklugcruymonlz Section 108 of the New York State Banking Law provides that in case a payment shall

remain unpaid for a period in excess of five days from its due date, the barnk may charge four cents for cach dollar due, not
exceeding Two Dollars as to any one payment,

(BANK)

REPOSSESSION AND DISPOSITION Each bank must seek local legal guidance on

State laws vary in regard to taking posses-  the question.
sion of collateral under a conditional sale con- As the dealer has facilities for bringing in
tract, chattel mortgage, or bailment lease. repossessed equipment, together with a service
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Farm Equippment Financing by Banks

shop and personnel to handle reconditioning,
it may be preferable for him to take over
such equipment after legal title and posses-
sion is established. It may be to the advan-
tage of both the bank and the dealer for the
latter to make all physical repossessions. The
bank not only avoids the complications of re-
possessions, servicing, and storing, but the
dealer protects the market for the equip-
ment he originally sold.

In the main, dealers will agree to bring in
to their shops repossessed equipment and to
recondition, store, and resell it. Since the bank
holds the original borrower’s or purchaser’s
unpaid contract, full proceeds of the sale
should be remitted to the bank for distribu-
tion and application: first, for payment of
~ the dealer’s reconditioning and handling ex-

pense; second, for the recovery of legal ex-
penses incidental to repossession and clearing
title; and third, for liquidation of the original
obligation. :

Should the remainder of the resale pro-
ceeds not be sufficient to fully cover the un-
paid balance of the obligation, the deficiency
is chargeable to the dealer’s reserve account
to the extent originally specified in the bank-
dealer agreement. In the absence of such an
agreement, the deficiency would be charged to
the bank’s own Reserve for Bad Debt ac-
count. When a profit is realized, it may be

Form No. 11 — List of Delinquent Accounts

paid to the dealer if the balance in his re-
serve account is above the prescribed level
and, if not, his reserve account is credited.
The bank must make certain that this prac-
tice does not violate state laws. The foregoing
will apply only if the bank and the dealer
arrangements so specify and are made under
a reserve contract.

The question of who should benefit from
the profit on repossessed merchandise pre-
sents a legal and a public relations problem
which each bank must consider. '

REPURCHASE OF CONTRACTS
' BY DEALERS

On occasion, a dealer may find it advisable
to repurchase a contract. The user may want
to trade equipment covered under the obli-
gation before the original balance is com-
pletely liquidated. Or, in another instance,
the dealer may recognize that the sale will
ultimately result in a repossession, and pre-
fer to handle the repossession himself. Again,
the dealer may prefer to cancel his agreement
and repurchase all outstanding obligations..
In such situations, the bank should protect
itself and retain the suggested minimum fee
to cover, at least in part, acquisition, collec-
tion, and handling costs.

DEALER

DELINQUENT PURCHASER LIST

Mo, Date

- MANY REQUESTS FOR PAYMENT. WE, OF CO
OF REAL YALUE IN ZRINGING THESE ITEMS SATISFACTQRILY UP §O DATE,

THE FOLLOWING 5 A LIST QF YOUR PURCHASER'S ACCOCUNTS WHICH ARE Md!! THAN ONE MONTH IN ARREARS. THESE PURGHASERS MAVE NOT RESPONDED TO GUR
URSE, WILL CONTINUE TO FOLLOW THEM CLOSELY FOR COLLECTION BUT, UNDOUBTEDLY, YOUR COOPERATION AT THI5 TIME WILL GE

Type of Equipmont

FURCHASER'S NAME ACCOUNT Na.

' PAST DUE SINCE

PAST DUE
OVER 4D DAYS

3580 GAYS REMARKS

s1ZE — 814" x 117
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- Jnventory Financing

GENERAL

" Probably no two business men in any
agricultural community have a greater mutu-
ality of interest than the local equipment
dealer and the bank. Both are working for
the welfare of the farmer because his pros-
perity largely determines their success.
There appears to be no question that every
dealer prefers to make “good deals,”
especially in the sale of his higher-
priced machines where the greatest amount
of credit is involved. When close cooperation
exists between the dealer and the bank, with
both working to obtain proper information
regarding operations and needs of prospects
so as to make proper selection of customers,
the financing experience generally has been
satisfactory to the bank.

When the dealer needs bank credit to
maintain a proper farm equipment inven-
tory, an arrangement can be made to borrow
on a floor plan operation. A bank should be
prepared to handle inventory financing if it
expects to get business, direct or indirect,
arising out of retail sales. Close relationship
and cooperation between the bank and the
dealer may result in additional credits to
finance new construction, modernize store
and service shop, or to enable the dealer to
take advantage of cash discounts.

One difficulty in inventory financing is that
many types of equipment have rather limited
seasonal use. In such instances, individual
plans must be worked out. It might be well
to study carefully the inventory financing
plans for dealers that have been used by dif-
ferent equipment manufacturers. In con-
sidering inventory financing, banks should
ascertain the dealer’s normal inventory turn-
over in a season, including a reasonable

#The terms “inventory financing,” *floor plan financing,”
and “wholesale financing” are synonymous,

sample stock of the equipment for sale.

On standard equipment which is not sea-
sonable, such as tractors, wagons, and milk-
ing machines, the maturities on inventory
loans usually are set up for four to six months
with privilege of renewal. Many banks re-
strict the original advance to no more than
90 per cent of the dealer’s laid-down cost. It
would be good business to obtain a 10-per
cent reduction from the dealer on each ma-
turity date and to require that the obligation
be liquidated in full by the second selling sea-
son. :

EVALUATING THE DEALER

Under inventory financing, the dealer must
always pay off his bank obligation concurrent
with or before the sale of the equipment. Un-
less a sale is for cash, the proceeds of the
conditional sale contract, or other deferred
payment instrument on the equipment sold,
are applied to the floor plan obligation.

In doing business with equipment dealers,

~ severa] factors must be kept in mind. The
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dealer must be a good moral risk; there must
be reasonable evidence that he has the ability
to manage his business on a sound basis; he
should have adequate records to reveal the
condition of his business; and he must have
sufficient capital exclusive of the financing of
inventory and retail sales to operate his busi-
ness on a normal and safe basis.

METHODS

Broadly speaking, there are at least three
methods by which inventory financing has
been handled satisfactorily: (1) trust receipts,
(2) chattel mortgages, and (3) conditional
sales contracts. '



Farm Equipment Financing by Banks

The statutes of some states do not recog-
nize the validity of any of these methods, As
pointed out previously, any bank contemplat-
ing wholesale financing should consult with
its attorney and state association to ascer-
tain correct legal procedure, The bank should
contact the equipment manufacturers and
make known its intention to operate in the
equipment financing field. There should be
a full discussion of the contemplated program
so that the manufacturer will be in a position
to lend its assistance in establishing a satis-
factory bank-dealer relationship.

TRUST RECEIPT

This instrument (Form No. 12 on pages
28, 29, 30) has been used extensively in equip-
ment financing and, in many jurisdictions, has
been accepted as a bona fide ownership of the
merchandise as security for the credit ad-

“vanced. A trust receipt is an instrument in
writing evidencing 'a contract between a
lender and a borrower. The lender agrees to
release specified property, and the borrower
agrees to hold the property in trust for the

lender and to use it in a specified manner.-

The borrower is usually granted permission
to sell the property, in which event he also
agrees to account to the lender for the pro-
ceeds.

In a true trust receipt transaction, there
are three parties: the seller (manufacturer),
the buyer (dealer), and the bank. This in-
strument is ordinarily used when a dealer
wishes to purchase merchandise from a
manufacturer and wants the transaction fi-
nanced. One essential requirement of a true
trust receipt is that the bank derive its title,
not from the buyer, but from a third party,
usually the manufacturer, although this is not
technically necessary in states having the
Uniform Trust Receipts Act. Even in these
states, care should be taken to see that the
legal title actually passes to thé bank in ac-
cordance with the state law. The bank then
permits the dealer to have physical possession

27

of the goods without passing title to him; it
retains such title as security.

It 15 extremely important that the laws of
the respective states be clearly understood
and that proper financing forms are adopted.
A bank should not initiate any practice or
adopt any forms without first consulting its at-
torney.

In some jurisdictions which do not have
the Uniform Trust Receipts Act, this instru-
ment has been variously construed as a chat-
tel mortgage or conditional sale contract and
is subject to filing or recording statutes ap-
plicable to such instruments. In other juris-
dictions, statutes requiring a record of every
instrument whereby an interest is retained
and possession is delivered to another would
seem broad enough to include trust receipts.
In still other jurisdictions, it has been held
that trust receipts are neither chattel mort-
gages nor conditional ‘sale agreements and
are valid without filing or recording. How-
ever, in the case of a true trust receipt, it has
been held valid in general without recording
—that is, the courts have held that it does not
come within' the statutory definition of a
chattel mortgage or conditional sale contract,
which instruments are ordinarily required to
be placed on récord in order to prevail
against the dealer’s creditors.

Under the Uniform Trust Receipts Act,
filing is accomplished by sending a statement
signed by the lender and the dealer to the
secretary of the state or some other proper of-
ficer. This statement, in effect, says that the
lender and the dealer are doing or expect to
do business on the trust receipt plan with re-
gard to a particular type of merchandise. (See
Form No. 13 on page 31.) The security interest
of the holder of a trust receipt (the lender) is
valid as against the creditors of the dealer
for 30 days after the delivery of the goods
without the necessity of filing. At the end of
the year, or before, the filing may be ex-
tended for another year by filing a similar
statement,

Because of the joint effect of Section 9(2)
(b) of the Uniform Trust Receipts Act and



Form No. 12 — Trust Receipt {in duplicate)

.

TRUST RECEIPT
TO

(hereinaiter called Entrustet)

Received from Eotruscer each of the chartels described and listed on the teverse side hereof, which are heseby acknowledged
to be complete with standard atrachments and equipment, in consideration whezeof the undersigned Trustee ageees to hold the same,
together with all substitated parzs, in truse for Entruster and rerurn the same, on demand, in good order and unused, but with liberty
10 exhibit the same, and, having first obtained Entruster’s written consent, 10 sell the same for the. account of Entruster for cash and
for not less than the minimum sale price listed on the tevesse side heseof. -

Trustee agrees that: upon sale of any of the said chateels, immediate notlfication thereof will be given Botruster; the proceads
of each and every sale will be kept in trust for the Entruster in a trust account separate and apart from Trustee's funds; the proceeds
of each and every sale will be immdiately delivered to Entruster; a separate record of ach chastel delivered to Trostee under this and
under any like receipt and of the proceeds theseof when sold will be kept and mainained at Trustee’s cost and expense; to furaish
to Entruster, upon demand, & true and complete repore of all sales and other transactions connected with Truszees business; to permic
and allow Entrusier, by its duly accredited representarives, 10 examine Trustee's books and records and the chattels in Trustes's
possession under this or any other trust receipt at any time; the said chateels shall aot be renzed, mortgaged, pledged, encumbered,
used for demonstration, operated- or otherwise used by ‘Trustee; no use shall be mede of the said chattels prior to the sale thereof
15 hereinabove auchorized; no sale chereof shall be made except as Trustes and 25 hereinabove anthorized: the Entruster's tie and/or
security interest in said chateels is fully preserved until the payment of Trustet’s note of even date herewith.

Should Trustee fail to pay said noce, or in the event of the "Trustec's bankruptcy, insolvency or recelvership, or should the
Encruster deem jtself insecure, of should said chattels, or any one Or Lore thereof, be in danger of misuse, loss, seizure O confiscation,
Entruster is hereby authorized to enter upon any -premises ar any time, with or without legal process or notice, and repossess irsel
of said chattels or the proceeds. thereof. Upon repossession for any cause, Entruseer shall dispose of said properry uades and in
pursuance of the Uniform Trust Recelprs Act of the State of or Entruster, at its option, may declare the Trustee's interest
in said chacels forfeited and Trustee's obligation hereunder and under said promissory note terminated and cancelled, and may

retain all sums paid by Truswee on said note and hereunder,

This teust receipe and such ote or notes as is of ae executed and delivered simulcaneously herewith shall be fully negotiable and
assignable, Each is a separate instrument apact from the other and the negotiation or assignment of either or both shall in no wise
ffect of terminate the truse. In the event che factory shall reduce the wholesale price of any such chattel, Trustee shall pay co Entruster
on the date of such reduction an amouar squal to such reduction. If Encruster shall find ir necessary to protect or enforce its righes
hereunder by legal proceedings or otherwise, Trustee agrees t0 pay prompdy all taxes, costs, charges, expenses and disbursements,
including a reasonable attorney’s fee, if permitted by law, No modification of or addition 1o the terms hereof shail be binding
upon Entruster unless written herenpon and signed by o officer thereof, This trust teceipt, & copy of which Trustee has retained,
is drawn in conformisy with the Uniform Trust Receipts Act of the State of approved znd all provi-
sione of said Act ase fully a part heseof as if set out herein at length,

{CONTINUED ON REVERSE SIDE)

..l..l.!.“.l..ll.l"ll'..lll'."'.IDDOQDOOU.OIOODOIOOOOOB..IlD...ll..l'l..0.!ll..ﬂl.ll.ll.o.ll.'!l

srzz — 814" x 11" .
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Reverse side of Form No. 12— Trmst Receip

TRUST RECETPT (Continued from reverse side)

Type of Madel Cabiget Metor . o Minimam
MAXE Eguipment Number Serial Number Serial Number Tnvoics Price Sale Prics

Total ¥ 3

e R e e i BRI nus st s e et st seare e snant s smsssnssnss st se sy RLSTRE
{Town) {State) {Datz) {Dealer)

0...9:.....Q...lﬁ.o.l....l..'.l"ﬂ..l..'l.l.....Cl...l..'.Cl..l.'..0'...OODBO.'.ID.E‘Oh.lo.n.ngpgo

PROMISSORY NCTH
e after date, § {we) promise to pay to the order of . at its

together with a reasonable atoiney's fee (15% if pesmitied by law) should this note be placed in the hands of an atworney for
collection.

The Makers, Endorsers, and all pacties 1o this note hereby waive presentadon and demand, notice of demand, protest and
notice of protest and non-payment thercof. :

Valug Received, with carieie Eiesris b bR LA LAre AR AR R s bed et es R ea oS paR e e AR ESebe a8 AR bt netetres
Interest at 6% .

size ~— 812" x 117 . 29



Third page of Form No. 12—BRBill of Sale

BILL OF SALR

For value received the Undersigned bas sold, assigned, transferred pad delivered s

the Sollowing described chattels, togather with all attachments thersto and equipment thegeof:

clalms a0d demands of all persons,

MAKE Jgﬁ&: :\?ﬁ‘;_i‘i St Nober | et mtes Tavaice Frice s e
3 $
, $ 5
$ 3
$ $
| $ $
i $ $
5 $
$ $
$ 3
5 s
$ ¥
$ $
Toral | $ §

To have and 1o hold the same ss che sbsolute property of

I WITNESS WHEREOR, tae Undersigned has hoosumo st haed and sea! this day of

[ITTES T T T L Ty T T LT PO PP PP PP TT

(Saller)

B cosomrrnen

its euccessors ord
assigns. The Undersigned warrants that it s the true and lawful owner of said chateely; that they and each of them ate froe pnd
cleas of ail encombrances; that it has lawful right to seil the same; and thae it will warrans 2nd defend the tirle thereof against all

194

................... (L)

" (odividual, Parsose o Ofess)

{Tig)

s1ze — 814" x 117
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Form No. 13 — Statement of Trust Receipt Financing

STATEMENT OF TRUST RECEIPT FINANCING

The cntruster, whose chicf place
of husiness within this state is At Street,
is or expeets {0 he engaged-in financing under trust receipt
transactions the acquisition Ty the trustee,

{Dealer), whose chief place of business

within this state is at
of goods of the fallowing deseription.

{Entruster)

By

Vice President

Dated 19......

Dealer {Trusice)

Ly

Title

s1zE — 814" x 117

Section 60a of the Bankruptcy Act relating
to voidable preferences, it is mandatory that,
in order to avoid the transactions being set
aside if the dealer becomes bankrupt, banks
file notices of trust-receipts financing with no
undue delay. In this connection, a bank can-
not wait for the 30-day period specified in
the Uniform Act.

Likewise, if a state does not have the Uni-
form Act, but does have provision for filing
trust receipts, filing should be promptly made.

CHATTEL MORTGAGE

When an equipment dealer requires financ-
ing assistance towards his purchase, some
banks secure such advances by a chattel mort-
gage on the equipment. In the use of a chat-
tel mortgage (Form No. 14 on pages 32, 33),
there is always the possibility of double
financing, and careful attention must be

‘given to verification of the dealer’s title
and possession of the merchandise before the
credit is consummated, and to absolute deter-
mination that equipment is free of all liens
and encumbrances. When the bank is satis-
fied that, in exchange for the credit, it has a
first lien on the equipment, the credit tran-
saction is completed. The chattel mortgage
should be recorded by the bank as protection
against the creditors of the dealer and also as

protection against the purchasers. It is also
advisable to obtain a manufacturer’s invoice
to determine actual cost to the dealer so that
any extension of credit will be held within
a given percentage of the dealer’s cost.

CONDITIONAL SALE CONTRACT

In a few states, it may be deemed advisable
to use a conditional sale contract instead of
the previously described instruments. This
type of transaction takes the place of an or-
dinary sale except that the title to the equip-
ment does not pass to the buyer until a par-
ticular event takes place, such as the payment
of a specified part or the whole of the pur-
chase price. The conditional sale differs from
a chattel mortgage in that the legal title is
retained by the seller as security, whereas
a chattel mortgage is given by the legal owner
of the chattel.

The participation of a bank in a condi-
tional sale transaction will ordinarily arise
only when the bank purchases the seller’s in-
terest in a contract of conditional sale, or
takes an assignment of the seller’s interest as
collateral for a loan to the seller. Before pur-
chasing or taking an assignment of the ven-
dor’s interest, the bank should determine
the validity and effectiveness of the ven-
dor’s contract. The bank should also ascertain
whether the vendor has complied with the
statutory requirements as to filing. If the ven-
dor is not the manufacturer of the goods sold,
the bank should satisfy itself of the absence
of superior rights in the merchandise.

CHECKING OF EQUIPMENT

Checking of equipment is a very important

- part of inventory financing and should not be
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done haphazardly. At least once each month
(or more frequently if desired) at irregular
intervals, a representative of the bank should
inspect and satisfy himself that the dealers
have on hand the items described in the col-
lateral papers. The equipment may be on dis-
play in the retail establishment or stored in
a warchouse. In any event, the check should



Form No. 14 — Chattel Mortgage (in triplicate)

FLOCR PLAN GHATTEL MORTGAGE

Thi=s Mortgage, Made by and between
of the of County ot
State of.. hereinafter called *'Mortgagor,” and

hereinaiter called “Mortgagee.”

Witnesseth, THAT aaid Mgn,gn&ﬂ:, as security [or payment of the jodebtednens hereinafter 3st forth, dees hereby grant, sell, convey, mortgage, and confirm unto
the suid Mertgages the following deseribed personal property {whick term sholl include ald substizuted and additional parts, equip t, appliances and a i
aow or hersafter placed upes it, whether because of neceadity, repair, or otherwise), to-wit;

Release  Amount
Mazke Type of Unit Mods! Motor Mo, Serial No. Per Unit

$

TOTAL $

Tha aitus of the above prnBerty fs hereby Hred as_. oy

0 HAVE AND TO IIOLD THE SAME unto the & gages [orover.

Tha Martgager hereby covenants and agrees with the Martgagee fa) that the Martgagar is the owner of and is lawfully poasessed of said porsonal property, and bay
Enud and 1awiul right te sell, meryrage, or ennvey the samn as aloresald; (h;‘ that Lhe sare is free fram all encumbrances: [e) that the Mortgagor will warrant and
alend the same against the lawiul elaims and demands of a1 pergons; {d) thut Mortgagor will pay and discharge premptly when due ail hills andfor claima arfslr
for the repair, improvement, servlcing, or starage of said personal pzoperiy; (e) that Mortgagor will at all times keep 3ald personal property In good repair end wwﬁ
not permil woate to accur; (f) that Moerigagor will nnt, without the prigs written eansent of the Mortgazeo sell, mortgage or otherwise dispose of or tranafer sad
peraonal praﬁerty or remove or cause of permit Ita removal outaide of the state of its situs as hxed bereby; {g} that Mortgagor will prevent and aveid any attach-
Tment, garnishment or seizure of sald personal praperty by any person other than the Morigagee (%) that slortgagor will inform the Mertgager immuodialely upan fe=
uest ot any time a3 to the loeation of the property and permit Mortragea to examine it at any time; (i3 that Aortgagor will until the indebtednesa secured herery
shall have been-paid in full keop tha abave deseribed praperty insured auninst loss on account of Gre and such other imzards os the halder hereol may direcz, &l
puch [naurance shall be written in rompanien, Chrouyh ngencies and with poliries which are satisfactery to the halder hereef and shall be payahle to the holder as its
intoreat may appear. As respects a0 much of the personal property aheve described. aa consists ol goods or merchandise for resale, Mortgagor. agrees zotb to use,

eause, oF permit the use of 3aid pecsenal property for dermanatration purprsts of etherwise.

1o the event Mortgagor fails, negloets or reluses to perform any 0l the foregeing covenants and agreements, Mortganee may take such actlen and advance such
gurns as in its discretion it deems neeessry, or advisable to porform ar obtzin performance Lhereal, and the amount of il expenses Incurred ozpalic by the Mortgayce
1nn 80 dojng shall became part of the indebtedness socurad herehy and shall bear Intereat at the higbest rate permitted by law [rom tho date of such payment, whiclh
fndebtedness hlortgzger hereby promizes and agrees to pay on acmand. .

Previded, Nevertheless, That if the Mortgagor sbali pay or cause ta be paid to the Mortgagea the indebtednesa In the amount of coceassamanermreccecnoneenan

- Teltara (3 3 with Interest thereon, due. ,ovidenced by a promlssery nots

bnaring even date herewith, sipned hy the Mortgagor apd payable to the Mertgages, or arder, or any renetwal o extension thereof, and any cther {ndehtednass now ot
herexiter owing by Murtg;cgnr to Mortgnges, then and {rom thenceforth these presenis and everything horein eontained shall cease and be ull znd void.

At any time when the Mortgagor is not in drfauit in the Payman: al any sums secured heieby: (1) upen raiuest hy Meortgagor and payment to Mortgagee of the
amount herein set forth as the **Relensa Amount, Per Unit™ the Mortpagee will relense fram the lien of this mortgane any ore or more of the ftems of personal prop=
erty ta wiich such release amount relates: (2) any personal property subject to tha lien hereof may be sold by Marlga%fr in the pormal course of rotail trade, it
Martgagor is a dealer, for not lees than the'release amgunt thereal provided that Mortgagee shail immediately pay Lo Mortgagee for appilcation upon the indebteds
ness sueured hersby the entire proceeds of such sale, and until such payment, shall hold such preceeds In trust lor Mortgagee and separate [rown Merlgagor's own
funds and Klortpagor covenants and agreés to so hold and pay over such proceeds

Mortragar hereby covenants aud agrees that in case deirult shall bo mude in the payment of any part of the principal or intorest on the indebtedness in aes,
eordance with the lerms of any pramissory note evidencing the same, or in case default shall be made in the due apd punctual performanze of uny covenants ond
sgreementa of the Mortgager herein contained, thes, and in any or eithor of the aforesald cases, all of said {ndebtrdness end the interest thereon shall, at the option
of the Maortgagee, withont notice ol said optien to anyane, bacume at once due and payable, anything [n any note of in this Mortrage to Lhe rontrary mnotwithstand-
ings and the Mortgngee, in addition te all other rights or remadiea now or herealter provided for by law, ahail thereupon havo the might to take immediate and ex-
clusive possession of the personal-proprriy, and every part thereol, and fer that purfose may puraue the same or any part thereafl, wherever it reay be found, and slsg
may enter any of the premises of the said Mortgager with or without larce ar process of Tavw, wherever the said personal property may be, ot be supposed to be, and
aearch lor the same and, if found, to take possessing of, and rempve and sell, and dispose ol safd personal pruperty, or any part thereal, al publie auclion, to the
highost hidder, with such natire and in the manner p-ovided hy 12w, cither at the place of taldne posscazion of In the county wherein the Mortgagee bas ts principal
place of business and [urthermare the Mortgagor hereby autharizes the sheriff or other authorized public oficer in the county where the said property ot any purt
iherect may be lacated 1o take pessession of the merrgaged property or any part thereo!, to exccute the power of sale herein granted, and to perform any and all
other powers herein granted 1o the Mortgagee, At any such gale at public nuction the Mortzagee maoy become the purchaser, nand out of the money arising from
auch sale, retain ubl attorney's lees, costs and charges for purauing, searchiog for, taking, removing, keeping, astoriug, tepalring, advertising and aclling such personal
property and all lieus thereon, Logather with the gmoent due and unpaid upon said indebtedness and iaterest, Tendezing the overpius of money arising from such sale,
if any there shall be, unto said Mortzzgor, which sale o made ahall be a perpetual bar both In law and equity agalnst the Martguger.

Ax hereln used, the terms ** Mortgagor' and ‘i Mortgapae™ shali inelude their respretive heirs, 2dministrators, execulors, successers or assigns. Words uged In thia
{psirement in the singular number include the Elural and the plural includea the singular. . .

The underslgned Mortpager hersby acknowledpes the recelpt from the Mortgagee of & true, correct and complete copy or duplicate of this moztgage.

1n Witness Whereof, the Mortagor has executed this Mortgage this day of . 19
Signed, Sealed and Delivered in Presence of: :

{Mortgager]
{NDIVIDUAL ACKNOWLEDGMENT
STATE OF.
Iss.
COUNTY OF.
- On this day of : 19 before me,
2 notary public within and for said County and State, personally appeared
to me known (or proved to me on the cath of } to be the person described in, who

exeeuted, and whose name is subscribed o the within mortgege and acknowledged to me that,._.he... executed the same as his, her
or their [ree act and deed.

Notary Public
In and foTuwru—.. snnne COUNEY 20d State of
My commission expires

size — B%A” x 117 . 82



Reverse side of Form No. 14— Chattel Mortgage

FLOOR PLAN GHATTEL MORTGAGE

This Mortgage, Made by and between

of the of County of

State of hereinafter called “Mortgagor,” and

krereinafter called “Mertgagee.”

Witnesseth, THAT said Mortgagor, ag security for paymant af the indehtrdnesa hereinafter set forth, dnes hetaby grant, sell, convey, mortgege, and confiret unta
the said Mortrazee the lollowing desaribed persenal property (which term ghall includa all sybatituted and additionai parts, equipmeat, sppliances and accessories
bow or hereafter placed upon it, whether becanse of necesalty, repairs, or otherwise), to-wit: .

Release Amount
Maka Type of Unit Model Motor No, Serial Na. Per Unit

$

CORPORATE ACKNOWLEDGMENT

STATE OF }
53,
COUNTY OF
On this day of , 18 before me a Notary Public within snd for saig County and Stata,
appeared and to me personally
known, who being by me duly sworn, did say that they are the President and Secretary, respectively, of

a corporation located at .
that the seal affixed to the foregoing instrument is the corporate seal of said corporation; and that said instrument was sighned and
sealed in hehalf of said corporation by authority of its board of directors; and said
and acknowledge sald instrument to be the free act and deed of said corporation.
Notary Public, County, :

My commission expires

{Notary’s Signature}

CORPORATE ACKNOWLEDGMENT
[For us in Montana, North Dakota and South Dakota)

STATE OF : }
8.

COUNTY OF
On this i day of , 19 before me, s Notary Public within and for said eounty,

personally appeared and y .

known {0 me [or proved to me on the oath of ] to be the,

President and Secretary [or. e . 1, respectively, of the eorporation
|Official Capacity}

that is described in and that executed the within mortgage [or who executed the within jnstrument on behalf of the corporation there.
in named], and acknowledged to me that such corporation exceuted the same.

Notary Publie County [Notary’s Signaturs]
My commission expires

s1zE — 84" x 117

LIBRARY

33 . THE AMERICAN BANKERS ASSOCIATION
' §15 CONNECTICUT AvE., N. W,
WASHINGTON, D. C.



Farm Equipment Financing by Banks

be physical. When checking inventory, a -

record should be maintained and a copy given
to the checker. (See Form No. 15 on page
35.) Alternating the checkers to safeguard
against negligence and collusion is advisable.
If the equipment has a serial number, it may
also be advisable to supply the checker with
only part of it and require him to fill in the
balance of the number when he makes the
check. '

The frequency of checking will depend on
the relationship with the dealer, but at no
time should a bank condone slipshod dealer
practice on checking policy. Reasonably
short intervals of checking have been found
to afford a maximum amount of protection.
At times the equipment may be out on de-
monstration with prospective purchasers,
often many miles from the dealer’s place of
business. If this amounts to any significant
portion of the floor plan loan or if there is
some suspicion regarding its existence, physi-
cal verification is recommended without fail.

SALE OF EQUIPMENT

When merchandise on a wholesale obliga-
tion is sold, the dealer must immediately
settle with the bank for the amount owing
on the piece of equipment.

The retail sale out of which a deferred
obligation arises should be checked by the
bank against the wholesale obligation out-
standing for the dealer. This can be easily
accomplished when the purchaser completes
the request for credit by checking the in-
voice or sales memorandum to obtain full
description of the equipment. When such
equipment appears on a retail contract, the
dealer should be notified and his check re-
quested to pay for that piece. The proceeds
of the retail transaction should be withheld
until settlement is effected.

INSURANCE

The bank should determine whether the
title passes to the dealer when the equip-
ment leaves the factory. If this is the case,

then the dealer and the bank should arrange
for insurance protection. The bank should
require that the dealer carry proper and am-
ple insurance on all equipment financed un-
der a wholesale plan. The insurance should
include an “open end” loss-payable clause
for protection to the bank in event of unusual
circumstances. The ‘bank should hold the

* original policy and not just a memorandum.

34

INTERBANK RELATIONS IN
FARM EQUIPMENT FINANCING

The agricultural mechanization program
of recent years has created for many country
banks a definite need for help in handling
farm machinery sales contracts. Two situa-
tions may require city bank participation. If
the country bank is carrying dealer paper on
a repurchase basis, its legal loan limitation
may not be sufficient to completely service
the dealers’ needs and it must find an outlet
for contracts in excess of the amount it can
lend to any single customer.

The total loan requirements of all its farm
equipment dealer customers may exceed the
amount the bank considers it should invest
in one classification of loans, even though
the bank may be operating under a non-
recourse-reserve program. When this self-
imposed limitation is reached, the country
bank needs assistance from city banks if it is to
offer continuous and complete service to
dealers. The city bank may purchase a par-
ticipation in all of one dealer’s paper or the
country bank may sell contracts outright to
the city bank after reaching its Jimit. Under
this latter plan, the city bank establishes a
line of credit for dealers’ notes and the local
bank will submit contracts and supporting
papers to the city bank as received.

City banks should have their forms used
in connection with their farm implement fi-
nancing program in cooperation with cor-
respondent banks carefully prepared by legal
counsel. Statutory requirements should be
fully considered and the forms should be
drawn to cover all possible contingencies.

City banks are not interested in competing



Form No. 18 — Inspection Repo

Branch (No,.___,__)

INSPECTION REPORT
AUTOMOBILE AND EQUIPMENT FLOORING

Dealer's name______ Address
y Date of this inspection. Date of previous inspection
: DATE MAKE ARTICLE GR MOTOR NO. SERIAL NO SPEEDOMETER AMQUNT REMARKS
FLOORED TYPE OF BODY UIF AUTOMQOILE ) - READING OWING (NOTE ARY DEFLCTS)

|
f |
—

|
|
l
|
|

|
7

|

RECAPITULATION OF THIS INSPECTION Physical inspection of the above automobiles or equipment has
’ No. of Units beer made.

The motor and/or serfal numbers were checked and are listed
bove,

Autos or equipment on hand

a

Autos or equipment sold and paid... ) The merchandise was in good condition and was on dealer's

; floor at the above address except as stated in REMARKS,
ol Autos or equintnznt sold and not paid

. If any of the merchandise is reported sold, indicate whether
- our balance has been paid. If not, give complete details as to wh

“ i Autos or equipment missing {explanation not paid. Where automobile is covered, the branch should #i1 in
o above under Remarks) — the moter number anly ; the person cheeking should compare this
Y number with the motor number on the car znd fill in the seria]
g Total autos or equipment listed on this inspection number (if any) shown en the car,

Inspected by....

STZE — 847" x 117




Farm Egquipment Financing by Banks

with local banks, but will purchase retail
paper in amounts over and above what
the country banks wish to take. One city
bank’s plan jn cooperation with its correspon-
dent banks is as follows: The farm equip-
ment dealer signs a dealer’s contract with the
city bank and thereby avails himself of the
city bank’s financing facilities. The retail
paper is taken to the correspondent
bank located near the dealer and the follow-
ing documents are submitted: order form,
conditional sale contract with note attached,
purchaser’s confidential statement, insurance
policy or binder with loss-payable clause
made to the city bank, and a calculation
sheet.

The local bank then forwards these papers
to the city bank with a letter giving an
opinion of the credit standing of the buyer.
When the contract submitted is approved,
the city bank deducts the necessary charges

(including amount to be deposited in dealer’s
reserve) and remits the net proceeds to the
dealer through the local bank. When pay-
ments mature, the city bank notifies its cor-
respondent in ample time so that the local
bank may notify the buyer who then makes
his payment locally. Upon receipt of pay-
ment, the local bank transmits the amount
received to the city bank and it is credited to
the purchaser’s account.

There is no charge to the dealer or to his
customer for the service of the local bank
in connection with the handling of retail
paper. The correspondent bank is compen-
sated by the city bank. Through the use of
such a finance program, the dealer can offer.
a financing service that is reasonable in cost
and has appeal to customers since all
transactions, including payments and the
placing of insurance, takes place locally.

Conclusion

Other things being equal, most bankers
agree that a loan made for productive pur-
poses and payable out of earnings is the most
desirable type of credit instrument to have in
the notecase. Farm equipment financing falls
in this category. Paper to finance the pur-
chase of farm equipment should be based on
a sale made for productive purposes and one
that can be retired out of earnings made pos-
sible through the use of the equipment. This
principle was used years ago by manufac-
turers. The factory developed a credit plan
of its own to move its product because banks
were not aware of the potential. The theory
as to its intrinsic soundness has been proved.

The increased interest of commercial
banks in financing farm equipment has made
it unnecessary for this credit to be handled
by the manufacturer. Local banks are fi-
nancing the purchase of farm equipment, and
- practically all manufacturers have arranged
their programs to include bank financing.
The farm equipment dealer benefits by be-
ing able to spend more time on merchandis-
ing and less on the credit aspects, and the
bank obtains quality paper at a good rate.
The community benefits by retaining the

business within its own area. Farmers feel
more secure in financing with the local bank
than in dealing with some distant institution.

Banks engaging in farm equipment financ-
ing must be prepared to render a complete
service, not only to finance retail sales, but
also to finance a reasonable inventory for the
dealer. A complete service also involves an
understanding of the farmer. who buys the
equipment as well as a thorough knowledge
of the ability and integrity of the dealer.
When a dealer needs any substantial amount
of credit, it is only natural for him to place
his retail contracts with the source that en-
ablés him to carry part of his stock of mer-.
chandise.

Insofar as the retail sale of farm equip-
ment is concerned, this manual has treated
both the direct and the indirect methods of
financing. The direct method, or the direct
loan of money to the farmer for the cash pur-
chase of a piece of farm equipment, differs
very little from the ordinary credit extension
in technique, The indirect method may create
more volume, but more technical ‘attention

- is required to prevent losses.
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