
Multiple Entities
Financing 

Exercise – List Entity Types



Why so many entities?

• Tax reasons

• Liability reasons

• Generational transfers

• FSA payment limitations

• Non-family members

• Accounting reasons

What’s the quality of  the financial statements?

• Internal – Borrower Prepared
– Verification (systems for accuracy)

• Farm Management Service

• Consultant

• CPA Compilation

• CPA Review

• CPA Audit



What if there are different fiscal year ends?

• How do you evaluate the financial performance?

• How do you complete a consolidation?

• Why are there different fiscal year ends?

What if there mixed accounting types?

• Situation: Some entities use cash and some accrual accounting

• Answer: Information must be the same basis to consolidate.
– Can cash be converted to accrual?



Consolidation and Eliminations

• To created consolidated financial statements, you will need:
– Personal financial statements

– Financial statements for each entity

• Information needed includes:
– Balance sheets

– Income statements

– Cash flows

Consolidating Statements – Case Example



Consolidation and Eliminations

• Consolidated statements provide information for a global analysis

• Individual statements are important too.
– Where are the profits?

– Where are the leaks?

– Is someone draining the business?

Eliminations

• Eliminations remove the intercompany transactions and accounts

• Consider:
– Entity equity reflected in the owner’s statements

– Transfer payments between entities

– Loans between entities

– Accounts receivable / accounts payable between entities



Eliminations: Examples

Elimination Considerations

• What eliminations are necessary to consider when consolidating?

• If you have personal statements, what additional eliminations are 
necessary to consolidate:
– Balance sheets

– Income statements

– Cash flows



Global Analysis

• How do you consolidate?

– Balance sheets

– Income statements

– Cash flows

Global Ratio Analysis

• Different than single entity ratio analysis?



Global Cash Flow Analysis

Alternative analysis method

Annual debt coverage 
ratio for each entity
This example:

• Farming entity

• Trucking entity

• Rental house entity



Annual debt coverage 
ratio for each individual
This example:

• Your borrower

• A guarantor

Global Debt Coverage
Combines total business 
and personal income 
debt information.

Guarantor Considerations

• Are they included in the consolidations?

• How do you keep them informed?

• When are the co-makers versus guarantors?



Management Concerns

• Who is authorized to do what?

• Key person life insurance needed?
– Assignability of the policy?

• Buy-sell agreements?

• Follow a management assessment process?

Multi-Entity Case Example



3Brothers Consolidated Entities

Multi-Entity Financing Considerations



Ownership Mirror Image?

• Why does it matter if entities are 
mirror image?

– Consideration

– Guarantees

– Cross security

– Management and control

Who owns what?  How do you know?

• Who is the borrower?

• What is securing the debt?

• How is this documented?

• What alternative structures could 
there be?



Is there split financing?

• Must know who has what

• Location of collateral (co-mingling?)

• May require informal creditor 
coordination 

– Discuss and acknowledgement

• May require formal credit coordination

– Intercreditor agreement

– Participation

– Syndication

Intercreditor & Cross Default Agreements

• What?

• Why?

• What are your experiences?



Covenant Consistency

• Is there consistency between entities and lenders?
– Timing of reporting

– Flow of funds

– Coordinated verification (inspections)

– Assurance one covenant doesn’t contradict another


