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1. INTRODUCTION:

1.1 Terms of Reference:

This report is part of a study undertaken by a multi-
disciplinary team to develop a project for the consolida-
tion phase of the Zan Julian cu¢onizatién area, which is
locatad on the east side of the Rio Grarde from Montero.
The responsibility of the credit specialist was o design
a credit system for agricul:ure and small'business-in'the
project area, and to determine the credit recuirements
2ased cn the data provided oy the farm development models

and the rate of adostion. The economic feasibility of the

agricultural credit program was also analyzed from the point

of view of the lender.

The objective of the rural financial services

element of the proposed project is to,{witg;n the constraint

of sound fiscal policyﬁ provide the capital and other
financial services to the project community which is re-
cuired for achievement of the rate of socio-economic de-

velopment anticipated in the project design. Due to the

) adw

sS4

‘),c‘.

i
J‘,‘.

-



order of the requirements of the various financial services,
the appropriate lending services are described here. Tbe/

other services essentlal to a rurql,develoolng communlty,\»fxb’
'.V/) ° -

»
/

insurance, are deferred for development in the course of 4 Lx pelien

including savings, investments, flnanc1al Lransf;rs and

project implema2ntation.

1.2.2 Cliznts and uses of credit:

The following types of loans arz proposed:
(a) short-term credit, generally requirad for

the support of'farm procduction inputs or to

otherwvise financa tke bhorrower haotween

(?) medium to long tarm loans for farm capital
investmant, such as the purchase of livestock,
machinery and land improvement

(c) capital and operating loans to finance local
agribusinesses which provide essential

services to.the project area settlers

1.2.3 Servicz dclivery system:

The financial service delivery system requires

the establishment of a savings and credit sub-agency in .



San Julian, with enough: dcscentrali=z~tion for credit deci-
sions, in order to provide a useful and timely service to

the farmers and to minimize credit delingquency.

A roving credit system is roccommended for maximiz-—
ing effectiveness in reachirg the farmers, reducing their
non-financial costs of credit and improving compliance with
tha repayment schedula. All credit operations from filling

out loan applicaticas to rapayments should L2 done at the

cormunity level.

Tre portfolio chould e controlled with as few
accounts as possibla. Short-tezrm cr=dit for agriculfure
shculd be channzled through a line-of-credit and managed
as one outstanding kalance per client to ;educe cost and
to devzlop confidance on the part of the farmars regard-

ing the availability of funds, provided that they comply

with the credit terms.

Every new; long-term credit should he blanded
with the outstanding balance of %he praviocus one to simpli-
fy procedures and minimize costs. The repayment schedule

would be reviewad with everv additional credit.



In the case of credit for rural small »usiness,
loans for capital eouipment and working capital should be

carried as a single account.

A credit manual should be draftad and adopted
by the lending agency, establishing lending policy, eligi-

tility for credit, credit terms, dekt sarvice regquirements

and account management procedures.

Loan application fdrms should bé designad to
first reveal the elegibkility of the applicant. Then they
shouid includs quastions, the answers to which weighted
values can be assignad, the sum of which wouléd SG the
Basic reference point for deciding on the worthiness of
the applicaticn. Such a scheme would reduce the time
recuired o proéess an application and w&uld contribute

tO0 consistency in dzacision-making.

The disbursements providad for each crop and
for seasonal activities of permanent .crops should be for
12 months, and those for long-t2rm uses should-have re-
payment periods of iégeﬁﬁp.éight years. Loans for work—f 
ing capitai for small busineéses would have a maximum re-

payment. period of 392 months, and for fixcd assets up to -

seven years.



1.2.4 Charges:

Minimum agricultural and small business loans

should be established. Loans below certain aaounts are un-

economical because they produce very little income from

interest charges. Group lending would be tke way to cver-

ccre this constraint in loans for agriculture. 2 higher

irterest rate should be charged for small loan amcunts so

as to improve the contrikution to fixed cost.

Interest x2t2s of 1¢% fcr short~+term loans and
loans wera used in the economic fe;sibi-

lity analysis of agricultural credit. Under the aSsump-

tionz made, these interost rates were adeguate.

In addition to the interest rete, there should

v
A2 2

commission charge of “etween 1/2% and 1% on each dis~
bursement, so that the lender would be reirbursed imme=-

diatelly for the varinkle cost of processing each applica-
tion and dishursing the fund.

It should be reasonable *o star: the small

business program wit® =2n interest rate cf 19% for loans

below $b.30,909 and 15% for loans above that amount. Con-

sidering that the small-scale enterprenaupc: are yet to
A small credit

emerge, 1t would be reasonable to start a



program for them setting 2 low minimum loan amount of ahout
$5.3,800. Such 2 policy at the beginning would likely

allow more smell businesses to get started.

The minimum amount for short-term loans for ag;i-
culture shouid Se about $-.3,000. This is due to the.fact
that with an average outstandiﬁg baiance of about $h.,2,000
at 19% interest, the contritution to fixed costs would be

approximately =zzro.

For long-term loans the minimum amount should be

calculated according to the repayment poriod.

1.2.5 Credit reguirement:

3ased on the rate of adoption oﬁ the farm develop-
ment models which were estimated in the eéoncmic analysis,
the credit requifements would be $b.93,500,000 in the first
four years of the project. The fund reguirements, net of
recpayments, would be $b.66,353,000. The contribution to

fixed costs, net of incremental costs, delinquency and

']
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interast, would be akout 8.6% .f *the outstanding portfolio

at the end of the fourth year.

The credit demand for small and medium size busi-

ness was estimated to be $b.56,675,000 during the first



four vears. Credit for agricultural machinery and for two

. . . - Iy
savmills accountad for 51.%% and 45.€% cf thc total re- i}adhé~
quirements.\&The inclusion of sawmills as probablc. 1nvest— -,'Myff

ments assures that a clarification and some modifications

in th2 forostry policies will be made.}

1.2,

[4)

Broadening the scope of firancial services:%; o

Considering the z2lmost complete absence of

®

financial wanagement capakilities among the setticrs at
the present, it is obhviously nacessary to restrict finan-

f credit by outside insti-

cinl zervice to the provision

o]

tutione., However, strong cmphacis should be placad on
Gevelrping finarcial managenent capzkilities among the

A de s :
SeCcTlErs, It 1

“n

recommended that they be assisted in
develcpins their own nmulti-purpesa cocperéti"e as rapidly
as theyv can. It should include a savinés ancé credit
activity which could in time manage all of the creiiﬁ

reg' “rred by its memdbers.

1.3 Principal Refercnces:

In addition to field okservations and incquiries, the

following papers were considered in preparing this report:



1.3.1 Observations of lural Financial H kets in Tﬁrge
Bolivian Ro glons, hv Jerry R. Ladman and Ronald
L. Tinnermeier, La Paz, AID, Octonzr 3%, 1¢77. The

arzlysis and conclusions of this rescarch provided very

valuakle background infcrmetion for this report.

1.3.2 "Eztadn de la Resrganizacidn del Banco Raricola
g a

de Bolivia ¥ Capacidad para la Xministracién del

Crédito a2l Pecusno grlcul+o*‘ by Padro Negrdn,Scirse«2s

2

Lz Paz:USAID, ugusit, 187%. It provides rccommendations
for improving the administration of credit +o small farmers

in the B8ancc Mgriccla, as a component of 2 reorganizaticn

1.3.3 "Proyzcte Integradc 32 Desarrollo Rural", Chimo-

re-Chapare”, “Convenic MACA-IICA ¥z, 8/78, Coope-

racidn T3cniza del RITY ATC/TF (SP) - 1579-RD.

1.3.4 The scope and content of the present report are

complamantary tc the onas mentioned above.

2. BASIC DATA OM S5AN JULIAM COLOWIZLTION PROJECT:

At the presernt time therc arc approximately 1800 fami-

lies settlied in ths San Julian licrth arca of the proposed



project area, It is expected that this numier will increase
to approximately 3,150 within the next four years. Colo-

nization of San Juliar is said to have started in 1972.

Each femily is in possession of 50 hectares of arable
land, only about 5% of which is cultivated each year.
There is practically no animeal hushandry activities nor any

income gzrerating plantations of a permanent type. The

gricultural practices are rudimentary. Ths San Julian

o}

prcject site is about 192 kilometers from Santa Cruz, which
ig 25 2ctive industrial and-commercial city. There are
sevaeral marketing constraintsz for commercial agriculture.
The main ones are the lack of a bridge across the Rio
cra:dé, expensive transpcriatioson and lack of farm storaging
facilities. The San Julian project area'is divided in
nucleos of 49 families each. 2 group of nine nucleos forms
what is called a NADEPA. All of the 59 hectare plots of
gach nucleo extend from a central community residential

area.

Families who move to San Julian are given food for

about nine months while they produce and harvest their

]

first crop. They are provided with sced for planting the



initial crop. A four-monthis orizntation course is also
offered by the United Churches Committea through a formal

agreemant with the Instituto Wacional de Colcnizacidn.

The Bancc Agricola 4de Belivia began a credit program

.

n San Julian in the crop pericd, 1¢77-1278. From verbal
information given by the administrator of the Montero
agency of the Bank aréd the credit. agznt of thz area, it

can b2 supposed that for that crop, it provided 13 short-

term production lcans to grecups for 3 total of $US33,000.
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At the eand <f the repaymznt pericd aJo"*37D% <~f the. cut-:
e IR e - =

T |

1

standing balance was cverdue. 2According to the Bank agent,. -

AD

this wag duc to a severce drougat in 1277-1277. The re-

pavment of most of the overduz halance was restructured.

At the present time the Bank credit agent thinks that

abcut 10% of the outstanding balance is cverdue.

For the crcp scascon, 1978-1879, the Bank provided
about 20 short-—term loans to groups with a total of 175

members, for the total amount cf approximately 5U530,000.

llew lcans can be approved only for those farmers who

do not have coverdue belances. Tha 3Zank provides only

4 approximately 223 group nembers. ri -



short-term loans for cash crops as stipulated in the USAID

loan agreement which is the source of funds.

According to the Bank's policy for the program, loans
are available only to groups. Fach membher of a2 group nust
be a co-signer. According to the agency a2dministrator,

the purpose of the policy is to minimi-ae cogt. However,

|87

the Bank's agaency keeps a reco d; outside the account kooks,

2]

of the outstanding balance of cach membar.

The Bank's loans cover only 29% of the standard

budget estaklished for

)

A . -
ach crop.
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There is an esxampl coopcrative in the

rcgion.,  Cooperativa San Josd OLrero was organized around
July 1975, with the assistance of the Unfted Churches
Committee. As of January 137%, the portfclic amountad to
azcut $US15,003, distributed 2mong 178 of 330 memkers of
the organization. The average loan per member has been
2round $USL00. Loans are approved by najority vote of
the assembled organization, According t< the information
'obtained, there were no overdue accounts as of December

1973.



3. _OUNCIDERATIONS FOR THE DESIGCH OF A CREDIT SYSTEM FOR

5

SMALL FARKERS:

The purpcse of this chapter is to establish a theore-
tical framework cr a body of principles by which a reliable

credit service can be designed.

m v -

For the purposes of this study, a credit system
censists of its total components, including policy state-
ment, organization, operaticnal procedurzs, dzlivering

svstem, lnan service and repayment.

The ohiective hare is 2 gystanm t2 malka credit market-
- -

A credit system must be “esigned within the parameters

of the credit objactives, wvelumz, credit amount per bkorrower,

.

{

beneficiary’s activities; environment, and the level of de-~
velepnent 2lready achi=svad by ths borrowers, and their
activities. Althcugh these are variable factors, they

emorace certain basic concepts which are applicakle to any

credit program for small farmersg.



Although an impoftantjtool for providing. the funds
that small farmers need to carry cut their farm dgvélop;
‘ment and production. plang; cradit by itself doss not
Jenerate increases ir the incoma., It is te small farmer's
gozlz, valu?s and will, a w2ll thou g w-out farm develop-~

ment plan, land securiity, Aappropriat: taciinology, efficient
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Efectiveneses of tha institutions promos~
ing these conditicons that reoally make a well designed credit
system cffective in increasing thsz small farsmer's income.

NG matter aow ¢cod ead efficient the design of 2 credit

syetam, it will be of 13
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halp vithout the other -es-

santial eclemcnts of a broader supporting svoiom.

-

-
=]

erta

Q

o credit system for small farmers must mest
recuirements from the point of view of the farmors as

well az from that ¢f tho lender.

3

3.1 Important Characteristics of a Credit System for the

-1

S armer;

It can be said that in crder for a credit svstem to

be viakle for smzll fa armers, it muet have:



v

(a) an efficient logistical
() adeguata terms
(c) good image

(d) reasonable cost

3.1.1 Efficient logistical sys%em:

usable.

quickly to different farm situztions 2nd farmers' needs.
- It must bs able to dishurse furds when they

are needad.

- It must avoid, as much as possible, paper

verx and time and transpecrtatica-consuming procedures.

3.1.2 Adequate terms:

-~

-~ The credit budget and the repayment dates
should be flexible to allow For consideraticns and solu-
ticns of unforeseen problems that may arise due to the
nacture of the bLusiness.

~ The repayment scheduie should be in line to

the farmer's cash flow.



The borrower should feel compelled to repay; however he

should nct feel that he will be loft hopeless if he were

D

not abl

.

to repay at due time.

3.1.3 Co2d inage:

-~ The cr2dit systcem must meet tho farmer's needs

in a way that it can be socially acceptal:le, dapanded on

- Givzn th2 rules 2f the gams, the lender must

- Th2 interest rate chargsd on the Zutstanding
balance and any commision charge cn diskursements should
be the only relevant costs incurred by the farmer for
borrowing. Iegal costs shonld Le avoided or at least
minimizod to the extent possiblo., If appropriatae, sugges-

ticns should be made for changes in certain laws and ragu-

[l

lations which might be increasing cozt. ~lternative means

for meceting the same objectivesz cculd he sugeested in some



o

3.2 Important Characteristics cf a Crecdit System From the

Viawpoint nf the Lender:

From the point of view of the lender, the credit
system for small farmers must have the following characte-
ristics: |

a) adeguate corganization and suppor:

able perscnnel

[

b) efficient, rel
c) low cost and good financial health
o

d) reasonakle control

3.2,1 Addecuate organizaticn and suoport:

~ Therce must be well-defined tasks and responsi-

pil

[

ties for cach positisn and each employcee. The lines
of z2uthority should be well-defined, and there shcould be
only cne hoss for each emplcyze. Therc should ke 2 strong

commitment to the pregram from tor down and vice-versa.

5

To accomplish this, it is necessary that evervbody complies
with established policies and prccedurcs. The need for
making 2xcepticns shculd seldem zrise, and in such cases

there should be a standard, knowr. procedure for processing

and implementing thoem. This procedure should overate from


http:Lend,.er

field parsonnel upward and should include writton justifi-
cation with tho sisgraturcs of at least three peoplg in the
line of responsibility. To have a procedure f£for exceptions
is helpful for control and for keoping records. It may

lead to detecting the need for desirable adjustments in

0

artain norms.

o
oVl
[oh
[¢9]
[o])
ol
H
i
(041
0
1
193]
(V3
’—J
o
O’
s
ot}
(@]
(0]
[a]
r
[N
rh
M
]
o,
jae]
[
U’
}._l
Q
-y
O
Q
o]
=
'3
o
LY
=]
s
=3
oo 2
.
()]

and procedures 2t each lovel of the Srgarisation. The
chief of the internal auditing unit shculé repcrt tc the

- -
oard 9

I

Dirzctors any rcluctanca ~or laclk of sunport of
the organization implementing compliznce with estzblished

ncrms.

~ Th2 organization should comply strictly with
the cuality cf services and procedures that it has informed
or agreed with the farmers that it would comply. If
changes are necessary, they should ke oxplained and justi-
fied to the farmers in advance. Otherwizz, th~ londer would

prebaktly lose face as well a2s the good will of the farmers.



Once the draft of the systom has bhecen completed, it is
worthwhile to discuss it with diffcrent groups of farmers.

entacion seminars should be carried zut for community

O

[

r

ders before starting the program in e ccmmunity. On. .

I_l

e

41

the other h@nd, meetings should ales be held with the
farmers of the community to discuss the sy

)

they would rcceive, and their rights and @utiszs.

- The wvhecle organizational structure of the

lerder should te reviewed whern a small farmsr credit system
i1s considered to dotermine if and how the system can best

ctrer hand, major adjustments in e srganization nmiy se
required. If this wsrc the case a carcfully thought-out

gnec¢ for accomplishing the required
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adjustments.

~ The organizaticnal structurc and the credit
system itself should consider hoth the shcrt run and the
long run pctentizl of 2ach project areca as well as the

growth of the srall farmer cradit program thiroughout the

country as a2 whole. Without incrcasing short run costs to
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undesirable levels, the nrganizatioral structure and the
cradit system should be planned s0 that theyv woul? be able

to suppert potential increases in velume with as a few:

adjustments as possible in organization and crocedures.

~

This would save cost in the futurz. It would avoid deep

r:

changee, redesigning, retraining, disturbhing employees and

human arrors.

it iz determined, through the toechnigus of simulation,
that aeverybcdy Fncws his jeb well 2nd iz able to perform
it without committing serious erxors. It shculd ba re-

.

mbered that to detect and tec ccrrect cperating errors is

cF

more costly than training. On the othér hand, if there
were too many errors, the accounting record would not be
up to date, and even worse, many people throughout the
organizaticn would spend their time searching for errors

rather than doing the jobs they were hired +c perform.

~ There should ke pericdic me=ztinus of field

personnel with regional officers, and of senicr executives



of these offices with top maragement. This isc most import-
ant for maintaining coordination and for kzeping the crga-
nization and systems sensitive to fielé realitizs and orga-

nizational neceds.

3.2.2 Bfficient and reliatlzs porsonnel:

- Go2d management shiould encourage loyalty to

fuly to the goals <£ the organization.

meted strictly on the basis cof thoeir performance. Through

training an ranlize the
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importance of thez geals c¢f the srogram and of their per-
forrmance, participaticn and constructive criticism. This
is most important fcr keeping the staff and cmplcyees

highly motivated. Thc management style should encourage

new ideas and suggestions.

- It is the pesople in the organization who will
in the end make the program succerd or f£ail., For this

reason, togecther with a rcascnahle personnel rewardin
L
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policy; there should bhe strict rule
performance. Only persons with tho highest intagrity,

good intentions and ethics siculd ke allowad o vork for
tiie organization. This is the mést basic 2nd important

commitment for a succesciul credit program.

Goed uman relationsz within ths crgaznization

ar< important f£or promoting good performanca, and they
zh2ould be enccuraged at 211 timas.
3.2.3 Cost and financial henlth:

~ TC =ava cost; one must he verv strict and core-
ful in justifying every step cf paper word,; and time and
transpertation consuming proccdures. The cuzztions of what
would happen, what is the proiobhility trat it could happen
what would be the loss or the protlem if it sheould happen,
in what other ways could it be prevented from happening,

in what other ways could it ke found out if it chould

n it information

{r

happen, and in what cases could a giv

l, avrilable and

[
o

2e useful, or would it he just as usei
safe to lock for it when the need arises -~ should always
be asked before establishing every work activity in the

process.



Collection 1ct1v1rlcs should ke constant and
consistent to pravent defaults. Scme pzople might have'the
tendency G speand their mwoncy for other pu ses.if'they
de not see, through the collection system; that it is more
impertant to repay the loan. On the other nand, an ef;ort

should b2 made to get borrowers well acquainted with credit

terms and ropavment schedulss and the importance of comply-

ing with them. There should ks this educaticnal component

-

in the credit system. The lender should 21s¢ he ready
and willing tc provide financial advice ané to help the

fzrmar, through contacts, fo ¢at the ~ther sarvices that

)
)
|

t

he cr his communitv nesds.

¢
¢

- Group and ccmmunity particization in credit
decisicns and repayments should he moximizzd o increase

ccrmunity involvament, and o improve the systom.

- Informzl and formal group lending should be
encouraged to racduce cest. This minimizcs the number of
clients without rcducing the number of heneficiaries of
the program. There should ke cautio n; however, and *he
lender shculd make sure that the group transactions are well
managed and that group mem2ers rceally feel a commitment for

ccmpliance.
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-« N1l the possible ways of inke 1nst1tuc1oncl
coordinaticn should be explorad to incrszasc the preobakili-
ties of success of o development program and +o reduce cost.

Fach program can be thought of as eitker an input or a
e 3 T

supoort to 211 the cotlier programs. Thera can e found ways

within the obhiectives of each ¢ h zation tc plen their
tashke together,. not only to improving effectivizness through
better cocrdination but also to reduce cost tihrough better
distribution of work load,; shzring equisment znd office

Fo

~ Risk houndaries on defaults 2nd on accumulated

lcsses in tho profit and loss skntement should Ze establishe
for the program. Thesc houndnries should o taken as a

cemnitment so that a given stratogy shouid ke followed b ass
compliznca to thesc limits. The implehentation plan and the
rate cf growth of the program should be reviewed in terms of
the results that are being cbserved. It is worthwhile to
dasign an implementztion plan which woull concentrate in
given areas and to start the program at 2 low vclume relati

to the fundz which could bc available. nother strategy

for keoping the progrom within the risk moundaries would be

d

ure

ve



erate with a portfolio mix of diffzrent degrees of

0 T_:_ L&
rislk. This means that differont projcct arens, clagssified

progran, Iaticr than concentrating onlv in the highest or

lowast rigl: nreas. >r judging ti.c ris), it should alsc
ce taken into account thot the percentage of defaults among

wzll thought through, toking into considaraticn the medium
and longtorm imslacations as ihs Progrim grows. By ccst

tC niake a choice between
hign investiment 2and hich fixed cost wikh
relatively low voeriakle cost and a system with higr vari-

atla cost per lo=n with relatively low investment and fixed

compromise between the two altarnatives meantioncd a
that is; to dosign 2 plan in which the organization would
move gradualy Ifrom onc cost pclicy to the other. The

criteria for choosing a given cost policy woerld be basad



on the foliowing factors: a) insuring = profitable; economic
performance in the long run without incurring high decapi-
e short run, k) tha cffect of aach policy

on the gualitv 0of servicc Lo the farmers, c¢) its contribu-

tion to tho.design of an effective and a2fficicnt svstem to

¢)
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a
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O
e
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2tinns and to supply relevant information foxr
anz2iytical purzcses, d) gproilenms z2nticipated by 2 radical
change in cost pelicy in the futurc. It can ke szid that

ir genertl; che highor the number of cradit transactions,

th2 meore inporoant it iz to keep variakle costs lovw, even
& 7
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pelicy c¢f low variablo cost is gafcr against the risk of

Is very impcrtant to consider 211 the pos-

I
-
it

]

l.l

si>le means of protoction zgainst the cffacts inflation.

92l
[E9 |

Tre higher the percentage of long-term lcans in the port-

¢ilio, the grecetor the adversc coffocts of inflation on the

H

financial health of the organization. The risk is even
highar when the intcrest ratss are relatively low and even

)

worse tiaen thay cro subsidized.
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= It iz werthwhile to consider; in colonization

1

vrcjeces, the pessibility of having in cech community
mix of rclatively efficient frrmexs with unskilled farmers,

In this w2y the transfer of technclogy weuld be enhanced.

It reducos costs to plan, up tc thn noint that
it i3 possibla, ths rGC“ptiOH of 1oan 2prlicaticns from

—— -, 1
croccassed at thae
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same tine and community ceopcraticon would ke mere feasibla.

Loan applications 2s well as Ziskurseomconts should Bo plan-

The cost cof a credit svstem is a2 function of

.

[t

the numbeor of leo-n a2pplicaiions and ~ccounts in the pcrt-
folio. &o it is werthwhile to think of A schome by which
the numper of lean applicotiosns 2nd nceountrs can be mini-

rizod without limiting the number of credit beneficiarics.

- Finencinl chargos to borrowers: The credit

transactions sheould gonerata to the leader ~n income large
encugh tc cover costs at a reasonshle portfolio level.
Besides the opornting expenses, the lender's costs also

include thc cost of meney and =2 provision for =24 dckts.



In the medium term, as the volume increases, the lender
should opera with 2 reasonable preofit, Tc h=mve a1 profit-
able, economical performancc is consistont with devalop-

ment purposes, hecause it is the most certain viay to insure

continuous op:r: ion and growth. This is thoe only way by

3

wnich it con ke gram would ke alzle to

oped that the

{
o
§e!
H

)

2xpand continuously and to Be aklo to reach, in the long

C
3

run, most of the sm2ll farmer sector,

The lender shcould consider charging o commisicn
on g2cn disburscnent in order to bBa immediztelv refunded
for the averagc cost associ~tad with proccssing loaﬁ appli-
caticns and dishursemsnts. This woulAd gifnificantly improve

the profit and ls:zz statzment in the short-run. N commis-

4]
(=
0
)
O
rh
&)
(o g
O
=
+
'._J
A0
l—l
jo]
D
jol]
Q
[
f.
'._l
n
oy
o
H
6]
@]
£
B
o]
ct
n
=
'._J
r
]
Q
O
o
[
[oH)
W
H
0
[N}

—~ For calculating the approrpiate interest rate
the average variable and semivarizble cost p2r yoar of e~mch
credit transaction and zaccount in the portfolio should be
figured. This cozt figure, divided by the average outstand-
ing kalance per account, would provide onz of the components
of the interest rate to be chargad. The sceond component

would be the cost of meney, i.e. the interest rate paid by



the lender. The opportunity cost of monev micht come cut
K Y g _

~

unreasonchle high for most of the activities that the
program cculd pcssiscle finance 2t the hegining. floweve.,
when the funds come from interna£ional'development agencies,
it could be .considered that the opportunity cost is equal

; due to the fact that the funds

{2

to the interest rate pai

(@]

would not bho available for any other purpos:... The third
ccmponent cf the interest rate to be charged would be an
estimate of 2 reascnakle provision for ths risk of losses

‘hrough defaults. The fourth comgcnent would be what night

for roaching the brzak-evon point with 2 given vortfolio

voclurme,
3.2.4 Control:

~ There shculld e 2 relevant control of the port-
folio. It should ke dosigned with the chjcctives of, a)
keeping up~-dated information for effedtive and efficient
collections, b) avoiding frauds 2nd discovering human

a2rrcrs 2nd c) producing information for analytical purposes.
P K



t torms; howocver, cars should he taken & hat farmer *s
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feelings will nct be hurt.

=-.nn gffcctive auditing systc. should be designed

H
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2tica by the internal auditing unit to con-~

tinouzly chack on loan operaticns. and compliance with poli-~

» FParmers cshould be informed asout 211

cf the aspects that shcould concarn tkem ~nd they ch"uld e
encouraged to make suggesticns for improvi ing the systen.
It shzuld bse pointed out that the farmer's knowlcedge of

the system is also a very important control tool.

4. COMPCMENTS, TERMS AND DELIVERY SYSTEMS:

4.1 ZAssumptions:

The components that are suggested for the credit

ased on the following assumpticons:

"
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o
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3
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0
U



Zoasible farm develepment models for gracdunl implementa~
tion in 2 reasonable period cf time, according to each
farmer's =zility, wculd ko availakle for 2ssuring 2 con-

tinuous growth irn formers’ income 2nd st-=pd-rd of living.

:1.2 The zroject area would be provided with a package

T effective, intesgrated and coordinataed szrvicas,; incliud-

ing educaticn, h.ealth,; ex%znsicon and social promotion,
ccomunity intagration ~né lendership dzvelopment activities
ZSxr e2nhancing community commitment, prrticipation ani
contrikuticn to its progress.

2.1.3 Inputs for ferm activities would be easily acces~

sitle. Furtharmore, farmers either would have access or
weculd be rocuired to build, with loan funds, the proper

storage units for their products. This is very important

25 they move toward commercial agriculturc. In the cace g

g
g™
PR

2quatce infrastruc- - -
o TR RSP, RS SN oh 4

trc’.‘.nspor tatio}l\u.’l-»' o

)
2

Cz znimal hustandry, the Huilding of
0«-:-’;:."0.." ',r"d".»-'::‘.’i

tur2e wouid 2lso ha done, fer minimizing

costs.
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coimplying with tho cenditions csitnblizhied Ty the Institute
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Mocicnal de Colonizncidn would be clogib
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in ths credit program. Credit would ke nvailable to in-

dividual farmers, s waell as Lo Torm~l ~»nd informal groups

whe are wall crganizod.

FParmors thomsalves would be given the opportunity to
~stablish in the lown application the firal date for re-

Eaving the loan, This would give thoem flaexizZility for

O

marieting tneir products and ceould contrihute te develop-

ing higher ropayment cemmitmznt on thoir oart.,

Long Torms  Repayment pericd nore than 12 months
and up t> eight y=ars,
44243 Line of crcdit:

Clients who are approved for shcrt term loans
for thc sccond year in a row would bo authorized o lire
of credit for all thezir short term financing reguircments.

This linc of credit would be zstablishod for a given period,

wnich conld bs 5 years; 2nd unicr conditions which would



give the lender the right to stop disbursoments hecause of

h
Q

lack of complinnce from the cliont, incr-nse in risk or

lack of funds. Thz amcunt of the line of credit would e

]
o)

1~

14

estaklished according to the client 2n for the next 5

years, Tne ckjectives of the line of crzdit would be to

wJ

avcid tne ndditicnal cost ol having to aporove loan applic--

ations for cach saason arnd of having to Yzeop 2 difforentc

cutstanding 2alizance account for each activity and for each
ST28Ch,
SZ2L% Record cf outstanding Lolance 2f long teorm loans:

irg contrel,. cvery timc thot 2 now long torm loan would bo
autnorized 2nd dishursed,; the provious outstanding Zalance
wculd be consclidated with the new disburseronts in a singl

account. The whole repayment schodule would he reviewed.

-

‘ne loan contreact would includz this consiZeration.

4.2.5 Purpese of loAans:

Tc provide nceded funds for viahle production

activitices and invostmont

(9]

with the following purposcs:

14}



L 34 .

4,2.5.1 Vorkine Cepital: Mccordinc ko farp develorrent

plens, pre”ucticn leans for cesh crapz, reintrraper apd
harvestine of perrmnent crops in preducticn . Miner repaire

cf ecuiprent wveuld Fe included.

£,2.8,2 Fixed gscths ~nd/or ferm Irfrastructure: Tocord-

inc te ferr Jdaveleprcort plans for “Fe irprler-ptation cof

permanent crops, anirel rushendry, forr infreastructure epd

w3

purchess of tccle ond couiprert of ccnarnl nee and raicr

rereirs or racerditicnire of ocvirrant ~nd rechiprery.

o3 Cthers:  Tr tre lepc ren, =t the arnrerriate tire,
if furds were aveilakle, it covld ke corsidered £n nreviie

lerne frr brro irorevercopts ApA for roryo-rrefegsicorerl and

1<

rrefessioral studiecs by veune nerrle fret: the noclbes.

2ler ke considered

Certein tvpes of persopsl lecns covld
tc save tho frrrer from Fovipe to ¢c tc private lenders whe

charce hicher intcrest rates.

AL2.€ Mipirur Yecan zicunt ror client:

Leans belevyr 2 certrip arcuent, aheut $h.3,000, teo
farrers who Pave never Focn erproved and/cr dishursad a

leer would nct ke aprreved,



Tre ninirur lcer srourt rer-clicrt vvonld ke cne
-that wveuld provide ot larst Sh.200 of contrikuticn tco fixed

ccst rer year. Sris lirmit would be ecgteblished to aveid

credit transacticngs whick would couse lesses.  Heowever, in
crder to malc the credit procrar avrilshle te +he “pocorest

cf the pccrz, tke lender veould onc&uracr the frrrmors with
lean recuirerents kelew the ripirer to ralo deint e2pplica-
ticne. In thie wvay it wonld Ye necaitle for +her te use
credit and the lender would cperate witk - -cmitive centri-
buticn te fixc? cost. IFf the leoap wore Arproved, cvervene

in tre greour weuld kove to bo » co-sicrer.

"

Trhig cobhrme wevld he evrocted te ke cccoptehle bv
reny sn2ll fermers inrrejeccte such 2 Spn Tulian where the
sIZiccre of o nucles live irn 2 rore or less corccnireted arcs

rather thap disporsed ip o wide ar-a,

f,2.7 Maxirurm loan arcunt ror client:

The rexirur lecan arcunt wovld bhe roviewed pericdic-
ally and adjusted accerdino te the rudccts Ar?d stace in tha
rrecess of irplerentaticn of the forrm mcécls, Dy raxirur
lear apount ic meant the teotrl sreent of sFe berrever's

nutstendina talance in the rertfelic rlus thet of apy 2é-

Aitional Jean spplicatien trot is Foinc cencicdored,



o2 8§ Cuarantcoes:

The terrowver's irtecrity, price, ccod will and
know-kow arae the mest relevant aquerrpteas. Ccollateral on
fezo preducticp viculd e osfabiisbeé ne an additicnal sense
of corrmitrent by thoe farrers. IF trerc wers bick laqai
exyenses irvelved for moctinc thie reocuvirareontz, it richt
turp cut te Fe inadvicible to incurker form rreduction., If
this wore the c2so 2 theucht sheuld be Fiver te svccesting
a ¢iffernont lec2l procadurc wrirk cculd Yo rere errpatible
wiith rurel develenrort., licvertheless, it sicvl? he reelized
how 2ifficult it cculd Re on A larce scole te meie this
tvor o8 crlilaterel of srall rreducers a coed sukstitute for

repavrent.  Thore weuld Fo rrebleores of locistice and of the

lender's irace.

-
[}

Collatersl or the 2ssete keince finencod woulé re
recuircd con leorrs for firved ~Ascente. P rerkcace on the plot
would 2lco ke recuired if the law would elleow the farmers

to sell the nlot.

Fere acaip, 1t ghould ke penticred thet cvery

offert shevld he rade to cflucate the farrers cn the use of
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credit and to strenctran their nersenel valvee »nd sonse of
corritrent. This is wortherile frorm the Jevoioprent neint

of vicw, as well 2s to the lorderies finsncinl FPanlth,

. Interast rete Fnd ceomrissior on Aighurcerant:

L]
Cersiderztions for coalculetince the errrerriate
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interest verc civen atcve (3.7.3).
term lcans woul” have cne intercst retc for orall lcans
within & cortain ronce ~nl o lewer interest rote for richker

v~ g
CTCUnNTS

-

7 corrigzicn ¢f 1% on e~c)l Adigrrrocrent ¢ rocor-

rendsd s8c ~e tr irrreove tho prefit ~nd less stoterant of
the lender in the shkeort run ty cercerotirce with goch Jdig-

Fursercrt © revenue which weuld meore or loes corpenscte

2

for the increrentrl cost of rrocecsing the lesn zapplicaticn

end dishursinc tre funds.

M renelty interost rate for lote repaymont weould
be estrrlisred, ~nd it stould be bPikre, IfF the lawvs woulld
allcw it, the paralty sheuld ke ccuivAlent tco abeut 508 oOf
the reouler intercst rote. There wvould ke wrivers and/cr
restructurire ¢ f tre rerncyreopt rcbedulee vheon Farrers ere
not akle te rermhy con time due to causes that are not within

their contrel.
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some kind of recogniticn to cerruniiies or gucleog with out-
standing repavment reccrds. ~ris schere, if'introﬁuced
properly, would prcohahle incre~se the crour corritment arnd
loyalty tc the credit rrogram, and would debelop 2 croup |

neec for ccrplience.

?.3 Deliverv Systemr:

1.3.1 Loan arplicaticns:

The lcan aprlication ferr would contain cuestions.:
the answers tco which would detarmine tba elegikility of the

applicant ané his prercsition for credit consicdexration,

The cuestions of the eleci%ility typre could ke
such as theso:
- Ig there anv liticaticn recardina the plot vou

are prlanning to plant?

Yes: ) Mo«

= To you also plant on another farm in another

reacicn?

Yes: Mo

- Vho is coing tc irplement yonr Farr rlan this
_year?
Your fatrer: Brcother: Ycurself:

Friend: Nther: (cive name)
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~ Wh

I~de

ck wenths of the vear dc veu live at yeur
pleot in fan Julion?

Januvary s T Moo B 2 M R Ry :

A8 s 5w

W)

- Cenficdential opinicn of the corrunity credit
cermrittee:s

Fxcellent: Coed: Dz2g-

——————— .

The ~pplicaticn fcrm would alse centain cuesticns

whese ansver

)]

cculd Pe given vaichted nurerical values such

ne the fclleowing:

— Fow leng have you lived in the community? Fere

then 5 vears Mcre then 3 vear Less

———

t

than 1 vear

- ¥hat yicld per beoctare @iéd vov cet last vear?

i S

Mcore than 100 r Botweoan 51 ard 10N ; Between 25

[}

0

——

and
- How much income did you aet frem veur farm acti-
vities last vear?

= Do you cwn oxan? Yaog Mo

- Do veu use a tracter? Yes o,
- Do you cwn it _ Do you rent it

Best Available Docyraomns

LY \a-'ﬁ



Tho lean “ppllcatlhn wculd alse crmntein @ pace for

part of

0]

tre farm plan and the P*uﬂorot for tre ~c+‘nw‘y. Thi

the applicatien wculd he corrleted bv the ferror with the

Felp cf the extensicn agent. Retk waunid acree on the data.

The syster cf aszicninc weichts or ‘nurerical vaives

tc certain answvers weulcd ke devaleped sc trak there wenld ke

v
¢
\

2 weighinc cf risk in the fecisirmn. Tris schere focilitates

ccneistency and accuracy. The weichts eesi icned tc¢ each

ey

C-
answver cculd ke chanced cver tire accrréinc and o¥perience

cained

The lean appliceticn forr for rediur fnd lonc
term lecans fcr permenent creors and irvestrents in Fixed
assets vweuld also include the speocific inferraticn selevant
te each ectivity that the learer finances in the prcject
arca. The feasitility of eact lcen anrlicaticn of tris typre

-

shculd almest he determined bv reference to the medel.

rpplicaticns by arcups fer leans +o purchase
eocuiprent for gharing,sucht as tracters, cculd be analyzed
in much the seme feshicn as indicated above. Tre idea is
tc heve 2 ¥ind cf 2 routine storderd fer dotermininge the

feasibility of each lean applicaticn. se that the staff in

st Availabls oonrLen
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Y

thke prejcct area cculd annlvze it in verv skert order.
p e A

’ny ideh cr any. lean applicatirn for anvihine
shculd ke received,. even thoucht tre specific activity micht

i

(=
.
0

nct cunlify under the lender's present po

(D]

s, Trese.
icdeas should be Jdiscussed with the applicen® ond passed on -

te hicker auvtherities for decidince whether thev rerit further

stucdy.
£.3,2 Lean eautherizaticn:
£.3.2.1 rcrt terr lrans: The autherirzatiecn levels would

Pe such thet at lecst 092 ~f the applicaticns would.-he ar-
rrcved in the suk-#cencv which services the prcicct area.
In the cace cf fon Julirn a 1lirit cf between USS3, N0M and

US$4,000 weould prchakly te appronriatce.

Thre akove statement mnlos it edvisakrle for the
lendinc orcanizatirn te chocse, feor each project arca, an
agency head and a sub-agency credit arent whkc heve cateco-
ries in tre personnel administration svstem that is in
keepinc with the forecast velura of credit. In this wéyt
emplcyees with Ficher crteceries will be assioned te acen-
cies and subacencies where therm is a strencer derend fer

relatively higher lcan arcunts.
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Ican epplications which are not sanctioned kv +he
comrunity crecit cerritten would net ke anrreved.  Fowvever,

the credit agent wculé verifv that the comrittee’s opiniecn

is based ¢n cocd juloement and is well: intcdfed.

Mt his cwn discreticn the credit acent wculd discuss
certain lcen ~pplicaticns witk persons previdine otber sarvices

in the area.

-

Inans akcove a certain limit weuld Fe sent +n tre

3

next hicher renking cffice in tha orcenizetirn f~r consicder-

£.3.2.2 Lenc term lears: Within certein lirite leong terr

lcens woul?d ho approved by o credit cermitten ofF the lender
- .“. I3 e -
at tre agency level. The cemrittee would include the agency
manaecer, the credit cfficer, a rerrer cf the creanizaticn
which provicdes extensicn scrvices, and 2 rember of the cne
that provides sceial premcticon services. The autoncmous
limit of the agency could bhe betwecn US§7,700 and U'S$10,000.
This schere vculd increase cocrdinaticn and weuld kelp tc

rinirize rislk.



2.3.3 Ingistics for filline lean arrlicaticns and for

diskursemrents:

Pependine on the dogreec of ceormunity crqanizafion
and cermitrment and the crcrerstien tbnflﬁac? nuclec is =2rle
anad willinq_to previde te tbe credit rrecrzm. a credit
cfficer micht ke akrle tb effectively service frer as 2 few

as 20 cecrrunities to 2s many ~s prebakle sixty., 2t the

t

ne &

present in

n Julian prciect, a cradit acent cculd

prcehahly service will cnlv ketween 20 te 37 nuclers.

The

H

zhert and rediur terr chiectives fer corrunity
cccreration witk the credit preorar frer the viewphiﬁt of
the lender shruld re:

- .7~ cive cpiricn recardine the.credit risk of
each aprlicent.

- Te rrovide feedkacl fror the c~rmunity rerbers.

- Te ceordinate 211 the meetincs of neﬁberé. |
To help to answer cuestimns cf merhers.

-~ To hené cut tke funds cf lcans being dishursed.

- Tr help develep ¢ sconse of corpliance to the
terms of the lcans.

- Tn ccllect repayrerts.



vl

Tre precedure weuld be put ir proctice 2s the ceor-
runity respends ko the above chiectives., In the rediur terr
there would re greater tire darand on the ~ort of the lender.

This precedure shruld be adjusted end irrrcved as mere ex-—

nerienced in cained in the 'wrlcrenf tion phase

The credit acert would visit the coprurities well

befrre cach plentinc -scecen, Fe would inferre the cormunity

crcanizaticn of the dates he weuld be present te receive
lcan epplicaticns fror the f?rrcrs. In the cases of neces-
siti Fe wruld Fill tre ~prplicaticne bireelf with tha date
civern by the farror, Pcoferc svhrittine £ko ~m~plicaticns to

the credit acent tFe ferreor weuld heve scucht the asesistance

I3

cf the extcnsicr acert ir yprererirce a farp rlan £rd hudceat.
L .

kich wcul? te a part cf the eprlicetien.

The credit arent wrvl@ censult the cormunity
credit corrittee in Aarrivince ot 2 risk classificatirn of

each applicart for chert and Jenc terr leoans.

The credit acent weould infere each ~pnlicant
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Fach farmer whese lcar was anproved wvould sicn a
form statcrent Pltbcrizé§ thre lender to hend cut the credit
finds (cash and/cr kinﬁ)-ﬁo 2 aiven remher cf tb:.community
credit corrittce. 5 lawyer shenlé ke helpful.in writiﬁg

the rrinted text cof the feorr.

Cn 2 civen daﬁe the credit acgert, with cne or two
cther empleovecs from ‘the lender’s cffice, veould peet with
the cemmunitv crcanizaticn t~ dishurse the leans in cesh
an¢/cr kind a2rd tc cet a receipt sicned cn teralf of each

cli

m

nt. The cecrrmunity credit cemrittee would then hand cut
the cAsh ord/cr creds te eack rorber and cet a2 receipt

sicned +y each cne.’

inctrher alternstive fcr Adishursinc the leans weuld
Fe for the credit ecent himself tc hand cu% *he rcney tc
each »rrrcwer. Erwever, it wruld tele rore time ard wvould

prchably create mere logistical nrerlems.

Cormrmunities wrich are not far frrem the lender's
office cr acency ané have rerscnable means of tronsporta-
ticn would dishurse the lcans at the acecncv's office en

pre-estaklished dates.



vestments would be Sishursed cnlv in the officeo. In such

cases the transportaticn costs and cther oxpenses incurred

by the borrover are insicnificart in nrepcrtiern to the size

.0f the loan.

>

2.3.7 Loarn reopavrent:

Lean repevments weuld re cellactad at the ceormuni-

ty level kv the crecdit acent cr?/rr throuch the cormunity

credit cemmitiee at the preorer fire.

£t least every twe penths ecach client wovld receive

sctotement witk 211 tke inferratien reosrdinc Adishursercnts,

fu

~

¢ interast charaed enc

v

rerayvrent

™m

Pis cutst~anfina halance.

~

.

includine how ruch mrney be cwes Aue tc accrue@ interest

since the last such statement.

The credit acent would meke perscnal corntacts with
clients whe fall kehind their reravment schedules. Tre agent
woulé he expected to cain the suppert of the ceomrunity corca-

nizaticn for this tesb.



-

2.3.5 Portfolic fata and centrel:

The deata to be Fept an? the reororts to e issued -
coulé be divicded in thr-e grocups, acccrﬂing to their purpcse:

- ate and reperts tr ke useéd feor fr~llow-up and
for centred of eack client’s repavrent. |

- Data ar?® reperts for evaluatine the credit
preoarar at the ccrrﬁnity, recihnéE and naticnel level.

- RAate and reperts fror 2nalvsis end revjsién cf

a9

rules recerdinc Cecisimrns en rredfit aprrcval an? feor test-

=

nc

0N

pparent cocrreleticns bhetwecn the prrifelic situaticn
and specific variarles,

Tre use cf a ccrputer sheuld bhe censidered.

Yhen there is 2 larce number Af cliepts, it is
irportant to have rules for estelrlishing pricrities for col-
lecticn effecrts. It.is recessary in this case to he able |
te preduce @ clessificaticn of clients in eack ccmmunity ac-

ccrding to the pricrities estaklisked.

£.4L Investment and Costs:

&) There weuld be suk-acency at the crnlonizaticn

prcject site for precessine lean apprnv~ls, Adishurserents



S

and ccllecticns, and for providine croéit‘training and
cuidance tc the Feneficieries. ™ithin cstehlicked autheri-
zaticn limits of the argency, tre credit acent witf the crn=-
currance and assistercc cf the cérmunity crcanization, vould
approve and disbturse sheort term leans. The head of tbe'

acency w-uld later indicate his autheorizaticn by sicninc the

k) Purinc the first tw~ yecers of nperatinn,.the
credit acert would assist an zvarace ~f cnly 245 crrrunities
with an averace of aﬁprrximétely 20 beneficiarins cach.

c) Trere wruld ko a2 cnchier in the suk-acency whe
would alse keep a racerd of erch client's dishkurcerents and
reravments.,

@) Seascnzl laher wevld ke bhired Aduring necl times
fcr helpinc hendle dizkurserarts in kird.

¢) The acency weuld make the accrunting entries of
each transacticn. It wruld keep the recoré cf the ocutstend-
irg balarnces, and it wruld issue periodic stetemente to the
client an@ the subh-ncency of tre transacticns racde durine
the pericd.

f) Tho reprrts of tre dailv ecpernticns to the

aacncv would be sicned hy trke coashier ond the credit acent.
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) The érodif acgent would he réspcnsible fc.o the
acrinistratiocn of tlre snb-acency.

F) The'impact cf the sur-acencv of cecst curinc the
first four vears, wnuld bn the srlerics: 14 renthe perAyear,
plus 10% of Acéditirral frinoe honcfite, plus 20% allewance

frr hardship, nluc 5% per Adier, The rate of increase cof
these cost iters is 10% per year. In 27A”4iticn tc this, the
tctal impact on cut-~fepocket cncrating costs of the whecle

instituticn wculd ke ecuivalent te 803 of the tetal sur of

he ccst items renticned akrve, rlus the ecuivelent tc 20%

rf-

cf the rriginal prica ~f the vehicle.
i) D sacend crelit ~cont and a second castier
wruls o recuiren?, herining in tho thir” vorr.  Dack credit

cernt would e fssioned to service a crcun nf ccmpunities

]

chosen irn such 2 weyv that hrth acents could rse the sarn
vehicle. It weculd he planned se that the date that cne cof
ther visits » nuclco, the otter cno would visit the neichhcr-
ing nuclec. 7t this peint a hockkoerer would ke reruired in
the acency for mointeinine the updated, cutstendirc ralance
of each eaccnunt ane fer dcinc cther mincr, related jebs.

i) Restic cffice and living cuarters weoul@ have tc

be huilt,



Acccrding to tre abeve assumpticne the investrent

recquirecd for fixed 2ssets wruld ho US$23,200 tre first vear

v
2

ad & total of USS2E,500 in the four vear nericd (sea the

felleowine tahle).

Tre increrental crost would be USS$25,200: US$30,300;
GSSEL,000; USSER,10D for tha first four vaenrs, consecutively,

fcr a total cf 26194,000 fer the feur vear rericd.
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IMVESTMENT AND INCPFMENTRI. OPRPF 7T ¥ CCS™ OF TFL CPFFDIT PPROACDRM

folic alone, tokino as a

Fetween $US27 ~nad gUs22.

)

prrtfelic in the feurth year weuld be arcund 22.

I. Tnvestrent Recuired
Investrents - 5US 1,000s
Items Yeoar 1 Year 2 Yoar 3 Verr ¢ Tctal
Units SUS UNITE SUS Uni-s SUR  {Units SUS I'mits SUS
~Hcuse: cffice )
space and livine
ace frr three
pecple, 80 scuare
metars 1 12.¢ - - - - - - 1 12.0Q
~ eskrs 2 C.f - - 1 n,2 - ~- 3 1.0
- Chnirs 3 0.2 - - - - - - 3 0,2
~ Safety filo 1 1.0 - - - - - - 1 1.0
~ Celculateors 2 0.2 - - - - - - 2 0,2
‘~ Tvnowritor 1 0.2 - - - - o~ - 1 6.2
- Cther fur-nitures - 0.5 - ~- - 0.2 - 3.2 - n.o
- Four-wheel cdrivs '
vehricle 1 8.5 - -~ - - - = 1 2.5
Cthars - - - 1.n - 0.5 - 1.0 - 2.5
TeTr L 23.2 1.9 1.1 1.2 20.°C
II. Encremehtal
Cocsts Yecer 1 Yaar 2 Yecer 3 Year /4 Tctal
- Credit Pcent ~
1/ months £,6 5.7 1¢.8 11.¢ 33.0
Cacshier 2.6 3.2 .2 7.0 . 29.5
Bocrlkeaeper pre-
porticnal n.n 0.0 2.9 3.2 B
fuditinc salaries 2.0 3.0 2,0 ’.5 13.5
Frince renefits 1.0 1.2 2.7 2.7 7.3
Mllecwance £or hard-
ship l1.€ 1.8 3.4 3.3 10.¢
Per Diecm n.,5 C.¢ 1.2 1.7 3.7
Cut--cf-pocket
cperatine crst 17,3 12.1 22,9 27.6 77.¢
Cthers 2.0 3.0 5. .0 1¢.0
e L 25,2 3n.3 1.0 £8.1 12/2.¢
NCTI: A) The ratio of increrental ccst rexr client in tba Acricultural port-

bPasis the 7th year, would nrobahlv te

The percentacc retio of increrental cost mver +he ecoricultural



5. CPERIT TROCEMYM FGR SITII PANT MERIUM  SIZF RUSIMESR:

5.1 Chijectives of the Precren:

The obhjectives of the credit'procram vig~a-vis agri-

0

husiness develenrent in the censelidaticn rbase cf the San
Julian crlchization project weuld bre:

?) to prercte the craanizaticn of faasible husiress,

for supplving the expected growth in demend for cceds and
services as the farring preductior sctivitics »né the incere

S

cf the farmers ircrees

6]

t

F) te facilitete the instellation of irdustries feor

prccessine the raw raterirls rreduced in tko arees

C) tc contribute tc the develernment of the arca by

creating nev scurces of incere and stakle, erployment

5.2 The Compcnents 2nd@ Taorms of the Credit Svster:

The general ccncicderaticns discussed in Chepter 3 re-
agarcinc the chjectives of 2 credit syster are alsc eprlic-

akle to the small rusiness credit preooram.

The instituticnal crganizaticn succested in Chapter 3

fror the credit precrar frr emell farrers ord the roving



crecdit services 2t the cerrrenity or nuclco level are alseo
reccrrended as ceompenents ~f the svster for the srall bhusi-

negs prcarapr,

The sare personnel staffine the sub-zcercy 1in San Ju-

lian would previde services to srall and medium size burinese

5.2.1 Crefit reneficicries:

fmall 2nd rediur size entrepreneurs who Aro al-
reacy” living ir +he prciect eres cof San Juliar or who have
decided to estaklish trersclves with the rurpese of cperat-
ing » feasible businese vould be clecirle to participate
in the procrerm, Likewisn, ferrrers or grcurn of farrersg of
the nucleos whe would like +c onchce ip erall Fusirese ac~
tivities which they have ¢gsined the necessaryv. skills to ‘

crerete successfully weuld be clecikle.

5:2.2 Tvres of credit:

For werkinc capitel: The repavment reriod would

’_J

Fe up tr 37 renths. The principal and interest wculd be
amcrtized throuch eocual erecunts on a monthly cor cuarterly

hasis. 2 line of credit is nct recemrended in this cese,



even throuch it was recorrended for chert-terr credit fer

m

agriculture. Tre neoturce of swell “usiress is Aifferent.
Vrerees in the usual acriculturel ~ctivitios of srall

farmers the sales #nd incores rre se~scne2l. In tbhe case

n

of smelXl. husiness the sales are rcre or less cven thréughm
cut the ysar, ard relatively rich inventories ~f rawv rote-
riele and firished preducts rust re rept. It is reore ap-
prcpriate feor small fusiness_to réfay their wverkino capitel
lcans pericdically cver a rerc-r2™le reric?. HPeowever fhere
shculs re flexikility a2rnd carce, ne tro the fact thet there

ere scre small business ectivitics which are sesscne2l, such

trecshinc cr detulling.

Prr financinc F

(s

¥cd ossets: The repayment periced

vould he up tc €4 months. Tre principal ond interast wruld
ke amcrtirzed throuch ecuel, renthly cuarterly or semicnnual

payments.

Under speciel circumstances clients wculd ke al-
lcwed te cencel cnly a frecticn of the periedic repayrent.
Jowever, thev wruld be charced 2 penalty interest rate cf

1% per rontk on the rverdue halance.
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I arace period cf ur tec 1f mentks could ke previcded,

depending on the ferecast cash flew of the husiness.

5.2.3 Pecrrd of cutstandince +rlance:

There skould ke onlv one cutstandine kalance ac-~
L

ccunt per client. This means‘that.for clients who have

crtained loans fcor werkine capital ané firxed assets, the

amcunts te be repaid at each pavront period would ke beased

=0 the fcrecast of their cast flews. IFris is ecvivalent te
2

savincg that the lcans feoxr werkine cenitel ond for Ffixed

assets would he htleonded intc just one account per client.

5.2.1 Furpcse of leans:

Tc previce funds fior werkinag capi+al aﬁd fixed;
assets fcr the develcpment end creratian of viable prcjects
of srall and rediur size industry, rendicraft, services and
cormerce. Lcens for workinc cepital wculé te mainly'fcr
financinc iﬁventories. Teans feor firved essets would bhe
for finencing machinery, ecuirment, toels and warebouvses or

stor2ging facilities.

5.2.5 Mirinur lecan arcunt per client:

The mirnimum leocan ercunt shculd ke relatively lew

at the keginnine of the proaram -- ahcut $h,3.000 or ¢h,5,000,



The eccnomic irplicaticn of tris rclicy for the lencer sheould
te analyzed after diskursinag ahout 50 loens. The minimpum
lcan arount would re rrised if the cost of dishuréoﬁent anc
servicinc sheuld result in a losé tec the lernder. This WGuld.
fe the case if there were a concentration of many srall

lcens with a significant rumrer of them rreducing & necative

ccntrihuticon te fixed cost.

The ebove stratecy micht secr incensister* or @if-
ferent to the cne reccmmended for acgricultural credit. It
dces not seer rrerable in the case of srall keesiness thet

srall entrepreneurs, each one with his cwn husiness, wcrld

3

want tc make joint lean 2rplicaticns feor reeting » cive
minipur loan emcunt recuirsrert. The case is nlse cifferent
because the:e woulcd net he as ranv small.rusinessren as
there wroulé be farrers. Purthernera, fbe srall husiness-
ren wculcd prchably not live s clcse te each cther as wcuid.
hé thé case of the farmers, thus trev would not know each
cther as well. The#e is rreckakly else a hicher sense of

cerpetition emonc businessmer of tris type then amcno farmers.

5.2.€ Vaxirur lean armount per client:

The maximur leoan ~rcunt woulé be established at
$US3C,00C at the becinning nf the procram. For ccoperatives

and corporations the maxirur would be sus70n,000.



5.2.7 GCunrantees:

Here again, the rerrcwver's intecritv, pride, cocd.
will and Fncw-how are the mest relevant cuarantees.

Collateral wculd ke esteblished@ on finished pre-.
ducts and raw rateriels if cnly worlkinc canital were financef.

Cellateral wruld Fe estebliskted ~n all the fived assets of

the business when lcans wera previded fer purchasing assets.

Fortcaces on tke lord 2nd kuildine would re re-

Cuirec wher lcans were rrovifed for censtructieon.

The cuarantees of twe ce-sicners weuld he recuired

ir 2ll cascs feor lcans bolcew fUIE5,0nNn,  One rf the ce-sicners

V% oa

woulc have tc ke a rerscn whe dié not heleong to the family

cf the borrcwer.

Regercless cof the ebcve menticned ceneral policies,
additicnal gquarentees would ke recuired for higher risk leans.
The additicnal guarantees cculd he a mixture of those merticned

akrove,

5.2.8 iprrovinec loan arplicakieons:

I's in the case cof srall farmers, the loan ~ppli-
caticn form for small busipesses shoulé contain elecikbility

eand risk evaluation cuestions (".2.1, abeve),



!
th
v

i

Flecibhility cuecticrs fcr individuel lcens wéule
reveal:

~ hank and corrmercial references, cr oprinions
frerm scre cf the neichrhors if the applicant cees not heve
references frer hanks or ceorrerce:
- whether cr nnt the apblicant is » rerranent
resident of the prcincht frea:

- type cf rusiress

Fisy cvaluaticn cuestions that would ke assicned
weichted numecricel valuves cculd reveat tre fcllowing:

cricd of tirme *kat the business has been in

!
'S
Q)

cperaticn:
~ dert:recuity ratic
- frcteor of precjected rrefits/deht

- inccre cf cec-sicners

5.2.9 Limit of debt:ecuity ratic:

Businesses with relrtively hich investrments in

wculé be recvirecd & der:tcecuity retio cof less than 2.5.

Businesses with lower investrents in fixced asscots

weuld be recuired a dert:ecuvityv retio of less then 1.2,



fince usually these husinesses ¢c nct keep ac-

counting reccrds, it weuld he necessarv to inspect the
business cf the 2pprlicsnt and establist tre Felrpce state-

ment thrcuch a physical evalucticn of .the assets.

£.2.10 Ceterminine the repevrent neric/:

The rerayrent pericd wculd he determined in such

way that the pericdic repayrents woulé nnt Fe abkcve 2

N

certzin percentece of the preofit of the rusiness. This

-
m
H
Q)
0
3
ot

acge veuld he esterlished t2kinc inte account that

(

the preofits-are the scurce cof fundz for the living exrenses

cf the clicnt and his ferily.

“hoe raximum pericdic repeyrent orcunt fer indif
vidual lcans wculd te ecuivalent tc 20 pbrcent cf the
expected préfits cf the pericd when tre total prefit is
less than an averaca cf $US1QP per reontrk. The total period
fer repayi;g-the loanﬁwould then re éétermined, keebiﬁéw
within the meximum allowable 6urétion fer the type cf lean

in cuesticn.

5.2.11 Interest rate and ceormission or Adiskurserments:

The same criterie estebrlishe? feor credit fcr small

farmers is 2pplicakle tc trke credit procrar for srall and



mediur size rusinesses (£.2.92). The interest rote veculd

ke hicher fer sraller lcans,

5.2.12 Pefinencinc:

W

Clients whose bhusiresses are perfeorring well and

b

are cleassified os ccard credit risks would have the cppor-

tunity to combine their cutstandinc halaences with new loans

ot

tc meet dustifie

.

need cf the ruseiness.

5.2.13 EducaticnAal cerpenent:

Therzs wculd re a. low-cost educaticna2l ccmpenent
fer irpreving the coverall edrministrative skills of small
business operatcrs.

Ceminars wculd he held at the NIMTEPA level on

sirple, practical ccncepts of cest efficiency, revenue oné

expense records anc cenerel marketinag principles.

In tre mecdium-term, specific studies ané seminars‘
Qoul@ he helé cn the rest corren husihess activities bf £he
prciject erea. The mnst commen, vesr-round processing’aéti—
vities wouléd rrcrakle he: haleries, ccrn procducts; dairy

prccucte, swects, leather prcoducts; shees, telts,; bharness,

carrents, wocd prccducts, *rick and reofinc tile.



Loan authorization lirits of thke sub-acency 2nd

5.2.1¢

Tre authcrizaticn lirits per loan for the sub-

acency wculd he £US3,000 and feor the accncy SUS25,0n0,

€. INSURINC LYWDFR's CZPACITY PND AVATIOBILITY OF FUNDC:

The financiel institution in crarce ¢f channeling sub-

lcans to the proicct arez would re 2llcwnd te make a margin

e enourh to cover ccshte, inclu?dine a provision fecr had

larc
derts, and to receive a reasencrhle contrituticn e fFixed
costs.

It wculd re rocueste” thot tris finencial institution

meet tbe following recuirements:
- it would have desioned ~11 the recuired systems and

prccedures tc the lest cdetail:
- the whole cradit system woulfd khave keen prcven to

fit in the crocanizaticnal structure and the acccunting and

auditing svstems;
- it would bhe akle te stcw A sound perscnnel policy;

.
7

- the perseonncl chesen fer the precram weuld reet the

mininum curlificoticns estakhlished in the jcbh descripticns
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- the whole orcenizotion would ke wall accueintcd with
end cormmitted to the preogrem, andd the personnel whe wvould
operate it wculd have kcan given the prerer trainincg. The

effectiveness of the traininc weculd ke rroved thrcuch simu-

lation.

: /

It wculd alsre ke reccuested that any refeow of the pro-

¢ram funds nct reinc ‘used for credit at anv civen tire he
depcsited in » srecial, interest-rearinc ~ccrunt, preferakly

at tke Control 3Benk.

The teot2l srcunt Aiskturse? to the financial institu-
ticn would he ot all tires ecuzl -~ the peortfeolio of the
precran plus the Balancs in the abave mertiecned special

deposit acccunt.

7. CoVITCS:

I savings syusters wrulA he intraduceé ~t the prcper
tire with the purpcse of doveleopino fhe hahit cf saving
amenc hotk ~dults and children in tﬁe ccrrrunity. s the
inceme of the peeple rise there weould ~2lsc ke a need {or a
wey cf safe-kFeeping their cesh. The savincs of the people

livinc in the cormunity cculé heccme an irpeortent scurce



cf funds for the lender in the leora rwe.

It would ke ezsier to fdeveler confidence on the part
cf the people in a savincs syster if thev vere pleased with

the credit syster.

The al£ernatives fer a sevines systher sh&uld he discus-
sed with the orcanizaticn cf each MRDFF? in crder te imprcvé
tre prebakilities cf success «f the syster. Scre e2lterne-
tives for & savinc syster ars:

- the well~-lnown savinés rrssheok;

- rakirg the credit acccunt & dourle rurprse cne; tret
is tr say that tre.credit account would Aautcratically bke-
crme 2 savinces account when it ckhewed o presitive kelance
in faveor of the client (Tha lecal and acecuntine irplica-
ticns of this alternative weuld have ko he ciudied);

- civinag the client sevinas sterns for each depcsit

made thrrough the tanks's acent ~t théldbmrunity level.
The clientvwoulﬁ exchange the starps'fcr cash when he went
to the sub-agencv's ~fficc, cr ke could return the stamps
and heve the amount creﬂiteé in *is bésshOOk. The preme-
tion of well-crcanize? crencreatives sheuld nlse be rursued
as a means frr develeping sevinc bakits and collectinc

funds for crcdit programs.



g. FOPECAST OF ACRICULTUPAL CPENIT DEFAMD, CRASH-FLCOWS,

QUTSTANDINC PORTFCLICQ YD CONTRPIBUTICN TO FIYFD COST:

- 8.1 2Mssumpticns:

Settlerent capacitv cf the preject as cf Septerber

- Ccnstant Belivian pescs
- Rate cf adepticn of the farr mecdel and credit “emend

per activity forecast in the prepesed preiect achieved.
8.2 Inalysis:

8.2.1 Capits) reouirerents:

The credit recuirerents for esch activity showm
in the prcject develeprent plan for the area were qrouped

acccréinag te the lencht cf repevrment pericd,

The credit disﬁuréerents cf eack croup or type
of credit for 2 pericd of ten vears are shcwr in Table 1,
The tctal disburscrents for the whcle pericd would be
$b.32€,792,100. The distributicn is as follcws: £3.7% for
lene tern 5 yeer credit: 1.°% fer mediur term credit (three

yYears reraynment periccd) and 54.4% for shert terr credit.



ey

ey
N
L

The credit recuirerents for = pericd of conly four
vears ara rhown in Takle 2. The tekal dishursercents for
this pericd would re $h,02,210,000 (SUSY,625,505) @istrib-

utecd 2s follews: f1/2 for lonc terr, 2.2% for mediumr term

an? 32.8% for shert terr.

S8 time passes the rix of credit recuirasrents
chzances frem 2 hicher prercrtion of leng o credit te a

nigher-nercertrce of shert tcorr credit,

The theoceticrl rep-vront schedule for a reriod

4

~nf ten yerrs is shewn in TaRle 0,

The prebable cutstendine perifelis for each year,
the repayments £low and the net cash flew ~F dishurserents
and rerayrent were estireted in Tarle 5. Tor aestirmatinc

reheble rertfclio, it was acsume® that the cverdue

rr
9
O
v

Ealence wrould be ccuivalent tc 15¢ of the therretical pert-
fclic in the first three yenrs an? 10% of the portfolic

frcm then on.

The prrifelio reaches its peel in the eichth veer
~t §h.91,26¢,°00, P+ the er® of the fcurtk vror,. the Teort-

felic weul” he $h.66,353,700, Fewaver. to supnert the.
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rroposed farm cdevelepmant model ot the rreojected rate cf
acdenticn weuld recuire $h.87,769,000 feor funding the peak

<

rertfolic level. This is alreost ecual +o the total dis-

‘bursement cf ¢h.02,710,000 cstirated for the first four

years of the »lan.

In the ninth and tenth years the cesh flow would

Fe possitive. Pemayrents weuld Be hicher then dishursements.

cst incore:

0]
L

188
D)
-1
5
t“f
H

The interest inccme cast flecw is shovn in Takle

€. The interest chzrcec wero calculated fror the currenrnt

Dertfrlic a2t 132 for rmediur 2and lenc terr leane and at 192

thn

fer short terr credit.

The ccrntribution to fixed ccost in each one.df‘fhe
first fcur veesrs cf the prograr is showin in Takle 8, In
the third and fourth yéafsltbe contrikution to fixed cost
cver the cutstancdinc portfclio is €.6% anad 7.7%. Betweeni«
the fcurth ~nd the eighth year the interest income wouléd

grcew frem §h,0,727,000 to $k.13,370,000 or 40.85%.

The ahcve analyvsis is relircrle at & civen rix of

short anéd lonc term portfrnlics at 15%¢ 2nd 10% interest. Tt
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shows that the program is feasible for an. established organization to

undertake.

8.2.3  Minimum loans:

The oufsta;ding portfolio'fbr short term loané at zero
contribution to fixed costs would be approximately:

For short term portfolio: (6.19X~0.03X-O.hk = $b.

1,362,000

3,150 clients x 2 accounts
client

3 X = $b. 1,800

Medium and ong term loans would have different values for the

minimum loan amounts which produce zero contribution to fixes cost,

depending on the length of the repayment period.

The minimum loan amount could be deteﬁmined, allowing for a
10% error, as follows: |
o a) Estimate thé'minimum outétanding portfolio balance which
would produce zero conﬁribution to fixed cnsféﬁn a period of one year

- without taking into consideration any provision for bad debts.

15%
Y = $216 + L Xy
10 10


http:O.19X-o.o3x-o.4x

where Y = averace acccunt halance in the portfelic.

Y = 216/0.11 =-5h,1,963

k) The followind ecuation would provide the velue
cf the minimum loan amount, teking into consideraticn the
lencgth of the repayment period hut not incluﬂinc the brovi—

sicn for bad cdebhts:

ere P = lencth of repayment perind.
If o rereyment peried of 5 verrs were assurmed, it
would read:

($h.1,0€3 x 2
5 + I-

c) The minimur srmrunt thus calculsted woulé have

) x5 = $h.2,270

tc ke increased tc provide for had dokhts, whichiin this
Case assumed tc he 3% cf the lcans dishursed.

$P.3,270 ¥ 0,023 = ¢o2

The appfbximate minimum lcan amcunt for a five
year repayﬁcnt period loan; weul? he:

$h.3,270 + (98/0.15) = $h,3,023

8.2.4 Costsz end returns tc tre lender (an example):

»s further explansticn, the incerme and cxpenses

generated hy this lecan weuld be shown:


http:216/0.11

-0 .

-~ The amortization of the nrincipel:

$h.3,923/5 = $k.78¢ ﬁer vear

- The variable cést per year rer acccunt in the
portfclio is $h.21€ |

- Income and expenses:

Inccme and Expenses from o Five vear Loan cof §h.

3,923 at 15 Percent Interest and & Fercent Cost

to its Iender

Cutstanding Incenme Finencial
Year Balance frem 152 Cocst to the
Intercst Lender -£%
1 $h.3,523 Sh, 582 Sh. 157
2 3,139 470 155
3 2,358 353 94
4 1,571 23¢€ 63
5 787 118 31
§r.1,7€5 Sh, 470

'~ Interest inccme = cost (+) errcr

Frror = $h.1,765 - $h.216 ¥ 5 + $h.270 + $hog

$h1l7

Errecr Sb.1,765 - ¢h,1,618

rPercent errer = (117/1,765) ¥ 100% = €.6%

Mncther importent veriakle is the percentace of
loan disbursements which wculd eventualy htave tc be vritten

off. In the estimates madé, it was Aassumed thet raéd debhts



wculé he only 32 of loans ¢ishursed. 2t the averace cut-

standing current halance ner client of $F.19,960 ($h,

59,723.000/3,150) in the fourth year, the contribution to
fixed cost wevwld he zero if the percentéfe cf r2d ¢eht per

diskursement were:

$h.1S,¢60 ¥ 0.159 = $h.A32 + ¢h, 32,979,0n0
3,150 clients

($h.21,064); Y= 16.19

¥ Y + 0, 0d

In this example the cost of mcney tn the lender was assumed

to ke < percent.

s |

o
r

n_,}

the eoverage cutstandine current -alance per

¥

.1

(g»]

client of §! , 96N, the contributicn to fixod crst weould

re zer~ if the crst ~f mcney wore:

$b.18,960 x 0,159 =$h,"32 +5k.1,01¢,000
3,150 clients

Y (21,062%); Y= 10.7¢
Based cn the credit system descriked in -Chapter ﬁ}'the
vaeriehle ccst per account in the pcrtfqlio would he §b.216
per vear. There would be enly twe accounts per client,'one
for ris short term leoan and thre otﬁer for his leno térm.

In this way, veriakle cost per client per cutstandinc

current balance would ke ekcut 2.3%.

* Average interest rate of the portfolio mix of short and long term
credit.



P11l the alove estimates are haselé on constant

Bolivian pescs.

o, | FORECAST OF CREDIT DEMAND FOP SMALL AN MEDIUM GIZF

BUSINESS:
o e

2.1 Issumpticns:

- Settlement capacitv cf the rroject as cf Sfepterbker
1972,

-~ Ccnstant Bclivian pescs.

~ More than 3,000 fomilies settles by the hecinning of
tre third vear.

= The acro-eccnomic medel would ke irplerented as
rlanned.

- Small husiness activities would he implerented hy
individual families living in the nucleocs. |

— Credit wculd he provided to cocpératives or other
formal or infermal croups for purcrasing tractors and
threshing machines. 1In eny case, the machinec would ke
usec hy several formers throuch o rental system or cher

arrarncements.



~ Two savnills wouled he ert{kll shed fror precessing the

tirter which .s cut in the process of clearing fzrm land

There will he nc pullic electric pnower service in the

‘“u

four-year perio¢ ccnsidared.
- Exclucéding the hire cf acricultural ecuiprent, ketween
25% and 35% of the purchasine power would be spent for pur-

chases from thz lccal spell husinesses witrin the four year

The percentaces of thc.tntal lecal purchases from
each sub-secter would ra 602 frem cormerce, 152 frcm incus-
try and 25% frecm services. |

= Tho nurrer cf small kusincsses +£0 Fe estabhlished
each vear wos estimated in Tahle 10, assuring thé sales
volure ard a reascnable percentrge preofit over sales. The
~teotal investment reoulrements of cach husiness was tlretec,
éssum ina what was ccn51dcred to he a usuel and rhaconab1e
return on invesnnent frr ea ch suH-seCtor of small bu51ness

in an area which is reletively remotc frem the urban centers.

The credit recuirements were detoarrined, assuring a

reasonal deht:iecuity ratio (5.2.9).
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Analysis:

The credit recuirements of szprall tusinesses would be
cnly $h.1,315,000 durinc the four voars cf the project.
This arount is equivalent tc 2.5% of the teotal credit re-
cuirements (Table 10). 7Tke nurmher. of ciients who would
receive lcans would be 131 for small commerce. 11 for smesll
incustry aré 12 for sServices. Tbé'averége lcen per client
would ke ¢h.Z,200 for small éowmerce, $b,3l,ﬁ20 for industry

and §h.21.700 fcor services.

Y

Small incdustry, whick could he established or expanced

-

durinc the period, inclucdes raleries, crrments, rrick, rcof
tile, leather -roducts zn® wend rrocducts.,  Tre service
gector would re engaged rostly in repair :of equibrent,hand
ocperated pumprs and machines and ecuirment us~d for farring,
ené scre construction. l'ost of the credit recuirements
woculd be for the purchase of ecuipmehﬁ fer acriculture and
transpcrtefion. The participaticn of this tyne of credit
woulcd ke $b.27,3€N0,000, which is eccuivalent to 51.9% of

the total credit recuirements. Threshinc rachines alone,
accordinc teo the units ferecast in tﬁc nrefuction model,

wculd acccunt for 38.2%.



The seccné hichest cradit rocuirerent wevld come from
the insteallaticn and oreration of twe sawrills with a teotal
credit recuirement of $H.21,000,00n which is ecuivalent te

£45.6% cf the totzl recuirement of the whelr preocram,

The averace rcpayment reriefs would »¢ three years fer
small commerce, six years for small incdustry and the sawmrills,
four years for investments in machines for acriculturc and

other services.

Even thcuch a cash flow of rerayments was not preprared,
as in the case of credit for acriculture; it can he expected

tkat the reflcws would e relatively small Avring the project

1

rericcd Ffue tr lene repeyment reriecds =nAd due to the proiec-

ticn that 62% of the teotal recuirerents wcul? be diskursed

in the last twr vears.

Civen that the snmallest loan woulld be Sh.4%,400, and
takinc intb,ccnsideration tte lcnc repayment pericds, it
‘woulea be‘aéecuate te charce an intcrest rate cf 12% on all
lcans belonSH.B0,000 te get e reascnakle censtribution to
fixed costs. TPor leocans ahbove this ercunt the interest réte

wculd he 15%.
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Table 1 SUMMARY OF TOTAL CREDIT REQUIRFMENTS PER YEAR FOR TEN YEARS

(Thousands of Constant Bolivian Pesos)

YEAR

IT:SM : 1 2 3 4 5 67 8 9 10 TOTAL ~ PERCENT
DPRODUCTIVE INVESTHENT :
'Long Term : f0,074 12,634 16,€65 17,514 13,875 21,0€3 19,145 16,753 7,408 7,182 142,341 33.7
Repayment Period, 5 Years
Intercst Rate, 15%
Mcdiun Tera . 432 666 86} 1,530 1,296 1,296 216 216 216 216 6,948 1.9
Repayacnt Period, 3 Years
Interest Rate, 15%
Prodgction _ A 2,301 5,085 9,931 14,995 18,733 22,113 23,233 25,455 27,396 28,270 177,503 54.4
Repaymant ?ericd, 1 Ycar e .
Interest Rate, 19%
TOTAL 12,887 18,385 27,460 33,979 33,904 44,472 45,594 42,424 35,020 35,668 326,792 130.G

T fTquy



Table 2 . SAN JULIAN CONSOLIDATION PROJECT

SUMMARY OF AGRICULTURAL CREDIT REQUIREMENTS FOR THE FIRST FOUR YEARS
{$b. 1,000's)

1]

YEAR

" ITEM 1 2 3 4 TOTAL PERCENT
PRODUCTIVE INVESTMENT : .
Long Tem ‘ 10,074 12,634 16,665 17,544 56,916 61.4
Repayment Period, 5 Years .
Intcrest Rate, 15% .
Medium Term : 432 666 864 1,530 3,492 3.8
Repayment Pcriod, 3 Years
Interest Rate 15% T e
P}.'od'uction : 2,381 5,085 9,931 14,905 32,303 34.8
Repayment Period, 1 Year
Interest Rate, 19%
TOTAL 12,887 18,385 27,460 33,979 92,711 100.6
Percent of Total Requircments : 13.9 19.8 29.6 36.7 - 100.9

Z “TeL



lablz 3 SCHEDULE OF THE AMORTIZATION OF THE LOANS DISBURSED EACH YFAR FOR TEN YEARS

(Numbers in Columns Indicate Outstanding Loans by Year of Disbursement)

N3

YEAR
ITEN | A 2 3 4 5 6 7 8 9 10
THEORETICAL REFLOWS :
Long Term Credit : 0- 1= 1-2=- 1-2-3- 1-2-3-4 1=-2-3-4~- 2-3-4- 3-4- 4
(20% per year rcpayment ’ 5- 5-6~ 5-6-7- 5-6-7-8~ £-6-7-8-
from each ycar's loans) -
Medium Term Credit : 0- - 1- 1-2- 1-2-3-  2-3-4- 3-4-5- 4-5-6~ 5-6-7- 6-7-8- “=-8-9-

(33.33% per year recpayment
from cach vear's loans)

Short Term {(Procduction) Credit: o} 1 2 3 4 5 6

(100% per year repayment
from each'year's loans)

aTquL

t



Table 4. THEORETICAL TOTAL REPAYMENTS CF PRINCIPAL PER YEAR
($b. 1,000's)

YEAR

. TEM 1 2 3 4 5 6 7 8 9 10 TOTAL
THEORETICAL REFLOWS :
Long Term Credit : 0 2,015 4,541 7,874 11,383 14,158 16,355 17,456 17,674 15,674 107,330
(202 per, ycar repayment
from each's ycar's loans) .
Medium Term Credit : 0 " 143 366 653 1,018 1,228 1,372 934 574 214 6,502
.(33.332 per year rcpayment
from cach ycar's loans)
Shof; Taerm (Production) Credit: - 0 2,380 5,085 9,931 14,905 18,732 22,113 23,233 25,454 27,396 149,229
(1GC% pgr'iear repayment
from zach's yecar's loans)
THEORETICAL TOiAL - ,538 9,992 18,458 27,376 34,118 39,840 41,823 43,702 43,284 263,061

% *Tqe]



Tabla 5

PROBABLE OUTSTANDING POFTFOLIO BALANCE, REPAYMENT, CASH FLOW OF THE PRINCIPAL
NET CASH FLOW OF DISBURSEMENT AND REPAYMENTS BY YEAR FOR TEN YEARS

{$b. 1,000's)

YEAR
1 2 3 1 5 6 7 8 9 10
A. Totzl Disburscmaents 12,887 18,385 27,460 33,979 33,903 14,47 45,593 42,424 35,020 35,368
. Theoretical Repayments 0 4,538 9,992 18,458 27,306 34,118 39,840 41,823 43,702 43,284
C. Theeoretical Outstanding . :
Portfolio Balance- 12,887 26,734 44,202 59,723 66,320 76,673 82,426 83,027 74,345 66,729
{Cx = C{x-1)+a-B)
D. Probable Overdue Balance:
15% of theorical balance
. The First Threc Years - .
-and 10% the rest of the
period - 1,933 4,010 6,630 5,972 6,632 7,667 8,242 8,302 7,134
E. Probable Outstanding
© ' Portfolié Balance .,
E = C-D 12,887 28,667 48,212 66,353 72,292 83,309 90,093 91,269 82,647 74,163
F. Repayments Cash Flow )
B - (Dhy - D¢} 0 2,605 7,915 15,838 27,954 33,458 38,805 41,248 43,642 14,152
G. Nct. Cash Flow .
(F - 3) (12,887) (15,780) (19,545) (18,141) ( 5,949 (11,013) ( 6,788) ( 1,176) ( 8,622) ( 8,:184)

[ LA



Table €

Note 1.~ Assumption: Interest income will be generated only by the current outstanding balance (See Table 5 Line E)

INTEREST INCOME .CASH FLOW
($b. 1,000's)
YEAR
SOURCE S 2 3 a 5 6 7 g ° 10

'Long and Medium Term:

[{15% Interecst)

Current Portfolio : - 10,745 22,158 35,264 46,309 49,461 55,772 61,336 60,117 49,689 41,287
Interest Income . : ) . . 1,611 3,323 5,289 6,940 7,419 8,515 9,200 9,017 7,453 6,193
Short Texm :

(151 Interest)

éurreht Portfolio : : 12,142 4,576 8,938 13,414 16,853 19,901 20,910 22,910 24,656 25,442
Intercst Incame : 406 8G9 1,698 2,548 3,203 3,781 3,973 4,353 4,684 4,834
TOTAL INCQME FROM INTEREST 2,017 4,192 6,987 9,494 10,622 12,296 13,173 13,370 12,137

11.027

Note 2.- nssumption: The currcnt outstanding portfolio of short term loans at the end of cach year will be cgual to 90% of the short

The current outstanding portfolio of medium
and long term credit was estimated by substracting the short term potfolio from the total current outstanding

tem credit (1 year repayment period) disbursed the previous year.

portfolio (See Table 5

, Linc E

9 MUl



Table 9 ESTIMATED CASH LIQUIDITY OF FARMERS NND THEIR EXPENDITURES WITH
) LOCAL SMALL BUSINESS

($b. 1,000's)

YENAR
ITEM 1 2 3 . 5 6 7 8 9 10

A. - Disburscments of Agricultural : )
* credit Prog.: (Table 1) 12,886 18,385 27,460 33,979 33,903 44,41 45,593 42,424 35,020 35,668
8. DProduction Costs and Investments: 45,660 60,040 77,720 26,220 104,240 126,040 134,860 144,040 142,380 150,260

(Frem Econcmic Analysié, .
C. Value of Production: 45,100 61,460 87,060 110,760 134,780 159,540 179,720 200,800 214,210 4£17,800
. {From Economic Analysis ‘ )
D. Repayments (Table 5) b 2,605 7,915 15,838 27,954 33,458 38,805 41,248 43,642 44,152
E. Cesh Liquidity 12,126 17,290 28,885 32,681 36,482 44,513 51,648 57,936 63,118

(A-B+C-D)
F. Percent of Cash Liquidity used

in Local Purchase of Goods and

Services 25 25 30 a5
G- Cash Liquidity used in Local

Purchase of Goods and Services 3,031 4,300 8,665 11,438
H. Purchase made in Local Commerce, 1,818 2,580 5,199 6,863

60% _ :
I. Purchase made from Local Industry 456 645 1,300 1,716

15%
J.  Purchases of Services, 25% (doces

not ‘include thc hire of threshing

scrvices becausc it was includcd

in fAg. Credit) 757 1,075 2,166 2,859
Wote: Cash Iiguidity in the “ands of Parmors - bizbuxsonaazs ©) lastisna Cooto ofnd vestoer ™ (4) value of Prods-ticor () 2TymeLTs

6 oTqul



Tnble 10 ESTIMATED PROFITS, INVESTMENTS END CREDIT REQUIFEMENTS OF LOCAL SMALL BUSINESS
- ($b. 1,000's)
YEAR  DAVERNGE TOTAL PERCENT OF AVERAGE
SUBSECTOR PEPAYMENT PER TOTAL PER
’ 1 3 PERIOD SECTOR DISBURSEMENTS CLIEIT
YEARS
1. COMMERCE , 3
' - Average Sales per Unit per
ycar Sb. 1,000°s 40 a2 45 52 - - - -
-’ Total Mumber of Clients: 4s 61 115 131 - - - -
- New Clients : 45 16 54 16 - - - -
- Sales of New Clients:S$b. 1,000 1,818 672 2,430 832 - - - -
- Profits of New Clients:’
15% over sales $b. 1,000 - 270 1090 364 124 - 858 - -
-~ Total Investment - $b. 1,000
Fixed hssets - 10% 'of Sales 180 67 243 83 - - - -
Working Cipital: 10t of Sales 180 67 243 83 -
S UM 360 134 486 166 - 1,146 - -
- Creéit Requirement
50% of Sum -~ $b, 1,000 180 67 243 63 - 573 1.1 4.4
2. INDUSTRY ‘
- n\_ler'age Sales per Unit per
~ Year - Sb. 1,000 < 100 110 140 150 6 - - -
~ Total Jumber of Clients: 4 S 9 11
- MNew Clients : 4 1 4 2 - - - -
+~ Sales of New Clients-$b. 1,000 456 110 460 300 - - - - -
- Profits of Hew Clients g
15% over sales - $b. 1,000 G8 16 G9 45 - 198 - - 3
- Total Investment - $b. 1,000 -
Fixed Assets: 2 Times the Profits 136 32 138 ° 90 - - - - o
Working Cepital: 10% Qver Sales 45 1 46 . 30
S UM 181 43 184 120 - 528 - -






" f/>. ESTIMATED PPOFITS,

fNVESTMENTS AND CREDIT REQUIREMENTS OF IOCAL SMALL BUSINESS

4.3. Trucks - 4 Units at .

sb. 800,00G per Unit - -
OTHER FOR MEDIUM
Size Indus*ry:

Saw Mills - 2 Units
-production Value of each unit

between S$b. 10,003,000 and

16,000,000.~ -
TOTAL CREDIT : - 12,000
TOTAL CREDIT KEQUIFEMENTS: 3,685 16, 355

1,600 1,600 4 3,200
- 12,000 6 24,000
10,354 22,281 - 52,675

POTAL CREDIT REQUIREMENT FOR THE PERIOD: $b. - 52,675,000 or USS 2,633,750

Hote: By ncw business it is also meant ostablishod'busineaaes which rtgoivn laens.

45.6

100.0



Table 7 NET .CASH FLOW FROM INTEREST RECLY 2,

MINUS TOTAL INCREMENTAL (73T DURIM

IG THE FIRST FQOUR YEARS

(S$b. 1,000's)

YEAR

1 2 3 4
Total Incecne fram Interest
Received
(From Tablc ) 2,017 S4,192 6,987 9,494
Total Incremental Operating
Cost
(5-4-2 above, data expressed
in $bs.) 504 606 1,220 1,362
Met Cash Flow frcm Intorest '
Received Minus Incremental Cost 1,513

Note: “he total out of pccket cost of the ¢
business,was charged to the agricultn
taking into consideration that the g
activity of the lender in the project
of beneficiaries.

3,586 5,767 8,132

redit programs, including . smail

ral credit program for simplicity

ricultural Program would be major
from the point of view of number



Tabl: 8 APPROXIMATE CONTRIBUTION TO FIXED cosT
duriﬁg the first four years

(Sb..1,000's)

YEAR

1 2 3 4
Net Cash Flow from
(Table ) 1,513 3,586 5,787 8,132
MINUS :
Provision for bad debts:
3% of disbursements : 386 551 823 1,019
Financial Cost 4%: 518 1,146 1,928 2,654
Centributicn to Fixed Cost 612 1,886 3,016 - 3,459
Percent oI contributicn over
current sutstanding portafolio

at the end of the year: Gl 7 7.0 6.8 7.4

Note: Neither the commission of one percent on disbursement or possitle interest
incame from excess liquidity was inciuded.

o]






//3. ESTIMATED PROFITS, INVESTMENTS AND CREDIT

REQUIREMENTS OF LOCAL SMALL BUSINESS

4.3. Trucks - -} Units at
S$b. £800,00G per Unit -

OTHER FOR MEDIUM
Size Indus*ry:

Saw ills - 2 Units

Preoduction Value of cach unit
between Sb. 10,005,00C and
16,000,000.-

TOT:, CREDIT . -

TOTIL CREDIT REQUIFEMENTS - 3,685

- 1,600 1,600 4
12,000 - 12,000 6
16,355 10,354 22,281 -

TOTAL CREDIT REQUIREMENT FOR THE PERIOD: $b. -52,675,000 or Us$ 2,633,750

Note: By new business it is also meant estsblishod businesses which mgoiva lacns.

3,200

24,700

52,675

45.6

100.0



