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Preface 

This report is one of a series emanating from the joint Oklahoma 

State University - Colorado State University cooperative agreements on
 

Small Farmer Credit with the Agency for International Development. The 

overall objective of the project was to carry out small farm data collec

tion analysis activities to improve credit use. The specific objectives 

of the cooperative effort between the two Universities and the agricultural 

development banks in Honduras and the Dominican Republic are to: (a) 

develop data collection and atoalysis approaches for use by credit institu

tions; (b)test these approaches in developing countries; and, (c)disseminate 

the results. 

The approach envisioned and implemented was to evaluate alternative
 

methodologies for farm level data collection and farm management analyses. 

These steps led to recommeadations for improving crpdit allocation to 

small farmers in developing countries. Another major part of the project 

involved training of counterpart persoinel and Bank loan personnel in 

credit policies and farm management approaches for solving small farmer 

credit problems. 

The in-field phase of the project began in Honduras with the Banco 

Nacional de Fomento, now the Banco Nacional de Desirrollo Agricola (BANADESA), 

on July 1, 1978, and in the Dominican Republic with the Banco Agricola on 

July 1, 1979. Dr. Loren Parks, faculty member in the Department of Agricultural 

Economics at Oklahoma State University (OSU), was the field staff professional 

in IHonduras for two years. Dr. Tom Dickey, faculty member in the Department 

of Economics at Colorado State University (CSU), is the field staff profes

sional in the Dominican Republic. 

The OSU part of this three year cooperative project was funded by AID 

under Cooperative Agreement AID/ta-CA-I, Project No. 931-1134-02, Basic 
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Memorandum of Agreement No. AID/ta-BMA-2; CSU operated under AID/ta-Ca-3
 

and AID/ta-BMA-6. The Credit Project began in 1977.
 

Dr. William Merrill, former chief of %he Economics and Sector Planning
 

Division, Bureau of Development Support, Agriculture, AID, provided early
 

encouragement and leadership in implementing this project; Ms. Anne 
Grace-


Ferguson, Agricultural Economist in ESP/DSB/AGR!AID helped develop the
 
/ 

contractual agreements; and, Mr. Erhard Ruppre.cht and Ms. Karen Wiese,
 

AID served as project managers and provided guidance and support during
 

the pest three years. Many in-country AID personnel provided suggestions
 

and support for the project. Strong support of all AID personnel is
 

greatly appreciated. Special recognition is due Mr. PenS Ciuz, President 

of the Barco Nacional de Fomento in Honduras, Mr. Roberto Valladares,
 

Vice-President of BNF and BANADESA, and Mr. Alfonso Bonilla, former head
 

of the Technical Division where the OSU project located.was Honduran 

conterparts on the project were Reynerio Barahona, Ricardo Arias and
 

Rolando Medrano.
 

Faculty involved in the cooperative agreement, included James Osborn,
 

Odell Walker, Harry Mapp, Michael Hardin, and Joe Williams of the OSU
 

faculty, and Kenneth Nobe of the CSU faculty. In addition, J. D. Longwell,
 

CSU Graduate Research Assistant was stationed in the Dominican Republic,
 

and Kurt Rockeman, OSU Research Associate, was stationed in Honduras.
 

Ronald Tinnermeier
 
CSU Project Coordinator, and Daniel D. Badger

Overall Project Coordinator OSU Project Coordinator
 
Small Farmer Credit Project Small Farmer Credit Project
 

ii 



TABLE OF CONTENTS
 

PREFACE a. .* . . . . . . . . . . . . . ..* #°*e.e.*.*.-.@•9o#°*,v
 

TABLE OF CONTENTS . . . . . . . . . . . . . . . . . ... 

LIST OF FIGURES . . . . . . . . . . . . . . . . . . . . . . . . . . . . iv
 

Project Objectives . . . . . . . . . . . . . . . . . . . . * * . . 2
 
Project Pro ras . . . . . . . . . . . . . . . . . . . . o * . . 4
 

The Host Institution. .e. . . . . . .. . . . . . . . .. . . . . . . 5
 
Underlying Assumptions. . .0. . . .. . .. . . . . . . #. . . . . . .. 6
 
Organization of the Report ... ...... ......... .... 6
 

THE EXISTING SITUATION . . . . . . . . . . . . . . . . .. . . . . . . . 8
 
The Use of Enterprise Budgets ..................... 9
 
Loan Supervision . . . . . . . . . . . . . . . . . . . . . . . 12
 

INFORMATION COLLECTION AND PROCESSING PROGRAMS. . . . . . . . . . . . . . 14
 
Analysis of Loan File Information ....... ........ ... 14
 

Results: Loan Aulhorization Trends 9.9.. ........... 14
 
Results: Loan Default Analysis .................. 16
 

Farm Records .............. . . . . . . . . . . . . . . . . . . 17
 
Methodology ... ........... . . . . . . . .. . . . . .. . 18
 
Results . . . .... . .................. . . . . . . . . . . . . 21
 
Recommendations ............ . . . . . . . . . . . . . 28
 
The Future of Records Systems .................... 29
 

ENTERPRISE BUDGETS. ........................... 33
 
The New Crop BudgetingSystem .. ................... 33
 
Synthesis of Budget Coefficients. . . . . . . . . . . . . . . . . . .. 37
 
Crop Budget Format... ........... 9 . 9 9.. & a. .. . 38
9 


Livestock Budgets . .. . .. .. . ...9 . . . . . . . . 43
 
Collection of Input and Product Prices . . . . . . . a . * . . . . . 52
 

Product Prices. .. ..... . . ........ . . . . . . . . . 53
 
Input Prices .. .. . . . . . . . . . . . . . . . . . . . . . 57
 
Results and Evaluation ............. .......... 58
 

LOAN ADMINISTRATION PROGRAMS .............. ....... 60
 
Loan Evaluation Procedures and Policie. ................ 60
 
Loan Officer's Field Guide . . . . . . . . . . .......... . 61
 
Group Loans . . . . .. . . . . . . . . . . . . . . . 64
 

TRAINING PRCGRAMS . . . . . . . . . . . . . . . . .9. ... 74
 
....... 


Course Scheduling and Participant Selection .............. 76
 
Previous Courses. . . . . . . . . . . 75
 

Topics ani Results .. . . . . . . . . . . . . . . .
. . . . ......... . . . . 77
 
Training the Teachers ......... 9. 9 ..* . 9a 9 9. . 79
 
Overall Topic Evaluation . . . . . ..... . . . .. . . . .. . . . 84
 
Followup.. . . . . . . . . .. *. . * 4 V . . . . . . 86
 

CONCLUSIONS .. 9 . . . . . . . . . . . . . . . 88
 

REFERENCES . . . . . . . . . . . . . . . . . . . . . 92
 

W1±
 

mailto:e.e.*.*.-.@�9o#�*,v


LIST OF TABLES 

TABLE 1 
NET WORTH STATEMENTS FOR RECORD BOOK PARTICIPANTS IN AJUTERIQUE ..... 23 

TABLE 2 
CASH FLOW FOR PARTICIPANT 5, 1979 . . . . . . . ............. 24
 

TABLE 3 
INCOME STATEMENTS FOR RECORD BOOK PARTICIPANTS IN AJUTERIQUE - 1979 . . . 25 

TABLE 4 
ENTERPRISE ANALYSIS FOR PARTICIPANT #6 ................. 26 

TABLE 5
 
RETURNS TO CAPITAL, FAMILY LABOR AND MANAGEMENT, AND RETURNS TO CAPITAL 
AND MANAGEMENT PER MANZANA FOR 4 SELECTED CROPS . . . . . . . . . . . . . 27
 

TABLE 6 
GEOGRAPHIC REGIONS FOR PREPARATION OF CROP BUDGEIS in Honduras ..... 35 

TABLE 7 
YIELD CATEGORIES FOR SELECTED CROPS IN HONDURAS . . . . . . . . . . . . . 36 

TABLE 8 
EXAMPLE OF A NEW CROP ENTERPRISE BUDGET . . . . . . . . . . . . . . . . . 39 

TABLE 9 
EXAMPLE OF A NEW ENTERPRISE BUDGET. . . . . . . . . , . . . 41 

TABLE 10 
CROP BUDGET CODES FOR THE NEW BUDGETING SYSTEM. . . . . , . . . . . . . 44 

TABLE 11 
CROP BUDGET CODES FOR THE NEW BUDGET CODES. . .. . . . * , * . * • . . 45 

TABLE 12 
DUAL PURPOflE CATTLE BUDGET. . . . , . . , . . . . . 47 

TABLE 13 
FEEDER CATTLE BUDGET . . ... . . ... .. . .. . 49 

TABLE 14 
PRODUCT PRICE COLLECTION FORM FOR THE JAMASTRAN VALLEY. . , . . . . . . . 55 

TABLE 15 
PROTOTYPE CLIENT CLASSIFICATION SCHEME . . . . • . . 62.. . . . 

TABLE 16 

COMPUTER PRINTOUT FOR A TYPICAL CLIENT SHOWING . . . . . . . . . . . . . 63 

TABLE 17 
OUTLINE OF TRAINING COURSE ONE ECONOMIC ANALYSIS OF THE FARM FIRM. .... 78 

TABLE 18 
PARTICIPANTS IN FIRST COURSE ON ECONOMIC ANALYSIS OF FARM FIRMS . . . . . 81 

TABLE 19 
PARTICIPANTS IN SECOND COURSE ON ANALYSIS OF AGRICULTURAL INVESTMENTS. . 82 

TABLE 20 
OUTL.fLTE OF TRAINING COURSE TWO: ANALYSIS OF INVESTMENT IN AGRICULTURE. . . 83 

TABLE 21 
EVALUATION OF TRAINING COURSE TOPICS . . ........ .. .. .. . . 85
 

iv
 



LIST OF FIGURES
 

FIGURE 1
 
HOFDURAS SMALL FARMER CREDIT PROJECT PRINCIPAL OBJECTIVES . . . . . . . 3
 

FIGURE 2
 
AVERAGE CREDIT AUTHORIZED PER MANZANA OF LAND FOR CORN AND BEAN
 
PRODUCTION. . . . . . . . . . . . . . . . . . . . . . . .. .* . 15
 

FIGURE 3
 
PRINCIPAL TOWNS AND VALLEYS IN HONDURAS FOR SMALL FARM CREDIT
 
PROJECT PROGRAMS . . . . . . . . . . . . . . . . . ....... . 20
 

FIGURE 4
 
COURSE COMPLETION CERTIFICATE . . . . . . . . , . . . . . . . . . . . . 87
 

V
 



MANAGIN3 SMALL FARM CREDIT PROGRAMS: 
A CASE STUDY IN HONDURAS 

INTRODUCTION 

The importance of credit in the production and distribution of agri

cultural products is likely to increase as price inflaticn and resource
 

scarcity push input prices up faster than product prices. Farmers the
 

world over find it increasingly difficult to pay for the necessary equip

ment, chemicals and fuel from their own pockets, forcin,; them to seek
 

other sources of financing. The problem is particular'.y acute in less
 

developed countries where large proportions of the farming population have
 

little working capital, and where failure to obtain credit could result in
 

reduced production. Wnhen poor farmers cannot obtain credit they often make
 

yield-reducing input substititions or eliminate some inputs altogether 

(e.g., insecticide, fertilizer). It is also characteristic of less de

veloped countries that capital is so scarce and expensive that it is 

inaccessible to all but the most financially secure farmers. This iituation 

has led to the creation of government institutions that make more agricul

tural loans at better repayment terms than the private sector. The institu

tions take various forms and names, but they can be referred to under the 

general term of agricultural development banks (ADB's). 

Inclusion of "development" in the term is subject to interpretation. 

To some it means that ADB's finance socia.ly deAirable programs which are 

not necessarilv commercially viable, and to others it simply means that 

they make high rInk loans. Interpretation is not merely nn acadvmic matter; 

experience in the National Agricultural Development Bank of 11onduras revealed 

that failure to defJne the Bank's identity and objectives resulted In con
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flicting and sometimes irrational credit policies. But regardless of
 

how the ADB's role is defined in particular instances, some ganeral
 

chara-teristics can be identified. First, ADB's iVoa.
are govnr inui

tutions of one form or another which help impJement developm uar schemes 

and agricultural policies dictated by the government. Second, ADB's give 

credit to many farmers who cannot or will not obtain credit frrvi the pri

vate sector. Third, because ADB's invest in social programs and high risk 

loans they often lose money. These characteristics invite conflict between 

those who want a financially solvent oanking institution and those who 

want a development policy tool--particularly when the bank's role is ill

defined. 

Agricultural development banks have some common problems which lead 

to justification of the Small Farmer Credit (SFC) project described herein. 

The majority of agricultural production loans are for very small amounts, 

resulting in high adminlitation CoSts per client and per dollar loaned. 

High costs result from IneffIcient loan administration procedures, the 

expense of personal visits to many geographically dispersed farms, and a 

high default rate requiring extra admnitr-itive time. ITle high rate of 

default reflects tie risk faced by small larmor:; who have few renources to 

survive adverse weather, low Lrket prict'n, or other calamitivii. Theau 

problems are so pervasive in AIJB'n that the Small Farmer Credit Ptoject 

was designed to study them and develop methodologies to help solve them. 

Project Objectives
 

The objectives of the Small Farmer Credit Project (SFC) or* shown in 

Figure 1. The principal objective of increasing farm Income and production 

was coincident with that of the Bank. Three principal ,ub-obJoctivan were 
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FIGURE 1. HONDURAS SMALL FARMER CREDIT PROJECT 

PRINCIPMJ OBJECTIVES 

Increase farm income 
and production
 

Improve farm Improve Bank loan 
management evaluation and Improve Bank 

information base administratiln credit policies 

Reduce loan (lefaulL 

Develop methodologies
 
for collecting and 
processing data Design appropriate methods 

and procedures for farm 
financial analysis 

L Conduct training programs 
for Bank personnel 
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to improve: (1) the farm management information base, (2) loan evaluation
 

and administration procedures, and (3) credit policies. An expected result 

of improved credit policies and procedures was reduction of the rate of 

loan default, although reduction was not expected to be observable during 

the two-year project life. Additional sub-objectives included development 

3f meLnodoloyien for collecting and processing farm data, designing appro

priate methods and procedures for farm financial analysis, and training 

Bank personnel. 

It should be emphasized that the scope and depth of the project were 

narrowly defined. The scope included collection and procensing farm data 

for improving the credit administration s:'stem; the depth was sought through 

methodological development However, both project sco 'e and depth were
 

greatly expaned due to the success of tile programs and the willingness 

of tihe Eank to devote more resources to the project than originally agreed 

upon.
 

Project Programs 

The SFC project had three principal program categories: data 

gathering and processing, loan administration, and training. Individual 

programs are lited below, with deincription of program objectives, 

lmthodologiei and ret'iltri to fol Auw. 

1. Inforrmition ratho rini' and pro, t.i ing programs 
A. Antily nIs o loan tlt fliortr,4tiotl
 
[. Farm rto(rdtn
 
C. nte rp: iritt1Iit -s't 
D. (ol!r tton it lIput amt! produtt prices 

2. Loan admlnirst tilt 1,n togrnin 
A. Loan evalittl tlp(oll(fr-n tuih procedtires 
B. Clivile 1nls lf Iato.tl donriell 

C. LoAn offiforn f1,'ld Kuald
 

C. Group lontia 



3. TzPnlng programs 
A. Farm financial analysis 
B. Investment analysis 
C. Farm records 

The Host Institution
 

Initial contractual agreements and the majority of project work were 

carried out with the Banco Nacional de Fomento (BANAFOM). The legal exis

tency of BANAFOM was terminated April 7, 1980, by governmenc decree, but 

a successor institution was simultaneously created named the Banco Nacional 

de Desarrollo Agrfcola (BANADESA). Although profound changes occurred in 

personnel and organization, the SFC project maintained the same contractual 

obligations with BANADESA that it had with BANAFOM, until the project 

expired on June 30, 1980. The nature of the project and the results ob

tained generally were unaffected by the Institutional change; hence ref

erence to the institution in this report is simply "the Bank" unless there 

is reason to specify the old or the new. 

The Btnk is the principal provider of agricultural production credit 

in londuras, and the only institution which makes the majority of its loans 

to medium and small farmers. In 1978 the Bank provided 45 percent of 

the agricultural production credit supplied by all commercial institutions 

in the cotntry, or $71.6 million of a total $157.5 million. The number 

of clients fluctuat n over tirm- , hut in Jtme, 1979, the Bank listed nearly 

30,000 clients; 93 percent were independent farnr rs and 7 percent were 

coopernt£ves or other groups, Iticltunion of all group imni(tIrn as clients 

doubled the nimlber of oredit recipienta to 60,000. Credit In adminu1tered 

by 28 brench ot fIces, including the Bank headquarters in ragucigalpa, 

th. capital city. 
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According to studies undertaken by Coopers & Lybrand, Inc., the 

average cost of administering a loan increased at a rate of 15 percent 

per year from 1972 to 1979 while the number of clients remained virtually 

static [1]. A second major problem was loan default. As of 1979 nearly
 

half of all money loaned .cumulaLive since 1972) was in arrears. These
 

figures are only partial indicators of the Bank's difficulties, but hilp
 

explain the need for outside assistance in studyinS the problems and
 

implementing reforms.
 

Underlying Assumptions 

The common assumptions underlying the reform of loan admirsitration 

procedures are that administrative costs and loan defau3zs will be reduced. 

It is convenient to pursue reduction in administrative costs because they 

are easily measured, but the link between administrative procedures and 

loan default is eluaive. More administration might be requixed to reduce 

loan defaults. Also it is very difficult to isolate the Impact of changes 

in loan evaluition procedures and policies from the Impact ot other factors 

that contribute to default 'such as advrsej weather, pests and diseases, 

low market , rices, or civil disturbances. It is asnaured, however, that 

if all other conditions were held cetet sin prihun (I.e., constant) the 

default rate would diilnish as a result of Improved loan administration 

procedures and policies.
 

Organization nf the Report 

Although the S;FC project was designed to devalop mthodolo~ies for 

dealing with problems common to ADB's, it to imposmible to omit discussion 

of the specific country and institution on which the case study is based. 
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The situation that existed in the Bank at the outset of the project is 

therefore described first, followed by development of the overall project 

desigt and its component programs. Following presentation of program 

methodologies and results is a self-evaluation of the project, including 

general recommendations for ADB's and future projects of this nature. 
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THE EXISTING SITUATION 

The loan administration procedure in use at the outset of the SFC 

project ,s the product of nearly thirty years of piecemeal changes and 

additions. Numerous forms had been created to satisfy certain information
 

requirements (the need for some of which may have disappeared), resulting
 

in a profusion of forms of different sizes, shapes and colors. Some infor

mation was repeated on several forms, some was unnecessary and some important
 

information was not requested at all.
 

Loan processing created a serious "bottleneck" in the Bank. Every
 

loan was processed the same way regardless of the amount of the loan or 

the prior loan record of the client. In many cases, very detailed infor

mation was required of the borrower. For example, when cattle were used 

as collateral for a loan, a detailed dascription of each cow was required. 

It was not difficult to look at three animals on a small farm and note 

the sex, color, age, weight and value of each, but the same information
 

requirement existed regardless of herd size. One rancher reported how
 

he painstakingly rounded 250 cattle and moved them through a gate one

by-one so the loan officer could write the required information. In
 

addition, a complete new loan application formwas required of every client 

each year, regardless of how many years the client had been a reliable 

Bank customer. The necessity of repeating personal references, farm 

descriptions, and some other constant information was burdensome, inef

ficient and became perfunctory over time. 

The situation appeared to require installation of a complete new
 

system in lieu of repair. One of the most important objectives of a new
 

system would be ieplacement of the tedious and inefficient procedures
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then required for small loans, which comprise the majority of the Bank's
 

loan requests. Replacement of old procedures required the standardized 

data collection and analysis systems which the SFC project was intend.d 

to design. Administrative procedures for making the loan decision azd 

supervising the loan were to be developed in conjunction with a private 

consulting company which simultaneously had a contract to overhaul nearly 

every facet of the Bank's organization and operations.
 

The problems discusied in this section are limited to those directly
 

related to the SFC project. Many other probl'ms existed which were outside
 

the scope of the project, or with which the project dealt only peripherally.
 

The Use of Enterprise Budgets
 

An enterprise budget is a statement of the particular set of physical
 

and financial production inputs required to obtain a specified quantity of 

production. It also includes the expected revenues and expenses associated 

with production of a particular product. Enterprise budgets play an impor

tant role in institutions that finance.agricultural production. Both the 

borrower and the lender need an ex ante estimate of production costs and 

returns to justify the planned activity and the financial transaction. The 

lending institution typically has a standard budget for each production 

enterprise which is compared to the client's actual estimated budget. In
 

this manner a judgment can be made as to whether the client's production 

techniques, conts and returns are reasonable compared to the standard. 

The Bank had long usr.d enterprise budgets as upper limits on the amounts
 

of money that could be loaned per unit of land. Correct administrative
 

procedure required the loan officer to prepaie an estimate of production
 

costs, activity by activity, for each loan applicant by means of a personal
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interview. That procedure helped establish the client's technical knowledge
 

in addition to providing an estimate of enterprise costs and raturns. The
 

Bank would not finance that portion of the client's estimated production
 

costs per unit of land which exceeded the standard budget amount either by
 

activity or in total--but a contingency allowance of 10% could be added to
 

the total loan amount authorized. In practice there were problems, discrep

ancies end deficiencies in the system which are summarized below.
 

1. Standard budgets were not synthesized according to a uniform method

ology. Sometimes they simply represented the best guess of an agronomist,
 

sometimes they were recommended production practices obtained from other
 

government agencies, sometimes they were the result of ad hoc farmer sur

veys, and usually they were combinations of all these methods. 

2. Standard budgets excluded all fixed costs such as depreciation 

and interest on investment, and excluded some variable costs such as equip

ment maintenance.
 

3. Typically, only one standard budget was prepared for the entire 

country, thereby ignoring the great differences in soils, rainfall, topo

graphy, technology, crop yields and input costs. Standard budgets were 

prepared based on the highest production zoats in the country so that 

the limit would be high enough for all regions, This resulted in unreason

ably high loan authorizations in mwny regions and precluded use of the 

standard budgets as realistic references for the entire country. 

4. Standard budgets did not include information about the timing 

of production operations, the physical amounts of inputs used, or the 

pcice per mnit of input. Only the farming activ.ties and their costs 

per unit of land were listed. This practice precluded making simple 

changes in physical input-output coefficients or input prices. 
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5. There was no standard form or procedure for preparing a client's
 

estimated production budget. At best the loan officer made a detailed bud

get including all physical input quantities and unit prices; at worst he
 

simply copied the standard budget without interviewing the client.
 

6. There were no standard budgets for livestock or livestock products.
 

Some of the precediitC "problems" are classified as such only in the 

sense that Bank procedures were not followed. Relative to the revised 

system envisioned, however, departures from previous procedures sometimes 

makes little difference. For example, detailed elaboration of each client's 

production activities and costs is inefficient, and it could be replaced by 

a good set of standard budgets that should be nsed as a reference in lieu 

of making individual client budget estimates. On the other hand, some 

"problems" perceived by project personnel had not been considered as such
 

by Bank personnel. Lack of a budget synthesis methodology and omission 

of fixed costs were not recognized problems in the Bank, but they were 

considered serious deficiencies by project personnel.
 

Net income from an enterprise is equal to gross revenue minus the sum 

of variable and fixed costs. Gross revenue for a crop should be estimated 

by multiplying the total expected production available for sale times the 

expected product price. The Bank's longstanding policy for grains was to 

use total expected production for calculating gross revenue without adjust

ment for disappearance due to family and animal consumption, storage losses, 

amount retained for seed, or other uses. The smaller the farm the greater 

the proportion of the product that is not sold, hence the greater the dis

crepancy between estimated net cash income and actual net cash income.
 

For exam~ple, in the Jamastran Valley it was observed that a farmer usually 

devotes one manzana of land (0.8 hectares) to the production of corn for
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non-sale purposes; a five-manzana farm would therefore not realize 20% 

of the cash income estimated by the Bank for calculation of loan repayment 

capacity. 

The second principal source of error in estimation of gross reverue
 

was the use of unrealistic product prices. In the case of grains the 

national support price set by the Instituto Hondureo de Mercedo Agrircola
 

(IHMA) was used to calculate gross revenue. But the IHMA price is irrele

vant to most farmers. IHMA only purchases until its storage bins are full, 

and storage capacity is very small. Furthermore, IHMA gives priority to 

land reform sector farms which often fill all regional storage bins. Aside 

from the capacity limitation, farmers have so much difficulty arranging 

transportation to the few IHMA delivery points that intermediaries usally 

end up reaping the difference between price at the farm gate and the higher 

pricL paid at IHMA delivery points. An additional problem is that the 

IHMA grain price is higher than most farmers receive because they must 

sell soon after harvest when prices are lowest to pay off their produc

tion loans and get cash for living expenses. 

The combined effect of production and price overestimates on gross
 

revenue and net income was an overstatement of loan repayment capacity,
 

with the overstatement the greatest for small farms. Not coincidentally,
 

the smalier the farm the higher the rate of loan default. Changes in loan
 

3valuation procedures recommended to mitigate this problem are described
 

subsequent ly.
 

Loan Supervision
 

The Bank's answer to a high rate of loa:, default was to attempt closer 

supervision of clients. The principal menns of supervision was periodic 
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farm visits by the loan officers. Each crop cycle was divided into three
 

stages: soil preparation, cultivation and harvest. According to plan each
 

client should have been visited at each stage to verify compliance with his
 

The Bank's concern was that clients would spend the
estimated budget plan. 


money on something other than the inputs required to obtain profitable
 

yield levels. Using similar reasoning, the Bank permitted clients to with

draw only enough money for one stage at a time. The objective of the policy 

was to reduce the Bank's exposure to losses by maintaining the option to ter

minate delivery of funds if crop failure, fraud or some other event occurred 

during the crop cycle. 

These policies were costly for both the Bank and the client. A 

typical farmer ,iouble crops and, counting his application and repayment 

visits, he had to visit the Bank office a minimum of six times a year. 

The personal cost of transportation and lost work time was formidable. 

The Bank's costs were also high because each client had to be attended
 

on each visit to the office, plus loan officers were supposed to visit
 

each client repeatedly at his farm. Given the client load of 200 to
 

per loan officer it was physically impossible to maintain the schedule400 

farm visits. There was no evidence that these supervisory policiesof 


ware effective in reducing loan default, but it was obvious that the
 

weremethods used were inefficient. A basic problem was that all clients 

treated the same regardless of loan size or repayment record--a problem
 

already mentioned in the discussion of loan evaluation procedures. In
 

the absence of any formal methodology for allocating scarce loan officers'
 

time among clients, each branch office manager allocated clients on al.
 

an hoc basis.
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INFORMATION COLLECTION AND PROCESSING PROGRAMS
 

Programs for collection of farm data and putting it in usable form
 

were necessary because existing data were either nonexistent or unsuitable.
 

The principal objectives, methodologies and results of each program are
 

summarized below.
 

Analysis of Loan File Information
 

A limited investigation of loan file information was initiated in
 

the Danli branch in October, 1978 to familiarize project personnel with
 

lean forms, loan procedures, and potential problems. Some principal
 

objectives of the study were to examine how the Bank used enterprise
 

budgets in loan evaluation, how budgets related to loan authorizations
 

and cash disbursements, and hcw budget estimates related to loan default.
 

Results: Loan Authorization Trends. Credit files of fifty Bank
 

clients who had produced both corn and beans for five years were examined
 

to determine tile trend in average loan authorization by input category.
 

A loan authorization is the amount the Bank will permit the borrower to
 

withdraw, and disbursement is the amount he actually takes. Average
 

authorizations per manzana of land are shown in Figure 2. Note that seed
 

for beans did not appear as a separate input category until 1975, and
 

"contingencies" did not appear until 1978. 
 Inclusion of a contingency
 

amount was to enable the borrower to obtain more money if he used up
 

his authorization in one or more input categories.
 



FIGURE 2. AVERAGE CREDIT AUTHORIZED PER MANZANA 

BEAN PRODUCTION , 1974-1978. 
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Loan authorizations for both crops increased over time.1 Including
 

the new contingency category, the average corn authorization increased
 

58% and the average bean authorization increased 38% from 1977 to 1978.
 

The clients however, were not withdrawing all the money authorized. Average
 

loan disbursements as a percentage of loan authorizations (corn and bean
 

combined) were 64%, 67%, 55%, and 50% chronologically from 1974 through
 

1978. The trend indicated that for these fifty clients in Danli the Bank
 

loan officers increased authorizations more rapidly than farmersP willing

ness and/or need to borrow money. The apparent reason, determined from
 

informal interviews of Bank personnel, was that loan officers were strongly
 

influenced by the Bank's standard budgets which showed a similar rate of
 

inflation over time. The results also suggested that loan officers were
 

simply copying the standard budgets for loan applications instead of esti

mating actual clients' needs. Standard budgets had in effect become not
 

only an upper limit but also the norm. These results helped inspire the
 

enterprise budget program described later.
 

Results: Loan Default Analysis. The objectives of this analysis were
 

to compare the credit file information on loan defaulters to that of the
 

fifty clients investigated in the previous analysis to (1) determine the
 

causes of loan default in grain production, (2) quantify the relationshipo
 

between loan default and selected variables which cause default, and (3)
 

establish guidelines for identifying high rish loans.
 

There were 44 first-time defaulters In grain production in the Danli
 

area in 1978, 17 of which had more than seven manzanas (4.9 hectares) in 

Unusually high fertilizer prices are reflected in loan authorizations
 
for 1974.
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p 

one 	crop. Comparison of defaulters and non-defaulters yielded the
 

following results.
 

1. There was virtually no difference in the average crop yields
 

estimated for the two groups when the loan applications were filled out.
 

2. Figures on the average amount of money wit? ,rwn per manazana
 

for corn production reflected a notable difference only in improved 
 seeds,
 

and defaulters withdrew more than nion-defaulters.
 

3. The average amount of money withdrawn per manzana for bean 

production indicated that defaulters withdrew one-third more for insecti

cides and fertilizers than non-defaulters. 

No conclusions could be reached from these results except that loan 

file information for this sample was inadequate to meet the research 

objectives. The only apparent means of doing so would be personal 

interviews, but neither time nor project priorities permitted continuation. 

Farm Records
 

The primary objective of the farm records program was to obtain infor

mation for synthesizing representative farm situations. More specifically,
 

the information would be used to:
 

1. 	 Identify and verify production coefftclent i, price.i paid and prices 

received for incluqiton in enterprl,;e budget'; 

2. 	 Identify and qutai-tify farm reqo ircei, Including land, labor and capital; 

3. 	 Develop finanocial titatemtenta, Includln, incoio.! al.d net worth, for 

farmer part i( .ipantn ; 

4. 	 Determine tHit profitability of each crop and lventock onturprise 

on the farm; 

5. 	 Determine the quantity, cost and source of farm labor; 
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6. 	 Identify resources used butnot owned by the farmers; 

7. 	 Determine the source, amount and timing of all cash inflows and 

outflows; and 

8. 	Determine the quantities of fdrm-produced products consumed by
 

the farm family.
 

The secondary objectives of the program were to:
 

1. Learn about the problemn confronting both the farmer and the Bank; 

2. Develop improved loan evaluation and administration procedures 

for 	the Bank;
 

3. 	Develop farm-rs' awareness of rhe benefits of record-keeping, and 

improve their ability to rike decisions utiing ti1e information; and 

4. 	 Learn how to organize ,and inAiige a reco.rds program for small farners 

in a less devloped countV. 

The methodology, retiltzi, xeco Amndations and future of records systems 

are discustsed briof ly In thin report, 'nd a separate comprehensive report 

discusses tihe progr;a in deta il [21. 

Meth,,do ov. A farm record book was designed for the Honduras project 

which excluded all reI,,r,.e to Inco s! taxes or tax-nitivated I tem uch as 

depreciation ti htidule.i [J]. B,,o'( den i go d itiu d that a local pI1 .ipro fe's

sonal would vinIt lar.rcrrr on a regular biit-li (o, *k,. hok en I ren , 1he 

book han a trtulitonal tcoiuntlng tor,..t no) thot hot h a ixro', rand paraplo

fessionoL' (z .,d-h,.- ,,.z.,) i n l".;i i l.s.,t .s,, w, t In ,,& ;t, l 

Becastile . ,,f th- par! I pat nI! f.,tit n wri- Iir lv to br illitorate, 

a litaraite r-t ,,ot- 'opel with eany a,(¢tri to) t he Iorrin wan hitd to, help 

boou, l'aitf( lp.atn In 	 thkeep the .	 who lilv d pioirAty ol) !, ,ther 

anti 	 the tosoltrst-lo'epler we -ivos test ro that 'Antlt imsild to t filent ly 

And 	 on toot . lie "'soiI" mohI ,:sr, vit ti, for thr fIor, altetnla lve to o1v.-e onm 

the 	 probleran of ll itarat y. tralltUnrtntlui, and th. ncal It)r frenuent vialta. 
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The first site selected was Jutiapa, where ten farmers agreed to begin 

the program in September, 1978 (see Figure 3). Farmers were first intro

duced to the program by a loan officer from the Bank who knew them, and who 

accompanied project personnel on several more farm visits. Introduction 

was a delicate task because farmers thought records had something to do 

with taxes. It was important to emphasize to farmers that the information 

obtained would be kept confidential and that participation was cntirely 

voluntary. Bank loan officers also assisted in introducing records at 

other sites because their presence established the credibility of the
 

program. 

A second program was initiated in Las Playitas (Figure 2), but was 

terminated after three months because most of the seven participants were 

neither interested in keeping records nor uruthful about the data they 

reported. A neighboring town--Ajuterique--was selected to replace Las 

Playitas. Nine participants completed a full year of records in 1979, and 

the group expanded to 17 participants In 1980 because of a group loan from 

the Bank. The group loan is discussud later in this report. 

One cooperative farm, El Matazano, was included in the records program 

in January, 1979, at the request of the Bank president who sought increased 

Bank attention to the land reform program. Cooperative farm were already 

reqire(d to keep a ledrer of lncomen and expenste for the Instituto Nacional 

Agrario (land refori ait hr ltv), but neither t raditiotal whole farm surmmaries 

nor enit' rpr i-w timL'rwt i ,wei . orpl t d. Oev tit the two 11 terate members 

Of the fatm (11 rir ,tirn In to-t.l) kept the re(ord book. 

Dtnl) g the. nix men!thn p, for to !Iarch, 1979 the record-keepern were 

trainod by ,1I t tl,:paiiyl' Ii iro a'( t ptrnotntel ton farm ,,sitst who s howid them 

hou to maka entriv.. An their expertina increased, accompanied visits by 
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FIGURE 3: PRINCIPAL TOWNS AND VALLEYS IN HOND S FOR SMALL FARM CREDIT
 
PROJECT PROGRAMS. 
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project personnel decreased from weekly to monthly. In March a one-day 

training course was held to discuss problems and practical exercises with 

sample record book entries. Participants included record-keepers from 

Aj uterique, Jutiapa and El Matazano. 

Results. Only five farmers in Jutiapa stayed with the program for
 

a full year; three of the five dropouts never actually began and two 

did not want to cooperate. Information obtained from the remaining five 

farmers was incomplete and inaccurate due to lack of cooperation in some
 

instances, and general unsuitability of the record-keeper. For lack of 

alternatives in this small community, the 15-year-old daughter of a 

participating farmer was hired to keep the records. Despite frequent 

farm visits with her by project persounel, plus detailed instruction 

and practice making book entries, she never became proficient at making 

entries. The basic problem was not one of intelligence or understanding, 

but of personality and immaturity. Her shyness and ignorance of agricul

ture were invitations for farmers to omit information or give inprecise 

information, and she did not question their responses. Evidence of
 

how poorly things were going in Jutiapa came when preparation of enterprise
 

and whole farm summaries revealed incomplete and inaccurate results, and
 

when relatively better results were obtained in AJuL.zrique.
 

The Jutiapa experience yielded some important benefiLs. Project peronnel
 

learned how to approach farmers about the record book, learned about farming
 

in that area, tested initial drafts of the record book, and established a
 

reputation in the Bank for getting out in the field. But the most impor

tant lesson learned was selection of the record-keeper; great care must
 

be taken to select and train a per&on appropriate for the job.
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The Ajuterique experience was more successful because the record-keeper
 

was mature, consientious and intelligent, because the farmers were more
 

receptive to improved management technology, and because a Bank loan
 

(discussed later) to the groups provided an incentive to stay with the
 

program.
 

Whole farm summaries prepared for the Ajuterique participants in 1979 

include the Net Worth Statement (Table 1), Cash Flow (Table 2), and 

Income Statement (Table 3). The Net Worth and Income Statements for all 

nine participants are shown, but a cash flow is shown for only one rep

resentative participant. Discussion and interpretation of these results
 

is beyond the scope of this report, but they appear in the comprehansive 

report [2].
 

Enterprise summaries were also prepared for zhe Ajuterique group; an
 

example is shown in Table 4. During the calendar year, Participant 

6 produced corn, onions and beans--a typical product mix on the irrigated 

land. A four-crop summary of returns to capital, family labor and manage

ment, and returns to capital and management appears in Table 5. Wide 

variation in returns reflects the high risks associated with vegetable 

production in this area. A major source of risk is market price; the farm

gate price of a 32-pound box of tomatoes varied from LO.98 to L14.00 during
 

the year. (One Lempira - $.50 U.S.).
 

The results from cooperative farm El Matazano were also satisfactory
 

in quality and completeness. The record-keeper was a full-time field
 

worker, so he knew about all financial transactions and labor use. Labor
 

was a particularly important record book entry because each member was 

paid a daily wage of L3.00 (US $1.50) from funds held in common.
 



TABLE 1: NZT WOlT' STATEMETS FOR RECORD BOOK PAITICIPANTS IN AJUTlfIQUR 

DECEIBER 31, 1979 

1 2 

Participants 

3 4 5 6 7 8 9 "B 

ASSETS 

1. CEIRENT 
Personal 
Annual Crops 
Karket Livestock 
Perennial Crops 

TOTAL 

2450.55 
502.00 

2952.55 

716.70 
443.98 
239.50 
60.00 

1460.18 

486.30 
297.00 

783.30 

(LEMPIRASA) 

1501.70 85.11 
73.00 2055.89 

195.00 

2434.70 2141.00 

1540.45 
182.73 

319.00 

=,z.18 

527.80 
387.00 
35.0( 

135.0o 

1084.80 

2204.20 
1352.00 

345.00 

3901.20 

86.00 
218.75 

45.00 

349.75 

1066.54 
686.37 
30.50 

122.11 

1905.52 

xI. DrENXEDIATE 
Breeding Livestock sad Draft 
Animals 

Tools and Equipment 

TOTAL 

174.00 

174.00 

2025.00 
125.50 

2150.50 

90.50 

90.50 

139.50 

139.50 

526.10 

526.10 

73.50 

73.50 

1320.00 
196.00 

1516.00 

675.00 
67.00 

742.00 

91.00 

91.00 

446.07 
164.79 

611.46 

I11 FIXED 
Land and Buildings 

TOTAL ASSZTS 

8500.00 

11626.55 

8500.00 

12110.68 

2000.00 

2873.80 

11900.00 

14474.20 

60(%0.00 

8667.10 

4000.00 

6115.68 

7750.00 

10350.80 

14000.00 

18643.20 

400. 00 

4440.75 

7405.55 

9922.53 

LIABILITIMS 
Currezt 
Intermediate 
Loug Term 

1200.00 1668.05 969.75 1608.85 605.18 

TOTAL LIABILITIES 1200.00 1668.05 969.75 1608.85 605.18 

NET IIm 10426.55 12110.68 2873.80 14474.20 6999.05 5145.93 10350.80 17034.35 4440.75 9317.35 

SLI.00 - $.50 US 



TABZ 2t CASE FLOW P, PARTICIPANT 5. 1979 
(LF2WIU.AS) 

Jan. Feb. Bar. Apr. May June July Aux. Sept. Oct. NOW. Dec. TOTAL 
Mnith: 

Crops: Cucumbefs 90.50 90.50 

Onions 750.00 750.00 
Corn 250.00 204.00 454.00 

Cattle 
HCgs 
Poultry 
Sorses 
Other Livestock 
Misc. Sales 

A TOTAL OPERATING RECEIPTS 90.50 750.00 250.00 204.00 1294.50 
Other Receipts 
Loans 623.25 535.60 509.20 1668.05 

D TOTAL CASH INFLOWS 90.50 750.00 250.00 623.25 204.00 535.60 509.20 2962.55 

C14 EXPENSES 

Crops: Cucumbers 
Onionq 69.25 121.30 

24.65 
4.00 24.60 

42.50 
183.00 98.50 

45.95 
7.30 

70.75 
11. M 

186.85 
519.35 

Corn 113.00 16.00 129.00 

Tomatoes 123.39 19.90 235.50 435.85 514.94 

Peppers 138.50 21.00 159.50 

Cattle 
Hogs 
Pouliry 
tiorees 
Other Livestock 
Repatrs 
Other Expenses 30.00 128.00 96.00 45.00 12.00 33.00 45.00 15.00 129.00 65.00 39.00 170.00 807.00 
Improvements 

C TOTAL OPERATING EXPENSES 99.25 249.70 124.65 69.60 125.00 33.00 61.00 15.00 616.39 183.40 352.05 687.60 2616.64 
Loan Repayment 
TIousehold Expenses 129.00 159.20 120.00 113.40 100.00 163.20 152.00 100.00 100.00 216.00 100.0O 108.00 1550.80 

D TOTAL CASH OUTFLOWS Z28,25 408.90 244.65 183.00 225.00 196.20 213.00 115.00 716.39 399.40 452.05 795.60 4197.44 

S L2IARY 
E CaSh Difference (3 - D) (228.25) (318.40) (244.65) (183.00) 525.00 (196.20) (213.00) 135.00 (93.14) (195.40) 83.55 (286.40) (1214.89) 

F Beginning Cash Balance 
C Ending Cash Balance (E+F) 

1300.00 
1071.75 

1071.75 
753.35 

753.35 
508.70 

508.70 
325.70 

325.70 
850.70 

850.70 
654.50 

654.50 
441.50 

441.50 
576.50 

576.50 
483.36 

483.36 
287.96 

287.96 
371.51 

371.51 
85.11 



TA= 3: InU STATEmmTs FOR uoiLD Boor,PARTiCmPAJns n .ULTEQUR - 1979 

PARTICIPANTS 

1 2 3 4 5 6 7 8 9 Nen 

!TtalCash Farm Ircom 7,596.50 3,823.00 2,480.00 5,031.00 1,294.50 4,080.00 2,144.50 2,906.00 500.00 3,317.78 

Total Cash Farm Expenses 4,009.55 1,904.70 2,559.50 1,444.50 2,616.64 1,900.95 2,349.70 3,063.85 1,801.20 2,294.51 

iet Cash ln.ome from Farming 3,586.95 1,918.30 (79.50) 3,586.50 (1,322.14) 2,179.05 (205.20) (157.85) (301.20) 1,022.77 

CH&SCEiS IN INT'EKOXY 

Crops andJ Market Livestock (2,023.Z5) (82.C2) 126.15 (2,936.00) 1,729.64 (1,915.77) 226.50 1,179.63 206.97 (387.57) 

Dreeding Livestock and Draft 
A iual s 250.00 140.00 (925.00) ( 59.44) 

Eul.ueat ard Machinery (74.50) (48.50) (38.50) (56.00) 341.10 (43.00) (116.50) (34.00) 41.50) ( 12.38) 

Land and ImproverenCs 500.00 55.56 

T10TA. C -%A;E IN INENTORY (2,097.75) 119.48 87.65 (2,492.00) 2,070.74 (1,958.77) 250.00 220.63 165.47 (403.84) 

Value o! Hose Consuaptioc of Crops 
ProdceJ 388.75 13.02 361.95 26.20 55.20 418.05 511.00 256.00 195.58 247.30 

NlT FAL' INCO E 1,877.95 2,050.80 370.10 1,120.70 803.80 638.33 555.80 318.78 59.85 866.23 



TABLE 4 ENTERPRISE ANALYSIS POR PAXTICIPANT 0 6 

ENTERPRISE: 

PRODUCTION 
Quantity 

eorn (6.5 Hanzanaa) 
Value Total Value 

Onions 
Ouantity

-T!I'' 

(.5 Manzanas) 
Value Total Vain. O 

Beans (.5 Manza as) 
m rtv Y,20 Ti-t.I rIi.. 

Ending Inventory 
Sales 
Famuly Consumptia 

A TOTAL 
Beginning Inventory 
Purchases 

a TOTAL 
Total ProdL-riou (A-) 

Value/Unit 
Yield/Manzana 

470 lbs. 
* * 

3650 lbs. 
* * 

890 lbs. 
* * 
* * 

L 94.00 
465.00 
511.00 

111.25 

** 

L 

L 

1070.00 

111.25 
958.75 

* 

* 

0 

* 

• 

* 

* 

* 
* 

L 

L 

2025.00 

1822.50 
L 

L 
L 

2025.00 

1822.50 
202.50 

169 lbs. 
3000 lbs. 
365 lb. 
3534 lb. 

34 lb. 
304 P. 

3230 lbs. 

646 lbs. 

88.73 

1575.00 
109.50 

91.20 

.52 

1773.23 

91.20 
1682.03 

COSTS AND RETURNS 

S 

Seed 
Fertilizer 

Chemicals 
Machine Hire
Animal Hire 

Miscellaneous 
Total Direct Costs 

RETU'LS TO CAPITAL, LABOR 
AND ZIAACE1ENT 

Hired Labor 
RETUfNS TO CAPITAL, FAIIELY 

LABOR ANID MANAGEENT 
Values of Family Labor 

RETURNS TO CAPITAL AND MRAgEvjgN 

113 lbs. 
3 cwt. 

76 days 

75 days 

16.95 
70.50 

1.52.5070.00 

14.00 

234.00 

262.50 

L 

L 

L 

L 

323.95 

634.80 

400.80 

138.30 

14 days 

10 days 

12.00 

54.00 

35.00 

L 

L 

12.00 

180.50 

126.50 

91.50 

360 lbs. 
9 crt. 

154 days 

41 days 

172.00 
216.00 

225.000.00 

8.00 

578.00 

143.50 

L 

L 

701.00 

981.03 

403.03 

259.53 
FIXED COSTS 

Intr:rest- 122 
Depreciation 
Total Fixed Costs 

RETURNS TO HANACEENT 

RETURNS TO CAPITAL, FAMILY LABOR 
AND MANAGEMENT PER MANZARA 

266.18 
23.29 

-

259.47 

151.17 

61.66 

20.47 
1.79 

22.26 

69.24 

253.00 

204.75 
17.92 

222.67 

36.86 

80.61 

RETURNS TO CAPITAL AND MkNAGEM0T 
PER KANZANA 

* * Undetermined 

21.28 183.00 51.91 



TAUX5: U!TURJI TO CAPITAL., FAMILY TAW AJD NARACN:E , AND EETURNS TO CAPITAL AND KAAMW 

PER WNA FOR 4 SELECTED CROPS IN AJUTERIQUE - 1979 

Observat ion mesan 3"30 

1 2 3 4 5 6 7Hi 

KATOES 

turn to Capital, Faaily 

b2or and ,tanagecutMZ 

tr to Ca;ital and managasment/lZ 

314.65 

256.15 

-- 19.00 

- 271.00 -

141.60 

36.70 

-

-

84.32 

291.52 

- 206.40 

- 271.73 -

29.30 

122.96 

314.65 

256.1.5 

-

-

206.40 

291.52 

IXGX. 

.turn to 
Lbor and 

!turm to 

Capital, Faaily 

Ma ragesientlNZ 

Capital and Manarmmt/NJ 

399.80 

252.80 -

55.50 

67.00 -

61.63 

11.91 -

155.53 

52.13 

253.00 

153.00 

96.95 

45.88 

1746.00 

1641.00 

395.49 

284.52 

1746.00 

1641.00 -

55.50 

67.00 

itura to Capital, Fa&Iy 
Lor and wtaaageantlMZ 

ituru to Capital and anaesmtIlm 

-

-

58.00 

89.50 

95.50 

57.00 

-

-

25.40 

67.40 

- 227.00 

- 297.00 

225.90 

218.90 -

18.10 

35.60 -

4.85 

35.63 

225.90 

218.90 

-

-

222.00 

297.00 

turn to Capital, FaUJJ7 
Lbor azd Kamameuunt/hlZ 

tturU to Capital md maaaeinctm 

227.60 

260.10 

55.68 

5.86 

166.58 

124.25 

305.26 

165.26 

61.66 

21.28 

204.72 

171.47 -

10.56 

2.67 

147.48 

106.50 

305.26 

260.10 

10.56 

2.67 
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The El Matazano experience was very favorable for several reasons.
 

It was known beforehand that the group was one of the best of land reform
 

farms--homogeneous, hard working and receptive to technical assistance.
 

Second, the record-keeper was excellent. Third, the farm needed records 

to pay wages, keep track of obligations to a regional cooperative, and
 

distribute profits among members. The potential for record-keeping on
 

cooperative farms appears to be very good, and thr Bank's potential role
 

could be significant.
 

Recommendations. The Honduran exnerinv-_ in farm records was a valuable
 

learning experience for Honduran Bank empiyees and farmers, and for university
 

faculty who participated in the program. The following comments are a com

posite of opinions expressed by project personnel about the experiment.
 

Since organization and mauagement of the records program has already been
 

discussed, comments are limited to general recommend-tions.
 

1. 	 The "cell" concept of a group of farms attended by a record-keeper who 
can walk the rounds is an excellent model to emulate. 

2. 	 The record-keeper should be selected before the farms, because he or she 
is the most critical ingredient of success.
 

3. 	The sites ideally should be close enough to project headquarters to permit
 
round trip In one day.
 

4. 	Ideally, the number of participants in a cell should be kept between
 
five and ten, although there were 17 in Ajuterique because of the loan. 

5. 	 Each cell should be visited by project personnel at least twice monthly. 

6. 	 The record-keeper must visit each farmer at least weekly, and even more 
often if warranted. 

7. 	 Crop enterpris. summaries, should be presented to the farmers as soon as 
the crop is harvested anti nold. 

8. 	 Record-keepers should be given a course in record book entries early in 
the program. 

9. 	 Introduction of the records system to the participants should be done 
slowly and carefully with the assistance of someone who alread5 has the 
confidence of 1he farmern. 
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10. 	 Evaluation of the program at a particular site should begin after
 
three months, and a decision should be made about whether to continue or
 
terminate in order to avoid further losses in time and effort
 

11. 	 It is helpful to have a reason beside records for keeping farmers' interest,
 
such as the group loan.
 

The Future of Records Systems. Farm records have intrinsic educational
 

value which benefits not only Bank employees and clients, but all those working
 

with the agricultural sector. Direct use of the data shows greatest promise
 

for the farmer and researcher, but the potential in the Bank is limited. The
 

principal use of farm records envisioned for the Bank was construction of
 

standrtdized tables of parameters to be used in the loan evaluation process.
 

The 	plan was to establish 13 record-keeping cells of five to ten farmers in
 

selected regions similar to the Ajuterique group. A hired record-keeper 

would be supervised by Bank loan officers, who would in turn be supervised by 

the 	SFC project team. The information generated would include the following
 

general categories.
 

1. 	Standardized tables showing family grain consumption, cash expen
ditures on food, and other household cash expenses.
 

2. 	The source and use of funds at the farm level.
 

3. 	Verification of enterprise budget information obtained from
 
questionnaires.
 

4. 	 Resource inventory, use and cost data uqed in preparation of 
representative farm models for credit policy analysis. 

5. Estimates of stored grain losses over time.
 

In theory the potentiAl for use of farm recordn Informarion is great,
 

and conceptual 11m!t,i are primarily a function of the invigination and desire
 

of Bank periionnel to carry ouit the program. Prac tical Imltations tire In
 

fact 	severe, leavini; little al ternatlve hut to reduce the op)i 1i programot the 

for 	the tore,-,eabl hiuture. 

The greattst potential for farm record it hlondturn I1hi with (:oopera

tlve 	 farmsa net tp ndv.r tht aiumpicen of the ntilonal 1and refotrm agiency-
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Instituto Nacional Agraria (INA). A regulation already exists to the effect
 

that these farms must keep a record of incomes and expenses, but in practice
 

it has been of limited usefulness. The "record" is merely a ledger, the
 

information from which is never summarized. Hired record-keepers from INA
 

visit each farm monthly, if that often. For good reason, therefore, the
 

cooperative farms need technical assistance in records. There would be
 

direct benefit to the Bank from such a service role if implementation of
 

record systems could help INA and the Bank keep tighter control over the
 

use of loans advanced by the Bank. The land reform sector has shown a very
 

high default rate on loans from the Bank, which is obligated to support the
 

goverment's land reform program. It is impossible to predict the effect of
 

farm record keeping or loan repayment, but the long term results certainly
 

cannot be negative.
 

Maintenance of record book requires a great deal of discipline on the
 

part of the farmer, forces him to think about his costs, and encourages him 

to think about enterprise alternatives once he has seen the results of his 

labor. One of the most intriguing results presented to the record book par

ticipants was iet income before and after including an imputed wage to operate 

and family labor. They anderstood the concept immediateiy, thus opening tile 

door to the concopt of opportunity cost. It appeared that the group of 

farmers in Ajuterique learned from their experience with farm records, but 

close contact over time with project personnel was necessary to accomplish 

that obective. 

Membersi of tLh E1 Matazano cooperative farm tiade uso of their record 

book without any prompting from farm project personnel. They used thoir 

recordn for 1979 to determine how much i labor they would need to produce 

certain cropj In 1980. Records are particularly uneful on cooperatLves 
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because of the intricate labor obligations of the members. Each is supposed
 

to work a minimum number of days, sharing the tasks in an equitable way.
 

It is also important to have an estimate of net income because part of the
 

proceeds is divided among the members at the end of the crop year. For
 

these reasons the record book was very useful and succeissful on El Matazano.
 

Farm records are obviously no panacea. Some farmers said they did
 

not care to know their economic gains or losses. Others simply found the
 

task of keeping records too demanding, and didn't report all costs ard
 

income. Some of the best participants in Ajuterique expressed tegr that
 

they hadn't been more careful about reporting information once they receive
 

their first summary of gains and losses on crops, and more conscientious
 

reporting resulted.
 

In conclusion, Honduran farmers stand to benefit from farm records-

particularly those associated with cooperative farms. Private farmers are 

harder to convince because tiiere is no legal (tax) motive to maintain records, 

and because the ,imall ,3ize and relative ,implicity of mo,;t farmi mitigate the 

use ful ness . Along the s, ame line, extens ion of the farm ra'cordi to use in 

whole-farm planning in a logical and necets;,ary !tep wh ilq wai, not achieved 

during the project life. 

The practical limitat ions that preclude lirititutionalizing ,a compre

hensive farm recordsu siystem in the Bank are per.sonnel, time, money and 

managerial ability. There is a chronic sihortage (of lonli officer,, that 

precludes-i divt'rting their time to siuperv iiion of r.cird hook i. Record 

book nupervi[on can )e a tidloui, tfine con iinflng l)I) wlhi i hoin. loan 

office.r,,i would not perform willltigly or nonicintioi,,ilv. A ,trong 

incettivi, would have to be devlIted for tihe job t, he slofne Irop.rlv, but 

incentives are iniauffIclent for normal duttief let alone additional onos. 
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Even if the loan officers were willing and motivated to supervise farm
 

record cells, there remains the problem of managerial ability to make
 

use 	of the data.
 

The essence of the problem is that even if a flawless conceptual
 

design for obtaining and using farm records were available, the institution
 

currently lacks the resources, managerial ability and desire to imake it
 

work. It would be unwise to press for implementation of a full scale
 

program which has a high probability of failure after a large expenditure
 

of money and effort.
 

The limited scope program recommended for the "Farm Data Analysis 

Unit" which was established to continue the work of the Small Farm Credit 

Project focuse., on the educational value af farm records. The Unit will 

continue to directly manage at least one record-keeping cell of private 

farms and one cooperative farm. Experience and results obtained from 

this experiment will be usad to conduct training programs for Bank and 

non-Bank personnel who have an interest and/or retaon to use farm records. 

Specific opportunities for this training Include: 

1. 	 Bank loan officers; at present, two loan officers are helping 
several farmers ',eep record books iimply because they are inter
ested. Eventually, each loan officer could help one farmer main
tain a book. 

2. 	 Other inst itutIons--parti cularly the Inatituto Nacional Agraria-
need training ,ind technical ass l~itance lit record keeping. This 
need was dencribed previous ly. 

3. 	 Represrntatves from cooperarive farms visited the Bank to request 
atin,;tancv In keeping farm records. The potential for record books 
on cooperative farms appear, to be much better than for small private 
farms. 

The proponrd farm recordii program willi be an important role for the 

Bank because no other inptitution in hnduras vurrvitily has the personnel 

or experientr nece-intary to implement the program, 1)1rect uuie of farm 

record data In loan evaluation Is an u ltimate obj elctive. 1II.:.ver, no 
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discussed previously, the benefits to be derived in the near future are
 

general improvement in the education of employees and a possible improve

ment of the loan repayment record of cooperative farms.
 

Enterprise Budgets
 

Enterprise budgets for crop and livestock products provide the basic
 

information required for economic analyses such as estimation of a farmer's
 

loan repayment capacity, determination of cash flow, estimation of the need
 

for borrowed capital over time, and determination of the most profitable
 

investments in production capacity and alternative technologies. Although
 

not emphasizcd in this report, enterprise budgets have major uses in more
 

aggregate analyses such as for policy and development programs. A compre

hensive description of the preparation and use of budgets in Honduras appears
 

in a separate publication (4].
 

The New Crop Budgeting System. The objectives of the budgeting
 

system designed for the National Agricultural Pevelopment Bank are to:
 

1. 	Provide information for loan evaluation, including estimation 
of credit needs for each enterprise and the whole farm, esti
mation of loan repayment capacity, determination of the timing 
of credit delivery and repayment, and Identification of the 

managerial and technical levels of the client;
 

2. 	Provide information for training bank personnel in the loan 
evaluation topics mentioned in (1), and for analysis of invest
ments in production inputs such as fertilizer, irrigation systems, 
and machinery; and, 

3. 	Provide information which can be used to analyze credit policies,
 
growth and survival of the farm firm, and the profitability of
 
alternative production technologies.
 

Performance Criteria. The performance criteria established for the 

enterprise budgeting system are: 

1. 	 The methodology ued to iiynthenize nta, lard budgets must be 
simple enough for Bank' peruonnel to underitand tand ute; 
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2. 	The methodology must yield reasonable accurate, complete and
 
reproducible results at low cost; and,
 

3. 	The budget processing mechanism must be rapid and flexible.
 

Budget Regions. Due to the great diversity in ecology, production
 

technology and production costc &iHonduras it was necessary to establi3h
 

regional categories for crop budgets. The country was divided into 13
 

regions (excluding the eastern state of Gracias a Dios) according to
 

ecological homogeneity and service areas of Bank branch offices. The
 

areas are listed in Table 6, and the locations of the principal valleys
 

in the various regions 4re shown in Figure 3. Even this level of region

alization is inadequate to cover the diversity of microclimates found in
 

Honduras, but further partitioning would be more difficult and costly to
 

manage. When significant differences in yields, practices or costs are
 

found within a region, additional budgets can be synthesized to handle them.
 

Budgets are to be prepared for all crops financed by the Bank. One 

budget per crop per region in usually inadequate because production tech

nology is highly diverse, ranging from the most rudimentary hillnide 

agriculture to modern, mechanized production. Due to insufficient data, 

however, the effects of differences in Input quality and quantity on crop 

yields among farms could not be established with precision. Furthermore, 

a specific set of Inputs often results in very different crop yieldn because 

of uncontrolled locational varlables - as soil and rainfall. lor thesesuch 

reasons the budgets are not classified accordlng to th 1t eitel pfproduction 

technology-- I.e. , from the Input side. Inotend, budget- are I.i rsif led 

according to yield per onit of land--r.o.m, row the output qiI d . Ohc 

inputs ar, repre entativi, of thout, 1-ned by tarmrn to athiveVt' ht givenzi 

yield level In each region. Low. medlium, and high yield categories for 

selected crops are s-hown in Table 7. 
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TABLE 6: GEOGRAPHIC REGIONS FOR PREPARATION OF CROP BUDGETS IN HONDURAS 

Region 
No. Branch Offices Principal Valleys 

1 San Pedro Sula Sula, Quimistan, Naco, Cuyamel 

Puerto Cort&a Santa Cruz de Yojoa 

El Progreso 

2 Tela and La Ceiba Lean, Papaloteca, Masica, Tela 

3 Olanchito Olanchito (Medio and Alto Agu~n) 

4 Tocoa Bajo Agudn 

5 Marcala ..nd Camasca La Esperanza, Masaguara 

6 Comayagua and Minas de Oro Comayagua, Jesus de Otoro, Taulabd 

7 Tegucigalpa Siria, Talanga, Gualmaca, San Juan de Flores, 

Zamorano 

8 Danli and El Paraiso Jamastrgn, El Paraiso 

9 Juticalpa and Catacamas Guayape, Lepaguare, Juticalpa, Telica, Agalta 

Patuca, Sala.UA, Paulaya 

10 Sta Rosa de Copin and Sonseti La Uni6n, La Entrada, Florida, 

Ocotepeque Corquin, El Paraiso 

11 Choluteca and Nacaome Choluteca, Nacaome, Pespire, San Marcos de 

Col6n 

12 Santa Bhrbara and San Lufe Santa Bfirbara 

13 ¥oro Locoirapa 
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TABLE 7: YIELD CATEGORIES FOR SELECTED CROPS IN HONDURAS a 

(QuiAntals per manzana) 

Crop Low Medium High
 

Corn <30 30-60 > 60 

Sorghum 
Native 4 15 15-30 230 
Improved <30 30-60 >60 

Beans <12 12-25 > 25 

Rice 
Irrigated 4C50 50-80 >80
 
Dryland <30 30-60 >60 

aClearly, the budget user must select an appropriate yield within the
 
category if he wants to estimate receipts. For example, 30, 45, and 60 might
 
be used for corn as representative yields for low, medium and high, respec
tively.
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Yield categories were subjectively determined in a meeting with
 

Bank loan officers (agronomists) from all 13 regions. The categories
 

represent a compromise among the participants as to what comprised "average,
 

low, and high" yields for the crops during the previous three years. Since
 

the categories pertain to the entire country, all three yield levels are
 

not necessarily found in a particular region. For example, high yield
 

corn is not found in Santa Rosa de Copan, and low yield rice is not
 

found in the Choluteca region.
 

Synthesis of Budget Coefficients. Information on the physical quanti

ties of inputs required to produce a certain amount of product on one manzana
 

of land (0.7 hectares) is obtained from interviews with farmers. A Bank
 

loan officer selected five farmers in the region who recently obtained similar
 

yields within a yield category. Each farmer wasquestioned about all of the
 

practices, hired services and materials he used. The final input-output
 

coefficient is the arithmetic mean of five reported numbers, rounded off
 

to the nearest tenth. The sample size of five farmers is arbitrary, but
 

the five farmers are selected carefully from among Bank clients. Those
 

selected must be known to be "average with respect to the predetermined
 

yield categories and associated production practices," and must be reliable
 

sources of information. When a farmer reports a number which is unbeliev

able or which represents a situation unique to his farm, the loan officer
 

omits that particular farmer from the sample and Interviews another.
 

Each farmer interviewed also reported input prices for labor,
 

contracted services and materials. These reported prices were verified
 

using a separate program for collection of input prices. Shice input.
 

priceswero generally uniform within a region, It usually was not necessary 

to compute the average of prices reported by the five farmers.
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Fixed costs and variable costs not oti' Ise covered under the cate

gories "labor, contracted services and mete,_als" are designated "other 

costs." These "other costs" include (1) interest on operating capital
 

uied for variable inputs, and (2) ownership costs of equipment.
 

Interest on operating capital is calculated assuming that the
 

producer must have all the operating capital required for a given month
 

on the first day of that month. Interest is accumulated until harvest, 

at which time the product is assumed to be sold.
 

Ownershipcosts include interest on investment capital, depreciation
 

and maintenance costs. The equipment required to produce a particular
 

cropwas determined by the loan officer from experience and from farmer
 

interviews. The loan officer determined from the interviews which prac

tices required farmers to supply their own tools and equipment, and which 

practices involved hiring equipment. For example, a typical producer of 

corn and beans (medium-level yield) in the Jamastran Valley does not
 

own bullocks or a tractor and, thus, contracts plowing. He owns a
 

backpack insecticide sprayer for which he is charged depreciation,
 

interest and maintenance. Sprayer ownership costs were estimated using
 

the loan officer's knowledge and the information he obtainedfrom the
 

farmers. Assumptions were made with respect to the type and cost of
 

equipment, length of useful life, scrap value and other parameters.
 

Assumptions and estimates weremade following accepted farm management
 

techniques.
 

Crop Budget Format. The crop budget formal has seven principal 

sections--labor, conti,7cted services, materials, other costs, total 

cost, dvtailed otlier contu,, and profitability analynts . Table 8 is 

a Spanish language example of th, computer printout, and Table 9 is an 

English vertion of atnh ler budget. 'Th tiectlonn are des,cribed thoroughly 
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TABLE 8: EXAMPLE OF A NEW CROP ENTERPRISE BUDGET 

eANCO NACICNAL CE CESARRCLLO AGRICOL.
 
PLAN DE INVERSICN NO. 08021
 

RUERO- FRIJCL EAJC VAIZ REhD eAJC 1200/MZ
 
REGICN- CANLI EL PARAISC NOo.ANZANAS
 
PREPARACC PCR- JOSE RCBERTO.SIERRA
 

TOTAL L/" COSTO CCSTC.
 
MANC CE OERA -JORNALES A* UNID. UNID. TOTAL PRCYECTO
 
--- -- -- -- -- -------- -- -- -- -- ---- -- ---- -- -- -- ----- -- -- -- -- -- - a. 

AGT CHAPIA 1.5 3.50 5.25 
ACARREO CE AGUA 6.2 .3.50 21-70. 
AGT APLICACICN DE HEREICICAS 2.0 3.50. 7.00 
SEPT CCELE Y CESHCJE CEL PAIZ 3.5 3.SC' 12.25 
SEPT SIEVCRA A eORDCN 6.7 3.50 23.45 
OCT APLICACICN INSECTICICAS 7.2 3.50 25.2C 
OCT IA LII.PIA COJ AZACCN .8.2 3.5% 28.70. 
NCV 2A LIPPIA CCN AZACCN 7.1 3.5C 24.85 
NCV APLICACICN INSECTICICA 1.8 3.50" 6.30 
DIC ARRANCA 7.2 3.50 25.20 
DIC APORREG 50 6.00 3C.CO 
DIC ACARREC G.4 3.5C 1.40 

OTRCS SERVICICS CCNTRATACCS
 
.!-------------------------- - - ------------- --- -- --

ACT ACARREC CE AGUA EUEYES 0.2 12.00 3.00
 
DIC ACARREO BUEYES 0.5 1200C 6.00
 
MATERIALES
 

AGT HEREICICA 2.0 LT 14.50 29.00
 
AGT HER6ICICA 
 2.C LT 5.65 11.30
 
SEPT IEH!LLA CRIOLLA SELECCICN 60.0 LE C.4C 24.OC
 
OCT INSECTICICA 25. LB 0.8C 2C.CO
 
NOV INSECTICIDA 12.0 CZ 2.13 25.50
 

-------------------------------------------------- ------ ~--------- e-

SU'3-TCTAL 330.10
 
-- - ---- - - - ----- ------- a -- ----------------- ------ ------- fle 

OTROS COSTOS
 

INTEPESES SCERE CAPITAL ANUAL CE INVERSICN. 12% 10.61
 
DE PRCFIECACEZ- INTERESES 12% 4.*6
 

DEPRECIACION 13.05
 
MANTENIlAENTO 6.33
 

CQSTO TOTAL CE PROCUCCICN 365.C5
 
--.---------------- ------------ ------------------


A* JORNAL CE 6 HORAS
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.ABLE 8 (COTINUED) 

.EANCO'NACICNAL CE DESARROLLO AGRICOLA

.PLAN DE INVERSION NO. 08021
 

RUER0- FRIJOL EAJO MAIZ REND BAJO 1200/PZ
REGICN- CANLI EL PARAISO
 
PSEPARACO POR- JOSE RCEERTC SIERRA
 

COSTOS CE PROPIEDADES DETALLADOS
 
-eeeeeeeeeeeeeeeee- -- -- -- -- - - - c e - - - a- --- - -- -"rf n- as 

INFORMACION INICIAL
 

No. COSTO VALOR VIDA 4Z/
ECUIPOS UNID INICIAL RESIDUAL UTIL AVO 

- a ---------- ----------------------------

MCCHILA 1.0 210.OC lO.CO 2.0 AR 60,0

SACOS -5- 1.0 9.00 0.0 2.0.A 1.0 
CERCA -4 MZ- l.o 250o30 000 8.0 AR 4.0 

COSTOS ANUALIZACOS
 
-------------- - T 0 T A L E S POR KANZANA
 

ECUIPCS INTER CEPREC MANTEN INTER DEPREC VANTEN
 
--------- ---------- n ------------

HOCHILA 13.2C 100.00 5.00 0.22 1.67 0.08 
SACOS'-6- 0.54 4.50 0.00. 0.54 4.50 coOC 
CERCA -4 MZ- 16.eO 27.50 25.00 4.20 6oea 6.25 

TCTALES POR MANZANA 4.96 13.C5 6.33
 

ANALISIS DE SENTAEILICAC CEL RUERO
 
l 

PRECIO POSIBLE ESPERACO
 
a-- ........................ INGRESO
 

BAJO MEDIO ALTO CLIENTE
 
a------------ -- nanf a--- ------------------- ------ e 

32.00 43.50 55b00
 

INGRESO IRU1O 384.00 522OC 660.00
 

INGRESO NETO * 53.90 191.90 329.90 

INGRESO NETO 19 o9.56 157.56 295.56
 

sa 

PRECIO NECESARIC PARA CLeRIR COSTOS VARIACLES 2751
 
PRECIO NECESARIO PARA CLURIR COSTOS TOTALES 30.37
 

5 ---------------------------------------------------------------- 0 s------ooooc
a - -- e nasa- - a 

* INGFE-C BRUTO MENOS COSTOS VAPIAELES
 
** INGAES BRUTO MENOS COSTO TOTAL
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TABLE 9: EXAMPLE OF A NEW ENTERPRISE BUDGET 

BANCO NACIONAL DE DESARROLLO AGRICOLA
 

ENTERPRISE BUDGET NO. 11043
 

Enterprise: Rice, dryland, Medium yield 50 qq/mz
 
Region: Choluteca
 
Prepared by: Clemente Meraz Cruz, 9/22/79
 

Total Ln Costs
 
Labor (man-days) a/ Units Unit Total
 

Jun clear brush 116. 3.00 34.80
 
Jul seed/fertilizer 2.0 3.00 6.00
 
Aug weed 11.6 3.00 34.80
 
Aug Apply fertilizer 1.4 1.40 1.96
 
Aug Apply fungicide and herbicide 2.2 2.20 4.84
 
Oct Protect crop from birds 1.0 1.00 1.00
 

Other contracted services
 

Jun plow (I time) c 30.00 30.00
 
Jun Disc (4 times) c 12.00 48.00
 
Aug Apply herbicide c 7.50 7.50
 
Aug Apply fungicide c 7.50 7.50
 
Oct Combine harvester b 3.75 187.50
 

Materials
 

Jun Seed 2.0 qq 42.00 84.00
 
Jun Fertilizer (formula) 2.0.qq 23.50 47.00
 
Jun Urea 2.0 qq 23.50 47.00
 
Jun Herbicide Stam LV-10 1.5 qq 32.50 48.75
 
Jun Dipterex 1.1 qq 30.00 33.00
 
Jun Lannate 1.0 qq 30.00 30.00
 
Jun Benlate 1.0 lb 26.00 26.00
 

Sub Total L. 679.65
 

a Man-day - 6 hours 
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ENTERPRISE BUDGET NO. 11043 (continued)
 

Other Costs
 

Interest on annual operating capital (12%) 

,Ownershipcosts: Interest on investment (12%) 11.64
 

23.35
 

Depreciation 38.07
 
Maintenance 4.02
 

Total production coEt./manzana 758.77
 

Detailed Ownership Costs
 

Initial information 
No. Initial Scrap Useful Manzanas/ 

Equipment Units Cost Value Life Year
 

Backpack sprayer 1.0 225.0 15.00 2.0 years 120.0
 
Sacks (25) 1.0 60.0 0.00 2.0 years 1.0
 
Fence (4 manzanas) 1.0 480.0 48.00 15.0 years 4.0
 

Annualized Costs
 

Totals Per Manzana
 
Equipment Inter Deprec Maint Inter Deorec Maint
 

Backpack sprayer 14.40 105.00 3.00 0.12 0.87 0.02
 
Sacks (25) 3.60 3.Uu 0.00 3.60 30.00 0.00
 
Fence (4 manzanas) 31.68 28.80 16.00 7.92 7.20 4.00
 

Totals per manzana 11.64 38.07 4.02
 

Profitability Analysis
 

Possible price per unit
 
client's
 

low medium hijh income
 

17.00 20.00 22.00
 

Gross Revenue 850.00 1000.00 1100.00
 
Net Income a 170.35 320.35 420.00
 
Net Income b 91.27 241.27 341.27
 

Price necessary to cover variable co;ta 13.59
 
Price necessary to cover total cost, 15.17
 

a~ross revenue ninus variable costs 

b Gross revenue minus total cost
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in a separate publication (4]. The first five sections almost always
 

fit on one side of a page when computer-printed, and the last two sections
 

always appear on the back of the page (Tables 8 and 9).
 

The budget number is a five digit code. The first two digits
 

identify the region, the second two identify the crop, and last identi

fies the yield category (low, medium, high). The code key is in Table 10.
 

The budget title indicates the crop, yield level, expected average
 

yield for one manazana of land, region, name of the loan officer who pre

pared the budget and the date of completion of the budget.
 

Livestock Budgets. Livestock budgets are synthesized using the same
 

basic organizational structure and personnel used to prepare crop budgets,
 

although fewer regions are identified (Table 11). Livestock operations
 

normally produce a variety of products (i.e. milk, calves, and cull cows)
 

which must first be identified. Certain parameters must then be determined
 

to identify the amount of production. These include the number of mature
 

animals in the herd, birth, and death rates, the replacement rate of
 

mature cows, the number of bulls and their useful life in the herd,
 

average daily milk production per cow, and the average number of days a
 

cow is milked during lactation.
 

Production costs consist of both variable and fixed costs. 

Variable conts Include hired labor and the materials used up during 

one year, including materials use for maIntenance of equipment and 

structures. rixed costs include Interest on inve-itment capital and 

depreciation o f equIpment and structureti utili.!ed. !;pvcfal care munit 

be taken to estimate the percentige of time that a particular 9tructure 

or piece of equipment is used In the liventock oneration when it. use is 
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TBLE 10: CROP BUDGET CODES FOR THE NEW BUDGETING SYSTEM
 

Grains Fruit Crops
 

01 Corn 41 Orange
 
02 Beans 42 Grapefruit
 
03 Sorghum 43 Tangerine
 
04 Rice 44 Lemon
 
05 Soybeans 45 Lime
 
06 Sesame 46 Mango
 
07 Wheat 47 Avocado
 
08 48 Cashew
 
09 Corn and Beans 49 Papaya
 
10 Corn and Sorghum 50 Banana - Plantain
 

51 Pineapple
 
52 Cocoa
 

Vegetable Crops 53
 
ii Tomato 54
 
12 Potato 55
 
1. Onion
 
14 Cabbage
 
15 Yucca Yield Code
 
16 Cucumber 1 - Low Yield
 
17 Cantaloupe 2 - Intermcdiate Yield
 
18 Watermelon 3 - High Yield
 
19 Peppers 4 
20 5 - Irrigated
 
21 6 
22 7 
23 8 
24 9 - Establishment
 
25
 
26
 
27
 
28
 
29
 
30
 

Specialty Crops
 
31 Cotton
 
32 Coffee
 
33 Sugar Cane
 
34 Tobacco
 
35 Castor Bean 
36 African Palm 
37
 
38
 
39
 
40
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TABLE 11: LIST OF LIVESTOCK BUDGET REGIONS AND BUDGET CATEGORY CODES
 

GEOGRAPHIC REGIONS 
 PRODUCTS 	 OPERATION
 

Region 	 Branch Offices Cattle Size
 

01 	 San Pedro Sula 01 Dairy 1 Small 
Puerto Cort s 02 Beef 
El Progreso 03 Dual Purpose 2 Medium 
Tela 04 3 Large
La Ceiba 05 Feeder 4 

06
 
02 Olanchito 07 5
 

Tocoa 08
 
Yoro 09 Purebred
 

03 	 Comayagua HOGS
 
Minas de Oro 11 Breeding
 
Tegucigalpa 12 Feeders
 

04 	 Juticalpa 13
 
Catacamas 14
 
Danlf 15
 
El Parafso
 

POULTRY
 
05 Choluteca 21 Chickens-Eggs
 

22 Chickens-Broilers
 

06 	 Santa Rosa de Copln 23 Chickens-Combinations
 
Santa Brbara 24
 
Ocotepeque 25 Turkeys
 
Gracian a Dios 26
 
San Luis 27
 
Marcala 28
 
Camasca 29
 

OThER 

31 Bees-Honey
 
32
 
33
 
34 
35
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divided among various enterprises. An example would be a tractor used
 

for both crop production and pasture maintenance.
 

Budgets are classified according to the size of the operation. This
 

classification implicitly includes both differences in technology and
 

economies of scale. A listing of livestock budget classifications is shown
 

in Table 11.
 

Livescock budgets are identified with a five digit code similar to
 

that used ."or crop budgets (Tables 12 and 13). The budget title Includes
 

the type and size of the operation, the region, the budget author and the
 

date of preparation.
 

The livestock budget program was carried only through the methodol

ogical development and training stages. Completion of budgets on a nation

wide basis and integration of livestock budgets into the loan evaluation
 

system are the responsibility of the Bank.
 

The first portion of the budget contains estimated annual pro

duction by product type, and estimuated annual income from the sale of
 

these products. The same items are also presented on a per cow basis
 

to facilitate estimation of coats and returns for various herd sizes.
 

Annual production cosnts are separated into labor, nmterials 

(including maintenance co.its) and "other costa." Labor In terms of 

man-monthq it; specified by type--milkers, comon laborern, and managers. 

atorialn includt such item as nalt and mine ral.-i, vetertnary products 

(vaccinesj, nw1dictne- , and insecticiden), supplements feed, and main

toluntice mntetrial n. 

"Oth.r (orit t Include Intcrent on annul operating capitrl, live

itock lnvv.ntment catpital, and capftnl invented In equitpment and structures. 

Inter'tnt mn annustl operatng ca, taltfor livetit Lck wtin talcultted by 
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TABLE 	 12: DUAL FURPOSE CATTLE BUDGET 

BANCO 	 NACIONAL DE DESARROLLO AGRICOLA 
LIVESTOCK BUDGET NO. 05032 

Enterprise: 100 Cow Dual Purpose

Region: Chotuteca and Valley

Prepared by: Clemente Meraz Crux
 

ANNUAL PRODUCTION 

Units Price Total Income
Product 
 Sold Detail Lps. Income per cow
 

Milk 
 83,160 Bottle 
 .31 	 25,779.60 257.80
Bull Calves 
 33 	 380 lbs .53 6,646.20 66.46
Heifer Calves 
 20 	 140 lbs .53 3,604.00 36.04
Cull Cows 
 11 	 900 lbs .74 7,326.00 73.26
Herd Bull 
 .6 1280 lbs .74 568.32 5.68
 

Estimated Total 	Income 
 43,924.12 
 479.24
 

PRODUCTION COSTS
 

L/
Total 	 Total Cost

Labor 	 (mn months) Units Unit Cost per cow
 

Milkers 
 36 135.00 4,860.00 48.50
Common Labor 
 12 120.00 1,44G.00 14.40
Manager 
 12 300.00 3,600.00 36.00
 

MATERIALS
 

Salt and Minerals 
 0 4.50 450.00 4.50
Veterinary Products 
 6.70 670.00 6.70
 
and liedictne
 

Supplemental Feed (sugar cone) 
 180 cwt. 1.20 216.00 2.16
 
Maintenance of Equipment

and Improvements - -	 1.747 0 17.47 

OTHER 	COST_
 

Interest. 14% Annual Operating Capital 778.98 7.79
14% Livestock lnventment Capital 
 11,396.00 113.96
 

precltfon14% Investment In tquiprmnt and Improrementsr :ljsr,. t and 'mpr)vments 	 2,879.10 28.790	 ______ R36.Q01 I8j.6 

TOTALPPr)UCTIorlcOsT. __ COST..	 _ _ ____1 

Nr 	 o_ _ INC O,1 	 n, 11, 1 

http:2,879.10
http:11,396.00
http:3,600.00
http:1,44G.00
http:4,860.00
http:43,924.12
http:7,326.00
http:3,604.00
http:6,646.20
http:25,779.60
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TAXLE 12: (CONTMIMD) 

SaNCO NACIONAL DE DESAMROLLO AGRICOLA 
LMVESTOCK BUDGET NO. 05032 

Etterpriset 100 Cow Dual Purpris
 
Region: Choluteca and Valley
 
Prepared by: Clemente Hara Cruz
 

LIVESTOCK I.EST! , 
No. Value/ Total Investment 

Type of Animal Units Unit Investment per cow 

Cove 100 700 70,000 "100 
Replacement Heifers 13 300 3,900 39 
Hard Bulls 3 2,500 7,500 75 

TOTAL LIVESTOCK INVESTMENT 	 1. 81,400 L 314 

EQUIPMENT AND TPROVE!YTS FOR 100 COW NIT 
NO. Inltial Salvage Useful Depre-

Detail Units Cost Value Life Interest clation 1aintenance 

MateriAls and Tools b - 800 10 years 56.00 80 -
Backpack Sprayer 1 210 20 5 years 16.10 38 5 
Water Tank 1 500 50 15 year. 38.5C 30 10 
Horses 3 1,200 150 5 years 94.50 210 108 
Improved Pasture - 20,000 5.000 20 years 1,750.00 750 1,000 
Well 1 2,000 500 20 years 175.00 75 -
hilk House 1 1,200 240 20 years 100.80 48 24 
Fences and Corrals c - 8.260 1.000 12 vears .648.70 605 - 0 

TOTALS 2,879.10 11,36 1.74 _ 

S100 - TOTAL/COW 28.79 18.6 17.47_ 

Anngal Rates 

Weaning 661 Mortality 22 
Replacemant 132 Bull/Cow 1/33 

NOTES: 	 Milks 6 bottles/day for 210 days
 
Supplemental Feed. 3 lbe/day/cow - 60 days
 

a Cost per coy 
b Includes all small tools 
C 70 Hactares with '4 pastures 

http:2,879.10
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TABL 13:1EEDER CATTLE BUDGET 

BWCO NACIONAL DE DESARROLLO AGRICOLA 
LIVESTOCK BUDGET NO. 05053 

nterprise: 1000 Feeders  6 months 
Region: Choluteca and Valley 
Prepared by: Clemente .eraz Cruz 

PRODUCTION 

Units Price Total Income 
Product .Sol Detail Lps. Income per animal 

Feeders 980 666 lbs. .64 417,715.20 417.72 

PRODUCTION COSTS 

Labor (man-montAhs) Tots l Lp/ Tgtal Coat 
. .Units Unit Cost per animal 

Common Laborers 36 12a.00 4,320.M 4.32 
Foreman 6 150.00 900.00 .90 
Manager 6 500.00 3,000.00 3.00 

MATERTALS 

Purchase of feeders - a 1,000 247.50 247,500.00 247.50 
Salt and Hinerals - - 1,300.00 1.30 
Vaccine (2) - - 1,000.00 1.00 
Insecticide - - 720.00 .72 
Vitawins - - 490.00 .49 
Urea 358 cvt. 29.75 10,650.00 10.65 
Molasses 2220 barralm 20.62 45,830.00 45.83 
Fuel and Lube - - 2,280.00 2.28 
Maintenance of Equipment - - 3,115.00 3.12 
god Iuprovement, 

ntereati Operatlig CApftal - 14% 2.58 2,576.53 2.58 
Investuiimt In feeders - 18% 22.27 22,274.00 22.27 
Investment in Equipment 5.54 5,536.76 5.54 
and Imurove..nta 

Nroistton Equipment At d Improvementv 4.36 4,364.45 4.36 
..TOTAL PRODUCTION COSTS 355 866.74 255,87 

. INCOM, 61,848.46 61.845 
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TABLE 13: (CONTINUED) 

BANCO NACIOKAL DE DESAIROLLO ACRICOLA
 
LIVESTOCK BUDCET NO. 05053
 

Interprise: 1000 Feeders - 6 months
 
Region: Choluteca and Valley
 
Prepared by: Clemcnte Heraz Cruz
 

EQUIPIENT AND IMROVEHENTS FOR 1000 FEEDER UNIT 

No.- Initial Salvage Useful 
Detail Units Cost Value Life Interest- Depreciation Haintenance 

Materials - 100 - 3 years 7.00 33.33 -

Tools - 500 - 10 years 35.00 50.00 -

Feed Bunks 10 3,500 500 15 years -280.00 200.00 50 

Tractor .5 16,100 1,611 10 years 1,280.73 r,448.90 650 

Pickup .5 6,200 620 5 years 4,477.40 1,116.00 400 

Inproved Pasture - 20,000 20,000 20 years 7,700.00 3,500.00 4,000 

Horses 4 1,500 200 6 years 119.00 216.66 120 

Corrals • - 200 - 6 years 14.00 20.00 10 

Fences b - 13,720 3,000 5 years !.170.40 2,144.00 1,000 

Annual TotDI 11,073.53 8,728.89 6,230
 

. 2 " 6 Month Total 5,.36.76 4,364.4.5 3,115
 

,!otalAnimal 5.54 4.36 3.12
 

1200 Hectares of land with 14,000 meters of fence.
 

h Each feeder veighs 450 lbs. at L.!4/lb.
 

http:5,.36.76
http:8,728.89
http:11,073.53
http:2,144.00
http:3,500.00
http:7,700.00
http:1,116.00
http:4,477.40
http:r,448.90
http:1,280.73
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summing the costai of labor and materials, dividing by two to determine
 

the average annual operating capital during the production period, and
 

multiplying by the current rate of interest charged on livestock loans
 

(14% in the examples).
 

The remainder of the budget shows the total livestock inventory,
 

values, and total livestock investment. Interest on livestock invest

ment capital is calculated by multiplying total livestock investment by
 

the interest rate. An inventory of all equipment and structures used by
 

the operation in the production process is also presented, with corre

sponding initial cost, salvage value, useful life, and annual interest,
 

depreciation and maintenance costs. These costs are presented on the
 

front page in .ummary form. Finally, the production parameters of the
 

operation (annual rqt,-s) are presented for reference. 

Results and btilization. The first round of enterprise budget 

preparation yielded 163 grain budgets which were published in a book 

entitled Planes de Inversion para Granos Bastcos: 1980 [5]. Plans 

call for publication of this book annually by the Banco Nacional de
 

Desarrollo Agricola. Similar publications for non-grain crops and
 

livestock are planned for the future. This first book of enterprise
 

budgets for Honduras was received .agerly by the Bank, government and
 

educational groupa.
 

Ultimately, the Bank'q loan evaluation procedure will use standard 

budgets directly and eliminate (individual) custom-made budgets for 

each client. This might not be advisable for large loans, but the 

majority of the Bank's loarni are small amounts which are relatively 

expennive to administer. Although revised procedures were not completed 

when the project ended, the expected system is described below. 
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The Bank loan officer will interview the prospective client to
 

determine which standard budgets pertain to his situation. If there
 

is reason to believe that the client's expected costs and returns are
 

significantly different from the standard budgets, then some detailed
 

questioning and adjustment of standard budget figures will be necessary.
 

If differences are minor the loan officer will simply use the standard
 

budget numbers to calculate expected farm credit needa and loan repayment
 

capacity. Bank policy concerning the relationship between loan amount
 

and expected receipts would then have to be applied to decide whether the
 

loan would be made or not.
 

In January of 1980 the Bank's Board of Directors officially approved 

the new grain budgets for Bank use. Subsequently, Credit Division 

managers decided how the budgets would be used to establish upper limits 

on loan authorizations rer unit of land. The decision was that the 

loan could exceed total (variable) costs indicated on the standard 

budget by up to 10%, with wrItten justification by the loan officer. 

Routine adjustments in production costs due to input price changes will
 

be authorized as they occur, leaving the 10% difference to serve as a
 

true contingency amount. Since all labor is included in the standard
 

budgets at the prevailing wage, and since unpaid family labor is used on
 

most farms, the loans are often substantially more than out-of-pocket
 

cash expenses.
 

Collection of Input and Prnduct Prices
 

Development or input and product price collection programs was
 

prompted primarily by the need for accurate estimates of enterprise
 

costs and returns. Input and product prices are an integral part
 

of enterprise budgets, but at the time the Small Farm Credit Project
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was initiated, neither the Bank nor other government agencies had a
 

program for collection of farm level prices. Lack of reliable farmgate
 

product prices was a particularly difficult data deficiency for the
 

Bank and for Honduras to solve because of the difficulties of designing
 

a methodology and managing a price collection program. Rural product
 

markets are highly imperfect over time and space, there are no product
 

grading standards, and accessibility to farms is often poor. Input
 

prices are more easily collected because vendors are concentrated in
 

town with relatively good access to information.
 

Product Prices. The product price collection program is a systemmatic
 

scheme for determining the average prices received by farmers for their
 

products in selected regions of the country over time. The objective of
 

the program is to construct tire series of price data which can be used
 

in the economic analysis of both production and marketing of crop and
 

livestock products. Some specific kinds of economic analysis required
 

by the Bank are (1)estimation of future product prices using past
 

price levels and trends as a base; (2)estimation of crop and livestock
 

enterprise profitability; (3)estimation of farm profitabillLy and
 

loan repayment capacity; (4)estimation of the economic returns to
 

investment in production infrastructure and equipment; and (5) estima

tion of the economic returns to investment in marketing facilities
 

(e.g., grain storage bins). 

The "farm level produ:t price" in the price per unit the producer 

recieves less transportation cost beyond his farm. The simplest case 

is that in which the rroducer reckiven a cnsh payment from the inter

mediary who picks up the product at the farm. if the producer himself 
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takes the product to a nearby town and sells it, the cost of transpor

tation must be subtracted from the pirce he received to obtain the farm
 

level price.
 

Sometimes there are different marketing practices in a particular
 

region which must be taken into account. For example, vegetables in
 

the Comayagua Valley are sometimes sold after harvesting and packing
 

by the producer, and sometimes sold in the field for harvesting by the
 

buyer. The most common marketing practice is therefore described for
 

each product in each region. Each product is also identified in terms
 

of its variety, condition and unit of sale. For example, "yellow corn,
 

shelled and dry, in sacks of 100 lbs.," or "small pear tomatoes, sorted
 

and packed in boxes weighing 44 lbs. each."
 

The country was divided into 14 regions identical to those for 

enterprise budgets. Crop and livestock products financed oy tha Bank 

are listed on a product price collection form fo. :1ch region. A 

form from the Danli region (Jamastran Valley) I-i shown in Table 14. 

A number of price collection locations corresponding to production 

centers are listed for each crop. A limit of five locations per crop 

was initially set to keep the amount of work required to collect prices
 

at a reasonable level. The only reason for specifying so many locations
 

is to obtain price differences; if no significant difference in price
 

is detected between adjacent locations over time, then one of the two
 

locations could be eliminated from the program. Special market condi

tions could be the determining factor in specifying a particular price 

collection area. For examplo, the price of corn in Cuarita, State of 

Lempira, is typically high because of its proximity to the El Salvador 

market. 
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BANCO NACIONAL DE DESARROLLO AGRICOLA
 

TABLE 14. PRODUCT PRICE COLLECTION FORM FOR THE JAMASTRAN VALLEY 

Loan Officer: Jorge Rodriguez Date: April/16-21/79
 

Region: Jamastran Valley
 

Crop/Location Unit Prices Total
 

Producer Btuer Other 

Rice 
Jutiapa QQ 40.00 40.00 
 P40.00
 
El Obraje QQ 39.00 38.50 P37.00 
Chichicaste . --. --
El Matasano QQ 38.00 39.00 c40.00 
Sartenejas QQ 39.00 40.00 c40.00Total 
 470.50 112-39.20
 

Coffee "Uvas"
 
Jutiapa QQ 150.00 149.00 c147.00
 
El Obraje QQ 151.00 160.00 
 P15 3.00
 
Chichicaste QQ 148.00 151.00 c150.00 
El Matasano -- c 
Sartenejas QQ 150.00 149.00 149.00 

Total 
 1807.00 +12.150.58
 

Coffee "Pergamino"
Jutiapa QQ 180.00 182.00 181.00 
El Obraje --. .. .. ... --
Chichicaste QQ 178.00 180.00 179.00 
El Matasano --. -- . -
Sartenejas QQ 181.00 181.00 182.00 

Total 1624.00 "9-1n0.44 

Coffee "Oro" 
Jutlapa -. - --. .. .. --
El Obraje --.- --. .. .. --

Chichicaste --. -- - . .. ..-. -. 
El Matasano --. .. .. . ... -. 
Saretenejas --. .. .. . .. .. --

Total
 

Red Beans 
Jutiapa QQ 37.53 41.00 c40.00 
El 0braje QQ 39.00 39.00 P38 .00 
Chichicaste QQ 40.00 43.00 P39.00
 
El Matasano QQ 38.00 41.00 1)38.00
 
Sartenejas QQ 39.00 38.00 c40.00
 

Total 
 590.50
 15I-39,.38 

http:15I-39,.38
http:12.150.58
http:112-39.20
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TABLE 14. (continued)
 

Crop/Location Unit Prices Total 

Producer Buyer Other 

Corn 
Jutiapa 
El Obraje 
Chichicaste 
El Matasano 
Sartenejas 

Total 

QQ 
QQ 
QQ 
QQ 
QQ 

14.00 
13.00 
14.50 
15.00 
16.00 

13.75 
14.00 
15.00 
16.00 
15.50 

c1 4 . 0 0 
P14.00 
c15 .0 0 
P15 .00 
P16.00 

220.75 115=14.71 

Small Pineapple 
Jutiapa 
El ciiUraje 
Chichicaste 
El Matasano 
Sartenejas 

Total 

c/u 
c/u 
c/u 
c/u 
c/u 

0.30 
0.25 
0.30 
0.35 
0.29 

0.30 
0.30 
0.30 

0.35 
0.80 

PO.30 
Co.35 
PO.30 
C0.35 
Co.30 

4.50 -115-0.30 

Medium Pineapple 
Jutiapa 
El Obraje 
Chichicaste 
El Matasano 
Sartenejas 

Total 

c/u 
c/u 
c/u 
c/u 
c/u 

0.45 
0.50 
0.50 
0.40 
0.45 

0.40 
0.50 
0.50 
0.50 
0.47 

P0.45 
c0. 50 
C0.47 
PO. 40 
PO .45 

6.90 "14-0.46 

c-buyer 
p-producer 

c/u-each one 
QQ-hundred weight 
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Three persons at each lo ation are questioned about the price of 

a particular product. One of these rust be a L.yer and one a seller, 

and the third may be either a buyer or seller. The Bank loan officer 

selects these persons according to his confidence in them and their 

availability at the tine he wants the information. Product prices 

are collected monthly, twice a month or weekly depending on the price 

volatility of the particular product. Grain prices are collected
 

monthly because they tend to be relatively stable from month to month.
 

Vegetable prices are usually collected weekly because of relatively
 

large price variations during short periods of time. Product prices
 

collected on a monthly basis are obtained within three days before or
 

after the 15th of each month. Prices collected twice a month are
 

obtained within three days before or after the 1st and 15th of each
 

month. Weekly prices are collected at the convenience of tie loan
 

officers, but an effort is made to collect the prices at least five
 

days apart.
 

The average product price for a region is the arithmetic mean of 

all the prices collected; no attempt is made to weight the prices by 

volume sold because sales volumes are unknown. A ,sample calculation 

is shown on the price collection form for the Jamastran Valley. A 

list of product pricea from each region in sent to (ie Bank each month. 

Loan officcrs in each region. enter the prices on the appropriate forms 

in their regional field mannal, the Manual Pericali [6]. 

Input 'r icvi. An input price lILt wan dt,,-eloped (not shown) on 

which lan off ie rs enter prIc'i three tirme,,i a year. The I nptt price 

program in tallored more to the llank'ii need lt han to the general public 

because of tile souice1 of thte pric en obtato id. 1'l, mink opeirntei r a 
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chain of input supply stores, and production loans sometimes carry
 

the condition that borrowers obtain their inputs from the Bank outlet.
 

Consistency within the institution requires that Bank input prices be
 

used in the enterprise budgets to calculate expected costs. Items 

the Bank does not stock are priced at outlets in the same town as the 

Bank branch office. There is no specific methodology for obtaining 

an average price, so loan officers take the lowest price in town.
 

There are usually few vendors in a town, so it is a simple task.
 

The inconsistency of thiq method is that the Bank's input prices are
 

usually the highest priced in town, so the resulting input price list
 

lows.Ireflects a mixture of highs and 

Results and Evaluation. The product price collection program began 

on a trial basis in the Jamastran Valley in November, 1978, and in the 

Comayagua Valley in January, 1979. Once the methodologies for product 

specification, source of information, and timing and location of price 

collection had been developed, the quality of data were deemed accept

able. The program was expanded to more regions in September and October 

of 1979, but results were mixed. Tle principal problem encountered in 

trials and the expanded program was periodic failure to obtain prices, 

leaving gaps In the price series. Failures to obtain prices were due 

to lack of loan officers to take care of routine work and the low priority 

given to the price collection program by branch managers. It would have 

been advisable to Include branch managers In project training programs 

because they lacked understanding of and comnltment to the program. 

lnte objective of the Bank's Input valen pro.ram In not to makt. 
profit, but to provid, competttion In rural towns wherv price exploita
tion might otherwise occur. lnnk prtcein thereforn act an a ceiling 
price tinder which private vendorn must not their prices to conpete. 
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Nevertheless, prices were collected in approximately half the 13 regions
 

ttil the Bank's reorganization in April, 1980. Many loan officers
 

were fired, which aggravated the existing personnel shortage and terminated
 

price collection in all but a few areas. The input price collection program
 

met the same fate, although at least one price list had been obtained from
 

each region by April.
 

The price collection program is envisioned as an important Bank
 

activity. Full implementation of the program will require institutional
 

stability and commitment of managerial and loan officer time. The
 

methodology described herein is simple in concept and appropriate to the
 

situation in the Bank and in Honduras.
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LOAN ADMINISTRATION PROGRAMS 

Loan administration is a comprehensive term which refers to evaluation, 

supervision and processing of a loan. Except for the program in group loans, 

the "programs" described herein were byproducts of other programs; they are 

included in this section because they fall outside the scope of data col

lection avid processing. 

Loa-i Evaluation Procedures and Policies. A number of procedural and 

policy change.- were recommended for consideration and tenting during the 

course of the project. The principal ones are as follows: 

1. 	Include fixed cosit-i of production in estImates of production costs; 

2. 	 Adjust expected gross revenue for on-farm use of products, such 
as consumption, -,eed, and storage loties; 

3. 	 Abandon utve of the ItIMA price for calculation of expected gross 
revenues and develop more real stic price estimatets based on 
historical prlces In each region; 

4. 	 Include n -;tfimatv of family living expenses in the calculation 
of loan repayment capacity; 

5. 	 Replace cu-itom-made production cotita enst maten with the new 
standard budgets; 

6. 	 Adopt a client cla i!.ilfltation -icheme to muik loan amilnlistration 
more effclent; iuld 

7. 	 Make It ea-sier for k to extend the loan repayment deadline 
for gr.nini beyond Mirch 11 so th.y can capture higher inarket prices. 

Irnt-i 

Unfortunately, imn, of th,'e polit lev-s were not itup! emeiritid furilng the 

project life. lht- pritu lpal trarion for delay wars the prerience of t connulting 

firm whirh w charyd witht (ompletely reorKan:.ing the lalkk. in'luding 

loan aidmlnfiit rat fon. 

Clirnt (l.a frication ;chvttir. An previounly dencribed, practicr lly 

all Ianlr wt-r litmp , 'slt the name way rogardle-n of ltinti .a unt or crodit 

history of tiu I lent . It In brl lrved th-it o m re vilh ltnt pr-rcduro 

could t, achtiveei Ir paperwork and farm visltn wt uri reli(a cI for good clitents, 
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with Bank personnel time allocated more to potential problem clients. A
 

prototype client classification scheme was designed based on existing
 

client information stored in the Bank's computer. Because so little
 

information is available, the scheme is based almost entirely on repayment
 

history.
 

Client categories are shown in Table 15. Each of the four categories
 

has three sub-categories indicating the Bank's exposure to loss. Group
 

loans--particularly in the land reform sector--have been particularly
 

risky.
 

The simplicity of this scheme makes it eas'y to understitand and, since 

the information is on the computer, the classification could be (lone 

rapidly and frequently. Determination of which loan aidmtalistration pro

cedures can be simplified awaits dimplementation of axclasiaification system. 

The Loan Officer's Field Book. As data were generated by the SFC 

project, it became necessary to develop a notebook in which loan officers 

could carry tle information. Other uses of the notebook were conceived 

to help loan officers keep their paperwork organized and Improve their 

efficieincy. A loo eleaf binder titled the .Mnual PerIcial a. denigned 

which inc ,lude.ithe -,ection-i dviicribed (6). 

1. I 11t lrlrl td1i vt nj. All )t the crop and liveit ock enterprise
 
for the part It ulat rtgion art- li the binder. Fxtra copies slould be
 
carried to give to clieatn.
 

2. Itrt1tio t and IInput Pri, v.. ( orrent and pit product pr icet occupy 
one section. ihere its .aprintetd 1itin 1(or .ath (ri)p oin which tha le.a 
officer entern tarungatte pr b rn ((!)lttedtI .iAr.a 1u1i1g thte pie-icribed 
methodolog-y. I tie toz o tnt lude- thme pint I( v nei it-q fir t- prey i uutn it 
monthri. I ventoall' thr-it- prl te net1r, i will ht- u l titt h Ip1 predl t inttu re 
prica, andt Il-nt In ,ttoin . A li i d i tit renit I pot plt4 oi In i It l ed 11, 4 

separate -leo.t I )it. 

). I 1cmt? ltntttriat lta. A pr ittotypc ,t i itit wan !ti )(tdtmltlt vii tvi#oVV 
which an104 of ft arm t an hava at hand to retammba r titallt 4ot0t1 * c I iontt 

and hin loan (I'Ablo 16). Ilia remot for dovololmnant of thI form wi.t that 
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TABLE 15. PROTOTYPE CLIENT CLASSIFICATION SCHEME
 

Classification Description
 

1 At least four consecutive loans repayed on time
 

lA Loans greater than L 2,000
 

1B Loans less than L 2,000
 

iC All loans to groups--cooperative farms, etc.
 

2 Two or three consecutive loans repaid on time 

2A Loans greater than L 2,000 

2B Loans less than L 2,000 

2C All loans to groups--cooperative farms, etc. 

3 All new clients, plus rlents who repaid defaulted loana 
and now have thlier firt loan since repayment. 

3A Loans greater than L 2 000 

3B Loans les than . 2,000 

3C All loans to groups--cooperative farms, etc. 

4 Clients in default on a loan and clients who are 
inelegible for other reanons. 

4A Loans greater than . 2,000
 

43 Loans lean than L 2,000
 

4C All loans to groupm--cooperative farms, etc.
 



?-&VE 16: 

Enterprise 

COUT-R 

Budget 
No. 

PRINTOUT FOR A TYPICAL CLIZNT SHOWING LOAN SITUATION 

Estimated 

No. Estimated Quantity Expected Gross 

Manzanas Production For Sale Unit Price Income 

Loan 
Amount 

Authorized 

Amount 
Disbursed 

Corn 

Sesame 

11012 

11063 

10 

10 

330QQ 

140QQ 

300GqQ 

140QQ 

13L/qq 

50 

L390G 

7000 

L3200 

4040 

L3200 

4040 

Collateral 

Fixed assets 

Movable assets 

Unsecured 

Value 

0 

10,900 

0 

Description 

crop 
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loan officers have too many clients to remember, they change assignments
 
frequently, and they spen time writing the same old information on loan
 
applications annually for repeat clients. The printout gives the loan
 
officer a current profile of the loan, and it can be used to make changes
 
for the central files. A change in estimated production, for example,
 
.could be written on the form itself and sent in for updating. There is
 
potential for this idea, but to date the information is not obtainable from
 
loan forms. However, prototype forms were developed (inSpanish) and printed
 
by the Bank's computer for future consideration.
 

4. Activity Log. A log of tie loai officer's client visits and
 
activities is includeu for managerial purpoE s.
 

The Manual Pericial was assembled in prototype form, 1'ut copies had not
 

been distributed in any region wheLa the project terminated. Introduction
 

of the book in the Choluteca region was pl-nned for late in 198).
 

Group Loans
 

Production loans to groups of farms is one alternative for reducing
 

the high administration cost associated with small farms. The Bank had
 

made loans to farmers' cooperatives in Honduras and to cooperative farms
 

established tinder the land reform program, but there was need for a metho

dology to administer group loans directly so that small farm clientele
 

could be served on a larger scale at reduced unit cost.
 

Agricultural Committees. Impetus for experiments in group loans was
 

provided by the Bank president's request that SFC personnel examine the
 

feasibility of the Bank's participation in the Western Region Development
 

Project (PRODERO). The Bank was asked to extend production credit to a
 

new category of groups called Agricultural Committees. An Agriculturel
 

Committee in an association of 10 to 30 independent farmers who live in 

one town, but more than one can be located in a town if there are enough 

members. 

PRODERO was anxious for the Bank to start giving credit to the 54
 

Agricultural Committees already organized. Government funds were insuf
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ficient to meet demand created by technical assistance in the use of
 

improved seeds, chemical! and fertilizers, international money was not
 

yet available, and neither PRODERO nor the Ministry of Natural Resources
 

(Agricultural Itinistry) had the personnel or experience to administer the 

rapidly expanding credit program they had initiated. All parties involved
 

know that the Bank would take a dim view of loaning money to these groups
 

which had no legal status, were untested, and had virtually no collateral
 

besides the crop. For these reasons PRODERO made no official request
 

for Bank cedit, and the Bank did not offer.
 

Following meetings and discussions with all parties involved, SFC
 

project personnel proposed experimental loans to three Agricultural
 

Committees for the second crop of 1979. This experiment would provide
 

anopportunity to develop administrative procedures, establish a pattern
 

of cooperation with PRODERO and agricultural extension agents, and satisfy
 

all parties that something was being done. The Bank approved the experi

ment on the conditions that credit would be authorized only for seed,
 

fertilizer and chemicals. and that only physical inputs would be delivered-

not cash. These conditions were identical to those set by PRODERO in its
 

incipient credit program.
 

Three Agricultural Committees were selected and the Bank office in
 

Santa Rosa de Copan--the site of PRODERO headquarters--was authorized to
 

administer the loans with guidance from the SFC project. The three
 

villages--El Porvenir, Vivistorio, and Sfinta Rita (Figur 3)--are located
 

in rugged mountains characteristic of the area. Less than 20 percent of
 

the farmland is on a slope less than 20 percent. he farmers employ the
 

mont rudimentary production methods and live in nevert poverty. Before
 

PRODERO they used no fertilizer, insecticide or improved ueed, but since
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the advent of the technical assistance program yields have at least
 

doubled. There is usually only one Agricultural Committee in a village,
 

and membership is voluntary. The society is traditional and intimate; a
 

half-dozen surnames typically dominate a village. Informal but culturally
 

relationships influence every aspect of life, including agricultural pro

duction and distribution of the harvest. For example, labor is typically
 

shared on a barter basis and products are traded among residents at a
 

fraction of the outside market price. These facts are mentioned because
 

they seem to have a strong and positive influence on the willingness and
 

aility of the group to handle credit responsibly.
 

All three Agricultural Committees repaid their loans on time. The
 

only problem occurred when the improved bean seed provided to El Porvenir
 

only 	had a 10% germination rate. Fortunately, the loan was so small 

(L. 	 1,132.00) that repayment was possible. 

Some important lessons were learned in the experiment. First, the 

loan control book designed by the SFC project was too complicated for 

this group. The bank loan officer and agricultural extension agent 

wisely terminated its use. The farmers had no trouble keeping their 

own list of inputs received by each person. A second lesson learned was 

that the transactions cost of getting a Bank loan was very high, both 

relative to the loan size and in absolute terms. The Bank required all 

of the members of each group to complete all the documentation required 

of a regular client, plus they had to visit the Santa Rosa de Copan 

office to sign the contract. The documents required were: 

1. Birth certificate - available in home town (not necessary if the
 

client already han an identity card); 

2. 	Identity, card--available in the state capital, 

3. 	Federal tax requisition--available in the state capital; 

http:1,132.00
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4. Municipal property tax registration--available in home town; and,
 

5. Legal recognition of the group--available from the sponsoring agency.
 

Obtaining documents in the state capital is usually a tedious process
 

which requires more than one visit. The tax registrations are partic

ularly troublesome because many peasant farmers have never registeced 

before, or have failed to pay taxes for some years. When they register 

they are required to pay assessments in arrears. Although the amounts
 

are very low, they are indeed an obatacla for peasant farmers.
 

Transportation is a serious problem for farmers who live in the 

mountains. They typically must walk long distances to a bus route,
 

then spend one or two nights in the state capital. The cost in time
 

and money is formidable. To expedite the experiment the loan officer
 

and the extension agent took people to Santa Rosa de Copan by jeep, 

helped them obtain their documents from government ag .ncies, and took 

care of them every step of the way. This kind of attention will be 

impossible when all the Agricultural Committees receive credit. 

Another problem is that of input quality. Although seed was the 

only problem in the experiment, some Agricultural Committees have purchased 

adulterated inputs from private vendors. 

Transport of inputs from town to village is usually accomplished with 

a combination of motor vehicle and mule, and it is a particularly difficult 

task for some isolated communities. The loan officer and the extension 

agents hauled inputs to the three groups In the experiment, but this will 

not be possible for all of the Agricultural Committees seeking loans. 

For 1980, the following policies were implemented :n answers to pre

vious problems and changed condition.i. 

1. Only two representatives from each Cormittee must have all the 

documents mentioned and must sign the loan contract. Reduction of the 

number of documents required for a loan is prohibited by Bank charter. 
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2. Each Committee must keep a record of how much each member receives,
 

but the form of the record may be determined by the Committee. The loan
 

officer and extension agent must see the record and understand it.
 

3. Fertilizer, seed and chemical supplies must be obtained from the
 

Sales Department of the Bank to assure input quality. If the Board does
 

not have the supplies the Committees may obtain them elsewhere with approval 

..of the loan officer and extension agent. 

4. Inputs can be delivered to five distribution points: Gracias,
 

Ocotepeque, Santa Rosa de Copan, La Entrada and San Marcos. The looal
 

offices of Ministry of Natural Resources will hold the supplies until
 

the Committees can arrange transportation to the villages. Extension
 

agents assigned to Agricultural Committees are expected to help them
 

if necessary.
 

5. The Bank will finance other inputs such as backpack sprayers, 

storage sheds, and equipment, but not the labor required to install or
 

use them. Materials for perennial crops will also be financed (principally 

coffee seedings). 

6. Neither the Bank nor the Ministry of Natural Resources will assist
 

the groups in marketing their products, but the Ministry will continue 

to provide technical assistance in production.
 

The experiment in loans to Agricultural Committees was successful 

in that it broke the impasse between the Bank and PRODERO, satisfied 

international institutions that the Bank would manage the production 

credit component, and forced development of a methodology to manage 

this type of .oan. The Bank will likely be forced to finance Agricul

tural Committees eventually, but SFC project personnel clearly provided 

impetus and organization that would otherwise have been missing. Expansion 
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of the program will probably result in new problems of coordination, 

however, completion of another year of experience should result in a
 

model to be used in similar situations.
 

Ajuterique. The farm records program in Ajuterique led to forma

tion of a group for the purpose of receiving a Bank loan. Eight of 

13 records program participants were included in the first loan of 

L. 10,638 which was primarily for vegetable production. The loan was
 

ultimately repaid (two weeks late), and in 1980 the group was expanded
 

to 17 participants with a total loan of L. 59,818.
 

The first loan resulted in many problems which mandated changes in
 

procedures for the second loan. The first loan was essentially a collec

tion of individual loans because the procedures were no different than
 

for individuals. Each participant was interviewed about his production 

practices and costs using the standard budgets already prepared by the
 

SFC project. Each participant had to personally visit the Bank in 

Comayaqua to obtain his money and repay his portion of the loan, hence 

there was no saving in transactions coat. Some confusion was created 

because eight persons were included in one loan file. Since the Bank 

parcels out funds in three installments for each crop (land preparation, 

cultivation, harvest), there was a great deal of paper generated to 

handle the transactions. This was complicated by the problem described 

below. 

The three loan disbursements are made according to a predetermined 

schedule corresponding to the budget. If the client's budget indicates 

harvest in August, for example, he cannot withdraw the portion of funds 

allotted for that activity before August. An extraordinarily heavy 

rainfall In Ajuterique destroyed onion and tomato seedbeds shortly 

before transplanting. Six of the eight participants had to replant. 
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Bank policy would not permit withdrawal of money intended for cultivation
 

activities to reinvest in seed, labor and chemicals lost in the initial
 

effort. Personal intervention by project personnel was necessary to 

obtain premature disbursement of funds intended for the cultivation stage, 

but the total amount authorized remained unchanged. 

Several other problems emerged in this group loan. The Bank loan
 

officer assigned to attend the group did not trust some of the partici

pants and his negative attitude was noticeable. On several visits to
 

the Bank to obtain funds or resolve a problem they were made to wait
 

at least four hours before being attended, contributing to a feeling
 

of frustration and animosity. These incidents resulted from poor com

munications, disorganization in the Bank and the participants' failure
 

to adhere to the original credit disbursement schedule. At times the
 

project personnel seemed to be playing the role of mediator between
 

the group and the Bank branch office personnel, but as time passed 

the relationship improved. Project and Bank personnel were irn agree

ment, however, that some of the group participants exaggerated their 

problems with the Bank, end that some of the "problems" hardly quali

fied as such. 

The financial results of the first loan were not good. All six
 

of those who produced onions suffered losses because of low market prices,
 

resulting in net farm losses for at least three of them as of April 30. 

Two of the others might have suffered net farm losses also, but records 

are incomplete because they repaid their loans nnd dr')pped out of the 

program. One was angered because he di( not want to reveai incomes and 

expenses for enterprises not financed by the loan, and ,hc other would 

not say why he dropped ouc. 
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As the April 30 deadline approached it became obvious that a rescue
 

effort was necessary. One participant could not obtain money to repay
 

his loan, so six others loaned him a total of L. 625. By this time the
 

second loan was being prepared for the expanded group, so both existing
 

and prospective participants made sure the first loan was paid. They
 

waited to pay until the day project personnel were scheduled to arrive
 

to terminate the loan program.
 

The overall attitude of the group was very positive with respect to
 

the concept of a group loan. It took time for them to understand how the
 

Bank operates and what the groups responsibilities are, but except for the
 

two dropouts they wanted to obtain a second loan for an expanded group.
 

Mixed reattions were obtained from them and non-loan participants about
 

keeping farm records, but once they saw the results they realized the
 

value to themselves and the group of making the record book a requirement 

for participation in the loan. As one farmer put it, "we want to make 

sure that participants spend the niney as they are supposed to." This
 

concern was expressed strongly when it becante evident that default was 

imminent and that lighter supervision would have t) be maintained in 

another loan.
 

As the first loan drew to a close, project personnel came to the
 

conclusion that credit alone is kiot a strong enough bond to hold this 

group together. The Agricultural Committees have the advantages of a 

society which bordern on an extended f,:rmily, but Ajuterlque farmers 

are more indeperident and commercially oriented. An agricultural exten

sion worker In the area expresed II ligne.. to provide technIcal assis

tance to the group ai a mean.,i of Improving group identitv and thet, 

production methods. Thin procedure might be followed for future group 

loans.
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Participants in the second Ajuterique loan included four of the first
 

loan participants, three previous record book participants and ten new
 

members. Admission of new members to the group was left to the discretion
 

of the group. Surprisingly, they denied admission to three prospective
 

entrants on grounds that they did not own the land they farmed. The 

decision was significant because the three persons were respected friends
 

of the others.
 

To avoid the high transaction costs associated with the first loan,
 

a new system of disbursement was designed. One disbursement of funds was 

made to tbe group on the first weekday of each month. The group selected 

two to four persons to pick up the money and bring it to Ajuterique for 

disbursement. Each person knew in advance exactly how much he was to 

receive because it was all calculated in advance using the crop budgets. 

The first two disbursements went smoothly, and the Bank helped by putting 

the exact amount for each participant in a separate sealed envelope. 

Among the general. lessons learned in Ajuterique are the following:
 

1. The most difficult objective to achieve in group loans is reducing
 

transactions costs to the farmer and the Bank;
 

2. Groups should ideally con-',± ten to twenty participants;
 

3. Joint responsibilifty for repayment is essential;
 

4. The rules and conditions of the loan should be explicit at the
 

outset, leaving nothing of importance for later resolution; 

5. Additional reasons other than credit should exist for maintaining 

group solidarity; and, 

6. Each group han its own personality and credit needs, so there 

should be soma flexibility for adjusting policies to fit the situation. 
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Prospects for continued organization of group loans by the Bank 

are not good in the short run because of personnel shortages. Con

siderable t.me is required to organize and educate a group concerning 

how to estivate credit needs, control the funds, and resolve problems.
 

Formation of new groups (as in Ajuterique) seems unlikely in the near
 

future but prospects are somewhat better for providing credit to groups
 

like the Agricultural Committees whicvh were already organized.
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PERSONNEL TRAINING PROGRAMS 

The training topics selected under the auspices of the Sirall Farm 

Credit Project were heavily oriented toward the genera) field of farii 

management. These topics, which build upon the enterprise budget data 

base generated by the project, include budget synthesis (variable and 

fixed costs), enterprise profitability, loan repayment capacity, cash 

flow planning, partial budgeting analysis and general investment analysis. 

Courses of this nature had not been previously given for Bank personnel. 

Topics and participants were chosen not only for general education purposes 

but also to help institutionalize new loan evaluation and supervision 

procedures designed foi L,, Bank by project personnel. In the process 

it was also deemed desirable to prepare a core group of persons who 

could continue the training program once the project terminato, and to 

share this experience with others who have similar 3mbitions. In summary, 

tne multiple objectives of the SFC training program were to: 

1. 	 Improve the general knowledge of Bank personnel so they can do 
their jobs better; 

2. 	 Institutionalize reforms in procedures and policlel designad by 
the Small Farm Credit Ptoject; 

3. 	 Prepare a core group of persons to continue the training programs; 

4. 	 Design training program coursen and materials which can be adapted 
for use in othut countries. 

Although the training topics and nwthodologles reported herein were 

designed to miweot niorla+ip.citt neen n(! (ondit tons en n<.,lt red in thin 

particular inst itut ion. th experienc e yl, lded riom. uric t l iernons for 

others. The traiining topics ate no univernal that they woold be unaful 

in mon agricultural iredit InntitutIona. lail report includes a brief 

discussion or the particular situnt ion notmmtered in the latInlonal Agri

cultural Development Bank. how training need* antid participantsa hre 
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determined, how the program was organized and conducted, and an evalua

tion of the experience. Particular experiences are expanded to generaliza

tions when possible, A more complete discussion is in a separate report (7]. 

Pravious CoUraea 

An important consideration in designing a training program is 

examination of the successes and failures of past courses. Interviews 

with participants in previous courses given to Bank personnel revealed 

the following general criticisms. 

1. 	Topics were not directly relevant or useful. This problem some
times occurre! simply becaiuse the wrong persons were selected 
to take the course. For example, a loan officer has little 
need to learn about maragerial accounting, and does not typically 
have the background necessary to tderstand it. The primary 
problems, however, were that the courses were too abstract or
 
unrelated to Bank operations. 

2. 	 The usual courso format wan all lecture and no practical exercises 
or class participation. Ihere Is a tendency in Latin American 
culture to let the professor expound on theoretical matters, and 
students are e:pected to absorb this witsidm and relate It them
selves to the real world. Participants quickly get bo.ed with 
such a format, realizing of courne that there will be little 
practical usefulness of the material. This problem has been 
acute in Bank training courses becaunti teachers t.ro outsiders 
vho are unfamillar with Bank problemn and training needs. 

3. 	 Cour~qs were scheduled in blocks of one week, whether or not 
warranted by the subject ruitter. The topic wan often exhausted 
before ths tlue allotted, which was inefficient for both the 
Bank and tht trainee. 

Given the general criicisms of previous training programs, some 

general guide ling .n were entablihed for the trainiug program: 

1. 	 The cournae tirri( ulum must atreaa participatton and practical 
exorc iae; 

2. 	 The numb., r t! partI ci pant a ahoul ti not exceed 30 In one course 
to fac I It ttv partIr Icpat Ion; 

3. 	 The atibjact matter must relato clearly to Bank needs and the 
jobs of the participanta; and, 
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4. Courses should not exceed one week, but regardless of the
 
duration there must be more than enough material oA hand in
 
case it is covered more rapidly than expected.
 

Course Scheduling and Participant Selection
 

Training courses must be scheduled when loan activity is slack so
 

that field personnel can find time to attend. Th best time in Nwiduras
 

was October to mid-Match, but even then there was difficulty getting
 

participants due to vacationn, special credit programs (e.g., loan
 

recuperation) and otl:er training programs. Scheduling and logistical
 

tasks assoctated with each training session proved that once a participant 

was committed to the session it wai efficic,i: to keep him a week. Shorter 

courses of two days were quickly abindoneil. Futhermore, invitations and 

confirmations were by necessity obtained two weeks in advance of the session. 

Courses were given at three convenient locations in the country--Tegucigalpa, 

San Pedro Sula, an.. La Celba--to minimize Lransportntion and per diem 

costs of participantn. 

Project progranm dealt primarily with farm level data and the loan 

evaluation process, welch led to nelection of field personrnel as tl)e 

primary group for trainIng, I'he principal participants wert loan officeras 

and credit analystm from bra:0ci officeni, plus agronomics from the central 

office. 

The fir-trtt'u lon t f ea-h training cournte wv t tmIpotsvd of a kay 

group of loan oftic oro-ono from naech of thirten g,'ograp hti rogions. 

These loan offi(ern were ntit i ) tht boat ivnla v, tlin tt w&% a 

select group by Bank stmalnrdn. Fr 0 .wIng the ,rnr*I t'ltiv were c'."rged 

with tho renponn1blity ol p partxg or coordi ntit ing prep oration of 

crop and liventock budge'.1m in thnir Taspectlve region*. 

http:budge'.1m
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Topics and Results
 

The topics selected for training programs focused on traditional 

fam manar. ent. The first course entitled "Economic Analysis of the 

Veirm Firi" concentrated on the concepts of variable and fixed costs,
 

synthesie of enterprise budgets, and use of budgets in farm financial 

aualysis. Of the topics presented in the first course (Table 17), 

variable cost was the easiest concept to teach because the participants 

wrire familiar with the items the Bank finances. Interest was intense 

in subJtccu h'hch people had taken for granted but never actually studied. 

For exa',Le, what is the "quantity of production," what product price 

should bo used to calculate gross revenues, and of what economic value
 

Is "twahnolog';?" Expoaure to costs such as depreciation, interest on 

inv .svd capitaL and ritintenance of equipment was an entirely new and 

difficult exre.riencu for all of the participants. Even the best of 

.he partit:fpants utill lacked confidence of their knowledge of thii 

mnvirtal at thsr end of the c¢ourto. 

,ractical exerrises in filling out prototype loan application forme 

we, jroful in inducing pirticipants to think in economic terms--enterpr4se 

i'*abillty and loafte repay)ivnt capacity. They wert also forced to 

vononder total farm and household exptnditures including enterprises not
 

litianced by the Bank.
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TABLE 17. OUTLINE OF TRAINING COURSE ONE: ECONOMIC ANALYSIS OF THE FARM FIRM
 

1. Review and discussion of the Bank's traditional enterprise budgeting 
system. 

2. Preview of new budgeting system as it pertains to loan evaluation
 

3. Variable costs of production
 
A. Definitions and examples
 
B. Drsfinitions of "yield" and "production" 
C. Labor
 
D. Contracted services 
E. Materials
 
F. Estimation techniques
 
G. Practical Exercises
 

Az Other cenrts of production
 
A. Intzrast on operating capital
 
B. Intere.,t on invented capital 
C. Depreciation
 
D. HoIntenance 

5. Financial analysis
 
A. Enterprise profitabiliiy 
B. Loan repayment capacity
 
C. Cash Flow
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Trainina The Teachers 

The first session of each course was taught by project staff, both 

Americans and Hondurans. Some participants from the first session were 

selected to help teach subsequent sessions. Selection was based on (1) 

their understanding of the materials, (2)ability to speak and explain 

concepts to a group, and (3)willingness to participate in teaching. In 

eight seaions of two courses, a total of nine different persons helped 

the project team teach. Their response and that of the other participants 

was except.Wnally favorable; it was gratifying to see the competence and 

enthusiasm t.hat teachers and participants manifested. The advantages of 

this approach are that the teachers learn the topics thoroughly, and 

they relate very well to the questions and problems raised by their
 

colleagues. The persons recruited for teachin3 also developed a kind 

of "esprit de corps" because they were honored to have been selected. 

This helped build dedication to the project and to the procedural reforms 

which were later to be introduced. However, project team members must 

always be present to rescue the teacher is case he commits an error or 

cannot answer a question. The use of persons not accustomed to teaching
 

is somewhat inefficient in terms of time and clarity of presentation, but 

the benefits appeared to be greater than the costs.
 

The teaching aids employed consisted of blackboard, overhead projector 

and handouts. These proved to be entirely satisfactory and sufficient. 

ParticipnncEs were called upon to respond to questions with great frequency, 

as wall as to work on problems on the blackboard. Practical exercises were 

done by forming .eamn of two to four participants, each team with at least 

one portable calculator.
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Evaluations of the First Course tended to be uniformly excellent.
 

Criticisms were that the course was too short given the complexity of
 

the material, and that supervisors (principally branch officu managers)
 

did not take the course. The first criticism was valid in that some
 

persons simply could not master the subject matter, and repeated exposure 

and practical experience with the concepts is necessary to really learn.
 

The second criticism was valid; the course was geared to training the 

lower ranks without bringing in managers. This created some misunder

standings among loan officers, brancq managers and the SFC project. In 

retrospect branch managers ind other middle level managers should have
 

been included in training programs early on. In total, 112 persons took
 

the course in five different sessions (Tablel8).
 

All 83 of the participants in the Secoad Course were required to be
 

graduates of Course One (Table 19). The material was more difficult than
 

the First Course and it assumed basic knowledge of enterprise budgets
 

for crops. Among the tGpics taught in this course (Table20) the lecture 

an,- practical exercises in livestock budgetp proved to be the most diffi

cult to understand. Additional sources of difficulty were that participants 

had never seen a livestock budget before, and the concepts and mathematical 

manipulations were not as easy to learn as for crops. 

A section on present value as applied to perennial crops bAd limited 

practical usefulness. Participants understood the concept wr.l enough, 

and it in seemed worthwhile to teach the subject Just for Us educational 

value. Sections on partial budgeting, grain marketing and lnvcntment in 

a grain storage mhed were genernlly good. 

Critictuirin of the tecond rourne were Identical to thole of the first-

too nmuch tate rial in nuch n nhort time, and fatlure to include more super
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TABLE1& PARTICIPANTS IN FIRST COURSE ON ECONOMIC ANALYSIS OF FARM FIRM3 

Place and Date 	 No. Participants Teaching Assistants
 

Tegucigalpa, D.C. 12 Loan Officers 

September 11-13, 1979 4 Agronomists - 0 

3 Loan Officer Supervisors
 

1 Head of Field Operations
 

Tegucigalpa, D.C. 13 Loan Officers Armando Lamirez
 

October 8-11, 1979 3 Agronomists Odilio M. Guevara
 

4 Credit Analysts 	 Roberto Sierra
 

San Pedro Sula 26 Loan Officers J. Hector Munoz
 

October 16-19, 1979 4 Credit Analysts Luis Serrano
 

2 Credit Stipervisors
 

San Pedro Sula 12 Loan Officers J. Hector Munoz 

October 30 - November 2, 1979 2 Agronomists Miguel Leiva 

6 Credit Analysts 

Tcgucigalpa, D.C. 10 Loan Officers Clemente Heraz
 

November 20-23, 1979 3 Agronomists
 

2 Loan Officer Supervisors
 

4 Loan Analysts
 

1 Credit Suparvisor 

112 Pn r t ! " 1c nt9 

TOTALS 	 73 Loa n OffLcors 1 Imoan Officor Suporvisors 
12 Agronomuita I Crodit Suporvisors 
18 Crodtt Anaiyata I l1ond of Departments 
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TABLE 19: PARTICIPANTS IN SECOND COURSE ON ANALYSIS OF AGRICULTURAL INVESTMENTS
 

Place and Date Partitipants Teaching Assistants
 

Tegucigalpa, D.C. 13 Loan Officers 

January 29 - February 1, 1980 2 Agronomists -0

2 Credit Analysts 

2 Loan Officer Supervisors 

San Pedro Sula 21 Loan Officers Clemente Meraz Cruz 

February 12-15, 1980 3 Agronomists Roberto Sierra 

4 Credit Analysts 

1 Loan Officer Supervisor 

Tegucigalpa, D.C. 22 Loan Officers Carlos Mayorga
 

March 4-7, 1980 4 Agronomists Manuel R. Valdes
 

7 Credit Analysts
 

2 Credit Supevisors
 

TOTALS 83 Participants
 

56 Loan Officers
 

9 Agronomistc
 

13 Credit Ana f;,w
 

3 Loan Officer Supervisors
 

2 Credit Su rvisors 
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TABLE 20. OUTLINE OF TRAINING COURSE TWO: 

ANALYSIS OF INVESTMENT IN AGRICULTURE 

1. Basic Economic Concepts 

2. Partial Budgeting 
A. Principles of partial budgeting
 
B. Simplified example of partial budgeting 
C. Practical exercises in partial budgeting
 

(1) Increased use of fertilizer and herbicides on corn 
(2) Investment in an irrigation system for rice and sugar cane 

D. Checklist of budget changes caused by selected investments 

3. Present Value
 
A. Lecture on concepts 
B. Practical example/exercisi: Investment analysis of a perennail crop 

4. Practical Exercises in Grain Storage and Marketing
 
A. Investment in a grain storage shed
 
B. Marketing strategy for stored griin 

5. Investment in Livestock Enterprises 
A. Lecture and example of cow/calf enterprise budget
 
B. Practical exurcise in estimatiag cattle budgets
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visors. In our defense with respect to the first criticism, Bank employees 

were not accustomed to working so hard in training sessions. Extensive 

use of practical exercises both interested them and tired them; there 

was no way to doze off or be ignored. 

Overall Topic Evaluation 

The 	evaluation of topics taught in these courses is presented in Table
 

21. Each topic is subjectively ranked frcm one to three in the categories
 

of (1) comprehension on the part of participants, (2) practical usefulness
 

in the Bank at the time, and (3)the interest manifested by the partici

pants. The educational value of the topics was uniformly high, so no
 

rating scheme is included for such a category.
 

In retrospect, elimination of the topics of cash flow and present
 

value should be considered, but the topics oi livestock analysis and
 

partial budgeting expanded. This is not to say that some topics are
 

not 	useful; the problem is one of priorities in the Bank. Once the Bank
 

has 	 completely institutionalized some of the more basic methodologies 

introduced by the project it will be appropriate to dwell on topics of
 

a more sophisticated nature. 

Organizational Evaluation
 

If it could all be done over again, what should be done differently? 

1. 	 Include managerial level ptirsonnel from the outset; 

2. 	 Schedule coursei and obtain confirmationn on attendance turther 
in advance, ,nd do not schedule cournen ,ack-to-back; 

3. 	 Prepare more complete cour-ie qyllabi;and, 

4. 	 Have the mthodologlent more thoroughly developed. 
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TABLE21: EVALUATION OF TRAINING COURSE TOPICS 

Compre- Practical Interest or
 

Topic hension Usefulness Participants
 

Rank
 

3
3 	 3
Variable costs 

2
Other 	(fixed) tosts 2 3 


Loan evaluation forms 3 3 3
 

Cash flow 2 1 2
 

Partial budgeting 3 3 3
 

Present value 	 2 1 2 

Perennial crops 	 3 2 2
 

Grain storage bin 2 3 	 3 

Grain marketing strategy 3 2 	 3 

Livestock budgets 	 1 3 3
 

Rank: 	 3 - very good
 

2 - good
 
I - fair
 



86
 

Preparation of more complete syllabi for the courses would have been
 

desirable because methodologies were being revised and teaching materials
 

were being revised until the last moment little time was left for revision
 

between sessions. Final development of loan evaluation forms was still
 

not complete by the time the project ended, and other methodologies were
 

still to be revised. It is not advisable to introduce a methodology at
 

an intermudiate state of development because the participants will have
 

to be taught again when the methodology is finalized. Also, it erodes
 

confidence in the competence of the project group. In retrospect, the
 

introduction of loan evaluation forms should have been delayed because
 

new forms were subsequently designed.
 

Followup
 

During the training sessions numerous questions were raised by parti

cipants regarding area-speciflc problems which did not pertain to the rest 

of the group. Questions and problems which could not be inmedlately resolved 

were noted and subsequent contact with he participant was made to resolve 

the t!isues. For example, a participants wanted to know how to include
 

cooperative farm.i, 'f at all, In the sampling process for budget synthesis 

because his arra incld I virtually nio private farm.. 

Participanti were given ai ",1-rtificate of completion" for ei.:h course 

(Figure 4). Dipl ot oi and cortificates are very Inportant In M1nv .I)C's 

because e d ti ont Int Imiportant and diffil'tilt to obtatin. Ohe vititall impact 

of the cortilt caten crented a Freat dit 1 Of good will for the project and 

for the coopri.r Ing nivoit, t Irti. 



El Banco Nacional de Fomento
 
y
 

La Universidad Del Estado de Oklahoma
 
f J A A Afl-% r 

He portlc/podo on e/ Cktrso:
 

Cubr/endo un total do 4oras do insteuccldn tedrica y prdctfc
 

F-slado so 7eopcipaof, Dr-, # Wo - dio$vt0#1 es de e 9 

Pmutw Sano Naci~esi Do Famento Regresantat, Universidcad Del Estxlo do Okama 
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CONCLUSIONS
 

The principal objective of the Small Farm Credit Project in Honduras
 

van to increase farm income and production. While many possibilities
 

exist for increasing farm income and production in Honduras, the joint 

Oklahoma State University - Colorado State University project was defined 

very narrowly. The project was designed to work with a single banking
 

Institution (BNF) rather than with a host of other institutions or with
 

techn:logy groups working directly with farmers in the country. Operating 

within the confines and administrative structtre of the bank, the project's 

sub-objectives were to improve the farm management information base, improve 

bank loan evaluation and administration procedures, and improve bank credit 

policies. The project was primarily methodological in nature. This method

ological focus is emphasized in the sub-objectives of developinv methodol

ogies for collecting and processing farm management data and designinp 

appropriate tethods and procedures for farm financial analysis. A final 

sub-objective was to utilize the information collected and processed to 

design and conduct training programs for bank personnel. 

Four programs were developed to assist In collecting and processing 

data to improve the farm management information base within the Bank. 

These programs, all of which were discussed earlier In the body of thiw 

report, Include (1) an analvnis of loan file information; (2) development 

of a mthodology for col lee'tlng detailed Infortut ion for entry into a 

record book at the farm levol, the (reation of ';pnnmlh and I nyl lIh language 

versions o)f the fatim tetorikeephttg book. a1d 1le V1tlr)lt'llt of it n-itrv it 

the Infotmat tlti and rxpr o alneul thol - iltrdr) anr;tlen(te tt tli ai t uII'jl 

(1) daveloljtwilt ft 4 I wth11,,' ology f tul o ticnt tmi t Iti vit ciptIn e htd.ytotA for 

crop" and I tvcato k.. nd ite , Il on of kipt And I lvcO ut,,uk I'ijtlvto for 
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alternative regions of the country; and, (4) the development of a system 

for collecting input and product prices throughout the country and using 

them in finarcial analysis at the farm level. 

A number of program components was focused on the objective of 

improving bank loan evaluation and administration procedures and credit 

policies. Efforts to accomplish this objective within the Small Farm 

Credit Project were complicated by the presence of a consulting firm 

involved in a complete reorganization of the BNF. Nevertheless, a number 

of recotmnendations were made during the course of the project and some 

of these recommendation were implemented before the termination of the 

project. In addition, a client classification sche-n was developed to 

simplify and speed the processing of loan applications and a loan officer's 

field guide was developed which contained budgets and input and output 

price information to simplifv and facilitate processing loan applications. 

Also, a methodology wan developed for processing and evaluating group 

loan applicaLions. The client clasification scheme, loan offico0r's 

field guide, and group loan evaluation procedures were designed to improve 

the bank loan officern' expertise in farm financial analysis. 

To accomplish the final objective of conducting training programs 

for bank personnel , a number of training sessions dealing with farm finan

cial1 nalysis, Inveritment nnalysis, and farm records were conducted for 

personnel o) the bank and the bank's regional offices throughout the 

count ry . DempIte the ahort two-year t ime trnn= for the project and the 

methodologItiCl f()cun of the obJot iven, mch progre ti wtnn made toward the 

accourpl.mshrnt of the objectiven of e :)maill Iarm Credit Projtct in 

Honduras. 
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Considerable thought mid atzmtion was given to means whereby the 

programs developed under the Smi.t Farm Crelelt Prtect mtLhe be inutitu

tionalized and continued after the termination of the project. The recent 

reorganization of the bank creates cons.5erub~le institutional uncertainty 

and raises the possibility that certain key personnel may nG longer be 

serving the banking inec .rtion. Crnt~nmitJot. of the budgets, record

keeping procedures, atid craLning prog-amz depends upon having qualified 

people in the banking :nstbuto ) carry 7,n 'ticse activities. The 

reorganized bank fornaLly accepted the proposed ulan ol wotk fc'r a 

Farm Data Analysis Unit prior t- termt.at.¢t of the pro3j,:t. A comLt:

ment to retain highly qualified Indivdualr, to carry on the wok of the 

Farm Data Analysl, Unir is essential Lo its succcas.. This p-ograil vill 

be only as stroig at: t u institutn t.r.6 its cor..ttvnt to maintain 

highly trained Individials in key pasirots. Had the Small Farm Credit 

Project been conti'nued for an addlti.nal year, th, likelihood of institu

tionalizing the prograr.A and 1,rncedures cowval.ned would have been somewhat 

higher.
 

Even though the objectlve of the prr.,ec had'a narrow focus, the
 

two-year time frame for the project did not provide enough time to insure 

continuation of the program- in the banking institution. Ne vertheless, 

the project objtC Itv-ri were In large part accotrplflh.€l. Part of the 

success of the project re.-ulted from the comrltmnnt niude by the WNF to 

support the Si,,lall "arm CreditPI'5ect and o provide v'ounterptirtn with 

adequate techou trai ning. to p rform In d o oll lg inallnter. Inaltl tlandi 

addtt Ion, maj oron'toin;,t mu wiII rhutihe b) t he rtul~port tcan tit okl lhoea State 

University. Contributionn rangod from nmrnil upport to valuable technical 
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advice on farm records, enterprise budgets, farm financial analysis, and 

training techniques. Without this support, the accomplishments of the 

project surely would have been less significant. 



92 

REFERENCES
 

1. Coopers & Lybrand, Inc., and American Technical Assistance Center.
 
Credit Agropecuario: Diagnostico y Recomendaciones, Tegucigalph, 
Honduras, October 1979. 

2. Parks, Loren L, Kurt A. Rockeman, Joseph E. Williams and Michael L.
 
Hardin. Records For Small Farmq in Honduras: A Development and 
Critique, Department of Agricultural Economics, Oklahoma State 
University. International Development Series (IDS) No. 80-3, 
August 1980.
 

3. Willimas, Joseph E., Mike L. Hardin and Loren L. Parks. Libro de 
Contabilidad Para Empresas Agropecuarias, Banco Nacional de Desarrollo 
Agriculo, Tegucigalpha, Honduras. Also titled Small Farm Data 
Collection and Farm Account Book, Department of Agricultural 
Economics, Oklahoma State University, 1979. 

4. Parks, Lcren L., Kurt A. Rockeman and Odell L. Walker. Enterprise 
Budgets: A Multiple Use Data Base For Agricultural Banks In 
Developing Countries, Department of Agricultural Economics, Oklahoma 
State University. International Development Series, No. 80-1, 
August, 1980. 

5. 	Banco Nacional de Desarrollo Agricola and Oklahoma State University. 
Planes de Inversion para Granos Basicos en Honduras, 1980, Department 
of Agricultural Economics, Oklahoma State University. International
 
Development Series 80-6, August 1980. 

6. 	Banco Nacional de Desarrollo Agricola. Manual Pericial, a compendium 
of data used by loan officers of the Bank. Tegucigalpa, Honduras, 1980. 

7. 	 Parks, Loren L., and Daniel D. Badger. Trainiuig Programs For Agricultural 
Development Bank Personnel: The Honduras Experience, Department of 
Agricultural Economics, Oklahoma State University. International 
Development Series 80-2, August 1980. 


