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EXECUTIVE SUMMARY

PRIVATE SECTOR SATELLITE FARMING SUPPORT PROGRAM
A FEASIBILITY STUDY

c CKGROUND

1. The Problem to be gddressed:

In the context of agriculture development, efflclenéy
in the transfer and application of improved techdoloéy 1§'a
precondition to productlvlty. Dr. C]lfford Wharton, for
many years Chalrman of the U.S. Government’s Jolnt Commlttee
on Agricultural Development of the Board for Internationgl,'
Food and Agricultural Development (BIFAD), made the

following statement which provides a sense of the problem:

"....If there ls one area where we have béén most
unsuccessful, it has been the devélopment 6f cdét—effect1ve
and program efficient models for theqdeIIVéfy‘of hew' )
sclentlflc and technlical knowledge to the mll]lons upon
milllons of small farm produrers of the Third WOrld. Ve
know how to harness the creative and inventive forces of"
sclence and technology in the war on hunger, but I subm1t 
that we stil]l have not been fully successful In technology
diffuslion... I belleve that attention In this area is one of
the Agency for International Development’s most critical

jtems on thelr future agenda..." (BIFAD Inaugural, 1983)
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Mr. Peter McPherson, Adminlstrator of AID, points to
the need for prlvate sector Involvement to address the
issues:

“... formal extensldn systems can be very expensive In
terms of recurrent sa]éry costs and their demand on scarce
admlnistrative talent. Other approaches need to be puréued.'
These can include radio and private gnterprlse'suppllers-éé
approaches that have been effectively emplqyed In somé’a;e§§ ;:
of Asia and Latin America..." (Hoflzons, f§éé) | |

2. The search for mechanisms and strateqies for

strenpathenina information ana _techpcloay transfer processes

u z the oriv ec » 1S now a matter of priority
for AID. It Is recognized, however, that there are few
tools, tested and documented approaches or‘modgls to
structure technology transfer programs utlliélng thé'prlvdté'
sector. In the last few years there has been lnterest ln
satellite farming as one approach to lnvolve the prlvate
sector in the transfer of technology to small farmers for};
Increased farm productivity and rural lncome. However,
there is limited documented informatlon on ‘the strengths and
limltations of the system or a framework to_structure
support programs. Thus, the reasonuforjtﬁls=étuay.

The following exhibit outlines tﬁe basic Idglé and

structure of satellite farming:



LOGIC AND STRUCTURE OF 11

(Government Pollcy)

(Finance) 1. FIRM
/\
2. INTERMEDIARY / \ Export:
' / \ / fresh-
7/ \ / processed
3. FARMER / \ 5. MARKET
\ / \
\ Ve \ Domestic:
(organization) \ / processed-
\N 7/ packaged
\/

4. COMPETITION
1. FIRM/ENTREPRENEUR:

-Established market linkage essentlal;
-Management organization, extension service and
eXxtensive controls needrd at farm level;
~Equity and working capital requirements high;
-Intensive management-controls required;
-Some R&D/farm level technology adaptation necessary.
2. INTERMEDIARY: (Farmer Association/Coon/Contractor)
-Essentlal service to interface with firm/farmer;
~-Capacity to organize/manage farmer associations/coops;
~Financing required for some or all production inputs;
~-Trader operations possible alternative source of
supply. however, presently fragmented and unreliable;
3. FARMER: o
~Essential inputs: family labor, 1/4-1/3 Ha lrrigated )
and accesslble farm land: . S
-Interface through farmer association or cooperative;
~Interest in guaranteed price but risk aversive; 2-3
yrs. of demonstration before technology lntegrated.
4, COMPETITION: .
-Hligh entry costs; success of new entrants dependent on
linkage to markets; access to financing difficults
5. MARKET:
-Demand derived/influenced by economy and government
pollcy, e.g. export incentives, credit; A
-Market segmented based on products and market network:
~Export market competition intense in Asia:;
~Large potential Japanese, U.S. and Australlan market;
-Reliability and quality of supply critical for both
export and domestic markets;
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3. The study involved a review of operating experience of
several firms involved in satellite farming. Two models
were selected to describe the mechanics and advantages of
the system. Generally, the system has proven to be
effecient in providlngwthe limiting elements and necessary
Ingredients for improved farm productivity including:

- technoloay and productjon inpbuts not readily

avallable to the small farmer;

- critical jung;lggg of mg:kéﬁlng of products for

both domestic and export markets.

The consequences for the malJor participants are:

a. For the farmer, income rewards for farming on a
small scale as a result of application of improved
technology including crop diversification and contro]led
management of inputs. The study indicates that with
application of Improved technology under satellite farming
systems, production during one high value croppling season
can lncrease annual income by at least 200 percent.

b. For the firm and cooperating Intermediarv, with an
establlshed market, proper planning, organization and
management, the operations can reallze very satisfactory
returns on investment. Net returns tofthé flrms are in the
range of 20-40 percent on sales, and marglné to the

cooperating intermediary/contractor are‘about 15 percent.



4. The Initial focus of the study was on defining the
structure and mechanisims of satellite farming operations as
a means for improved extension services/technology transfer.
However, it quickly bedame evident that there are basic
structural, institutional and farm level constralnts to
expansion of the system that need to be addressed lncludlng:

- lack of access to financlal resources; |

- weak andsor uncoordinated support from government E

sector Including research and extension services and
market information;

- weak farmer organizations to work with: ,

In addition, a serious ilmltatlon to the system In the
Philipplnes is the economic instability whlch further-
complicates the perennial problem of access to credlt and
the related lssue of foreign exchange rlsk for hard currencyf
loans. The Instability also affects domest jc: market demand -
for the relatively higher priced, commerclaljy.processed'and

packaged food products.

6. SUMMARY AMALYSIS AND STRATEGY:
Access to finance, market 1inkage and:éﬂppdrfivekfabmapfn
organization are key factors of satelllte fafmlng. At Eﬁis“’
time, the opportunities for expansion of satelllte farmlng
systems are primarily in the area of exports glven o
competitive advantages of the Phl]lpplnes in: proxlmlty to

the Japanese and Australlan markets and price adxantages
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because of low wages in the agriculture sector. There are
good models and experience for organizing export oriented
satellite farming operations. The Northern Foods
Corporatlion approach to farmer organization and technology
transier provides an e*ce]lent model for replication. |
The issues at this time primarily center on flnanclngg
and institutional support. These lssués plus competltlon,
high entry costs and need for experlence and marketlng
networks limit new entrants. The lmportance of market
linkage and access to finance supports a phased
implementation strategy: one which first tocuses on
expansion of existing operations which have the experlende
and marketing linkages, and a parallel devefopment actlvlty
which works with dynamic new entreprenéufs»involvlng
innovative and inherently more risky equlty and venture
capital financling and institutional support mechanlsms.“n
Developing an incentive package to Induce commerclafﬂ
flnanclal institutions (e.g., Unlversal Banks) to actlvely
particlpate in satellite farming promotlon is key to the‘
proposal. The assumption Is that with adaquate-proflt
incentives they will be motlvated to aCtIQaly pbdmote‘the
expansion of satellite farming agro-proJects lncludlng
asslsting in project identification and promotlon, market
analysls and working with project sponsors 1n prOJect

plannlng and flnancxng.
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The centerplece of the proposed program Is a focused
comprehensive financing program providing: lines of credit
for working capital; medium-to long-term credit; guarantee
fund in support of instltutional eqult& and venture‘capltal
financling; and rediscount facllitlies (under existing World
Bank and USAID assisted Agriculture Loan Fund), all.
supported by focused technical assistance resources. Ask
proposed, the program would be executed by selected flnance<
institutions and an Adv1sory Board with membershlp composed
of selected financlal institutlons, Fhilippline Chamber of
Commerce, and Central Bank officlals responsible for ther
complementary Agrlculture Loan Fund (ALF).

The private sector-led expansion of sateifite farming.
would result In Increased private sector rurai investment,v
geographic dispersion of agro—proJects and lncreased rural
productlivity, accelerated technology transfer, and forelgn
exchange revenues from expanded exports.

It Is proposed that the Satellite Farming Support
Program be financed under the planned 1986.USAID assisted
Accelerated Agriculture Production (AAP)HProgram. The

proposed program will complement the existing ALF.

5. A summary framework for the proposed~focUsed

Satellite Farming Support Program is giveh'below.



PROGRAM GOAL: STRATEGY :

Increase rural
productivity and
strenathen rural
economy.

mat.
pub.

Private sector led
and mkt‘g plus Small
sector support
of high value crop

production under
satellite farming
operations.

PROGRAM OBJECTIVE:

Strengthen rural
institutional mech-
anisms to channel
improved tech.,
technology assist.
and fin.

PROGRAM CONMPONENTS:

dl

ti

Improved policy

alogue between

pub/pvt sector;
access to credit;

nancing tech.

resources. assist and train.

INPUTS:

viili

EY A ONS:

Favorable export mkt.
farmer quality
production;

Pvt. sector and fin.
inst‘s participation
and investment in the

rural areas:;

Public/private sector
cooperation in prog.
development;

Improved political/
economic stability..

PURPOSE:

Institutional Leve]

a. Satellite Farming
Finance Facility

Export Promotion

c. Tech. Transfer,
Research, Exten-
sion Information

Farmer organ-
ization Improv.

Loan, Guar.,
Rediscount

Facility and
Tech. Assist.

Policy Studies,
Tech. Asslst.

Case Studiles,
Workshops,
Information,
Education and

Farm Level
Tech. Assist.,
Training, Mat.
Assistance

Inst. credit program
for satellite farming

" will encourage com’1

finance institutions
participation in agrl
lending for lung term

Market information and
export support policy
will expand the export
base and supply demand
for high value crops

Increased information
flow and diversified
approaches to exten’
sion of improved
technology will help
improve rural prod-

uctlivity and income

Improved organization/
management capacities
will facilitate the
expansion of improved
tech. tran. processes,
prod. planning and
quality control



PART 1
.THE "INDUSTRY"
CHAPTER I: ANALYSIS OF THE INDUSTRY
A. JECT]VES AND SCOPE OF THE STUD3

The oblective of PART 1 is to provide (1) an overvi
of satellite farming as an "industry" and (2) describe the
mechanisms and application of satellite farming systems
Including a discussion on organization, operations and
patterns of interaction between the firm, the farmer and
contractor/intermediaries. The lnterest is in analyzing the
system irom the standpoint of: impact on the application and
integration of technology; limiting elements to commercial
cash crop production; impact on the rural economy; and
ingredients necessary for expansion of the system in the
Philippines,

The premise was that satellite farming systems offer an
Important acvantage in that the system can efftlcientiy
provide the limiting elements and necessary ingredients for
improved farm productivity. Most importantly:

~ technoloay and proauction inbuts not readily

available to the small farmer;

- gritical functions of processinag and marketing of

proaucts for pboth domestic and export markets.

An important longer term potential to pe explored would
be whether the system couid act as a catalyst for
strengthening financial and other support systems for
agrobusiness generaliy. This would be of interest to
development planners and donors since agribusiness can bear
on the pressing problems in developing countries of rural
employment, improved farm vields, quality of production, and
the widening of the income pase of small farmers through -
improved farming practices including crop diversification. #

The analysis of the “1Industry” given below will provide
a backdrop for the development in PART II of a proposal for
a focused "Satellite Farming Support Program" (SrSpP).
Included in PART Il is a discussion of feasibllity issues
and analysis of potential problems in structuring the
proposed program.

* In the context of agriculture development, efficiency in
technology transfer is seen as a precondition to increased
agriculture productivity, thereby contributing to national
productivity. Annex 1 provides a general overview of the
traditional technology generation, validation and transfer
process, and illustrates the potential impact of private -
sector technology transfer on the intearation of technoloagy.



The analysis of the "industry' focused primarily on
high vaiue cash crop proauction (vegetables). This
supsector was chosen since it best tests the ‘system’ given
the demanas on technology, financing and intensive o
management requirements. The assumption is that other types
of satellite farming operations can learn from the analysls
of the more difficult requirements of high value cash crops.

The stuay reviewed available literature primarlly on
extension services and agribusiness since there is little
available literature on satellite farming per se. Lessons
are drawn from: operating experience of 10 firms involved in
various forms of satellites/contract farming; structured
interviews of a sample of 75 farmers working with five’
satellite farming operations; interviews with traders
tnvolved primarily in puying and selling of vegetables for
the Manila market: interviews with farmer officlals of
cooperatives and discussions with government officials.

The field surveys were limited to farming areas in filve
provinces in Luzon. However, interviews were conducted wilth
firms operating nationally; therefore, the analysis and
conclusions should be generally applicable.

B. THE GENERAL CHARACTERISTICS:

To introduce the system, sateilite farming, as a
farming system, needs to be viewed in the broader context of
agribusiness and rural enterprise which includes the
production and processing of food products, agricultural’
marketing services and agriculture input Supply.

In the Philippines, the agriculture sector contributes
about one-fourth of the gross domestic product, employs
about half of the labor force and provides livelinood to
about two-thirds of the population. In the context of
agribusiness, satellite tarming systems occupy an important
intermediate position between farms and consumers, and the
system has the potential to be an important source of
agriculture growth and national income.

Satellite farming and/or contract farming (the terms
are used interchangeably in the Philippines) is not a new
concept and has also peen applied in various forms
worlicwide. In the Philippines, the formal approach, which
Joins farmers in a corporate isvel arrangement (more
recentiy termed satellite farming), has been utilized py
Several private sector firms since the eariy 1960’s in
commercial production of cash crops (e.gq., fruits,
vegetanles), livestock (e.g., poultry, piggeries),
aguaculture (e.q., prawns, milkfish) and piantation type
crops (e.g. pananas, coffee, cocao), for comestic
consumption and export.



Stated simply, satellite farming is a farming system
which organizes contiguous farmers or garoups of farmers into
production units for economies of scaie, and poois the
resources of the firm, contractor/intermediaries and the
farmer/farmer organization unaer a partnership or contract
arrangement. <(Annex 2 provides a summary aescription of
three typical contract arrangements and sample contracts of
Robina, Calif. lfg. Corp. and Northern Food Corporation.)

Satellite farming, by its very commercial nature,
places heavy emphasis on efficient production and marketing.
General characteristics and patterns of satelljte farming
operations are:

- oriented towaras medium and large scale farming
operations and require an established market 1inkage;

- there are high entry barriers in terms of financing
and establishment of marketing networks; ‘

=~ agro-projects are labor and management intensive
involving a relatively short productlion cycle;

- organijzation involves an intermediary/farmer
association to ilalse with the farmer and the firm; and

= a predetermined price for an agreed quality and
quantity of output is the essence of the contract.

The above characteristics apply to all types of
agro-projects, however, each satellite farming agro-project
Is also unique, particularly in the organizationa] and
contract arrangements at the farm level between the firm,
the intermediary and the farmer. FPFactors which influence
the organization are the product itself, input requirements,
resources and objectives of the firm.

A well known example of a large well-managed commercial
satellite farming operation in the Philippines is the
poultry production satellite farming operation organized by
Magnolia Corporation ¢(San Miguel Corp.) in southern Luzon.
Tre Magnolia poultry satellirte farming system, however, is
not a typical system i.e., the operation is large by any
standard, is integrated with a sSupporting satellite farming
corn feed production system and modern extension
system, and involves farmer producers with relatively
greater than average resources. (A studay of San Miguel’s
satellite farming corn seed cperation was conducted by the
Business International Corporation for AID’s Bureau for
Private Enterprise in 1983.)

Described below is a System organized by Northern Food
Corporation (NFC), a relativly small-sized operation (assets
of Pesos 130 million), which works directly with farmer
organizations having about 3,000 farmer mempers. The firm
has developed an excellent organization plan, farmer
orientation and training program and efficient field
management. The plan also provicdes a good benefit package



for the farmer and otherwise has a distinct social
orientation but is still very much profit oriented. The
planning framework of NFC is considered a good model for
satellite farming and is used in PART Il as a point of
reference 1n plianning a proposed discrete Satellite Farming
Support Program.

Important features of the apove moaels are:

a. the farmer is given a stake in the success of the
operation as a result of his inputs of land and labor;

a. provision is made for profit sharing/incentives to
encourage increased production and quality control;

- contract terms are carefully spelled out in regard

to other benefits ana penalties; and ~

C. eXtensive extension services for technology
transfer, management and guality controls.

1. The Operating Environment

The "industry" operates in two distinct economic and.
cultural environments, l.e., the subsistence farm level
producticn envircnment and a competitive commercial and
marketing environment. A clear appreciation of attitudes,
practices and objectives at both levels is important. For
example, the farmer must understand the firm’s objectives in
meeting quality and scheduling requirements, and the
constraints of the pusiness environment under which it
operates. 0On the farmers” side, the firm needs to
understand the values ana berceptions of the small-scale
Supbsistence farmers who, because of limited resources,
cinnot afford to take risks and their reasons for distrust
of new technology and new tarming practices. Many farmers
nave peen induced to invest scarce resources in various
schemes oniy to find that at harvest there is no market for
the product. Good relations, credibility and experience of
the firm and its local contractor are important,

Ca> At the farm level, the environment is basically:
family-oriented subsistence farming. Resources are ]limited
and consist of small land holdings and family labor. The
rewards of farming on a small scale are little. Subsistence
farm operation plus other family labor provides cash incomes
of about $350-s700 per vear (equivalent). Farm productivity
Is usually low because of }ack of technology and proauction
inputs., Government extension services and commercial credit
are usually not availaple. Traders and middlemen play an
important function in supplying credit for pasic subsistence
neecds and providing essential services such as the marketing
of surplus farm proaucts which are usually not within the
capapility of the average farmer.

(b) The commercial processingsmarketing firm is
concerned with credit, access to markets, quality control,
COoSts, and a good return on investment. The firms come in
ali sizes and have different operating Styles which 1n great




part is influenced by economic conditions, access to markets
and credlit, social orientation and the availability and
capacities of farmer organizations.

The opportunities are very much demand derived. For
example, as the current economic slowdown in the Philippines
contracted the domestic demand for relatively higher priced
processed foods declined and the surviving firms were those
with export markets. The export market is highly
competitive with a whole set of requirements and different
demands of which market 1inkages, financing, improved
technology and quality control are primary.

As indicated above, the demand or market for processed
and packaged foods is economy derived or greatly influenced
by the economic environment. Under- the existing adverse
conditions exports have become important to survival. The
economics, however, are still with those operations which
serves both the domestic and export markets. The comestic
market provides the necessary base for long term stability.

Tne opportunities for exports are gooa given the
Pnhilippines’ advantages of low labor costs and proxXimity to
the rich markets e.g., Japan, Hong Kong, Singapore and
Australia. However, lack of a consistent government policy
and weak institutional support systems have not encouraged
exports. <cCifliciencies which must be instituted to compete
in the world markets are lacking in most farming systems.
At the farm level, the problems of integration of improved
technology and quality control need to be resolved. At the
national level, lack of access to credit and high
intermediation costs in dealing with an inefficlent R
flnancial service system and export-related ministries o
discourage investments. o

An indicator of the potential size of the food export
“industry" is the number of registered commercial
institutions involved in agricul ture exports in which,
despite the constraints of the system and economic
conditions, still numbered several hundred in 1983-84. To
secure an export market the firms need to be of a certain
sSize and have proven record of performance which eliminates -
many of the existing firms. Reliable figures on total
assets, sales and income of these firms is not available:
however, the size of the firms involved range from large
Philippine-pased integrated companies such as the Ayala and
- San Miguel Cecrporations, to multinationals such as Del Monte
and fdeinz, to relatively small domestic marketing firms with
assets of apbout Pesos 1,000,000 ($50,000). (SOURCE:
Philippine Exports 1983-84, Foreign Service Institute,
Manila, Benjamin B. Domingo.)
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C. SIRUCTURAL ANALYSIS OF SATELLITE FARMING:

Taple 1 pelow proviaes a listing of a sample of firms
Interviewed auring the study and the types of crops or farm
production which are now being managed under contract
arrangements with farmers.-farmer organizations or contractor
intermediaries. Note: Tie firms Included In the study are
aiso involived in various non-satellite farming agro-projects
in addition to the satellite farming agro-projects listed.
It should aiso be clear that the list does not include all
of the firms operating under various contract arrangements
with farmers in the Philippines.

The sample of firms range in size from the large
integrated Avala and multinational ‘San Miguel Corporations
(Philippine-based) to the relatively small Ram Food Products
with 150 employees involved in food processing for the
domestic market. Also included in the study is Planters
Products Corporation (government-managed) which had tarceted
i0,000 farmers for participation in its 1985 Maisagana (corn
production) credit proaram. This Planters Proaucts program
inciudes satellijte farming arrangements providing for
technical assistance and production buy-back agreements.

TABLE 1

FIRMS INVOLVED IN STUDY: SATELLITE FARMING

(# firms surveyed in aetail) GRO~PROJECTS
Ayala Agricuitural Development Corp. Corn Seed/Feed
Benguet Management Corp. Poultry/Citrus
#Callifornia Manufacturing Co., Inc. (CMC) Cucumber/iMango
*Litton Agro-lMarine Corp. (Litton) Okra
#*Northern Foods Corp. (NFC) Tomato
Planters Products, Inc. Corn/Rice
Purefooos Corp. Corn :
#Ram Food Procducts (RAM) Cucumpber/Tomato
San lMiguel Corp.r/Magnolia _ Corn/Poultry
#Universal Robina Corp. (Ropina) White Beans

For study purposes, five of the satellite farming
operations were analyzed in more detail. The systems
proviae a good range of experience which characterizes cash
crop sateliite farming overations. Each aiffers in approach .
and all have some desiraple features for replication.

Exhibit A pbelow provides a matrix of five of the
satellite farming operations surveyed. It indicates the
variety of arrangements in the sharing of responsibilities -
for organization, financing, etc.



EXHIBIT A

AGRO-PROJECT DISTRIBUTION OF RESPONSIBILITIES
\ RESPONSIBILITIES: (A. Firm:; 3. Intermediaries)
N\ ,
\ A. NFC  RAM ROBINA LITTON CHC Traders
\ B. Coop. Cont. SLBIP FSDC Cont.
KEY FACTORS -
OF PRODUCTION:

1. MARKETING: Firm Firm Flfm Firm Firm ,

-DOMESTIC X X X X X

~-EXPORT X X X X

2. FINANCE/ ‘ i SR

CREDIT Firm. Cont. SLBIP Farmer Cont. X«

3. FARMER

ORGANIZATION Coop. Cont. SLBIP FSDC Cont.

4. PRODUCTION Cont/ SLBiP/ rSDC/ Cont./

INPUTS Firm. Farmer Firm/ Firm/ Firm X
Farmer Farmer #*

5. TECHNICAL FSDC/

ASSISTANCE Firm Firm Firm Firm Firm

6. MANAGEMENT/ .
QUALITY CONTROLS Firm. Cont. SLBIP FSDC Cont.

* Farmer input responsibllities vary by contractor

The following discusses in general the organization,
relationships and maJor functions of the main actors, i.e.
the farmer, intermediary and the firm. As indicated above,
the study focused primarily on high value cash crop ’,
vecetable operations since they are the most demanding and .
the experience, principles and concepts would apply to ,
almost all satellite farming operations. Again, the actual
organization and practice in sharling responsibilities will -
depend to a great extent on the nature of the crop,
obJectives of the firm and resources available. ’

1. Marketinag Linkaces

The critical starting point for any commercial
agro-project is the establishment a market linkage. 1In the
international market, the firm‘s capacity to survive also
depends on its knowledge of the intricacies of the market
and a track record of periormance in aeiijvering quality
products at the agreed time. The identification of export
markets by prospective entrepreneurs has been constrained by




the jack of a data base and consistency of related
government policy such as taxes, customs and exchange rates.

The information requirements for domestic proauction is
¢ss of a problem, but in a competitive export environment,
Information on importer requirements, prices, competition,
etc. is critical. The larger firms with information
networks have a definite advantage. The governments
information/promotion sService under the Ministry of Trade
and Industry has not been very effective in providing timely
data for prospective new entrants, i.e., the present system
of a once or twice a year trade promotlion leaves much to be
desired in establishment of linkages and marketing
connections for the starting entrepreneur. This, of course,
limits the potential for expansion of the export base which
is essentially limited now to the main traditional exports
of sugar and coconut. :

In all put one case, the firms involved in the study
have establlished marketing arrangements or linkages both
domestically and internationally. RAM and CHMC have
Integrated processing and marketing facilities while NFC and
Robina operate as supcontractors providing processed raw
materials to other firms for further processing and
marketing. In all cases, the requirements were of a
continuing nature to supply an existing product line, e.g.,
In-nouse orand names such as RAM Foods and Pure Foods or
international prands, e.g., Del Monte and Heinz. Litton
Agro-lMarine exports were to the fresh markets in Japan.

(The fresh fruit and vegetable market in Japan s considered
to be very attractive. The constraint has been quality
supply to this sensitive consumer market.)

2. QOroanization

Assuming access to credit and a market linkage,
decision factors in organizing under alternatives models are
the product itself (cropping patterns), and supply source.

The crop dictates the organizational requirements and
the need for contractor intermediaries. The Magnolia
poultry operation would not require a contractor to
coordinate the small number of farmers it would work with
and that would have the resources to manage a minimum of
30,000 pbirds. A vegetable producing operation for a
aomestic production operation would require a contractor or
cooperative organization in oraer to efficiently coordinate
the 80 farm families required even for a small operation. A -
hyporid seed operation would require 40 farmers per one acre
unit to maintajin the needed quality, thus greater management
and organizational regquirements. _

Tne supply alternatives for the firm are essentially
(a) procuction by the firm itself (backward integration) or
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(b) procurement from an Intermediary supplier (contractor,
trader or farmer association). The first alternative of
corporate type farming has been tried on various lapor
intensive cash crops with little success., Trader operations
offer a pntential source of supply where scheduling and
consistency in quality is not critical. Where reliability
(quallty, quantity and timeliness) is important, experience
has shown that the mest technically and economicly feasible
supply system is through forward contracting with farmers--
farming their own land and coordinated either through a
local contractor/intermediary or a farmer organization.

Of the sample of five firms surveyed, four of the firms
(RAM, Robina, Litton AND CMC) had organized for supply of
farm products through indepencent contractors/government ,
intermediaries. NFC organized its supply operations through
exlsting cooperatives. (The discussion below on alternative
models and the fedsibility analysis in PART II provides a
discussion on the considerations of both approaches.)

3. Procduction Inouts

The level of inputs provided by the firms to the farmer
varies in each case, but each firm at a minimum provides the
farmer, either directly or through the intermediary,
improved seeds and some level of technical assistance. The
gap petween what the firm provides and what is required is
filled by the contractor Iintermediary or the farmer. The
contractors usually finance the greater part of the inputs
but they may require farmer financing of some part of the
requirements. NFC operations differ from the other four in
that it provides a comprehensive package of inputs including
Initial advances for subsistence needs. (The discussion
below on alternative modeis gives additional comments on
financing and control considerations.)

4.- Finance and Credit v

At the firm and intermediary level, financing is a sjn
qua non. Access to credit has been pointed out as the
primary constraint to expansion of agribusiness generally,
The requirements are for medium- to long~term capital for
equipment and facilities. 1In addition, many of the firms
need short term lines of credit for working capital. Each
of the firms had applied for financing through the
commercial financial system but their experience has been
discouraging. Unless there was a personail relationship with
the bank’s management and real estate collateral outside of
the project the application would not be considered. One
firm’s appiication for a line of credit took nine months to
process even with real estate provided as security. As a
resuit, the forward commitments to farmers had to be
cancelled, causing serious problems with the community, and
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Inputs contracted for in anticipation of the loan had to pe
sold at a ioss. The available government financing programs
have peen nonoperational unless there is a personal
relationship involved. The conservative nature of the
financial service system and lack of expertise in servicing
the agriculture sector is a major issue of this proposal,

At the farm level, an importantant consideration is the
provision for subsistence allowance for the farmer to take
care of personal needs during the period before harvest when
progress payments begin. This has not been adequately '
adaressed by most of the satellite farming operations. It
has resulted in many cases in “leakage" or sale of inputs
and diversion or sale of the end product on the open market
when funas are needed at home. NFC is the only firm, that
proviaces an advance as a standard practice as pre-project
financing. The contractors working with Robina and CMC
provide for some aavances for personal needs and deduct
these advances from progress payments. Two of the:CMC
contractors have an arrangement with farmers for loans and
insurance whereby in case of deatn, crop faiiure or other
such disaster, they will absorb all loans advanced.

The local entrewnreneurs or contractors and small
farmers suffer more from lack of access to credit. All have
had to rely on credit from local moneyY lenders to finance
their working capital needs at monthly interest rates
reaching 18 vercent. The SLBIP management consultant,
contracted uncer a World Bank project, has been able to
secure ioans frem a lccal thrift bank (based mostly on the
reputation of the contractor) for individual farmers.

Farmers working with FSDC are responsible for securing
thelr own financing for required inputs.’ JPiost of these
farmers utilize the local money lenders or input suppliers
to finance nesaed 1nputs at higher costs,

S. Technical Assistance

Education on application of new technclogy is a
continual requirement for the first two or three years.
Each of the firms has instituted some type of training and
education program on the technology requirements but the
integration process is slow. The firms® management
estimates that it takes two to three Years for the
technology to be integrated but once the benefits are
demonstrated, the spillover to other crops is significant.

Each of the firms provide some level of technical
assistance. NFC has organized its operation to incluge
severai trained resiaent farm extensicn agents who are
available to the farmer on a daily basis. RAM provides only
a ilimited amount of technical assistance upon request.
Robina extension agents are in the tield and provide
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periodic visits to the farmers’ fields, but most technical
assistance comes from the resident SLBIP contractor and
Ministry of Agriculture extension agents who are given extra
Incentive pay to work with the project. Littori, at its own
expense, provides pre-planting training at its own model

farm operation and its extension agents visit the farmers
periodically. CMC also has extension agents who visit the
farms periodically and are available to assist the
intermediary contractors.

All of the agro-projects have attempted to utilize more
extensively government sector research and extension B
services, FHowever, they have found the services to be
unreliable. The research and extension services are
uncoordinated, they lack basic transportatlon, and salary
and per diem are inadequate; therefore, they have no _
Incentive to travel. 1In order to secure needed assistance,
private sector satellite farming operations have provided
government extension advisors with salary supplemants, per
diem and transportation, with some success. The weakness in
the government extension service limits the technology
transier process. It also causes inefficiencies in the
private sector cperations. Experience on technology from
one agro-project to another is not made available causing
duplication of efforts and waste of resources. :

6. lManaaement/Buaiitv Controls

All of the firms except NFC relied primarily on the
intermediary to provide primary field management including
the monitoring of the correct application of inputs, o
production practices and quality control. 1In all cases this
was supplemented by extension agents provided by the firms.
The contractors for CMC and R2M also hired experienced
farmers full-time to assist in the inspection and monitoring
of quality control. The government-assisted projects (SLBIP
and FSDC) rely on theilr own field agents to inspect and
monitor and have drawn from the available Ministry of
Agriculture and Food extension advisors.

The costs for management controls over "“leakage" remain

high. Firms operating in areas where there are strong
farmer organizations are able to use the association
leadership to help maintain controls. The lack of farmer
organizations to monitor their own mempers has been
ldentified as a serious constraint for the lo~g-term
expansion of satellite farming systems.
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LOGIC AND STRUCTURE OF
SATE _FARMING

(Government Policy)

(Finance) 1. FIRM
. VAN
2. INTERMEDIARY / \ Export:
-/ \ / fresh-
Ve \ : / processed
3. FARMER / N\ 5. MARKET
A /7 \
\ -/ . \ Domestic:
(organization) N\ / processed-
N/ packaged
\/

4, COMPETITION

M/ EMNTREPRBENEUR ¢

-Estaplished market linkage essantial;

-Management crganizaticn, extensicn service and-

extensive controls needed at farm level;

—-Equity and working capital requirements high;

~Intensive management-controls required;

-Some R&D/farm level technology adaptation necessary.

2. INTERMEDIARY: (Farmer Associatior/Coon/Contractor)
-Essential service to interface with firm/farmer;
-Capacity to organize/manage farmer associations/coops;
-Financing required for some or all production inputs;
~-Trader operations possible alternative source of

supply, however, presently fragmented and unreliable;

3. FABMER: T
-Essential inputs: family labor, 1/4-1/3 Ha irrigated

and accessible farm land;

~Interface through farmer association or cooperative;
-Interest in guaranteed price but risk aversive; 2-3 -.
Yrs. of demonstration betfore technology integrated.

4, COMPETITION: LT
-Hign entry ccsts; success of new entrants dependent on

linkage to markets; access to financing difficult;

5. MARKET: |

-Demand derived/influenced by economy and government

policy, e.g. export incentives, credit; R

-Market segmented based on products and market network; .

-Export market competition intense in Asia; o

-Large potential Japanese, U.S. and Australian market;

-Rellapility and quality of supply critical for both ' -

export and domestic markets: | RS
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CHAPTER Il: MODELS FOR STUDY AND REPLICATION

A. TIHE PRIVATE SECTOR FIRMS. INTERMEDIARIES AND FARMERS

Discussed below are the structure and experience of two
representative satellite farming systems employed in the
Philippines. Both systems operate in the same environment
and have the same input and ingredient requirements, l.e.,
land, labor, technology, management and linkage to markets.
However the organizational structures differ significantly.
The operations are large to medium scale is size, however,
their planning and organizational approach are still good
models for planning more modest sateilite farming programs.
The satellite farming crops, tomato and cucumber, also
reqg.ire systems that fully test satellite farmirig approaches
- In terms of demands on technology and management; therefore,

the experience and lessons are of relevance  to other type of -
satellite farming agro-projects. :

- Northern Foods Corporation‘s (NFC): This medium sized
firm has developed an approach which works directly with
farmers through local farmer associations and their smaller
sub-units (built around indigenous irrigation systems).

It’s marketing link is with a large multinational which
sells the processed products in both the domestic and
international markets. High quality standards are rsquired
for the raw materials, therefore, extensive management,
controls and technical assistance are required at the farm
level. The satellite farming system developed could be
termed as "comprehensive' in that the full range of lnputs
are supplied by the firm and the farmer is given attractive
Incentives for meeting guality standards.

- California Manufacturing Corporation’s ¢(CMC): This
larger sized firm has developed an approach which works
through local intermediary contractors. The firm markets
the processed products under its own brands both
domestically and for export. The contract with the private
entrepreneurs provides for an attractive margin for a set
quality and quantity of production. This is the more
typical approach whereby the firm is removed from working
directly with the local farmer/farmer orzganization and
management, technical assistance and input financing
responsibilities and risks are shared with the contractor
and farmer. The price of the raw materials to the firm is
commensorately higher.
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1. jorthe porat - e o peration

Northern Foods Corporation’s (NFC) satellite farming
operation was selected to lllustrate a “comprehensive"
system with direct linkage to a farmer organization. The
firm has a profit objective but it also includes in its
corporate mission concern for the welfare of the farmer
through a mutually beneficial partnership arrangement.
Future plans are to develop a profit sharing program with
farmers and expansion into subsistence crops.

a. Background ' '

The provincial government officlals of Ilocos Norte
contracted for field surveys on potentlial marketable high
value crops. The 1983 study recommended tomato production
for paste as having potential and a good domestic and export
market. The demand for tomato paste is large and has been
imported for processing for domestic and export sales.
Based on the results of the feasibillity study and interest
irom a multinatioal to purchase the tomato paste, Northern
Foods Corporation secured financing through the government’s
KKK financing program to establish a processing plant in
Sarrat, Ilocos Norte. The project’s organization involved:

- engineering and plant construction supervision
contract by a U.S. firm;

- purchase contract with Philippine Packing Corp. (Del
lionte) to buy the raw material for paste and agreement to
provide technical assistance on agriculture and processing
technoloagy;

- extensive negotiations with farmer assoclations and
farmer orientation on requirements, operations and
organization whereby the farmer agrees to provide land and
labor and MNFC agrees to provide a guaranteed minimum income
1f proceedures are followed, and the full range of inputs,
Including training and technical assistance, through .
full-time NFC extension personnel.

The plant started operations late in the 1984-85 season
but still managed to process over 875 tons of tomato paste
with sales reaching Pesos 86 million. The initial project
development costs for the plant and start-up costs are given
as Pesos 129 million ($6.5 million) which were financed by
Pesos 105 million ($5.2 million) equity (KKK contribution
was in "Preferred Shares" with a sinking fund to redeem all
outstanding shares within 14 years) and Pesos 24 million
($1.2 million) in revolving suppliers’ credit. The local
government support and availability of long term financing
was critical to establishment of the enterprise. The firm
I1s restricted from declaring any dividends until preferred



shares are redeemed. The firm estimates that the shares
will be redeemed in five to six years,

D, NFC Satellite Farming Experience:

The 1984-85 farming operations involved some 3,000
farmers cultivating 1,050 hectares. The allocation of land
by the farmer to the commercial operation averaged about
one-third hectare. (This is considered an ideal size for
cropping by the farm family given the intensive labor
required to produce at the firm’s standards.)

An intensive education process was developed on the
technology and requirements under the contract. The NFC
detalled information package orients the farmer on the
firm’s policies and organizational goals, practices,
procedures and requirements for participation. <(Annex 3
provides a translated copy of NFC’s illustrated. farmer
orientation materials.)> The implementation plan accepts
that the education is a continuing process and a two- to
three-yvear period Is regquired to integrate the technology.

In the first year of operation, NFC reports indicate
that 70 percent of the contracted farmers performed as ,
planned and many exceeded the 40 .tons/hectare first year
target. The highest yield was 112 tons giving an income of
Pesos 28,000 on a per/ha basis for the approximately four-
five month season. The success in start-up is in great part
due to the existence of strong farmer organizations
organized around the community irrigation systems. Strong
farmer organizations are a definite resource to any
agro-project since it allows for more efficient training andl
extension service and provides for group management
contrels.

Acceptence of the system has been extremely positive.
NFC records show farmers’ net incomes on a per hectar basis
were two to nine times greater than income from traditional
rice farming and 150 percent greater than that of tobacco,
another traditional crop of that area. More farmers are
wanting to Jjoin in the venture than can be accommodated by
the plant’s capacity. The farmer’s interest is attributed
to a great extent on the provision under the agreement that
if the farmer follows the required practices, he is
guaranteed a minimum net income of pesos 5,800/hectare for
the use of his land even 1f expected ylelds of 40
tons/hectare are not reached, or if there is complete crop
failure. This provision ellmxnates the risk which is of
critical concern to the small subsistence farmer.
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NFC officials state that net return during the first
year’s operations was less than expected because of
unplanned start-up costs of production. They are confident
that a planned internal rate of return ¢(IRR) of 40 percent
over 20 years and payback in 7.3 years will be achleved. 1In
1986-87 sales are projected to reach Pesos 150 million and
net income is projected at Pesos 31 million or 20 percent
net return on sales. A return of 35 percent is expected in
future years which is reasonable considering the investment
costs and risks assumed by the company under the system,

First-year operations confirm the critical need for
well planned training and orientation of the farmers on
technology and quality control requirements. NFC’s control
mechanisim is through their full-time extension staff who
are In the field every day, and a .modern computerized
accounting system which tracks the field operations,
Including inputs provided to each farmer and the expected
outputs based on daily field reports. The field inspections
and reports matched with the record system can surface
proplem areas and variances in proauction pians. Even with
these controls there is some "leakage" of inputs to other
farmer crops.

Plans are for extension of the satellite farming program
into the rice growing period (wet season). Rice farming
offer smaller margins but even at low margins, lncome will
contribute to the continuing flxed costs of full time field
personnel and plant facilities maintenance incurred during
the off-season. It also allows the firm to integrate better
farming practices on the rice crop which would contribute to
the productivity of the follow-on high value crops. NFC is
convinced of the viability of their satellitn farming model
and that it can be replicated in other areas wlth different
crops.

2. Caljfornia Manufacturijng Corp.-Profile of
5 =

perations -

California Manufacturing Corporation (CMC) was selected
to illustrate a common satellite farming arrangement which
involves contracting of farmers through a local contractor
Iintermediary (hereafter called contractor). This
organizational arrangement and strategy provides for a
sharing of the risk in the financing of farm inputs and
removes the firm from direct negotlation/contracting with
the farmer. Annex 2 provides a sample of the purchase order
agreement which specifies CMC’s commitment and requirements
that must be satisfied by the contractor in terms of product
‘quality, quantity and schedule of deliveries.
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a Background:

CMC Philippines is partly owned by California Packing
Corporation, a U.S., multinational corporation. The company
has operated in the Phillipines since 1955 under different
. ownership arrangements. The firm is listed as one of the
top 100 companies in the Philippines involved in processing
of various food products under Lady’s Choice and other brand
names for domestic and export markets.

The firm processes some ten farm products of which
cucumber is supplied under satellite farming arrangements,
The company’s cucumber farm operations are centered in
Bulacan, Nueva Eclja and Cavite Provinces within a radius of
50-150 km. from the main processing plant outside of Manila.
The cucumber satellite farming supply system involves nine
contractor intermediaries working each season with an
average of 940 farm famillies on about 3500 ha. (1/4 - 1/3
ha. plots/farm family).

b. CHC Satellite Farming Experience:

The satellite farming system employed by CMC is typical
of many satellite farming operations in the Phillppines
wnere management and financial risk is spread amongst the
firm, the local contractor and the farmer. The CMC system
provides that the firm will supply technical assistance in
critical areas and critical production inputs. For example,
CMC supplies the hybrid seeds to the farmers through the
contractor (as an advance), and also provides periodic field
level training and extension service at their own expense.

CHMC is very careful in thelr contractor selection. The
numerous applicants are carefully screened aand selected on
the baslis of their experience In farm management, farmer .
relationships and ability to finance production inputs and
working capltal. Once a contractor is approved, the
contractor is responsible for the selection and organization
of farmer cooperators. Depending on the local situation,
the contractor could work through government sponsored
cooperative organizations or may organize the farmers on an
ad hoc arrangement for the cropping season.

CMC’s involvement at the farm level in the early
contracting period is limited to assisting the contractor
evaluate the adequacy of the farmer’s land and advising on
the input requirements. Assuming the land area meets the
requirements (water rights, land title/lease agreement), a
purchase order (contract) is necgotiated which sets the price
standard and volume CMC will buy. Detailed schedules of
delivery are prepared with the contractor. Before actual



18

planting, CMC inspects the land preparation. 1If approved,
the purchase order is issued and the contractor is provided
with the hyporid seeds (currently priced at the landed cost
of Pesos 400/1b. which |Is deducted from the contractor’s
future progress payments).

The contractor must make his own arrangements with
local suppliers for the financing of his share of production
Inputs. (CMC does not offer financial assistance but the
purchase agreement with CMC could be used for collateral
purposes by the contractor in short term borrowings.) The
experience of contractors in accessing credit in the rural
areas is poor. Most contractors arrange for credit through
the local money lender at rates reaching 18 percent per
month.

The firm requires strict quality control, and therefore
extension and management controls are very critical during
the growing period. For example, last season in Bulacan the
CMC extension agents and the contractor staff made weekly
visits to each of the 230 farms during the four-five month
growing period. CMC assists with training and will provide
specialized technical assistance. The contractors also hire
their own inspectors to help maintain quality control.

These "inspectors" are usually experienced farmers from the
area who are familiar with the farmer cooperators. If
farmers do not follow the advice of the technician and the
contractor they are warned; if the probliem persists, they
will be disqualified from participating in the future. Any
sunk costs of the contractor are lost. Accordingiy, farmers
are also carefully screened for prior performance,

During harvest time extra labor may be hired by the
farmer to assist in the 18 hour/day backbreaking work of
picking, grading and hauling to designated pickup points.
The contractor also usually hires extra labor to inspect for
quallty and grading. The farmer harvests every two days
throughout the season. The contractor is responsible for
transport of the harvest to the plant site usually within 12
hours of harvest, Any delay will result in loss of moisture
and lower prices when weighed at the plant. Payment is made
to the contractor within three days after delivery. The
farmer is paid at least weekly, however, the contractor will
usually retain one or two weeks of the farmer’s progress
payment on account to cover personal loans or advances to
the farmer for his share of the production inputs.

The CNC/qontractor intermediary type approach has theu ;~ﬁ
advantage of spreading risks and responsibilities for farmer ..

organization and control. The costs to the firm are in

higher costs for raw materials since the lntermedlary'waks 7?
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on a margin of between 15-20 percent. Still, the return to
~the firm is estimated to be about 20-25 percent (as compared
to the 35 percent return expected under Northern Foods’

- comprehensive program). The disadvantages under this system
ére'mainly to the farmer who is required to finance some
part of the production input reguirements. His costs of
financing, if avallable, are high; and those farmers _
otherwise qualified to participate but who have no access to
financing are automatically excluded. o

As noted above, CHMC has more applicants for purchase -
order contracts than demand for raw materials ¢(farm R
products). In the last three years the demand for processed
products for the domestic market has leveled off because of -
the problems in the domestic economy. The company is R
exploring opportunities in Japan tor fresh fruit and BTy
vegetable exports. The opportunities appear to be good, but: -
the company‘s concern is that the market cannot be exploited :
until quality control can be improved at the farm leve].. L

3. Government Intermediarv Orcanizatjons:

Two experimental attempts by government support - R
institutions to work with the private sector are interesting
and could be important to expansion of private sector
ventures. The agencies involved, Farm Systems Development
Corporation (FSDC)> and the National Irrigation Authority
(NIA), have taken on the function of catalyst to initiate
and stimulate expansion of satellite farming operations and
also to act as intermediaries between the farmer and the
private sector firms. Both of these agencies have
responsibllity for small farmer irrigation projects v
throughout the Philippines and, therefore, have interest in
making their farmer organizations more productive in order
for them to cover amortization costs of infrastructure and
Irrigation fees. The irrigation farmer organizations offer
a potential base for satellite farming since the land is ‘
irrigated and the farmers are organized to work together.

The FSDC operation has been working with Litton

Agro-Marine in Bulacan and Pampanga since 1984. The pllot»ﬁ{g§“

program has been carefully planned. Operations are still
relatively small and experience Is limited, but FSDC

management is very enthused about the farmers interest and:

cooperation. NIA is working with Universal Rubina in the - |
Cavites/Laguna area under the Second Laguna de Bay Irrigation
Project (SLBIP), a World Bank-financed project. Under this
project an outside consultant was hired to work with the
farmers. ' ‘
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) The SLBIP is in its third year of operation and its
experience has been very good according to the contracting
firm and the farmers involved. Approximately 2500 farmers
are now involved in the project. This demonstrates a
potential public sector Supported satellite farming
programing mechanism. The key factor of the success of the
satellite farming vegetable component iIs the leadership of
the project hired consultant who helped develop the program
and has the credibility to effectively interface with the
farmer organization and with Universal Robina Corporation.
Robina supplies Helnz, a multinational corporation, with
processed white beans for further processing by Heinz into -
pork and beans for the domestic market.

The project has also been successful in utilizing the
government extension service by providing the government
personnel with additional remuneration for assistance on the
proJect. Based on the Success of the project, NIA
management is encouraging the Ministry of Agriculture to
- establish other model satellite farming agro-projects in
strategically located farming areas throughout the
Philippines to demonstrate the viability of the system to
potential private sector investors and demonstrate to
farmers the benefits of application of improved technology.

As suggested by the consultant, these demonstration
sites would follow the government’s "Anchor" project concept
which involves government partnership with the private
sector firms in organizing technical assistance, production
inputs, buy-back arrangements, storage and processing
facilities, transport and marketing services,

4. The Small Farmer- a Profile:

The survey attempted to compare farmer operations
‘with”’ satellite farming contracts against farmers ‘without”
contracts. Some general conclusions can be drawn, such as:
satellite farmers were found to be an older aroup averaging
40 years. The average household size for al] farmers
interviewed is six. Farmers on the average have two to six
chilarsn. Those above the age of 10 are considered by the
farmer to be of working age and are expected to contribute
to the family“s welfare. Sixty-nine percent of the farmers
interviewed completed only elementary level educatijon,

Many of the contract farmers in the survey had been
Involved off and on with small satellite farming
operations for several years. Their experience under
satellite farming had been good and most wouid be anxious
for more opportunities to participate. The more successiul
satellite farmers are said to have a strong work ethic and
sense of entrepreneurship. These characteristics are also
sald to be more noticeable in certain ethnic aroups such as
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ilocanos and tfarmers from certain geographic areas sucéh as
Cavite, Laguna and Batangas Provinces.

a. Farm Characteristics '

The majority of contract farmers in the sample (54
percent) lease their land under sharecroping arrangements,
while 58 percent of the non-contract farmers were
owner-operators. (Good irrigated land for lease is only
available during the dry-season i.e., when the land is not
in rice production.)> On the average, the farm size Is 2.3
hectares of which contract farmers allocated about 0.28
hectares to .the contracted cash crop. The balance of the
farm land is usually planted to other consumption crops
Including corn or rice if sufficient water is availaple.
Most of the farmers interviewed had a few chickens, a few
had a pig and a fewer number had a carabao. The owner
operators with satellite farming experience were willing to
allocate more 'and to cash crops during the dry season,
however, over the last three years the contract volume o
amounts have diminished because of economic conditions and
lower domestic demand.

b. Farmer Attitudes--Technology Transfer

Basically the goal of the small farmer 1ls survival.
This translates to aversion to any risk and hesitancy to
experiment. In the Philippines (as in most developing
countries), small farmers are reluctant to invest on their
own in new technology until the benefits can be
demonstrated. This contributes to the long lag time for
Integration of new technology. Even under satellite farming
systems where a predetermined price is set before nroductinn
pegins, it will still take two to three cropping seasons
before the farmer can be fully convinced of the benefits of
diversification, and his first preference will also stil] be
to allocate resources to the subsistence crops of rice or
corn. These crops provide the small farmer more of a :
perceived sense of security than aztual income. There are
changes in attitudes occuring in those farming areas where
there has been experience in satellite farming of high value
cash crops and utilizatlion of new technolcgy. As increased
production and income are realized over two growing seasons
because of new technology and crop diversification, the
Integration of new technology to other crops and to the
surrounding farms is very positive.

¢. Farmer-trader relationships- =
Historically, the small farmer’s primary support system
has been through individual arrangements with traders, .
landloras, and larger farmers in the area. There is a mixed
feeling apout the costs and benefits of working with :
traders. Many consider traders as exploitive of the farmer.
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However, when considering the marketing and transportation
service and cost of rural financing calculated against the
price given the farmer, the trader‘s return may be in an
acceptable range. 1In any event, there is usually no other
alternative since there are few other support systems
especially in providing credit for tamily consumption,
emergenclies, production inputs. Comments have been made
that satellite farming operations serve to provide some
‘competition’ to the trader‘s operations, thus encouraging
some better terms for the farmer.

The study indicates that technology transfer
contributions by traders and other informal suppliers are
minimal and, if at all, are unplanned. The technology ‘
transfer that does occur is by way of indirectly encouraging
farmers to improve quality through offering higher prices
for better production supply which results from application
of better seeds, fertilizers, insecticides and other
Improved farming practices. This is not to say that the
services of the traders are not essential. They perform a
critical financing and marketing function that no other

Institution in the Philippines can provide. Considering the .

extensive outreach of traders, there is a need for
additional studies on means to coopt the trader to
participate more formally in the technology transfer
process.

B. SUMY F_EXPERIENCE

The following summarizes the analysis and discussions .
given In the previous sections. oL T '
In general, the advantage of satellite farming from the
viewpoint of the firm is in the spread of costs of v
production and the sharing of risk. For the farmer, the .
advantage is in income rewards of small scale farming
operations. Market iinks and access to credit are a
necessary precondition to establishment of the systems.

1. The Firm:

New entries face several start up problems. The
financial Investment requirements are high and access to
credit is difficult. In addition to the costs of plant
facilities, new entrants must have the working capital to
maintain operations for at least a two yvear start up period
and, most importantiy, they must have an established market
linkage. At the field levei, the firm must organize either
internal extension services and field management controls or
establish an arrangement with local intermediaries. The
choice of impiementing model] is primarily based on
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management’s criteria on risk, profit objectives, management
resources and presence of farm level farmer organization.
Firms with a good marketing network have been able to
make good profit margins. There is a lack of hard financlal
aata on the descrete satellite farming agro-projects. Most
firms will oniy provide general financial data to the public
which are subject to some question since sales, expenses and
income are usually understated for tax reasons. The NFC
financlal data given in Annex 3 is the most comprehensive.,
It glves detailed 10-year planning figures and shows the
costs of operating a "comprehensive" system. The NFC
financlial @ata indicate that profits will reach 35 percent
annually and the IRR has been ~omputed at 40 percent over a
20 year period. The other less comprehensive systems are
citing net returns of 20-25 percent. UMany outside observers
speculate that the profit ranges may be even higher. A
recent study by the Institute for Small Scale Industry
‘Indicated average returns of 40 percent for food processing
. firms. The profit margins at 40 bercent are not considered
eXcessive since most entrepreneurs understand that the high
value crop ventures are high risk-high rewurn investments.

Satellite farming arrangements are most appropriate for
Seasonal commercial cash crops with a short production and
marketing cycle. A relatively quick product inventory and
cash turnover is important to the firm and the small farmer.
The farmer needs a steady flow of income for daily family
consumption. The firm is concerned with cash flow, and
sShort/seasonal production cycles limit the financial
exXposure and serves as a management control. In the
Philippines, many processing firms have attempted corporate
farming or integration of operations to the farm level,
l.e., growing their own raw product requirements for
purposes of control of supply. The experience has not been
good in labor intensive cash cropping including vegetables
and the subsistence crops of rice and corn. The investment
costs for land and equipment are high and the technical and
management problems in working with “hired farmers’, with no
attachment to the land, have resulted in losses in :
practically every attempt. ’

Food processing firms have also attempted to buy
directiy from farmers and traders with no contract
arrangements. Vhere quality and scheduling is important,
the experience has been very poor. Accordingly, processors
interested in guality and reliablity of supply have found
contractual sateillite farming arrangements with small
farmers working on their own land to pe the most efficient.
The firm is able to avoid the high investment costs for land
and equigment, and the farmer has a stake in the venture
which motivates improved production.
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The two models descriped above offer two alternatives
for organization and planning. NFC’s model requires ful)
control of operations and input supply in order to assure
qualjty output. The management system which provides for
company technical and field management to work directly with
farmer organizations has proved viable and the firm is
already planning to expand the system to cover the wet
Season production of rice and corn. The CHMC mode] provides
for the intermediary (contractor) to take on responsibility
for financing of the lnputs and to monitor for quality .
control. CMC raw material supply costs are greater but they
also avoid the risks of financing the productlion inputs and
possible diversion and crop fajlure.

2. The Contractor/Intermediary

The contractors (local private sector entrepreneurs)
provide a very necessary service to the firm and the farmer.
To survive, the contrartors neeas to be good managers and
have credibility with the farmers in the area. During the
4-5 month proauction period the Job of organizing small
farmers and coordinating farm production requires hard work
and special management skills to obtain the quality products
required py the firm and maintain costs for a reasonable
return on investments. Judging from the number of appllcants
for Purchase Order Contracts with CMC, the contractor’s
return on investment is very competitive with other rural
economic opportunities. A constraint to all rural
entrepreneurs/contractors is access to institutional credit.
Working capital financing for farm inputs and for field
operations are a precondition in the contract arrangements
between the firm and the contractor.

3. The Farmer

The predetermined price for the output is a very good
incentive to the farmer to participate and allocate scarce
resources. Ideally, the firm and the contractor would like
for the farmer to share more in the financing of the
production inputs as a control measure (avoids diversion of
inputs). However, small Subsistence farmers lack access to
financial resources to finance the inputs. If the farmer is
required to finance part of the inputs the financing costs
to the farmer (if credit can be found) are very high and
therefore his return on labor in the end is much less.

The analysis could draw no conclusions on income
differences between contract and non-contract farmers also
involved in farming high value crops. What is conclusive is
that the contract is highly in demand and that incomes/ha.
from cash crop farming is from two to nine times greater
than the supsistence crops of rice and corn. (See Annex 5
for summary survey data.) The added satellite farming
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family income is also relatively higher in comparison to : -
most other unskilled off-farm employment. However, in most
small farmer households some off-farm employment is still ~
needed by some of the household mempers. =

4, T Supporti Fi cial Servjce Svst

The financlal service system has been described as
unreceptive to agriculture generally and having a "pawnshop
mentality. For example, the present commercial and
government sponsored programs and terms do not provide for
financing, if at ail, beyond four years and then the terms
require 150-200 percent real estate collateral (outside of
the project assets). These terms can only be met by the
wealthy few who are not interested in agriculture
investments or are not interested in the challenge of
working with small farmers. .

C. SUMMARY CONCLUSIONS AND OUTSTANDING ISSUES:

1. Summary Assessment: ' B

- There is extensive experience in satellite farmlng.
Under satellite farming arrangements the firm can provide
what the farmer lacks in production inputs, including
technology and marketing linkages to enter into production
of higher value crops. The farmer can supply the essential
land and labor, thereby reducing the firm‘s capital
investment requirements. Therein lies the logic and the
comparative advantace of satellite farming to both the firm
and the farmer. ‘

- The precondition to expansion of the system is an
established market linkage and access to credit. If these
conditions can be met, the impact of satellite farming can
be substantial in terms of profits to the firm, acceleration.
of technology transfer, increased production and Income
rewards to the small farmer.

-~ The high entry and working capital costs, requlrement.fﬂ

of a market linkage and existing institutional and farm
level weaknesses argue for a phased program finance plan:
(1> initial financing operations targeted at expansion of
the existing more experienced firms who can immediately
compete In the highly competitive export market: and
(2) parallel development of financing mechanisims and
institutional support systemg focused at new entrants.

In support of both existing and new ventures, there will be
need for support structures dealing with export market
development, farmer information and cooperative development.
With the institutional support systems in place, the program
should actlvely solicit new entrants.



As indicated above, the primary need at both levels
will be for innovative financing approaches for:

(1> an efficient financial service system that can
provide timely short-term working capital at reasonapble
terms for the firm, the contractor and the farmer; and

(2> financing of medium- to long-term capital
requirements for equipment and facilities.

Profit incentives will need to be provided to the
banking sector to encourage them to work more agaresijvely
with the agribusiness sector in financing term debt, equity
and venture capital. The profit margins should be such that
they would assume a promotional role In assisting in project
development, export promotion and the strengthening of the
rural banking system. .

- Of interest to the government and development
planners is evidence which Indicates that the private
Sector-driven system can decrease the lag time for the
application and integration of new technology by as much as
50 percent, directly impacting on farm productivity and
rural income. Experience also confirms the worldwiade
findings that small farmers utilize very efficiently
production inputs, i.e., the cost of producing a unit of
agriculture output is reduced and the returns to the firm on
any given input/investment is much greater than under
corporate-~owned farm operations. S

~- There is no one model for al] situations. The model
or planning framework of Northern Foods Corporation contains
features of interest to donors in terms of an efficient
profit making venture, with an efficient technology transfer
approach, and a socijal orientation. As such, it is a good
planning model from which to use as a point of reference for
replication of systems, recognizing that each application”
will need modifications and appendages to fit the
environment and obJectives of the firm.

p. SUmmary of Programing Issues:

There are particular issues mentionedﬁabove which ate.’gfj

considered as the primary limiting elements as seen by the
private sector. These are: " ’

[N

1. Access to Institutional Finance-Forejan Exchanpae Risk

To facilitate the whole satellite farming process there
are requirements for efficient financial services and access
to credit at all levels. The financial service system does
not function and only the very wealthy and larger firms with
Internal resources are able to daccess credit. Lack of
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access to credit has been cited in every discussion as a
national resource problem and the greatest constraint to
expansion of private sector involvement in the agriculture
sector.

Related and an Issue to both the borrower and lending
Institutions is the Issue of foreign exchange risk involved
in financing of imports. The depreclating peso does not
encourage lenders to finance foreign exchange for equipment
and other imported materials needed for plant improvements.
If the lender agrees to finance the foreign eXchange it will
be at 30-40 percent interest rate which is Intended to cover
his exposure. The borrower may be able to porrow pesos and
convert them to hard currencies but in either case the costs
would pe high. With the high cost of capital ang high
transaction costs (time, effort and "fees") added to the
high risk - high return nature of commercial agriculture,
entrepreneurs are not encouraged to invest.

2. Market Develooment- Lack of Institutjonal Subpvort
Svystem

It goes without saying that there cannot be a
commercial venture without a market. Market demand is now
constrained by poor domestic economic conditions. There is
increased interest in exports where there is large
potential. Exports, however, are constrained by the lack of
reliable and timely market information and consistency of
government support policy.

3. Farmer Orcanization and Management Controis

As noted above, most high value cash ¢rop production is |
usually very labor-intensive. Efficient management systems
and logic do not allow for the firm to deal with farmers
individually put in the absence of local farmer .
organizations much time and effort must be spent in farmer.
organization and orientation. Working through contractor
Intermediaries is one means by which a firm passes on the.
responsibility put the problem of quality control and
efficiency still remains aS « concern to the firm.

Presentiy, farmer organizations are generally very weak and  “ B

government sponsored organizations lack effective
leadership.

The leadership does not command the needed authority to
negotiate and assure that farmer mempers will honor the
terms of the contract Including the proper utilization of
Inputs provided by the firm or contractor. Farmers
organized on an.ad hoc basis with no traditional ties cannot
sServe as self-monitors. Therefore, there are added costs to
the firm or contractor for additional controls to monitor
Individual farmers. 1Ip discussions with firms, the need for
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viable farmer organization sy tems follows access to credit™
and market linkages on the level Of“lmportance; ’ L

4. JInformatjon and Extension Services

Related to farmer organization and the weak support
system ls the lack of information on satellite farming
Systems and experience. For the most part, lessons learned
are lost and each agro-project usually starts out as a fresh -
experiment. Many costly mistakes are duplicated in the
first two years even though there is extensive experience.
In part this Is due to the weak coordination and support
from the public sector research and extension services. The -
lack of information and documentation results in '
inefficiencies and auplication of effort., Efficlency in
expansion of the system is dependent on capturing the
lessons learned and efficient dissemination of the
experience and tested technology or requirements.
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PART 11
PRIVATE SECTOR
SATELLITE FARMING SUPPORT PROGRAM

CHAPTER I111: PROPQOSED PROGRAM:
INTRODUCTION: . _ .

This study was initially focused on defining approaches
to expand satellite farming as a vehicle for increased
agriculture productivity, and secondly, to define aspects of
satellite farming technology transfer processes which could
be replicated or extended by the public sector extension
service.

The study concluded that the system is indeed efficient
In its capacity to: accelerate technology transfer: increase
agriculture productivity; employ large numbers of small
farmers and provide income rewards; serve as a good entry
point for further agribusiness development. There are,
however, serious institutional and farm level constraints to
expansion of satellite farming. In addition to weakness of
government agriculture policy (e.g., export promotion) and
support institutions, priority areas which need to be
addressed include the perennial problem of access to credit,
market development and farmer organization.

The weakness of the public sector institutions and
support systems and the importance of finance as the key
lubricant to expansion of agribusiness argue for a new
programing approach. Recommended is a strategy which
shifts execution of the program from the public sector to
private sesctor entities. It recommends that satellite
farming promotion, finance, technical assistance and
monitoring responsibilities be given to selected financlal
instituticns and a proposed Satellite Farming Support
Program Advisory Board. The perceived advantages are In
terms of quicker disbursements and efficlienclies in
operations since the private sector has the knowhow and
entrepreneurial skills to analyze the opportunities,
organize profitable satellite farming operations, expand
quality production, and develop marketing outlets.

The key assumption is that given reasonable profit
lncentives the private financlal institutions will actively -
particlipate and will take on management functions of a ’
highly focused private sector oriented program involving:

~- development of innovative finance mechanisms for
promotion of satellite farming:
facllitating agro-project identification;

~ assisting in agribusiness sector analysis:

- assisting entrepreneurs in project planning.

Loan flnqncing of $15.0 million and $1.2 million In
grant funding’' is proposed as the initial funding for the
experimental program under the planned Accelerated
Agrlculture Production (AAP) project assisted by USAID.
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SUMMARY PROGRAM FRAMEWORK

EROGRAM GOAL: STRATEGY :

increase rurai Private sector led
productivity and mgt. and mkt‘g plus
strengthen rural pub. sector support
economy . of high value crop
production under
satellite farming
operations.

PROGRAM OBJECTIVE:

Strengthen rural improved policy-
institutional mech- dialogue between
anisms to channel pub/pvt sector:
improved tech., access to credit;
technology assist. <financing tech.

and fin. resources. assist and train.
PROGRAM CONPONENTS: INPUTS:
Institutional Level
A. Satellite Farming Loan, Guar.,
Finance Facility Rediscount

racility and
Tech. Assist.

B. Export Promotion Policy studies,
Tech. Assist.
C. Tech. Transfer, Case Studies,
Research, Exten- VWorkshops,
sion Information information,
Education and
Farm Leve]
D. Farmer organ- Tech. Assist.,

Training, lgct.
Assistance

ization Improv,

KEY HSSUMPTIONS:

Favorable export mkt.
Small farmer quality.
production;

Pgt. sector and fin.
inst’s participation
and investment in the

‘rural areas;

Public/privaté sector
cooperatlion in prog.
development: '

Improved political/
economic stabllity.

PURPOSE:

Inst. credit program
for satellite farming
wlll encourage com’ |
finance institutions
participation in agri
lending for long term

Market information and
export support policy
wlll expand the export
base and supply demand
for high value crops

Increased information
flow and diversified
approaches to exten-
sion of improved
technology will help
improve rural prog-
uctivity and income

Improved organization/
management capacities
will facilitate the
expansion of improved
tech. tran. processes,
prod. and planning.
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PROGRAM FRANMEWORK
A. PROGRAM GOAL:

The proposed private sector-oriented program supports
the government’s overall program goal of: gnc:egseg
agrjculture productijvity and strenathenina of the rural
gggﬂgm_ through:

the promotion and integration of improved technology
by small farmers for increased productivity:

- expansion of the export base; and

~ generation of backward linkages to small farmers by

agribusiness firms. S

B. PROGRAM OBJECTIVE:

The objective of the proposed Satellite Farming Support
Program is to: gstablish orjvate sector institutional
lnlechanisms to _channel financial resources and strenathen
private sector supvort svstems to expand satellite farmlna

roSrams

PICIrams.

C. PROGRAM STRATEGY AND COMPONENTS:

The program is designed to deal with both institutlional
and farm level constraints and strengthen both ends of the
farm production chain, from the strengthening of financlal
services to agro-projects to supporting small farmer
producer associations.

The two primary operating principles of the proposed
Satellite Farming Support Program are:

1. The program needs to be highly disciplined with
clear cuidelines and criteria focused on satelllte
farming operations.

2. Selected private sector including commercial
financial and credit institutions would functlon as
the primary executing agencies.

An important consideration is that there is an existing
financal infrastructure that could execute the financing
program and coordinate support mechanisms including market
analyslis and Information systems. This is not to say that
there are not problems with the private commercial finance
system. Ffor example, there is a preoccupation with
obtaining excessive collateral and there is a lack of
experience in agriculture lending.

The assumption Is that: (a) with adeguate incentives,
selected private commercial financial institutions wil!
actively engage in agriculture lending and manage related
supfunctions in support of expansion of satellite farming
and marketing operations; (b) the profit incentive will
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encourage other efficiencies to the system: and (¢) with
training and technical assistance the banking sectors’
institutional and operational constraints can be resolved.
The experience in satellite farming in the Philippines
is extensive and an expansion program could be developed
gquickly working first with existing satellite farming
operations wilth marketing linkages and, 1n parallel,
developing the institutional support systems for new
entrants. As a point of reference in planning and i
structuring farm operations, the Northern Foods Corporatlon
model described in Part 1 is recommended. o
The following exhiblit outlines the proposed components.,;

UTLINE OF OGRE QMPONENT

Primarv Céns;rg;ntg/lggggai

1. 2. 3. 4. " B. 6.
Access Fin. Export Export Tech Farmer
to Supp. Mkt. Policy Tran. Assoc.
Program Credit Syst. Info. Syst. :

Components
Institutional Level Activities:
a. Sartelilite Farming
Flnancing Facility:

-credit X
-guarantee X
*»-rediscount X
#-tech. assist. X

o. Export Promotion ‘ S
-tech. assist. ; . X
-studies : ‘ _ o X

c. Technology Transfer
Info. and Support AR
-case studles ’ X

-workshops , X
-other research/info. ey
sharing { X

Farm Level Activities:
d. Frarmer Producer
Assoclation lmprov..;
-training oo
-tech./mgt. asslst.‘k,; el o S R
# under existing ALF oroqram de ¢fiBEd,pelow
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SCUSSION: KEY COMPONENTS

A. SATELLITE FARMING FINANCING FACILITIES
.. 1. The Purpose: ' -

, To develop institutional fiiancling mechanisms for. -
satellite farming operations which will encourage commercial
financial institutions to participate further in agriculture
lending programs on a permanent basis. A PR

2. The Issues: Lack of Access to Credit and -
Weak Financial Instltutions

A continuing problem is the lack of access to short-,
medlum-, and long~term credit (both forelgn and local
currencies) at reascnable terms, on a timely basis and in .
the required dimensions. Every firm interviewed cited the
lack of access to credit as a primary constraint and a
national resource problem. Contributing to the problem is
the "lack of experience of the commercial financial S T
Institutions.in agriculture financing and weakness in the = =
rural banking system both of which restrict the expansion of.
rural based agripbusiness generaiiy. o o

3. Backaround:

There are several existing government financing
programs on record. However, most are non-operational for
various bureaucratic and institutional reasons. (See Annex ©
for listing of programs.) iIn 1985 only 140 commercial
flnanclial institutions (of over 1900 institutions) were
considered eligible to participate in the various government
supported agriculture programs, mostly because of high
arrearages on previous government sponsored lcan programs.

The Agriculture Loan Fund (ALF), a government-supported
program assisted by the World Bank And USAID, has been
recently developed to strengthen both the government and
commercial financlial institutions. (World Bank funding for
the program amounts to $100 milliom (loan), supplemented by
another $20 million (loan/grant) from USAID.) The long term
opjectives are to institute policy and operational reforms
and support agriculture activities. The donor credit
financing resources are channeled through the Central Bank
for onlending to selected commercial institutions.

Technical assistance programs are to be administered in
cooperation with the bankers’ associations. The program is’
facing difficulties in implementation in part due to the
conservative nature of the Central Bank staff and current
economic and financial problems of the banking sector.

The current economic conditions of the country have
contributed tq the probiem of the commercial and rural
banks. The arrearages and loan losses are veryY high, and
many of the private commercial banks are now .under

government-instituted reorganization. However, there still
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exists a reasonapiy strong base to work with and with
planned ALF technical assistance and restructuring a number
of the stronger institutions could be coopted to particlpate
and promote the program. The system now 1ncludes:

a. private commercial banks (28) which now account for
75% of total financing to the agriculture sector (represents
only 12% of their total loan portiollo and &80% of the loans
are centered on Sugar, coconut and rubper);

b. private rural banks ¢1000) with 98% of the loans
agriculture-related (most of which are delingquent); '

¢c. farmer-owned and provinciaily centered cooperative
rural panks (29): a major eXpansion is now underway to cover
each of the 72 provinces which offer good potential; '

d. thrift banks (1356) of which 70% are in rural areas

Incluced in the above 28 commercial banks are several
Universal Banks which function as both commercial and
Investment banks with equity and venture capital windows.
The "Unibanks" have the potential to play an important part
In rural credit working as "lead" banks with rural banking
affiliates and in croviding equity and venture capital under
the proposed Satellite Farming Support Program. The
involvement of the stronger commercial banks is seen as
crucial in revitalizing the rura] banking service system.

4. Satellite Farmina Finapcina Facilit|es-
The Proaram Concept

a. FINANCE FACILITIES

A phased. hichly focused and disciplined financing

brogram is proposed. Key concepts of the proposal are:

(1> Finance Channels--
USAID loan resources wouid be coursed directly through
selected commercial financial institutions for onlending to
Qualifiied firms and related contractor and farming '
operations.

(2> Phasing--
The phased financing progaram proposed provides for initial
targeting on expansion of existing operations which already
have established marketing networks and exXperience in
operating in a very competit]ve environment. Parallel would
pe the deveiopment of innovative finance mechanisms (e.g.,
equity and venture capital flnancing) for new agro-projects
proposed by entrepreneurs With sound business plans but
limited capital.

(3) Sub-loan financing--
For existing satellite farming operations, sub-loan approval
up to a free limit of $250,000 would pe delegated to the
credit institution based on clear criteria and aguideiines.
Loans above the free limit would be subject to approval by a
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Satellite Farming Support Program (SFSP) Advisory Board.
For new satellite farming operatins sub-loans would be on a
co-financing arrangement with the credit institution and
approval would be delegated to the SFSP Advisory Board.
USAID financing would be limited to 50 percent of the
approved credit and not more than $3 million.

(4) Rural credit--.
A "lead" bank arrangement is proposed in view of the
weakness of the rural financial service system in loan
appraisal and management generally. The "lead" bank would
wholesale funds to their rural affiliates (either pranch
banks of the "lead" banks, private rural banks, e.g.,
thrift, rural and cooperative banks), who in turn would
on-lend to the rural contractor intermediaries and farmer
producer associations to form a larger financial system
reaching down to the rural level.. '

(5) Criteria-- y
A basic criteria and feasibility requirement in the loan
analysis and approval should be: (a) an established market
link and (b) a satellite farming plan which employs a
minimum numpoer of farm families (e.g., 80-100 farm
families).

(6) Terms--
A 25 percent equity contribution by the sponsor should be
required.. Interest rates would follow the ALF agreements of
market rates and repayment. Maturity would be up to 5 years’
for eguipment and modernization and 12 years for new plant
facilities. Short term working capital credit would be
available on a seasonal line of credit basis.

Demand for Credit Funds

The demand for funds cannot be quantified with any
accuracy. As noted in the industry analyslis, a few firms
with the riaht personal connections and real estate
collateral have been able to avall of commercial and ,
government sponsored facilities. HNone could be said to be
pleased with the arrangements considering the time and .
effort required and other transaction costs which discourage
any would be investor. o

The data below is pased on interviews, loan
applications of two commercial banks and information
provided by the Securities and Exchange Commission and
Ministry of Trade and Industry.

Credit requirements are of three types:
(1> BShort Term Seasonal Credit-

For the processing firms, lines of credit for working
capital are a standard requirement. The working capital
requirements range from $150,000 to $500,000 C(equivalenty.
Northern Foods’ line of credit in 1985 was Pesos 12 million
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(8600,000>. It is assumed that other less comprehensive
operations would not exceed that amount,

At the farm level the requirement is primarily for-
Seasonal (3-6 mo.) production input/working capital
estimated to be between $35,000-54,000 for the contractor
intermedlaries. The farmer proaucer associations once
organized would also require similar amounts.,

(2> Mealum-term Capital Financing

Financing reouirements for equipment, expansion and
modernization of facilities vary but could reach as much as
$1,000,000. Ram Fooas, for example, has equipment supplied
under a 1963 (?) USAID financing program and was interested
in securing spare parts and a second production line at an
estimated cost of $250,000. To date, they have not been
able to secure the financing.

There will be cases where rural contractor .
Intermediaries and farmer producer associations will require’
medium-term credit (1-3 yrs) for such items as small farm '
equipment, transport vehicles and construction of storage
and grading facilities.

(3> Long-term Capital Financing

The total demand again cannot be estimated with any
accuracy. The requirements are of two forms: debt, i.e.,
straignt term debt and equity/venture capital financing. 1In
theory, there are some 15 commercial institutions with long-
term financing and equity/venture capitai wingows, but in
practice little, if any, long~-term financing is avallable
One large commercial financial institution revealed that
they had on hand applications for agribusiness loans in the
range of 518 million, most of which were of a long term
financing nature.

An official of the Ministry of Trade and Industry
estimated that in the last four vyears the applications for
assistance were in the range of $250,000. This appears to
be low. It may reflect the uncertainty of tne environment
and may correspond to limits set by a Central Bank facility
wnich is directed at small-medium scaie encterprise with
assets of not more than Pesos 10 million (s500,000).

D. LOAN GUARANTEE FUMND

Most agro-projects wil] require medium- to long-term
flnancing and most new start-up projects would require some
type of equity or venture capital financing. As indicated
above, banks and crecit institutions in the Philippines are
risk adverse and even short term loans now require heavy
collateral. The Philippine covernment has encouraged
commercial panks to form equity and venture capital
corporations for small and medium scale enterprise. _
However, little, |f any, venture capital investments have
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been made by the 17 banks listeq as participating under the
program.

A guarantee funag 1S proposed as part of the financing
facility to assist in the financing of small-medjum scale
satellite farming agro-projects with long term viability,
growth potential and with sound business plans. The
guarantee facilijty would be used as a means to (a) induce
private sector financing institutions to invest in
productive agribusiness rather than invest their own
génerated savings and resources in financial instruments
(Central Bank CDs and Treasury Bills) and (b) to encourage a
change in the practice of requiring 150-200 percent rea]
estate nollateral in adadition to the project assets. This
eliminates most investors except the wealthy who are not
interested in the more challenging.agriculture projects

There is scope for USAID Participation both as a
guarantor and as a tinancier in efforts to develop venture
cepital facilitijes for small- ang medium-scale satellite
farming enterprise which can demonstratce viability and sound
meanagement. It js bropvosed that USAID initially restrict
its Participation to the guarantee of venture capital
financing by participating financial institutions. it is
eXpected that a well-disciplined program (clear criteria,
appraisal ang monitoring) with a guarantee will encourage
investments by the private Sector in satellite farming
agro-projects.

The proposed loan guarantee Program woulda be available
to guarantee Up to 50 percent of the amount financed up to a
limit of s1.0 million. The risk peyond the $1.0 million
would be taken DY the sponsor ang the participating
financlal institutions. The guarantee fund would need to be
capitalized uncer the Satellite Farming Financing Facility,
and managed BY an experienced management institution

c. REDISCOUNT FACILITY

Rediscount facilities are now available for
participating CFis involved jp agriculture lending under the
Agricuiture Loan Fund (ALF). This facility should also be
available for loans financed by the CFIs under the SFSF.
Rediscount of eliginle loans is now allowed up to ?0 percent
of the loan amount . ' ‘
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d. FINANCIAL SERVICES TECHNICAL ASSISTANCE AND
TRAINING '

The above financing facilities would be complemented by
grant-financed technical assistance and training program
under the existing ALF program. The program is now in its
eariy stages of contracting for technlical assistance to help
strengthen the financial service system and review policy.

B. EXPORT PROMOTION PROGRAM

1. T Purvose

To develop a market information and expof; support
program in order to expand the agriculture eXport pase and
supply demand for seasonal high value crops.

2. The Issues: Absence of accurate and useful
marketing information and marketing service: non-promotive
gocvernment gclicles.

3. Backaround

As noted above, the current economic conditions do not
favor expansion of satellite farming systems and food
prccessing plant capacity for domestic consumption. The
potentials are now in exports where information and a data
bank is important in order to compete effectively with other
exporting countries. This requirement Is especially true
for new-starts which require accurate and timely market
information on food product demand, prices and import
requirements of the importing country. The government effort
is basically limited to trade fairs and data maae availlable
oy the Ministry of Trade and Industry (HTI) which is dated
and of litttle use. (Trade fairs are promoted by the MTI
Center for International Trade Expositions and Missions. )-

Related is the lack of consistent government policy
clear operational procedures and services for exporters.
The firms interviewed complained about bureaucratic
requirements, many of which had to pay "processing fees" to
have their applications considered. Others complained that
agribusiness and industry generally suffered because of high
energy charges wnich they state Supsidizes home consumers,
export taxes, import tariffs on essential inputs and
overvalued exchange rates. All of this transiates to higher
costs of doing business and discourages investments 1n
agro-projects. The pending agriculture incentive
legislation promises tc address many of the policy
constralnts, but other stucdies on possiple government
interventions and policies to promote exports will still be
required.
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4. Exvort Informaticn Services and Polijcy-
the Prooram Concent.

Agribusiness firms indicate a good awareness of the
domestic market. A majority of the exlsting firms have
international marketing and distribution networks already in
place. The prospective new entrants, however, do not have
access to market data outside of that provided by the
Ministry of Trade and Industry (MTI) as a result of periodic
traae fairs. This data is not kept current and is quickly
outdated. o

Financing would be provided for technical assistance in
establishing an information system and data bank for
agro-project exports. The proposal is that management of the
data bank pe coordinated closely with the financing
services, both of which are preconditions to success of
satellite farming projects. ; ' - S

The policy study requirements are seen as related to
both the finance and information components. The premise is
that information and policy studies need to be private
sector-managed functions to be effect]ve and responsive to
the industry.

C. IECHNOLOGY TRANSFER INFORMATION SUPPORT SERVICES
1. The Purpose

To facllitate the information flow, diversify the
approaches to extension and integration of improved o
technology and strengthen the public sector support service. . .

2. e Issues
Absence of Information on Satellite Farming experience “
and lack of technology transfer dissemination mechanisms. = -

3. Backaround

Notwithstanding the long experience in satellite
farming in the Philippines, there is almost a total lack of
documentation or information on the processes involved and
the experience of other satellite farming programs. Every
start-up agro-proiect begins with a new serles of
experiments in farming systems and technology transfer
processes. This may take as long as two vyears. Related and
contributing to the problem is the poor information flow
between government research and extension agencies, and weak
links of poth of the services to the private sector. The
government research and extension services should be
available to guide interested firms on satellite farming
cropping patterns, soll testing, input requirements for high
value crops »nd methods of farmer organizaticn., This
support and [.formation flow would result in increased
efficiency.
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4. Satellite Farmina Technoloav and Infqrmation-
e 0 Concebo

To initiate a more efficient technology transfer
process, the Satellite Farming Support Program would provide
grant funds to finance:

(a) case studies

(b> workshops

(¢c) research on information sharing approaches

Grant funds would be provided to prepare case studies,
organize seminars and workshops and other Informational type
programs which will provide eéXposure and-experience on
technology transfer and the performance and problems of
Satellite farming operations in general.

The studies and information sharing are expected to
result in establishment of a continuing dialogue which will-
in turn result in better coordination of the private sector
with research ang extension services in such areas as farm
extension, soil testing and research on variety improvement.

Illustrative topics for seminars and research could
Include, among others:

- state-of-the-art on community organization

- transition from Subsistence to commercial farming

=~ Synthesis of key factors in technology transfer

D. [FARMER PRODUCER ASSOCIATION DEVELOUPMENT

1. TIhe Purpcse:

To develop organizational procedures and management
Systems to faciiitate the expansion of satellite farming
operations.

2. The Issue- Weak Farmer Organizations-

Satellite farming, by definition, is based on farmers
working together to provide as a group the required raw
materials., Therefore, a viable farmer producer organization
Is a precondition to the system. Viable farmer organization
mechanisms are as crucial as credit and market linkages to
the system.

3. Backaround

Most existing tarmer organization have peen develoed
unaer various government programs. Farmers have been
required to join these organizations to avail of government
Sponsored programs. The organizations to a areat extent
have been poiiticizea with appointed leacership. A farmer
may belong to as many as five local organizations whose
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functions overiap, many times are duplicative and none of
which have the discipline and self monitoring or control

mechanisms neded in satellite farming operations. Farmer

organizations with good leadership are needed as a focal

point to negotiate contracts, facilitate orientation and

training and for management and guality control.

There are some existing farmer assoclations that offer
natural advan:i:aes and could be used as a base for new
satellite farming operations. These 1ncluge associations
organized by the Farm Systems Development Corporation
(FSDCY, and National Irrigation Association (NIA>. Both of
these government agencies are responsible for assisting
farmer irrigator associations and water systems. This is an
essential resource for satellite farming. (As noted above in
Part 1, these two organizations are already involved in
experimental satellite farming operations.)

There are alsoc a few farmer associations that have
hired professional staff (manager and accountant) to handle
their business affalrs with very positive resuits. For
example, there are several farmer cooperatives organized by
private voluntary organizations that have grown to include
business enterprise. The area marketing cooperatives,
assisted by the Bureau of Cooperatijve Development (BCOD»,
have hired professional managers with good success. Also,
the experience anag Success of the Second Laguna de Bay
Irrigation Project (SLBIP) in organizing some 2500 farmers
for satellite farming operations attests to the feasibility,
importance and benefits of professional management. With
professional management hired locally, pProducer associations
should be able to expand their benefit programs to include
other services such as credit union activities, marketing
and input supply.

4. Farmer Producer Associations- Proaram Concept

A pllot program is propocsed to assist ongoing and
new-start satellite farming operations strengthen farmer
Proaucer associations. The program would provide financing
for:

(a) technical assistance

(b)> training

(c> management financing

It is proposed that up to 20 farmer producer
assoclations with membership of at least 200 farmers
involved in satellite farming operations be selected and
provided with technical assistance, training and seed funds
to help defray professional management costs for three years
on a declining basis,
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The proposed grant would be coordinated by a private
voluntary organization such as the Pnilippine Business for
Soclal Progress (PBSP) in consultation Wwith the SFSP
Aavisory Board and in cooperation with such government -
Iinstitutions as BCOD, FSDC and NIA. The contract wouid
provide for development of systems for information and
education of farmers on satellijte farming operations and
requirements, and for the training of producer association
leaders in farming systems technology including production
planning and quality control.

D. IMPLEMENTATION ARRANGEMENTS:

Following is an expansion of the general implementation
framework given above. As a reference point,. the analysis
of ‘the "industry" indicates that the constraints to
expansion of existing satellite farming operations are
primarily functions of finance. And as noted above, new
entrants are faced with the crucial requjrement of
estaplisnment of marketing iinkages and competition. Until
the firms control mechanisims are firmly in place the
initial 2-3 years of operations will only be marginally
profitabple. The basic requirements to be adaressed in the
impiementation plan are:

(1> Access to Credit: capltal cost financing ana
working capital:

(2> Marketing linkages and export information
networks; and : . .

(3> Field management and control systems and related
farmer organization planning.

As noted above, a guiding principal of the proposed
program is that resources should be channeled directly
through private sector entities where possiblie for needed
efficiencies. The objective of this program approach Is not
to compete with the public sector but to reinforce and
complement public sector programs focused at agricul ture
development generally, Again, as noted apove, the premise
1S that the private sector will take every opportunity to
develop, translate and apply new production, organization
ana marketing technology in the most eificient way possible
TO achieve cptimum productivity and profits.

l. Filnance Facilities:

There 1s precedence for AID working directiy with
private commercial institutions. in 1985 a centraily fundeaga
standoy facility of $2.0 million for export oriented small-
and medium-scaie enterprise was approved by the AID Office
of Investment, Bureau for Private Enterprise. The
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participating institution is the Far East Bank and Trust
Company, a Philippine Unibank. This is one of several
“universal" panking institutions along with other private
universal banks such as the United Coconut Planters Bank,
PCI Bank and Bank of the Philippine Islands (BPI) which
would be considered good candidates for participation in the
program. 3BPI has indicated interest in such a program and
is already financing satellite farming activities of the
Ayala Agriculture Development Corporation Ca supsidiary of
the Ayala conglomerate which owns a major share of BPI».

The various activities would need to be coordinated
with the puplic sector including:
-the Central Bank (rediscount and ALF technical
assistance);
-Ministry of Agriculture (technology transfer, farmer
organization): ‘
-Ministry of Trade and Industry (export promotion); and
-specialized government corporations such as Farm
Systems Development Corporation and and Natlional
Irrigation Authority (farmer ocrganizationy.

a. Geperal Administration/Oraanizatijon:

The central component of the Satellite Farming Support
Program is the financing facility. As recommended above,
establ ishment of a SFSP Advisory Board is proposed. The
Board would include representatives of the particlipating
finance 1nstitutions: PCCI Agriculture Committee; a member
of the Central Bank’s ALF Committee; and a representative of
USAID. The Board would provide policy oversiaght, review
loans above the free limit, guide grant activities and
coordinate with other private and public sector agencies
involved in agriculture credit. The Board would be
supported by a proJect-financed SFSP Secretariat responsible
for day to day activities. HNote: Active participation by
the Philippine Chamber of Commerce (PCCI) is considered -
Important to the success of the program. The PCCI is the
leading private sector interest group in the country
supporting industrial development and has taken a strong
stand in promoting a policy of dispersion of industry to the
rural areas inciluding agro-industry. 1t has also
demonstrated leadership and ability to influence national
policy which is key to the proposed program.

To the greatest extent possible, the participating
finance institutions and the SFSP Advisory Board would have
authority for approval of loans and negotiation of contracts
within clear guidelines and criteria. USAID would have
post-audit authority as it does under all agreements. In the
Initial phase, the loan review process should involve
representatives of all institutions involved in the project.
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The intent is to use the loan review process as a learning
experience, provide an opportunity to clarify issues and
Improve procedures, critically review agro-project
appraisals and permit the institutions invoived to form
trust ana good working relationships with each other. This
is critical to the long-term success of the program.

At the farm level, for small equipment and seasonal
working capital lines of credit, a local SFSP Committee
should also be established Invoiving representatives of the
"lead" pank, rural banking affiliate, local leaders and the
agriculture development officer. The Committee would need
to insure that the affiliate rural banking institution has
the capacity to monitor the agro-project -i.e., field
appraisal and inspection staff to Ilnsure that funds are
appiied for the approved purpose. -

D. Processing and Feasibility Assessment

The experience of loan losses and high arrearages of
pPrevious gevernment-supported agriculture loan programs
point to the need for petter criteria and analysis of loan
proposals. Each proposal would need to be analyzed and
reviewed for technical, managerial and financial
feasipility. A Primary requirement would be an estanlished
market for the product, or in the case of a new satellite
farming operation, a business plan which can Justify the
investment.

In most cases the exXisting borrowing firms are of
sufficient size and have experience in preparation of
feasibility studies and financial data neecied for prolect
appraisal. 1If the agro-project is complex then it is
expected that the services of a local consulting firm would
be secured to prepare the required financial and technical
data. The cost could be considered as part of the loan, if
approved., '

In the case of loans to farmers’ producer associjations
and local contractor/entrepreneurs for seasonal lines of
credit, the "lead" bank and rural affiliate staff would need
to work with the borrower in preparing the loan application
and cash flow and technical analysis. A primary requirement
would pe a contract (establ ished market) with a processing
firm. The analysis would need to carefully consider
contractor experience and reputation as an important basis

for approval. Similarly, in the case of farmer
organizations the strength of leadership and management
reputation will be critical evaluation factors. Until] there

1S sufficient experience with the porrower, each Seasonal
line of credit should be considered a separate agro-project,

l.e., the following seasonal line of credit should be
evaluated on its cwn merits.
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To strengthen the rural credit and provide the lending
institution with some security, a standard requirement would
be for the rural borrower to assign progress payments from
the firm to the lender to amortize the loan within the
proauction period. Experience in farm lending indicates
that it is very important that a schedule of repayment be
established which coincides with the receipt of payment for
the output. This also provides a form of management control
for the lender.

A more efficlent assessment and review system must be
aeveloped to act quickly on loan applications. The 6-12
month delay in processing of loan applications has been a
serious weakness in the present system. A uniform 1oan
application which provides pasic information on the
essentials of the agro-project to be financed would pe one
measure to facilitate the process. This would keep the
burcen of paperwork to a manageable level and allow the
financing institution to process the request as quickly as
possiple.

¢. Loan Guarantee Facilities:

The loan guarantee fees assessed for the guarantee
(usually 1 percent of the loan amount) would be used to
cover the aaministration of the fund and any excess would be
added to the reserve. The guarantee furd concept can only
achieve its objective if, first, the participating financial
institution can be convinced o the Funcd’s integrity and,
secondly, if the Fund is shown to be operable, i.e., the
management staif can evaluate the loans and expeditiously
process the applications eligible for guarantee.
Accordingly, the management staff must be trained in risk
manacement techniques including a careful review of loan
applications submitted for guarantee, and continual
monitoring of the agro-project to assure that actions are
peing taken promptly on problems and arrearages before any
of the loans deteriorate.

2. Technljcal Assistance and Training

As discussed above, the focused satellite farming
assistance and trailning grants would be in direct support of
the central loan fund facilities. Accordingly, the SFSP
Advisory Board would play a key role in the development of
the terms of reference and in monitoring the activities.

a. Finance Related Technical Assistance
The grant assistance provided by USAID under the ALF to
strengthen financial institution capacities and policy would
compiement the proposed Satellite Farming Support Program.



b. Export Promotion
The grant technical assistance focused at export

promotion is in direct support of the finance facility.
Following the general principles outlined above, the grant
funas would pe coursed through private sector institutions
and founaations seiected in consuitation with the SFSP
Advisory Committee. The Secretariat to the SFSP Advisory
Board would manage the contract technical assistance. The
terms of reference for the contracts would be developed in
cooperation with the PCCI, MTI and exporters associjiatlion,
and approved by the SFSP Advisory Board.

in general, the terms of reference would generally focus
on: (1) establishment of a reliable information management
system and a data bank to facilitate the marketing of
Philippine agriculture products and (b) export related
policy and government services which are needed to create
the economic environment to encourage investments and
exports.

c. Technology Transfer Information and Support
Services

The conclusions of this study indicate that information
sharing on improved technologies and support services
between the public sector and the private sector are
extremely weak and need to be improved. It is proposed that
grant technical assistance resources be channeled through
one of the agriculture foundations of the University of the
Philippines which has a good working relationship/network
with the PFMArF, PCARRD (the government’s research
organization) and the various agriculture universities and
colleges. The program would complement the proposed export
promotion program descritbed above and the proposed technical
assistance to strengthen farmer producer associations. The
program would build on and also complement other government
supported programs of the Ministry of Agriculture such as
the Rainfed Resources Development Program which also works
on small-farmer aevelopment systems.,

The terms of reference would be developed with the
Advisory Committee and in consultation with the PCCI and the
Ministry of Agriculture., The foundation would be contracted
to develop case studies, organize workshops and to otherwise
assist in the coordination of information services between
the puplic and the private sector. The opening of two-way
communications is expected to result in improved attitudes
for cooperation and increased willingness of the public
sector to provide support to the private sector.

d. ‘rarmer Producer Assocliation Improvement
Over the llfe of the project, it is proposed that up to
20 farmer proaucer associations with membership of at ieast
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200 farmers involved in satellite farming operations pe
selected and provided with technical assistance and seed
funds to helip defray professional management costs for three
vears on a declining basis. As a condition to participate -
in the experimental effort, the farmer members would be
required to contribute to a management fund from the
proceeds of the satellite farming operation and other new
producer associatlon activities to support the costs of a
continuing professional staff for the producer association.
There are several private voluntary organizations ‘
(PV0s) that are concerned with farmer organizations and the
rural sector generally such as the Philippine Business for
Social Progress (PBSP) who also has direct links to the
business community and the rural sector. One or two of
these PV0s would pe selected to work with the satellite
tarming entrepreneurs, BCOD, FSDC, and NIA in developing
organization mechanisms and information and education
programs focused on sateliite farming requirements.

The program would test whether it is technically and
financially feasibie for farmer organizations to hire
proressionai managers and accountants to handie sateitite
farming operations as demonstrated in the Second Laguna de
Bay Irrigation Progect (SLBIP) aescribed in Part I above.
Test areas should be in geographic areas where there is
already satellite farming operations. These are now S
centered in the Provinces of Bulacan, Pampanga, Pangasinan,
Laguna, Cavite and Ilocos Norte. o

Detailed scopes of work for the hiring of management
services (manager and accountant) would be developed by the
SFSP Advisory Board and representatives of farmer o
organizations and in consultation with BCOD, FSDC, and NIA..
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E. RNy . - v (s )

Loan Grant
l. Institutional Level-

A. Satellite Farming Development Faclility

- Financing Facillty ##% 13,000
- Guarantee fund ' 2,000
- Rediscount ¥
- CFI Technical Assist. _ *
- CFI Training C*

B. Export Promotion

- Technical Asslistance =~ ~ 250

- Studies 100
C. Technoloay Transfer Information

and Support Services
- Case studies 100
- Workshops 50
- Other research/informathn sharing 50

2. r Le\l -—

D. rarmer Organlzation Improvement

- Management support fund ‘ 400

- Training 100
- Technical Assistance 150

Estimated Funding Requirements:

(1) Accelerated Aariculture Production 15,000 1,2b0
(2) Private Sector Contribution (minimum) %% 4,000 '

* EXisting program under the ALF

#% A 25 percent contributlion by the loan reciplent is a
standard requirement in the financing of projects by USAID.
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CHAPTER IV: FEASIBILITY ASSESSMENT

The aim of the bropcsed program is to provide the
limiting elements (e.g. credit? and supporting ingredients
(e.g. market information, farmer organization) that will
facilitate the expansion of satelllite farming systems.

The analysis pbelow will discuss (a) technical, (b)
financial, (¢) economic, and (d) policy concerns and jssues
of the program and potential problems still to be addressed.

A. TECHNICAL ASSESSMENT

The "industry" analysis indicates the technical
viability of satellite farming systems to effectively
address the need for: (1) a continuing supply of technology,
extenaed to the farming community; (3) increased rural
proauctivity and small farmer incomes and (3) an integrating
commercial arrangement which coordinates seasonal crop
production and marketing.

1. Integratinag Relationshios of Satellite Farmina

The integrating relationship of small farmer production
and a processing firm brought about through satellite
farming is effective in addressing the limitations and |is
technically, ftinancially and economically practical. The
system satisfies the following: (a) seasonal high value crop
Production is usually only technically and economically
teasible through labor-intensive farming systems and
employment of tamily labor: <(b) to obtaln the desired
commercial product, improved cultural practices and improved
technological inputs are required; (c¢) production planning
and forward coatracting must be done wel] in advance of the
harvesting and processing period for seasonal crops; and (d)
small farmers do not have the technical know-how and market
linkages required to commercially produce and market high
value perishable crops.

2. Acceleration of Technoloay Transfer:

The empirical evidence of this study does indicate that
indeed the technology transfer process Is effectively
improved andg accelerated through private sector involvement
in satellite farming systems. An Interesting comment on the
process was provided py former Deputy Minister Manny Lim of
the Ministry of Agriculture and Food. He attributes the
decrease in lag time to the simple fact that the private
sector seeing an opportunity or market will seek to invest,
without penefit of extensive research, in order to establ ish
itself and capture a market, leaving the field testing for
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adaptapllity to local conditions to the first and second
vear field work. 1In essence, the adaptation is forced and
the usual five- to ten-year process of research and testing
to identify the most ideal technology is avolaed.
Nevertheless, over a two-year period an optimum technology
can be achieved and profitable farm operations can be
reached. (Annex 1 proviaes an outline of the technology
transier process and the impact of private sector .
involvement on the lag time for the transfer and integration
of technoloay.)

3. Alternatjves to Satellite Farminag

The -study reviewed possible alternatives to satellite
farming arrangements. Essentially the alternatives are to
secure supplles under non-contract arrangements directly
irom farmers, middlemen or traders at harvest, or for the
firm to estaplish its own farm operations. .

a. The difficulties inherent in the direct
purchase approach are that (1) the farmer cannot anticlpate
the market and will not invest scarce resources (land and
labor) without an assured market, and (2) leaving planting
and harvesting dates to the independent judgoment of farmers
and traagers, without advanced scheduling, would not assure
timely delivery and quality of production.

b. The experience of corporate farming (corporate
owned land, equipment and hired labor) of seasonal crops by
firms in the Philippines has been a dismal fallure. For
example, attempts by the private sector in corporate farming
to satisfy the government‘s General Order 47, which requires
emplovers (with 500 or more employees) to provigde food
suppiements (e.g., rice) to employees, was disastrous in all
put one case. The lessons learned are that labor-intensive
crops do not lend themselves to commercial farming.
Small-scale farmers on a daily wage, with no attachment to
the land they farm, will not commit the lapor resources
(12-15 hour day) required of seasonal crops, and less so for
seasonal hilgh value cash crops where the labor of the entire
family Is required. 1In addition, the high capital costs of
iand and equipment do not make seasonal cash crop farming
financially/economically feasible.

4. The Technical Issues to be Addressed:

a. Farmer Attitudes- Risk Aversion
It cannot pe assumed that the small-scale farm family
will diversify into high value cash crops or allocate his
scarce resour'ces on the promise of substantial increase of
family income. The study indicates that small farmers will
resist new technology or diversification into high value
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crops pbecause of (1) his experience with the volatility of
high-value cash crop market prices (without forward
contracts) and (2) the perceived security of concentrating
on the traditional rice and corn crops as a form of food
security and with which he is familiar.

COMMENT: Only with secure marketing arrangements (e.g.
satellite farming contracts) and 2-3 vears of
educatlion/demonstration of the benefits of application of
new technology will the small farmer be convinced to change
his existing farming practices and "risk" hls scarce
resources of land and labor in new technology. The
implication of this to satellite farming is that the firm
must be prepared to devote resources in the first year to an
extensive eaducation and orientatlion process to Integrate the
new technology. A good model for.farmer orientation and
education has been developed by Northern Foods Corporation.
(See Annex 3 for description.) This information and
education process is especlially important for export
oriented agro-projects where quality is a primary criteria.

b. Ilanagement Controls on the Farm

In bringing together largely uneducated subsistence
farmers and entrepreneurs in a commercial venture there are
special social/cultural and management problems that must be
considered and planned for, especially the costly controls
that seem to be Inherent in the system and which deter
investments by the private sector. Two common problems are
(a) "leakage" of production inputs through the sale or
application of the Input on other crops, and (b) the
dlversion or sale of the final product in the commerclal
market when funds are needed or the market price is higher
than the previously set contract price.

COMMENT: No cost-effective method of management control has
peen found to deal with this problem except through "
continual farmer education on contract responsiblilitles (and -
consequences of default) and extensive management controls,
Including good accounting procedures and withholding some
portion of the proceeds until the contract Is completed.
Experlience has been, however, that over time (two to three
Years) the ongolng agro-projects have been able to organize
a stable agroup of farmers who will respect the contract
terms. The "learning" costs are hlagn and discouraging during -
the initial years. B
For the long term, the most effective mechanlsm for
control would appear to be the development of stronger
farmer organizations which can help monitor their own
members. The proposed "farmer producer association®
program" attempts to address the problem through the
provislion of grant technlcal assistance from a private
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voluntary organization and experimenting with hiring of
professional management as part of the loan package where
needed.

c. Public Sector Support- Information
Dissemination

The weakness in coordination and information sharing
within government research and extension agencies and
petween the extension service and related private sector
activities creates inefficiencies and auplication of effort
in technology testing and extension.

Unfortunately, there exists a degree of murtual distrust
between the private sector and the public sector. The '
private sectors perception is that the public sector
agencies lack the capacities and interest to support
agribusiness. The public sector feels that the private
sector is exploitive of the small farmer. 1iIn large’ part the
distrust is a result of poor communications. Also, the
public sector research and extension services lack
Incentives to ao the needed field work pecause of lack of
mobllity, low salaries and per diem, limited technical and
extension training, lack of equipment and poor
organizational structure.

COMMENT: The proposed program cannot address the
attitudinal issues. Both the public sector and the private
sector would benefit, however, from an open information and
communication process regarding satellite farming programs,
periormance and problems as a means to facilitate the
technology transfer process. Accordingly, a modest
tecnnical assistance effort is proposed under this program
to develop a technology transfer information sharing and
Support service focused primarily at satellite farming
systems. It is expected that through the development of an
information system for satellite farming systems, more
permanent two-way communications can be establ ished, .
resulting in more efficiencies in the transier of technology
generally and improved support services to the private B
sector.

B. FINANCIAL ASSESSMENT

The centerpiece of this proposal is a comprehensive
funding facility. Coursing of the funds directly to the
financing institutions is intended to provide flexiblity and
efficlency in service. The demand for financing is now
primariiy related to exportz as shown by MT1I data on the
numoer of inquiries py prospective entrepreneurs, firms
registered as food product exporters, loan applications ‘
pending with commercial financial institutions and comments
of firms interviewed.
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1. Emﬂw

a. The Firm

The barriers to entry of new firms are in high cost of
estaplishing processing facilities and establishing a market
in a competitive environment. Existing firms with marketing
networks have the advantage but they still require financing
for expansion of facilities or replacement of outdated
equipment and for working capital. New entrants cannot
survive in the competitive environment without some
institutional support in financing and market information.
To compete eifectively and secure contracts, the firm must
be of a certain size to warrant any confidence in its
ability to perform. The financing costs of establishing such
plant facilities are relatively high. For example, Northern
Food Corporation with plant and equipment investments of
about 5.0 million would be considered as small by most U.S.
Standards and medium sized by International standards.
Most new entrants wiill require equity or venture capltal.

b. The Contractor and Farmer

In contracts where the financing is shared with ;
contractor/intermediaries ang farmers, the typical financing
requirement at the farm leve] is for seasonal lines of
credit for working capital (procurement of production
inputs farmer subsistence requirements, accounts recejvable
financing). Depending on the nature of the contract
arrangements, either the farmer/association and/or the
contractor would be Seeking at least two months of financing
until production begins. At about the two-month period the
first weekly progress payments would be received and the
financing requirements correspondingiy decrease.
The financial outlay by the local contractor/farmer
association or exposure by the lender at any one time in
Seasonal production agro-projects is at most 60 days of .
working capital. This would amount to about $12,000-18,000,
decreasing to about 15 days once the progress payments o
begin. Both the contractor and farmer have little access to
the required credit. '

2. Finance Resources:

The continual complaint Is that there is a lack of
access to credit. The anomaly is that there are existing
financing programs (e.g., Agriculture Loan Fund (ALF) and
the Industrial Guarantee Loan Fund) and there are also
reports that many of the commercial financial institutions
have excess lending resources put few borrowers. It is
generally felt that these institutions do not have the
disposition (in aadition to their lack of institutionai
experlience) to enter into agro-projects without attractive
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incentives to cover what they consiaer high risks and costs
of administration.

In the case where finance institutions are disposed to
consider agriculture loans under ejther government-sponsored
programs or using their own funds, the borrowers cannot
access credit pecause of the high collateral and transaction
costs including long delays in the review and approval
bprocess. The end result is that most finance instltutions
have chosen to invest In Central Bank CD’s or Treasury Bills
as an alternative to getting involved in agriculture lending
(which also satisfies the government requirement that 25
percent oif loan resources must be invested in the
agricultutre secrtor). : ‘

COMMENT: The concern is that the proposed Satellitte .
Farming Support Program would add to the fragmentation and
overlapping structure of the existing loan programs, none of
which satisfy the need for adequate service, timeliness and
reasonableness of interest rate. The proposed SFSF is not
intended to compete with existing programs but is an attempt
O acd 1mpetus and efficiency to lending to the agricul ture
sector by eliminating approval layers and bureaucratic
hurdles. The nighly focused experimental approach with
abpropriate incentives to the participating institutions and
supportive technical assistance should:

(1) provige lending efliclency for a manageable
Supsector or target clientele and system which has
demonstrated viability;

(2) coopting the financial Institutions to promote
satellite farming and add other efficlencies to agriculture -
lending; o
(3) provide experience to eéncourage the use of their -
own resources in agriculture lending.

3. Foreign Exchange Risk

A concern of the borrower and the financial sector is
the foreigh exchange risk involved in do:lar-financed loans
with the continuing depreciation and political uncertainty.
The flnancing Institution will normally require dollar
repayment at the exchange rate then prevailing which rasses
on the risk to the sub-borrrower. In today’s environment
hard currency loans with local currency repayment or passing
on the foreign eXchange rlsks to Sup-borrowers would make
for an effeccive interest rate of about 40 percent. This
would require the firm to bPass on the costs to the consumer,
no longer making them competitive.

A suggestion made was that untll some stapility in the
economy can be realized, and in the interest of stimulating
the economy and agriculcrure sector, subloan aareement e

e i £
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with the lending institutions provide an allowance for
foreign exchange losses, e.g. 10 percent for short-term
credit and 25 percent for medium- to long- term loans. This
Is based on estimates of the expected depreciation In the
peso in 1986 and for the forseeable future. Another
position is that the risk is a cost of doing business and
the sub-porrower must treat the risk such as any other
Increase in prices of jntermediate or raw materials.
Assuming an accommodation can be reached in order to
stimulate agriculture lending, criteria will need to be
developed to assure that the any allowance or consideration:
does not provide any of the parties an unearned windfall.
The allowance would need to pe reviewed periodically to
adjust the aareement terms to the existing conditions.

COMMENT: The Philippines is a recipient of supstantial
grant funas under the Economic Support Fund. Assuming that
these grant funds are made available for this activity the
repayment of hard curreency loans in local currancy would be
less an issue with a policy decision or acceptance that the
revolving fund would be depreclating or self liguidating
over time.

4. Flinancial Institution Capacities

There are institutional improvements in which the
financial institutions must be encouraged to invest in order
to pbuild thelr capacity to work with agriculture clients.
Only a few institutions have trained staff and experience in
agriculture lending. The risk of agriculture lending is
Increased by a lack of capacity to analyze and .xonitor farm
credit. (This becomes both a technical and financial issue.)

The finance institutlions admit that staff involved in
commerclal lending are hardly aware of the problems of =mall
farmers and technical considerations of farm credit. :
Criterla and analysis now applied by most of the commercial
banks to cetermine whether a proposed agro-project is '
bankable is the same as for short-term commercial loans. As
noted above, the practice has been to rely heavily on
collateral (130-200 percent real estate collateral outside
of the project assets) rather than allocating the time and
money necessary to carry out an adequate appraisal to
determine the soundness of the proposals on tteir own merit
and internal collateral. Finance officials urderstand that
commercial credit analysis and collateral requirements do
not lend themselves to production-type loans (where cash
flow, experienced technical management ana market |inkage
are the important tests for viability) put are reluctant to
invest in cavarcitv PilAina
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COMMENT: The ALF appraisal staff (IBRD and USAID> have also
identified the weakness in the capacities of financial
institutions to process lioan applications including the
appraisal anda foilow-on mon|itoring, Accordingly, a grant
technical assistance component Was established to develop
this capacity through technical assistance and training.,

As noted above, there are at least four Strong universal
banks with branch and correspondent rural banks which have
ventured into agricul ture lending which could already form
the core for the lead bank lending arrangement to the rural
areas. Over time as capacities are built, other
institutions could become Participants in the program.

In the rural areas an added constrajnt is the lack of
financing institutions qualified to participate in finance
Programs. lost of the 1000 rural banks are faced with high
arrearages and other Mmanagement related operational
problems. Even in the pest of times the contractors and
farmers have hadg to resort to financing through money
lenders at monthly interest rates as high =as 12-18 percent
rather than attlempt to work through the hurales of the local
finance system. The ALF is attempting to address this issue,.

5. Terms—-Interest Rates, Equity Contribution and Tied
U.s Procurement

The ALF requirements are for interest rates to be set
at the existing market rates. An added requirement of USAID
programs is a 25 pPercent equity contribution by the firm in
the financing of the agro-project. Under U.s. regulations,
procurement of equipment and materials must pe from U.S.
Sources which raises the issue of price competitiveness with
other suppliers.

The requirement of a 25 pPercent equity contributijon
abpears to be less of a concern than the market interest
rate for meaium- to long~-term loans. According to firms
lnterviewed, the market interest rates reaching 40 percent
would not induce Private sector investors to borrow
considering the risks involved and the costs of securing the
loan, i.e., bureaucratic problems of l1oan Processing, long
delays and reported "processing charges". (The interest
rate issue is also discussed below under Pollcy Issues.)

The ti1ed U.s. Procurement has caused considerabile
problems in other USAID financed programs. For example, in
many cases Japanese and Tajwanese equipment js cheaper by
consideranie margins. This requirement in addition to 40
Percent interest rartes would agailn not encourage investment,
Lhere 1s llttie.relief pPossibie under the legislation, ang

ome other means must be developed to offset the tied
orocurementc,
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COMMENT: The arant technical assistance aimed at making
commercial flnancial institutions more responsive and
efficient is one attempt to offset the high cost of capital.
The assumption is that with efficient procedures and
efficient processing of loan applications, the
aaministrative costs will be lower and the market interest
rates will not pe so ominous. From the viewpoint of the
finance institution, the equity investment and market
interest rate requirements are reasonable, and financially
viable agro-projects should be able to handle the terms.

The proposal also suggestis that the problem of financing in
the rural areas can be mitigated with a "lead" bank
arrangement whereby the flnancing requirements of the firm
and the farmer/contractor can be coordinated by the stronger
institution. The larger institution can presumaply provide
Feésources and qualified staff to work with the weaker rural
banking structure for the benefit of both.

' A possible incentijve for borrowers of hard currency for
import of equipment tied to U.S. source is that loans would
be at a preferential rate to compensate for the higher cost.
For example, a harg currency loan repayable in local
currency would carry a 35 percent interest rate.

C. ECONOMIC ASSESSMENT

1. ZEZconomic Benefits

a. The Firm

The firms interviewed commented that a minimum of 20
bercent return was expected from their satellite farming
ventures. Evidence Indicates that indeed returns to the
firms were at least 20 percent and in most cases were
reaching 25 percent, Independent estimates are that the
rerurns are closer to 40 percent, a return acceptable .
worldwide for these types of operations which are subject to
ma~ risks. -

The variance in the rate of return recejved is
primarily a function of the type of contract arrangement.
The fewer the layers between the firm and the farmer, the
larger the recturn to the firm. Accordingly, satellite
farming cperations that ftollow the WFC model, which works
directly with the farmer associations, should recejve higher
financial returns to compensate for higher risks in
broviding for the ful] range of inputs and the the Increased
management costs.

Sateliite farming arrangements that follow the more
common CHMC mode.l must accept higher costs of raw materials
and therefore smaller margins, put still attractive in the.
range of 20-235 percent. (The exact returns could not pe
Pursued due to difficulties in obtaining financial data. As
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noted above 1ndependent estimates are that profits range
between 35 and 40 percent.)

b. The Contractor/Intermediary

Considering the number of local entrepreneurs
(contractor/intermediaries) interested in Joining with
agribusiness firms in satellite farming relationships,
returns for contractor operations in the range of 15-20
percent appear to be competitive with other rural enterprise
activities, even with local financing costs of 12-18 percent
monthly.

To be considered for purchase order contracts by CMC,
the local entrepreneurs must be able to demonstrate that
they have the management experience and finances to provide
the required inputs to the farmer or such arrangements that
will assure adequate technolgy inputs. As such, the returns
indicated above cannot be realized unless the contractor has
access to credit on a timely basis. As noted apove, the
tinancing reguirements have been a major constraint to local
entrepreneurs who could otherwise meet the firm’s criteria.
Contractor/sintermediaries in most cases nave peen apie to
secure financing from local money lenders and in a few cases
irom commercial institutions through assignment of proceeds.

c. The Small Farmer

There 1s a great demand by small farmers to participarte
In satellite farming arrangements in areas where the system
has peen demonstrated. The attraction is in the increased
Income and guaranteed price for the output. (These income
penefits should aiso be loocked at against the burden of
labor 1mposed on the farm family. See issues below.)

The study compared income derived from labor-intensive
casn crop farming against income received from the
traaitional supsistence farming of rice and corn crops. As
wouid be expected, incomes per season are agreater for the_
high value seasonal cash crops (with improved technology and
the related higher labor inputs) as compared to the
subsistence crops. Also, most satellite farming cash crop
operations take place during the dry season when rice or
corn cannot be produced, therefore there is no opportunity
costs except in the irrigated farming areas where there is
sufficient water for year around rice farming. Farmers who
rent their otherwise idle land during the dry season to
satellite farmers under sharecropping arrangements derive
added income at little, if any, cost to them.

Interestingly, the analysis of farmer incomes does not
show a great aifference in the incomes between individual
sateliite farmer participants as compared to individual non-
contract farmers also involved in some form of cash crop
tarming. However, the non-contract farmer aces not have any
security in price on the open market, a risk which the
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satelllite farming participant avoids. One can also safely
assume that considering the numbers involved in the
satellite farming operations (minimum of 80 farm famillies),
there is an aggregate increase in income of the farmer
association particlipating in the satellite farming operation
in a given area against the aggregate incomes of non-
contract farmers in the same area, i.e., the satellite
farming activities spread benefits over a large group of
farm housenholds in turn benefiting the larger community.

D. SOCIO-ECONOMIC ISSUES
The economic benefits of satellite farming appear
positive from every perspective. However, there are related

soclal and benefit-cost issues of concern which are inherent
in the system. .

The_ Farm Family and the Community

The labor intensity of satellite farming has its effect
on the farm family. The additicn cf ancther creop results in
the need for one or more of the children to leave school to
work on the farm. In addition, the health of the entire
farm famiiy is affected, especlially during the harvest
season, by its lntensity.

The system requires quality output and the need to meet
production schedules. This requires long working days by
the whole family, especlally during harvest when picking,
hauling and grading may involve a 20-hour work day for the
whole family. Traditionally under subsistence cropping,
tarmers had arrangements with their neighbors or farmer
associations to share or exchange labor during the harvest
period. The satellite farming system requires careful
selection of farmer participants who will perform. Because
of the weakness in farmer organizations, satellite farming
operations establish ad hoc organizational arrangements .
whereby farmers are individually picked to participate in
the operations based on their reputation or reliability.
Under these ad hoc arrangements, there is no cochesiveness in
the participating group or with the larger community,
creating confiicts within the community.

There is a long standing mistrust by the small farmer of
entrepreneurs and commercial enterprise (and government
programs) generally. The perception at the farm level is
that the farmer has been exploited and “outsiders’ are there
to get the most out of the farmer at the least cost.

As noted apove, farmer organizations are generally weak
and thereiore cannot be effective in bargaining with the
entrepreneur to enhance the farmer’s benefits and return on
labor. During the survey it was noted that there were
significant variances in contract arrangements and the
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contract price given the farmer. Price difference was
attributed to the amount of outside production inputs
financedsproviced by the firm or the contractor. Data s
not avallaple to make a good comparison but there is
speculation that some farmers are compensated less for thelr
lapor unaer similar contracts. .

COMMENT :

There is no easy answer to the socially-related
proplems. Government lntervention and regulations would not
pe the answer. The strengthening of farmer organizations
including the training and development of farmer leaders and
hiring of professional managers by the farmer associatlion
would certainly work in the interest of the farmers. This
could result In more uniformity in contracts used by firms
in satellite farming, thereby protecting the interests of
farmers and reducing whatever discrimination there is among
the various satellite farming operations. It is also '
anticipated that with stroncer farmer organlizations other
services such as health services could be negotiated under
the contract similar to those provided to other trade
associations.

Notwithstanding the possible problem of variance in
contract prices to the farmer, the study indicates that
farmers under satellite farming arrangements receive better
" prices than throuch selling their surplus through traders.
The exact ccmparliscon cannot be made since the farmer-trader
arrangements are complex. The traders provide for immediate
personal unsecured loans at the farm and other services not
offered under the less personal commercial arrangements.

Tnis proposal suggests that It is in the long-term
interest of aagriculture generally to strengthen farmer
producer associations through trainlng, technical assistance
and hiring of professional managers for added efficiencies.
The SLBIP and NFC operations are good examples of the
advantages to the farmer and to the firm of having strong
farmer organizations and professional managers. Stronger
associations also increase farmers’ capacities to finance
collectively such items as hand tractors for land
preparation and vehicles for transport which can be shared
to make the individual farmer“s work easier.

E. POLICY ANALYSIS

The proposed program offers opportunities to address
three of the major AID policy areas, namely: private sector
development, institution building and policy dialogue. 1In
regard to the. later, the firms’ investment decisions are
influenced by the consistency of government policy on every
aspect of private sector operations, especially in



rac111tat1ng exports and assurlng access to cred1t, amona G
others. * -

The ]lssues
1. v t _Dev t/ t

As noted, under present economic¢ conditions, the ma1n'
potential for satellite farming is in combination with
export promotion of high value cash crops. One obstacle: to
expansion of exports Is the lack of a coherent and
consistent policy by the government on exports and an
effective marketing information program.

COMMENT: Included in this proposal is grant assistance to
the private sector to develop markets by establlishing an
information base and data bank on the foreign markets and
reguirements to enter the market. Thls would facilitate a
dialogue with government leaders who now have |ssued
pronouncements in the latest Five Year Plan. acknowledging
the importance of the agriculture sector in moving the
economy. There is legislation now being developed under an
Agriculture Incentive Blll that appears very supportive of -
exports. There are three important draft provisions in
regard to export promotion, i.e.:
-elimination of all export taxes; o
~tax credits equivalent to (?) percent of the FOB value
of “new" export products (may be used in payment of
income tax’); and
-elimination of duties on agricul ture productlon raw
material inputs such as seeds, intermediate goods,
equipment and spare parts for exporting lndustries.

' Note: To be effectxve, ‘the legislation will need tO'v
- have a parallel commitment to facilitate the firm’s. access

to financing and hard currencies to import esuentlals.-'In
addition, the banking system must &lso be able to B
efficiently process cocumentatlon -for import and exoort
transactlons.

2. lInterest Rates

- The interest rate structure for loan funds raises
several policy issues for the lending institution and the
-borrower. Private sector firms Interviewed commented that

 ;they would pe prepared to contribute 25 percent of the value

~.of the total costs of the agro-project _L they could receive
loans at '"reasonable" jnterest rates. However, on -
~'the lending side, the guiding principle of AID is that

‘the on- lending interest rate should be at market rates to
~allow full coverage of the lending costs and a reasonable
~return to the lend1ng Institution. This appears to be the i
only reasonable way to encourage commercial lending undur
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any slituation. The market rate under these guidel ines would
currently be about 20 percent (prime rate at 15 percent) for
short term seasonal local currency financing and about 40
percent for dollar Joans repayable in local currency.

As noted above, the issue ls further complicated by the
requirement that imported ltems must be of U.S. origin.
Thus, the cost of financing is a malJor cost item for
agribusiness projects and investors require some incentives
such as preferential interest rates in order to encourage
investments in agricul ture projects also considering the
higher manacement costs and rijsks involved. '
COMMENT: Part of the solution appears to be in assisting
both the finance institutions and the firms involved in
satellite farming to establish Institutional and operational
efficiencies at all Jevels to cut down on direct and '
Indirect costs of doing business. The finance institutions
need to be more efficient in their lending operations,
including minimizing risks by better staff appraisal and
field monitoring. These and other efficiencies over time
would iead to iower aaministrative costs and cost of
financing to the borrower. The firm or agro-enterprise may
pe able to cut high management costs and risks with stronger
management controls which would be supported by better
farmer organizations with which to work. With better
finance service and Improved farm level organization and
management the entrepreneur may be more inclined to invest
evell at market rates.

This analysis indicates that with USAID concessional
loan flinancing, local currency financing could be near prime
rates and still allow for a spread of at least 12 percent to
cover administrative costs and allow for 4 reasonable return
for servicing the loan and risks. The selected "lead" banks
could also wholesale funds to their rural affiliate banks
for on-lending to contractor and farmer sub-borrowers
charging 20-25 percent rates with each sharing in the
spread. This annual rate is much less than the current
12-18 monthly interest rate being paid to the local money

lenders. With efficiencies in the financial service system, .

l.e., timely and reliable financing and lower indirect
transaction costs, it is assumed that the firm and the
lending institution can both do business profitability.
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ANNEX 1
TECHNOLOGY TRANSFER PROCESS

A. TRADITIONAL TECHNOLOGY EXTENSION

WORLD STOCK TECHNOLOGY
OF KNOWLEDGE GENERATION VALIDATION DISSEMINATION
-BASIC SCI. ~TESTING -DIFFUSION
-RESEARCH -INTEGRATION -~PROMOTION
NATIONAL FIELD RESEARCH-—-==—meuuao > .
RESEARCH ======w-- > FIELD
PROGRAMS AGENTS
EXTENSION SPECIALISTS -------- >
------------ FARMERS=~====mer ey

B. PRIVATE SECTOR INTERVENTION

AGRICULTURE TECHNOLOG:
SECTOR GENERATION VALIDATION PROMOTION PRODUCTION
| |
INTER. RESEARCH: FARMER SECTOR V
CENTERS EXPER- TESTING AGEN. FARMERS
IMENT | 8,
UNIV- STATION FARMER FARMER/  AGRO-
ERSITIES 1 ADAPT. ASSOC. PROJ.
| |
GOVT. FARMERS TECH./ KEY AREAS
AGENCIES EXPER- ECON.  ~---PRIVATE SECTOR---
1ENCE EVAL. INTERVENTION
PVT. | _ O
INDUSTRY X X X X
FARMERS X X x o X

- C. PRIVATE SECTOR IMPACT e L
'ON TECHNOLOGY TRANSFER ESTIMATED

- INTEGRATION:. -.;arTIMEﬁnAGV»’
- ~UNDER EXISTING ORGANIZATION/SYSTEMS - . lb'*f‘, 5 8 yrs g

- —WITH INTEGRATED/COORDINATED RESEARCH & EXTENSION 3- 6
-WITH PRIVATE SECTOR LED PROMOTION AND PRODUCTION 1 3

: (Note‘ The decreac'e in lag time ls based on Phlllpplne R
.experlence and reported observations worldwlde ) L



ANNEX 2
A NGEMENTS :

The arrangements for the sharing of responsibilities
for filnancing of production lnputs vary in each case
depending Primarily on the firm’s resources, rijsk criteria,
the market being served and the product itself. In addition
to the buy-back built into the arrangement, any or all of
the following may be financed by the firm. (The gap to be -
filled, If any, |is the responsibility of the Intermediary or

the farmer in Some combination.)

-cash or in-kind financing of  inputs
~technical assistance

~“management services

—processlng/packaglng services

-cash advances for family consumption needs

1 Ful)) Resource Provision Coptract-

This type of agreement is comprehensive in that the
firm finances a]] required jnputs (in-kind financing),
technical assistance and management Services. In the event
of a crop failure, the loss is on the account of the firm.
In most cases, a bond or some personal security is required
from the farmer or farmer organization to guarantee that the
inputs provided are not diverted or that the crop is not
sold to another party at harvest. .

Comment: This arrangement is the most attractive to
the farmer. Incentives provided to the farmer under this
comprehensive arrangement also guarantee farmer interest and
cooperation. This Mmanagement planning and controls that

2. Modjfijed Resource Contract

This agreement is the most typical provision contract
whereby the firm utilizes a local contractor/lntermedlary to -
work with the farmer organization and the pre-determined

b



contract Is set with the contractor. Inputs provided by the
flrm are usually limited to seeds and technical assistance.
Many times the firm will guarantee payment for the
procurement of lnputs with Proceeds assigned to the lender,
(The contractor may sometimes use the purchase nrder or
contract as collateral.) In this arrangement the farmer is
usually required to provide some part of the inputs, or part
of the cost of the Inputs may be deducted from the proceeds.
Comment: This arrangement is Intended to spread the
risk. Bringing in the local contractor glves the firm an
additional measure of control since the local contractor
usually knows the farmers and has his own source of
Information on the farm activities for monitoring purposes. -

3.‘ Market Price Contract-~

The agreement provides that farm inputs provided to the
farmer/farmer organization will be eXchanged at harvest for
a speclfied output at prevalling prices in the market less
the cost of inputs provided, transport and marketing
eéxpenses lncurred by the firm/entrepreneur. In the event
of crop fallure, the Inputs provided are on the account of
the farmer and the next crop will be mortgaged to that
extent,

Comment: This type of contract is commonly used by
traders with Individual farmers (vs farmer organizations)
for fruit and vegetable crops. The risks are primarily with

crop fallure, For the firm, there is no assurance of timely
supply and there is no control on quality, '
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NORTRHRERN FOODS CORPORATION

TOMATO PASTE PROCESSING PLANT
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PROJECT DESCRIPTION

In early 1984, the establishment of an integrated fruit and
vegetable processing center was proposed. The anchor project

vas to be a puree/evaporating plant capable of processing 20 MT
per hour fresh tomztoes from 4% solids fresh fruits up to 31%
solids paste. Supplying the fresh tomatoes was to be bensficiary
farmer coopnrators within. qualified areas around the processing
plant who will be provided with all the material inputs (ferti-
lizers, seedlings, p=st1c1d°s etc.) while they will provide their
labor, land and decication, in return for which they are guaran-
teed a minimum net income of P5,800 per hectare per crop ( in
four months). :

In October 1884, the NFC tomato processing plant was put up in
Sarrat, Ilocos Norie with eguipment supplied by Franrica Manufac-
turing inc., of Stockton, California (USA). In February 1885

the plant started processing smoothly at its rated capacity ot 20
.MT of fresh iomaioes per hour, without any mechanical breakdowns.
A total of 875 MT of tomato paste was produced in this first
trial season. Of the paste produced from Ilocos Norte tomatoes,
85% graded premium while 15% graded standard.” Standard is equi-
valent to Taiwan quality, while premium is approximately equal

to California paste which means it is better than the Tajwan paste
in color, mold count and flavor. On the tomato production side,
the past season had 324 hectares planted, directly benefitting
around 1,000 farmars who earned on the average P&,080 per hectare
or 40% over their guaranteed minimum income--with the top farmer
earning a net income of P28,223.99 per hectare.

For the next processing season of 1885-86, NFC projects to plant
€20 hectares beginning September 1985 (as of May 1885 NFC already
has over 1,193 hec.ares .committed by farmers in qualified areas
within a 30-kilomzter radius of the plant), and starting the sea-
son 1886-87 and onwards, NFC projects to utilize its plant at

full capacity by planting 1,250 hectares. This respectively trans-
lates to 2,700 and 3,800 Tarmers directly benefited, approximately
F100.0 Million and P150.0 Million in annual sales, and average
total annual incomz/sales/other taxes of P20.0 Million.

Total project cost to date is F129.0 Million, which is financed
by P105.0 Million in stockholders' equ1ty and 724.0 Million in
revolving and suppliers’ credits.
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PROJECT HIGHLIGHTS
A) FINANCIAL

1) Total Project Cost

Property, Plant and Equipment

Plant equipments f 67.0 Million
Buildings and improvements _ 33.2
Other equipments ” 5.1
Sub-total " # 105.3 Million
Inventories of Tomato paste, packaging
and Other materials 9.6
Receivab]esl . ' 1.6
Deterred Development Expenses
Pre-operating expensés; start-up
expenses and test run cost 12.5
Total | P 129.0
Zz) Sources of Financing
"Equity in Common and Preferred shares 7 104.5
Revolving credits, trade payables and S
accrued expenses . - 24.5
Total P 129.0 Million
3) Other Financial Highlights:
1986-87
onwards
Total hectares 920 1,250
~Annual N ) )
Sales , ' R86.0 Million - F150.2 Million
Net income g - g 31.0 M/year avc.
Sales/income/Other Taxes L 1.0 Million ® 12.0 M/year ave.
Cash Inflow o - . F 40.0 M/year ave.
IRR ' ‘ R ' 40% (over 10 yrs.)

ROI o 45% {over 10 yrs.)



B)

C)

MARKET

NFC has existing purchase commitment contracts with Philippine
Packing Corporation-Del Monte (PPC-Del Monte) and the local
fishcanners. Also the Company will begin exporting paste by 1986.
A1l these assure a ready market for NFC's total paste production.

PLANT PROCESSING

NFC has concluded an agreement with PPC-Del Monte whereby the
latter will provide KFC with necessary technology in.field pro-
duction and plant operation. PPC-Del Monte will provide manpower
and technical services for the first two years to assure both

the success of the integrated operation and a smooth, effective
technoiogy transter, -

F1ELD PRODUCTION

NFC provides 211 the necessary inputs of seedlings, fertilizer,
chemicals and iechnical services. The farmer provides his land
and labor -only--in return for which.he is guaranteed a minimum
net income of P5,800.00 per hectare. If this yield exceeds 40
tons per hectare, he is paid additional bonuses. The farmer does
not incur any loan liability, does not pay any interest and has
the absolute security of earning at least 25,800.00 per.hectare--
even if his crop fails or yields less than 40 tons per hectare.

During the just ended 1984-85 season, NFC's farmers aVeraged a
net income of £8,080.94 per hectare. This is more than twice

the net income earned on palay and about 1.5 times that.of tobaccd;

The top farmer earned F28,223.99 per hectare net income.

NFC's contiract farmers plant palay before tomatoes; with mongo-
beans, peanuts or corn, and following tomatoes as a third crop.
The residual fertilizer from the tomato crop has also been found
to increase the yields of the subsequent crops--an additional
benetit to the farmers.
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THE MARKET

Tomato Paste Imporis

In terms of tonnace, tomato paste is the largest processed
fruit or vegetable traded on the world markei. 1t is the raw
material for tomaic cztsup, juice, and sauce. The Philippines
imports 211 of its tomato paste requirements and domestic de-
mand has increased rapidly as_local food processors have esta-
blished their own brands of canned beef, pork, and Tish pro-
ducts.

Philippine Damand for Tomato Paste

Year - Quantity %age Growth

1978 2459 M.T,

1979 3499

1980 2264

1981 3938

1682 5318 21.50% per annum

average growth

. 1978-1982

Projected:

1983 5584 + 5% minimum growth
1984 5863 | + 5%

1985 6156 + 5%

1986 6464 + 5%

1987 6787 + 5%

1528 7126 + 5%

Note: The projected annual growth of 5%
is very conservative :

NFC started its initial processing in February 1985 and will
run at tull commercial operation in December 1985, Signifi-
cant dollar savings of $4.0-5.0 M per annum will be realized.



The total projected domestic tomato paste production by NFC will
just be able to mezt Jocal demand through 1988 - then supply
will start falling short of demand beginning 1989 - assuming
that 10C% of NFC's paste production is sold locally. However,
NFC's cosis are comzeiitive on the world market - and by 1586,
NFC will begin exportino paste with 432 tons to Malaysia and
600 tons to Hongkong &iready commitied in June 1985. A short-
fall in supply for ihe local market will occur by 1888.

Cost Competitivenzss On the World Market - Tomato Paste

ke believe that domestic processors of import substitution pro-
ducts should not rzguire protection to survive. 1In the longer

term, the financial viability of such processing plants must be
assured by their vizbiliiy to sell in the free market and com-

2te agzinst othar worild supp]ier; in export markets.

The mejor producers of tomato paste for, export zre Tziwan, and
Portugal. Taiwan produces the lowest cost pasie due to their
high average yields of 60 T per hectare and lower labor costs
than ihe "davelopaz® producer countries.  In 1281, Taiwan ex-
portad 21,584 WT of paste, including 11,208 MT to Japan and
4,779 MT to the USEH,

High tomeio yields of 60 MT per hectare can only be achieved when
all of the following conditions are met: bright sunshine, low
numicity, irrigation, and cool nighttime temperatures, While
the Bukidnon high piateau has the cool nighttime temperatures
required for a good 7lower set without abartions, the rainfall
and humidity cause bacterjal, viral and Tungal diseases that
keep the average mzximum yields down at 35 JT per hectare. Pre-
vious ield trials in areas between Laguna and Pangasinan have
shown thet these arzas are too warm to get a good extended flo-
wer sei thereby limiting yields to projected maximums of 35-40MT
per hectere, with average yields more Tikely running between
20-25 MT. = Sun-scazlding which cracks the fruits and allows mold
to enter is also a problem in these areas for harvests by late
February. In Ilocos Norte, which is only a few degrees south of
the tomato areas of Taiwan, conditions have proven to be idezal
and yields of 60 MT par hectare can be expected as prove: in

this first season. With matching yields and field labor at

about one-third the cost of Taiwan's labor, our raw material
(fresh tomatoes) can be supplied to the plant at the lowest cost
of PO.60 per kilo versus Taiwan's cost of PO.90 per kilo. , =



L V{Tdmétb Péste:*i

. PPC-Del Monte’Market Tie-Up
N SRR "*1{\_337;31'?”

R

'~ Agriman has concluded an agreement with PPC_Del Monte for both

~ the supply of technology to.produce a high quality paste and

to guarantee the market. Our agreement is for two years at ap- N
proximately $860.83 per MT delivered Manila. PPC-Del Monte will
export paste by the second year (1986) to its established mar-
kets in Asia with projected volumes of: «

- Country , Quantity oflPéste‘v

Japan . 3500 MT..
Malaysia & Indonesia. s
Hongkong- Tl

.- Korea

NFC's plant would have to expand by 3 times to 60 tons per hour
. fresh tomatoes processed or 1800 hectares (7200 farmers-36,000
beneiiciaries) production just to supply PPC-DeT Monte's pre-
- sent requirements and 70% of the domestic market. The tomato
- varieties selected for Ilocos Norte which will be hot break
processed and aseptically packed.will also provide a higher co-
Tor quality than Taiwanese paste. Most significantly, NFC can
completely supply these export markets with a higher quality
product at prices equal to or Jower than Taiwan. , :

| TECHNOLOGY TRANSFER AND MANAGEMENT - --

The success of this project is dependent on sufficient quantity

of low cost fresh tomatces and the management of processing
technologies to produce a high quality paste. - To assure the sup-
Ply cf these initial inputs, Agriman has contracted the servi-.

ces of PPC-Del Monte for both field production and plant opera- .
tions. ) ’ ' C B

VARIETAL TESTING

In the recently concluded Tomato trials conducted in Bac arra,



Ilocos Norte -- PPC selected from 132 lines on Trial, three (3)
varieties that can zverage 60 MT yield per hectare, were bac-
terial wilt resistant and produce fruits with excellent proces-
sing qualities in terms of firmness ( to minimize transport &
handling losses), solids, pH, and color. Hybrid crosses which
yielded 20% nigher than pure varieties were also selected. PPC-
Del Monte's on-going research experience in China, Japan, Taiwan,
California, and Bukidnon is of.tremendous value in the continual
selection of lines that will eventually yield a target of 80 Wi
average per hectare of high recovery fruits specifically suited
to Ilocos Norte. Extensive trials are again planned for the
next season,

PLANT OPERATIONS

Critical points of plant operations include: Maximizing solids
extraction; conirol of holding times and temperatures for maxi-
mum paste and color retention; minimizing energy costs by fine
tuning steam utilization and the boiler; handling of the asep-

. tic packaging.to prevent contamination; preventive maintenance of
eguipment to keep it running 20 hours a day for 120 days without -
breakdowns. Inability to process incoming tomatoes due to shut-
dowis or high operating costs can cause massive losses ~- hence,
it is too risky to start the operation with new inexperienced
personnel. )

PPC will supply the following skilled personnel for the first
two (2) years of plant operations: plant engineer, shift super-
visors, boiler tenders, instrumentation technicians, mechanics,
electricians, production supervisors, capatazes, evaporator ope-
rators, asentic tenders, aseptic filler operators, guality con-
- trol supervisor, plant sanitarian, lab technicizn. These plant,
personnel are all experienced in their specific responsibili-
ties from their work at PPC' cannery. They will also be backed
up by visits from the senjor cannery and engineering management
staff of PPC. NFC will also hire its own counterparts who will
first get training at the PPC cannery before the start of NFC's
processing operations, ' .
It is expected:that after the Technology transfer of (2) full
processing seasons, NFC's.operations personnel will be suffi- |

ciently trained to take over specific operational responsibili- .

ties directly.



Other Products:

Del Monte is also ready to provide NFC with confirmed markets
for: Fruit purees including passion fruit, guava and papaya,

and diced red bel) peppers in brine. PPC is presently having
several varieties of passion fruits and guava lab tested for
flavor acceptability - and bacteria wilt resistant red bell pep-
per lines are being identified from their selections. Estimated
annual requirements for Del Monte consumption of final pro-
cessed product are:

Guava Concentrate - 200 M.T.+
Passion Fruit Concentrate - 430 M.T.+
Red Bell Pepper, Diced - 2200 M,T.+

For conservation, sales of these products were not included-
in projections,
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'FOREWORD

. When this brimer_came oﬁf, we had in mind all ihose farmers who are
willing tec participate in this.new project. Me believe that they desarve
to be well informed of what the Northern Foods Corporation is all about and

what it irtends to do, especially in connection with the development we
would like to extend to the farmers, It will enable the farmers to know
the incentives and benefits that the Company will be giving ther. )

He owe this to you, the farmers, who have heléed us maké a good start,
and we hope that this will continue through your support as well 2s <$rom

those people who are willing to join us in this. project.  Through . this

primer, w=e hope that all those doubts and wrong informations that ~ have

- redched you will be removed from your minds, We 2ls0 hope that the primer
will enable you tc see the whole perspactive of this preject more Clearly

and objectively.

Likewige, I would like to take this opportunity to thank all quxou )
who helped us overcome the groblems which we have encountered in our aim.
to make this project a fulfillment. Without you, we could never have star -

ted on this,

So, to all able and diligent farmers, this pri@éf?ié{dédigafeﬂfﬁ?@foﬁ}; 

ALEIANDRD V.
- .President . =
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- INTRODUCTION -

He would l:be to present to the publxc the Company s good 1nten*1ons and
cbjectives 2nd " the cpportunxty it could offhr to the people of Ilocos Norte,
.under' an entirely d fterent scheme run by a new treed of honest and sincere
people.

NFC is a prlvate :orporat:on devoted to the prcduct:on of tomato paste

largely for local market and export purposes Tomato Peste is the raw materlal
used by canneries in the manufacture cf omato cardines, catsup, tomato sauce
and several other lacally pruce=s=¢ fuods, . N

Here in our country, the local Canners and Foed Processars. have been
dependent on imperted tomato paste for their products ever since and because of
this, NFC envicions to supply them with lecally praduced paste thereby saving
dollare and &t the came time provide a means of increasing the income of the
tarmers in our locality. This is by way of upen:ng 2 guaranteed market for the
tomate crop that the Cumpany will supphrt fully in terms cf production, under
the NFC Lrop Browing scheas .

In a nutshell, NFC is a firm run by ycung and anergestic men and women in
their roles as Farnm Supervicers, Plant Personnel, and other eaployees
interacting with the farmers, who comprise the vital force af an "Integrated
Private Compary". As a primary goal, this private company intends to make into
reality a livelinood progras which has never bean proven to materielize under
previous conventional schenes,

Armong the tomato paste prédu:ing countries in the werld, processing occurs
‘pace a ysar frem 45 days in Canada, 90 to 103 days in Taiwan and from 105 days
in California. In Ilocos Norte, processing sterts from December 15 until April
13 or totalling. to 120 days. Quring the season, the plant operates 24 hours a
day, 7 days a week within a pericd of 120 days with 2 capacity of 400 tons of
tomatoes per duV, which is =sguivalent to one year regular aperatien.

Tematoes are planted =ts 'tzng trom the aonth of September to January.
Proceesing in the Plant iz simultanecus to harvest time which begzns from
December until the end nf April. :

In the province of Ilocos Norte, rice is the main crop planted by faraers
which ctarts frem May to Septenber, Hext to rice ,° the farmers plant their
fieldg with‘different Cash Crcps including tomatoes.

Some of the Cash Crops which are planted a{ter rice can only provzde very
parginal incore to the farmers, MFC a2spires to help augrent the inéome of the
tarmers. through the package of technolegy that it intends to offer and this  is
also one of the main reasons why Northern Foods Corporation decided to process
tomato paste and thﬂrefu'e built the Plant in Iloces Norte.

&
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THE FARMER

To sicceed with the progran, ,the’férmer_is'only,éﬁpeétéd to;praséﬁz}:hisf:

land {owned or held under the agricultural Ieasehuld,‘_tjyili:lbasg, 'ﬁuu?qase,
administration or cther contractual schene), family, labor and dedicaticn,

To achieve this,. the farmer will enter into é‘"Crdﬁ,Gfoning Agﬁéemeéf*iwifh* 2

NFC.  This will enbody all the salient points taken up and expleined in _thi53gfﬁ

prinsr.

To §a¥eguafd the interest of the farmer or tﬁe.;ahddwnér ,anﬁ‘fﬁﬁf§ @£he7fo
Conpany will only sign Crop Browing Agreements that shall mest the coisiions -

stated below @

!. Relationship batwsen fandouner/pcsséssprllessbrlsub-lessn%/adﬂihi#ifétor‘.

end Farmer must be good and harmonious, °

Ct

2. The Landoﬂner/posseégorllessor/sub-lessor/admiﬁistrator'and Far$Ev @ust

have & pre-arrenged eagreement regarding their intention of entering irto a

covperative growing zgreement with NFC. ‘ ,

In arder to fully implameni these two conditions, NEC has twg 2] forcs, “he
‘Declaration of Conformity”, to be duly signed by both the landowner/pose:zzar/-

lessor/sub-lessor/administrator and.  the tarmer " or the. "Instructic:  and

Undertaking” to he signed by the farmer. !

The Cogpany de{ines the farmer as the pérspn involved in th=2 ::tual‘
cuitivation of a parcel or parcels of land devoted to the production of crreals

and vegztable crops for own consumption and commercial purposes.

- NFC considers two imnortent prerequisites‘that it expects fronm the,farnér.
These are the naterial end maral prerequicites which are discussed az  the
fellowing @ ' : ' ' .

Ao Raterial Prarequisites
1. Land

a. Rights =~ must oun, or in caze of leass, must have a good reiztion

as - well as pre-arranged agreement with his 1: ot - 1

regarding ths utilization of land for tomato prodozt:an as
. provided fer in ‘fnnex 2.3 of Crop Browing Agreemen:.

b, Area - npinimua of 1,000 eg o (0.1 Ha); if farmer owne le2s: ihan
: 1,000 =q m, he has to find a partner or partners t: coue
up with the required winimup area and shall he rejiizerad

under one (1) name zs agreed by themeselvee.


http:prodL:t.in
http:enteri.ng
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- mpaximum of 7,500 sq m (.73 Ha) 3 areas more than 0,75 Ha.
' can’ still be considered. if farmer can provide ths
necessary labor requirements at,  all timegs the
Technicians of Farm Supervisors will list down all
probable  lsbor available and the fdrmer will he informed .
- ang. made to realiza-the-amount of labor expense--required.
for a given arez lat .least prersnn»per'},000.sq?u).ﬁ&

JTE.+—*Zanjeras® will be prioritized in themselgctibn:of contract growers.
. Large ““zanjeras will be -subdivided into "gungles" ' “for--more.
---~-effective.- nanagement and supervision. Each-gupglo- must hava "a.
.. maximum area of- 5 hectares, Operztions-shall be dealt “with by-
;M-;ﬁunglns,~zhowevanr payments--shall. be made. individually,-on 4arger,tnv
~-~farner basie. o §

at all timés,thrcughﬁgraviﬁy-ihrigation during 'the entire tomatn..
‘cropping . cseason’ and at the -same:time have the necessary dreinzge’
gystem., Irrigziion.canals .should be provided for the entire area to .
“--propérly -distribute water basedion.required' irrigation.~schedule-

primarily to prevent overtleonding of neighboring areas. (in" case.
v “whereuifrigatianiis;ggededuirod;nnEuerea‘to'anﬁthefj:'

.drrigation and Drainage - must ‘be_able to provide-thé*watertrgqﬁ}fémentﬁ

| ]

Jertility ” ~must have the~réquired bHuand~ferti11tyjleve1"to:.cnninrd*
with NFC standards based on actual soil analysis.- specific for
foe Iocatinnn&oljcited'anﬁ‘suryeyedhby~NFC‘personnelu;..5*" e

.Location® ~-nust be-heside-or uiihfn.loq,meters”d§'exiszing“noadsrﬁ“andm
farm lots should be near each othrer—and should be easily accessibla.
-—'-fer-.more- convenient.*supervision.. :-Prospective:farmer .should be .
living near or within the vicinity -of propesed tomato . fisld. for~
bettercortrol and, tovact-as-look-out for the futzre farm produce.
HOTE t71¢ ‘logation is more than“iOO'metérs away from pacsable”roads and/or-
Jlignt vehicles {i.e. ISUIU ELF) could not entér, the farmer must
guarantee in writing (as specified in tha”contract) that they “would-
- - --be responsible to bring sll inputs. and ‘harvest to or from-designated,
“*Plek-Up=-Points. ( PUP‘s -}’ assigned to.them.. o

<2V "Labor—

Must- -have ava.lable hnusehb@@-labbrTEnough-§br':peci£ic,are£ to. .be"
_devcted to tomzto. crop or | man/day for avery 1,000 square meters of tomato -
crap. - e e ey . e e e e -

-'...‘_‘.

< HOTE : If -household “labor “is not endugh tha -farmer-mist have® financial®
S oewcapacity. end ‘willingness to guaranine in-writing (es specified in~
_contrect) to nire lzbor-necessary or'required-to*augmentfevery‘givem”
specifiz. operation, ' ' "

3...Farning Teols .

-

.:uww-:MUSt :haye ‘basic‘requirementa5nécéésar9'té,bdlfiygfgf tﬁmgtocucrtP§.
more  particularly available draft animal at 21l times' ‘whether. hired, .
berroved, or owned - S . SRR it s

e -

0
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Meral Preraguicites

2.

.

Intersst end Drive - sust havs wholehearted support and enthusiasm in

growing tomatoes as priority cash crop above other crops avail
a2ble +4or planting . within specific tomato cropping season in  his
copnitted area.

Receptivity - aust have willingness to accept, absorb, apply and

contribute new idees in terms of technical and practical
requirensents of modern tomago production adaptable tao certain

situaticn in his locality.-

Cooperatian =~ the {armer must have sutuazl involvement with his NFC Fara
Supervisor in the performance of field operations; must be capeble
af re.ating and expressing new ideas and/or problems to NFC
personnels &nd more specifically, NFC Supervicors and Agri-Techs.

Support -~ aust heve voluntary suppart to the government and NFC
nrogram on the ongoing tomato project; muet.  have basic
understanding and reccgnition ‘ef his relatienship with the NFC
pracessing plant in terms of reciprocal benefits that the company,

himself, and the whele community can derive out of the relationchip. -

Social Concern and Cooperative Intention - must be willing to work
activaly in the bayanihan system and sust realize the practicality
and need to work as a-group or in association with other farmers in
groving tomate. ' oo ;

Respensibility - must have tetal acceptance of the above noral
prerequisites and willingness to be held responsible for all Company
properties  temporarily assigned to them for. use in  tomato
proguction. . : '

oV
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THE FARM SUPERVISOR

‘ Because the Company desires to have a firm link with the Famers,
NFC employs Farm Supervisors to facilitate and take =ffect the following
objectives:

1. Extend technical #ssistance to the farmer in terms of geheral crop
' production.
2. - ket as mediator or- bridge between the management and farmer’

regarding common intenésts and goals, so as to provide the Company a
direct hand information concerning all related field informations.



TI KOMPANYA
- IPAAYNA AMIN DAGITI
KASAPULAN TAYO NGA
AGMULA TI KAMATIS
KAS ITI BIN-I, ABUNO,
INSEKTIS!DIO, FUNGISIDIO
KEN LIBRE A PANA-

MALAKSID ITI GARANTI-
SADO A BAYAD KADAGITI
APIT, SIR, ANIA PAY TI
IPAAY TI NFC KADAKAMI

NO AGMULA KAMI TI NGASISTIR.
KAMATIS?
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THE FARM SUPERVISOR

Provides 1logistics =and suppart both the farmer and 'managéaght in
terms of input and output related operations, '

To transfer' ideas and/er techdolpgy.to the farmer’'s levél of

understanding.

In $ull detgil, the technology involved in the.'entirex

operation of tomato crop productien is envisioned to be atcepted ‘and

understood by the farmer through the role of the NFC Farm -

Supervisor,
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' HIBHLIBHLIBHTS OF THE ABRI-PROGRANME EXTENSION FROJECT
A. TOMATO GROWERS ASSOCIATION

The right approach in the transfer of technulogy uxll be, identified on a
case to case bacsis, farmer to farmer, farm essociation to farm association
besis. The basic nzed in organizing the farmers will be enphasized
accord1ng to the basic guidelines as farmers training courses 'will be done
in groups or by fzramer ascociationes,

The existing “Zanjeras* and “Bunglos" will be tapped and the same

effective and proven systesm will be adapted. NFC believes that this

organizational system has proven itself for centuriés in this region among

farmers. Hence, the adaptat:on of the tomatn growers association.

.These tomato growers association will not only facilitate convenlent group

instructions and trainings but aleco pake programming schedules of input
deliveries.as well 25 havling of future tometo production more syst-matzc.

N
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B. DETAILED PLANTING GUIDE

Farmers will be trained on cultural practices and bhasic planting

‘operaticns for tomate productien. The farmer will be made to understand

every detail of the above mentioned aspects in their level of
intelligence, education and dialect.

Farmers will be provided with diagramatic flow charts to shnu.step by step
2ll  the besic planting, maintenance, harvesting, and other operations
essential to tcmato production. e

Farm Supervisors will be responsible for the superviﬁiun'and transfer of

the technical aspects of production with great emphasis on seedbgdf
preparation, planting, dizeace and"- insect control, irrigationy’
tertilization, weeding, trellising, training, harvesting and other related .

operations.
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SOIL SAMPLES

Name of Farmer

1. Plata, Ramon
2. Tomas, Rene

3. Nacasilab, Legor
4, Alonzo, Edel

%N

20
40
30
40

%P

45

%K PH
15 7

10 6.7

77T,

Gl 3 4 o .l
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C. FIELD TRIPS AND WORKSHOPS

Instructions will be done such that the farmers 'will be able to
participate and see actual situations in seminars and field trips.

During thecse workshops, the firmers will not’only see how tomatoes are

. suppbsed to ba grown in the NFC way but also how their future produce will

be processed into pasts. In this way, they would be able to realize their
vital role in the project and their closely linked relationship with the
processing plant. ‘ : '

@SL/



TALAGA A MA- S, ALAENYO DAYTOY
PANGNAMNAMAAN LISTAAN DAGITI
' LIBRE A KASAPU-
LARNYO NGA -
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D. SBIL ANALYSIS

NFC will conduct soil samplzng and analyszs of committed areas at no charge

to the farmers,- to provide the proper rate and kind of fertilizer needed in
grevwing tomato, This a2csures marnimum utilization of fertxlxzers therﬂby makan~

the crops capable of producxng tomztoes at optimim yxelds.

Under <favorable climatic. ondxtxans, the'rxght technical | supburt énd
cultural practices,’ the tarmer czn expect higher yields which tan increase the
ninimum guaranteed income that the Northern Foods Cerporation guarrantees under

the Crop bGrowing Agrenment (see p.25 for details of increased incoma due to

_increzse in yield).
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_E. FREE INPUTS AND DELIVERY.TO FARMSITE

hrC provxdes for free all +he necessary xant= needed for. 4arm=ng ke'th
a vert lizers, 1nSECt1c1des, and alto lends the. necessary fere, equ\ nents
tnu sorayer without any rental fee, :

€
i
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Lol m'

A1 “nf these will be dellvered to des:gnetad pxc? up p01nts cr ia*m

R ’A'l

.the Caepany.

B

a;és -
st’ wo charge to th= ra.mers as requ:red by specific schedule to be: d;{xp»ﬁ By


http:dfi.p.id
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TI 40 TONELADA
A NAAPITMO, TATA
KET NAKAALAKA

ITI P7,200.00

p—

AGYAMANAK,
SIR!
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F. NFC COMPENSATION PAVHENT

NFC provides to the farmer a "Compensation Payment (CP) which is the ‘sum

total of the Transplanting Incentive (TI), Minimum: Euaranteed Payment (HGP), -
Bonus, Harvest OSubksidy (HS), Harvest Fee (HF),‘ and Luad1ng Incentive (LI).

These payments will be given to the farmer a::ordxng to the. schedule stated
the crop growing agreement as dlscussed ‘below and in the +0110N1ng pages.

"TRANSPLANTING INCENTIVE®

NFC will pay to the farmer a "Transplant1ng Inrent1v=ﬂ (TI) uf'PV

for the preparatiop of a nurcery seed-bed and care of seedllnos requzred per.

hectare of field to be trunsplanted to tomatoes,

‘ The- farmer will receive. the anount or the equivalent amcunt “for’ -his
committed area after transplantxng. This is approximately 21° days after he-
indulges himself in the first schedule of operations as specified on the farm- '
plan to be prepared for him by the Company and zs embodied in the crnp gron1ng_

agreement or centract.

This provides therefore an opportunity for the fareer to receive in adﬁénce3
a portion of his Compencation Payment even before he starts to harvest his

crops.

e ooo oo.F

s o~
wd,.,
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"MINIMUN GUARANTEED .PAYMENT AND BONUS®

"Minimum Guaranteed Payment® (MGP) of P 5,000.00 will be paid per hectare

even for yields less than 40 tons per hectare or even in the event of crop

failure {(providing therefore a built-in crop insurance schene). In addition to
this, a "“nrus" will be paid to the farmer fer every tor delivered in excess 5¥
40 tens of actual yield per hectare (=ee page 29 for details).

The P 3,000,090 NEP, therefore, is the minimum amount that the farmer is

hound to receive for hic tomato harvest whether he produces 40 tons or lower per
hectare., - He can still increase his income i he harvests more than 40 tons per
bectare aor the equivalent zmount as exemplified celow

1. Equivalent Hiniaunm Yieid LENY) = 40‘tons per'hectare

L4

ENY = 10 tons or 10 000 kg or approx1mately 400 crates o

2. Eguivalent N'nzwum Payment (EMP) =P 4,000 00 per Ha (MBP)

Therefare, if cnamxtted area is ll4 hectare or 2 500 squarﬂ‘meters, the

EHP = P 1,250 00 which actually represents the Mznxmum Cuarantsed

Peayment (MEP).

3. i+ the farmer harvests 500 crates from his 2,500 square-meter lot, or
100 cretes more then his EMY, this excess which is approximately 2.3
tans ar 2,500 kg tat 25 kg per crate) will be considered es "Bonus".
The resulting "Bonus® therefore will be P 750.00 or P 300.00 % 2.5 tons,
This will be added to hiz MGP and the resulting income bemcomes P
2,000.00 or : ' '

P 1,250.00 wem + P 750.00 (Bonus) = P 2,000.00

Therefo'e, 1‘ copnitted area is 1/4 h=ctare or 2,400 square aeters;"h >


http:2,000.00
http:1,250.00
http:2,000.00
http:1,250.00
http:5,000.00
http:5,000.00
http:5,000.00

AWARDING PROGRAM
* MOST OUTSTANDING TOMATO GROWERS
- ' OF THE YEAR

MR. JUAN DELA
CRUZ
100 TONNER! .
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"HARVEST SUBSIDY AND LDADING INCENTIVE®

Under NFC Crep EBrowing Agreement, the farmer is entitled to aa "Harvesi
Subsidy®” (HS) of P 800,00 per hectare and additional "Harvest Fee" of P 20. 00
per ton in excess of 40 tens of yield per hectare.

NFC will also pick up and deliver the tomatoes to tﬁe.planf site at no’

charge to the farmers.

Hexghxng and acceptance of harvested tomatoes nzll be- ‘dane. r:ght at thef

farmsite or at designated pick-up-points, elxmznatzng therefore the: trad1tiunal

riddlepmen and difficulties in negntzatzng for a faxr, honest, ‘and favnrableﬁ

price for farm produce,

NFEL will give a "Loading Incentive® (LI) of P 10,00 per ton {orlfidadfﬁé'

thexr harvest from designated pick-up- pcznts tn NFC trucPs.

I+ we use agaxn the example given on page 26, the farmer u111 rece:veﬁ
P 200.00 (HS) for his 2,300.00 square meter lot and P 50.00 (HF),' equxvalent to

the sump of P 250.00 in all (HS + HF) eas explazned by the fcllonxng :
{. Equivalent Minimum Payment (ENP/HS) = P 800.00 per Ha.

~Thﬂreﬂ:re, if connitted drea is 1/4 Ra. or 2,500.00 sguare meter, the
- EMP/¥8. = P 200.00 representing tie Harvest Subsidy (HS) - whether his

actual yield is higher or lower than the Equivalent Minimum Yield (ENY)

which is 10,000 kg.

2. However, since the actual yield in the previcus example is more than’
the EMY, the farmer becones autowatzrally entitled to Harvest Fee (HF)
of P 20.00 per ton in excess of the EMY, The farmer therefore will
receive P 30.00 (HF) for the 2.5 teons in excess of actual yield  from

his ENY or P 20.00 ¢ 2.5 tons = P 50.00

" 3. Since his totai narvest is 300 crateS'or approvimately 12,500 kg cr
12.5 tons, his LI wil) be P 125,00 or P 10.00 x 12.5 tons. For his LI,
he will be icsued a "Loading Ticket” which he can encash or exchange
for goods at tha "NFC Farmers' Center® {please refer to page 35).. . The

loading ticket will be issued to him by NFC checPers as 'soon - as hf#,

tomatoes are loaded to NFC trucks.

1f we include his income from Transplant1ng Incnntxve '(Tl),' thé 'tot§19
Compensation Payment ("CP") that the farmer wzll rﬂcexve ror hzs 500 sq n. 1#;1

will be as follows :

’P 1,-50 00

"Minious Guaranteed Pa"ment“ (MGP) 3

"Bonus" - = 750,00
"Harvest Subsidy" (HS) = 200,00
"Harvest Fee" (HF) = 50,00 .
"Loading lncentive® (L1) | = 125,00
“Trancplanting Incentive" (TI) - = | 1250.00 .
Total "Compensation Payment (CP) . P, 2,625.00

\


http:2,625.00
http:1,250.00
http:2,500.00

Compensatxon Payment :ummary
{ cont’'d-.%v.)

c. 700 00 'per tan fdr,the next 10 tons in eycess of 60 tens

_ up to 70 tons ENY o L

do P _aod.oe'pér ton for ‘the next 10 tons in’excess.of 70 tans’

. up to 80 tons EMY o

g, P 900, 00 per ten’%o( the next 10 tons in eeree;§¥'BO}tbne;5

.‘Lp tn 90 ton= EMY

I
g

f.° P 1,000.00 per,tod'{ui ;ﬁe‘neif‘IOTébQS:{n.ekeess‘o}‘éoftoﬁgl

up to 100°tons EMY

HS

= Hervest subeiAy (P 800, bo'pér Hax.
.vHF ' ;; HarveSt Fee (P '0 00 per ton in ey ce=e of. 40 tons per Pa)
'LI“A- =>_Load1ng Incent1ve (P 10 00 p=r ton) | |
:Cé = 7oppensatxon.Payment ﬂSug.to.al o%-the;ebdee;‘

We ‘had proven through extansivs research and from ewperlenLe in - qur”
commercial planting from Hovember 1984 to DeCEmber 1965 that we could- ‘achieva -

’

yields of 40 tons up ta more than 100 tons of tomatoes per hectare in Bacarra,:"

Laaag, chﬂxg, . Bingreas, and Solsena. - In these, parts, although raxny season is

_aver, there '5 ewough irri G2 t1cn to provxde water for the duratxnn of th-= tomato
crop.


http:Harveot.Subsi.dy
http:10'tons.in
http:1,000.00

c. P700.00 iti kada toneiada para iti sumuno a 10 tonelada a sobra ti 60 tonelada
apingga iti 70 tonelada a Kaibatogan ti Kababaan nga Apit. N

d. P800.00 itl kada tonelada para iti sumuno a 10 tonelada a sobra ti 70 tonelada
agingga iti 80 tonelada a Kaibatogan ti Kobabaan nga Apit.

e. P900.00 iti kada tonslada para iti sumuno a 10 tonelada a sobra ti 80 tonelada
agingga iti 90 tonelada a Kaibatogan ti Kababaan nga Apit.

f.  P1,000.00 iti kada tonelada para iti sumuno a 10 tonelada a sobra ti 90 tonselada
agingga ti 100 tonelada a Kalbatogan ti Kababaan nga Apit,

HS = Harvest Subsidy wenno tuiong ti tiempo ti panagapit {(P800.00 per ha.).

HF = Harvest Fee wenno tulong iti panagapit no nasubraan ti 40 toneiada kada oktarya
{P20.00 kada tonelada a sobra ti 40 tonelada).

Lt = Loading Incentive wenno tulong no ni Agtaion ket isu ti mangikarga kadagiti apit-
na Iti lugan ti NFC (P10.00 kada toneiada).

cpP = Compensation Payment wenno Bayad ti Nagbannogan (dagup dagiti adda itl
ngato). .

Napaneknekanmi babaen kadagiti naaramid a penagsukisok {Resoarch) ken bukod a padas
iti inkam panagmuia manipud Nobiembre 1984 agingga iti Disiembre 1984 a mabalin a mante-
neren t nangato nga apit manipud 40 agingga 100 a toneiada kada ektarya iti til ti Bacarra, Lacag,
Piddig, Dingras ken Solsona. Dagitoy a paset ket awananen iti nawadwad a tudo iti tiempo ti

panagmula ti kamatis ngem addaan iti umanay a padanum a mangbiag ti kamatis agingga a
maapitan dagitoy. :

SIR, KASANO A

MAAWATMI TI BAYAD

DAGIT! APFTMI A
KAMATIS?

TI UMUNA A BAYAD .
MAITED KALPASAN
TI PANAGMULA. ..

SR & éada‘{. loopar —— —
' . Senle 2, frap -
ﬂa:(ém “é“ém{‘@fm%u . mzﬂxw
Hekkallo o ed - 44 i, 22 9 ;’ ""WQ‘Z 750.00
é 4'1'7"6”‘ W}ﬂﬁm ?‘[%oa /4?74

W“W Pes.00 \ ﬁWMde/ = 700.4)

'?Q‘_ ok % fon
e ek

TR

LADAWAR 15. WAGAS TI PANAGRAYAD



_"caﬂPéN;AIibh PAYHENT SUMHARY

The farmer‘s - total Compensatzon Faynent per hectare n111 actually vary
. ﬂependlng -upon the yields that the tarmer will realize after harvest. . As the
yields -increzse over  ang above . the Equzvalent Minioum Yzeld (EHY}, theu
Pompensatzun Paymewt (CP) alsn 1ncreaaes Jin the fol‘onzng manner PRI ' o

Lat.20 tons =PI, ooo 6o (rrj_f's 000. oo (MGP) + 0 (Bonus) '+ -
T eoo.oo (Hs):+io (HE) + 2oo oo wn- ",'.“_ %:ﬂ? '7;6§§f33;?
40 tons- = é_x 000. oo'ifr) ffa,ooo oo (NGP) + 4 (Banus). +. . " - “”" 
' f eao 06 (3511{ 0. (HF) + 4oo oo (LI) | ‘ia = p.7, 200 oc"~
'SQ‘tOﬁsj =Pt 1900, oo?crr;‘+ 5, ooo 00 (MBP) + 3 ooo oo (BoanJ ;_xif co
B ,‘léoe.oq (Héi‘ft°00 00" (HF) + 500. oo (LI) N = e, soo o0
»5b1£éﬁ§'u='é 1,009, 00 f}i47¥'a 00000 (nep) + 9 ooo oo (Bonus) [ :
B _ ’fqu;do (Hsi + 400,00 e € 600, oo (LI) z77,'=' P 16 eoo ooi
70°tons = P 1,000.00 (T1] 5, ooo oo fnsp; + 16 ooo oo (Bonus) + '
| R .eoo;dp‘;us{'+.eoo 00 (HF) + ,oo oo (LI) .1 : 3 24 000, oof
?95&5ﬂ?' oy ;3900-0°,ﬁ114f¥'5 000, 00 (Ma?) + 24 ooo oo (Bnnus) kX ;;_;;:g;
‘. . 800,00 (ééi:f;eoo 60 (HF) + eoo 00 (LI) o pe 32, 400 oo*f
9o:g5né “=.P 1,000:00 (TD) is, 000,00 <nsp) + o3 ooo oo (Bonus) + cL f 
;.' | "'_féoo.éoAiHsffiix oro. oo HF) 900 oo (LI) ‘ v 41 700 oogl
. 100 t§ps = e“i;odﬁféo n. }.s ooo oo (MGP) + 43 ooo 00 (Bonus) +: _f‘v _‘
- t eoo.bof}u§i,+'1 200 0o (HF) + - ooo oo (LI) =j p. 52 000, 00:5
uneéé;{“‘ |
h Tl‘ﬂ = Trensplanttng Incertive P 1, 000 00 per Ha)
MGP . = Minimum Guarznteed Payment’ (P 5,000.00 per. Ha) S e
Bﬂnus. = a. P 300.00 per ‘ton. for the 41r=t 10 tons 1n e"cess of 40 tons

Ety- up to S0 tons EMY

b: P 600 00 per ton fcr the newt 10, tans in . excess of 50 tons
‘up to &0 tens EMY

\


http:5,000.00
http:43ooo.oo
http:5,000.00
http:2O0,ooo.oo
http:5,.00.O0
http:1,000.00
http:O,200.00
http:to050.0O
http:3,000.00
http:5,600.00
http:7,200.00
http:1,000.00

KOMUSTA DA-
GITI MULAM A

PAGAY, AMA? U e

NAPINTAS TI
PANAGDAKKEL
DAGITI IMPAAYYO

LADAWAN 15. Tl NFC ITI PROGRAMA A PANAGIMULA TI PAGAY
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' PAYNENT-SCHEHE

The total Campen=at1en rayment of thn {arMer in h1= commxtted area- .hall bet -
pa:d xn the follon:ng schedule. a:lembudzed in the Crop Grou:ng Agreement '

ngmnnts T - n “S;hgdulg of_?ayment‘
1st Payment -~ 100% of Transplunt*ng Incent:ve - full payment after acceptance -
o rTT ~-of eeedlings by the company-:
‘representative . during or s
right after the transplantxng o
: :operat:nn : R

407 of Equivalent Minimum Paymentv'bne,week.aftér fftétxhh?éést.'f
¢ ENP) of the Minisua Cuaranteed: round o
Payment ‘ ) SR .

2nd Payment

- 40% of Equ1valent ‘Hinimun PaymentliPaid . one’ | Heek afterg
(-ENP )} of the Minimum Guaranteed termxnatxon ‘o¥ the last
" Payment " { NGP ) plus Haryqst °harvest ‘round -
Subsidy (HS) - ' :

 3rd Paypent.“

.D1{ferent1ai Payment (balances on',After data conczlxat:on or. 2.
previous payn=nts, if any) plus weeks after th1rd payment
Bonus and Harvest Fee. . ’

'4th Payment

- NOTE ¢ Loading ‘incentive will be paid upon.loading of the harvested tamatoes in .
the . form of loading tickets which the Farmer can encash andlor exchange-'
fnr goods at tHe NFC, Farm=r5 Center. . ; . : : L
1§ we use the exanp‘e on pnge 27,. tHeAdistrtﬁdttqhtéf payméﬁfgﬁili-béi,aé’fn
follows - : ’ o L AT

1sé'ipayment, 100% of P 250. oo 11 R

_—
- 2nd ‘PaY“e"t = eotof b 1,250, oo MBP .;7 cE o 750,00°
‘. sl".di' fPayment i = 407 Df P 1 50 00 MGO + S,

200,00 Hs :ﬁ;ﬁg,,agvgb"Fibd;¢§{;

s

P 750 50, 00 Bonus s P 50. oo HE

ith ‘Paymént

' ‘;.TOTAL PA!M:NTS

Load1ng Incentxves'

BRAND TOTAL .- LR 2,6285.00¢

[ ,.====== =====-

A5 ment1oned on page 35,. the farmcr hes the optzon to collect h15 payment=§
{total " aor fraction of his Cdmpencsation Payment) in cash or- 1n terms of goods
that shall be’ available at. the NFC Farm=r5 Center.k S ‘ e


http:2,625.00
http:1,250.00

'B.  NFC RICE' ASSISTANCE PROGRAM

_ . NFC will- provide technx:al ‘and material’ assistance to 1ntere5ted rice |
farmers dur:ng rice season.  This will’ be before and after” tomato .season. thus
) extendtng NFC optreach 33 ogram from tamata producticn to other related crops
like r::e., . .

_NFC will ‘a’sn praovide assistance to the farmer by means of cuurdlnatlng
with the, Ministry of fgriculture and Food .and”National Foed. Authority so that
they can ava11 of loans under the gov=rnm=nt 5 rice a=515tance prngram...ﬂ ‘

_ NEE belxeves that 1t5 role in its sxn:ere desxre to up11ft the ecodd&ié
status of the farmer is not only confined.to production oé tomatoes buf- also
other concerns whx:h are llnled with the 11ve11houd of the ‘armer. . ) "

As:de from technzcal and materxal a=515tanc= on er:st:ng crops, NFC H1ll
introduce" other crops such as guayabana, . passien fruit, guava) ’ and other
permanent crops wh:ch can be pro:essﬂd by 1t5 fac114tles 1n the ruture. ”@¢j;


http:confined.to

/" INTUGOTYO TAY
1.D. YO A KAS CONTRACT
GROWER, TATA?

R R4
FARMERS' CENTER

D
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"\h., :

" “Ri"DAILY BASIC.NEED ASSISTANCE '

. Ta give ass:stance to the {arme's in terms of; the:r datly bas:c neads, NFC"
will' put up’ the -"NFC Farmers Center", ‘This w111 be in addxtxon to _the
'1nc=nt1ve5 prevxcu=1y mentluned In th:s special Cumpany outIet the ‘armer can- ~
a'quxre canned goods, soap, oxl, sugar, and other basic needs. at factory prices..

_ .Houever, oaly’ reg;stered 2nd cnnf1rmed NEC tomato grouers can avail .of thas,

‘offeri. The. detailed  mechanics: ‘of this schene w111 ‘be, disciissed” .durinn.’
BESOCJatJQH mentzng

- All 1ther Company tarcer related -dssietance schemes ‘can. be tranSacied here.
“the, "lnadxng tickets? which NFC.wxll issue to the fargers can be. exchangad “for.
“*goods: available. at-the center. L1Peuxse, all payments due’ to the farmers (G&I,
HF, HS, eic./~can be zollected 1n carh or. can be uxthdrawn in kind’ by’ the ‘farmer-:
from thzs cewter..

s.\\

e In th=~ future, NFE -envisions-to provide at ' the center a place where - tb
farmers . can tempor=r1ly store, other ‘fara-produce before delxvery of . these. to
-thnzr tinal buyers. ~Thig will. PrOl!de the: farpers .a. comnun -place. where they .cany

~eelT” their farm- produCE'thnreby fuczlxtate and-precent a c011°ct1vn bargaxn;ng
- power - in- order that they gan- regotzate and sell:at more. advantaqeuus prices. ..


http:lading.'tick-et.si
http:issistanc'sschemes"can.be

IV, RESUME -

. The - managﬂmeni, the worPers of the plant and the workers o¥ the fteld,
envision to prove to the F111p1no people and-the- rest of! the people ot the vorld "
that. sincere  -and honest dedication to each of our ‘roles. 1n thzs proJect nxll;

brtng 1nev1tab1e success in achieving our geal. R P

Ilocos Norte is indeed fn'tunate to have ‘fertile lands,‘ efficient
. 1rr19at1on syctem, the rlght climatic requlreuents fur the exactlng tomatn trop,
. concrete. and asphalt rpads from farm to ‘market, diligent and zrdustrinu;
. 1locanos, the most modern ‘and apprnprzate agro- zndustrlal project for . the
pravince, unrelentless-. support froe the government ‘and its "leaders, and all
other favorabie conditions which can turn the enumeration a litany of the "Rxght
~1ngredxents" N1th .2ll these, +a11ure is vzrtually 1mposszb’e. :

'.Ne  bel'eve that thh all the "R'ght Ingredlents' . nnly corruptxon, dtrty}

pnlltxés,' and seltish 1nterest can-creep-in to slauly -destroy, dur mutual effort

in. uorP1ng tegether in this pro:ect tor the province of Ilocos Norte and for the.

country.. -

There has never been a project in cur hxstory ar in any -part of the country.
before with “the same kind of scheme and -everyone will be lucky to have the.

- opportuntty to partlczpate in achzevzng thls goal §or the fzrst tlme.

Tomato is the heart of the ‘whole pro;ect and wzthout the farmers, tHé
. Tomato Paste ProJect will never IIVE.' ’

" The great ILDCANO PEOPLE will prove that it can7be done.,ﬂ:


http:participqte.in

ANNEX 4

SUMMARY SURVEY DATA
COST AND RETURN ANALYSIS -

TABLE 1 COST AND RETURN COMFARISON

BY TYFE OF CROF PER HECTARE
S CUCURBITS . FPALAY CORN CABBAGE =~

TOTAL FROLI: RAM SLERIF cMC IRRIG - WHITE '
VOLUME 20513 13514 23448 4290 1430 15814
VALUE SEP7S  30B12 66206 13002 289 S59144

COsTS:

INFUTS 2112 6781 11307 1617 499 Q757

LABOR 135090 8820 21143 2062 1042 15370

OTHER 2369 227 1922 4412 1454 136
TOT. COSTS 26571 . 16528 34372 8091 2793 20262

NET INCOME 32404 14284 31834 6911 1296 33882

CROI (%) 121.95 B6.42 92.62 85.45 43.32 134.12

TABLE 2 RAM_FOOD FRODUCTS

COST ANI' RETURN ANALYSIS FOR
CUCUREITS PRODUCTION FER HA.

VOLUME /NUMEER VALUE
TOTAL FRODUCTION K. 20513 PESD 58975
MAJOR EXFENSES: '
1. LABOR (MAN LAY): R
LAND FREF. 25 S 625
FLOWING , : 1 Lo 800
SEEDING 28 S 700
FERT. AFFLIC. 38 950
WEEDING S 103 2575
SFRAYING o 67 1675
HARVESTING 254 4350
SORT/GRALE 28 700
HAULING (KG.) . 03 S 61S:
OTHER | o . doo
2. INPUTS: ' A el
SEELIS (CAN) 4y 2050
FERT. (EBAGS) 18" . 4644
- FEST. (LI) 13 ,“7418}
3. IRRIGATION S L7690
4., LAND RENT DU 1600
TOTAL COSTS oo 26571
NET INCOME L e . 32404

RETURN ON INVESTMENT.(Z} - ;121 95



TAQLE 3 SECOND 1.ABUNA DE BAY IRRIGATION PROJECT

COST AND RETURN ANALYSIS FOR
CUCURRITS FRODUCTION FER HA.

VOLUME/NUMBER VALUE
TOTAL FRODUCTION KB 13514 PESD 30812
MAJOR EXFENSES: .
1. LABOR (MAN DAYS):
LAND FREF. 20 . 500
FPLOWING : 1 600
SEEL'ING - 1w 375
FERT. AFFLIC - 35 ‘ - B75
WEEDING 27 , 675
SPRAY ING 2700 1750
HARVESTING 122 3050
SORT/GRALE 8 200
HAULING (kG) .02 . , 270
OTHER AT 525
2., INFUTS: . : ' :
SEELIS (CANS) 2.7 T 1296
FERT. (BAGS) 16 4000 .
FEST. (LI 11 - 14BS
3. IRRIGATION 230
4. LAND RENT 697
TOTAL COSTS : ' 16528
NET INCOME : : , 14284

RETURN ON INVESMENT (%) ; 86.02

CALIFORNIA MANUFACTURING CORF.

TABLE 4
COST AND RETURN ANALYSIS FOR
CUCUREITS PRODUCTION FER HA. N
VOLUME/NUMEER VALUE .
TOTAL FRODUCTION K6 23448 FESD 66206
MAJOR EXFENSES: Co T
1. LABOR (MAN LAYS): ‘ SRR
LANDN FREFARATION 19 : 475
FPLOWING 1 cU 879
SEEDING .35 R - ir/-
FERT. AFFLIC. . .80 1600
WEEDIING 2937 C 1325 .
SFRAYING A 2 C 1420
HARVEST ING 488 73200
SORT/GRALE sl S -
HAULING (KG) s e 469
R OTHER ‘ R G128
2. INFUTS: , S P T
| SEEDS (CANS) 3.71 S 1595
FERT. (BABS) 19 4560
o PEST. (LI) 28 5152
3. IRRIGATION o L Y
4. LAND RENT : L 1452
TOTAL COSTS: R 34372
NET INCOME: BT . 31834
RETURN ON INVESTMMENT (%) . 92,62



TABLE S -~ FARMER_OFERATOR
COST AND RETURN COMFARISON
FOR _CABBAGE (FER HECTARE) L
: VOLUME /NUMEER - VALUE.
TOTAL -PRODUCTION (6. 15814 FESO 59144
MAJOR EXFENSES: A
1. LABOR (MAN DAYS) : T
LAND FREFARATION 5 N S i
FLOWING INC. ABOVE: "~~~ .0 o0 v
SEELING e 150
FERT.AFFLIC. - 34 850
WEEDIING - 1S 1650
SFRAYING 170 . 425
HARVEST ING 20 500
SORT/BRALE NIL e L
HAULING (KG) W7 T 11070
OTHER/TRANS . 14 600
2. INFUTS: L S
SEELS (CANS) 301 - 1806
FERT. (BAGS) 20 - 4800
FEST. (LI) 15 3150
3. IRRIGATION A L PR
4 LAND RENT o Ce 134
TOTAL COSTS: N 25262
NET INCOME , R 33882
RETURN ON INVESTMENT (%) 134.12




" AGRICULTURE ‘AND EXPORT
- FINANCING PROGRAMS.



e EX 5
IU"IGHI oR COMHI:.F.C.LAL L')Ml . < .

Wwalifieztien . -Furroos-of ‘ Documents to be . L "Required . Loan - Interest . Irrlementing
- gf Zerrower . ~ loan - 'Sub:nittr_-:l . . . Collaterals “Yalue . R:zte ‘ _ﬂaturitz R 10y lce )
Zxjcrters, pre- 1. Export JAlvance 1, BEAL 1. EAL T - - - LT
ferabiy witn - Ldre {BEAL) ) 2) Heglatered copy of B 2) Real Eatate 106 ef  ‘Preval 90—120 days I.o:ms ue't.
tr-c¢k secoxd of |, ., . ] Real Estate’ llortgﬂgel - Z-@artg-;nge/ Apzraised .i::a ke . . of IBE

ex;ort ezrrings. 2. Facking Credit . Chattel Fortgnge/TCT .. . Original TCTs. Value -. xet Rate :
' . " Line (ICL) + +b) appraired/saitket value : . . .
Rew Exiorter, SEC = c. ~. of propcrtica mortgnged - - b) Chattel Morh 504 of =do= =3O,
registered . 3+ Fost-ghifment or ¢) Insurance pelioy covering : : Appraiged
) - T . Eport 3111 . izprovczenta on mortgrged - _ Value ‘ s T
Financing (Ea¢) . . . properties/gocds or euulp- - :

ment under chattel,
d)} Ficancial Statements for
- _ the past years (3)/Frojected

Income Statements. .
2, ICL ‘ ' . ' ’ Lo e
") Orfginal/notarived Deed of 2. ECL BC—10G% of 35— 36-90-iays —d -
. Assignment of exjort pro- " IC/Cenfirmed PO/ the m/m/sc ey
- ceeds covered by LC/FO/5ales Saies Contract  value . . . oo T
.Contract .
b) Cery of export-1C/confirmed =

¥0/5ales Contract
* ¢) Original/negoticble promissory
- note with'a rider trat a pen- *
. alty shall be imgosed in the :
evert that tbe axporter fails to
. negotiate the LC/“C/"C -

-’_Jao,-1w,£. o.‘. . SRR

3« EBE o rEx - , s
. Copy of negotizted export b.i.l.l/ a) Corr"er.c-a. EB va.ue -do- Dcpe’r‘im- on' ~do=-
commercial invoice/HL or ILJB/ . Irvolze/BL cr ORI “<the cocuniry c Vo
- export declaration ESD R destination but
. b) ‘.egcnated ) ‘not to exceed
" export bill/ - S0 dayse
export: decl.ara- . T
t‘.on

15.


http:QTrJgina.l/ntarii.ed
http:Finrinci.il
http:improvc-ez.tn

 Table II
. €@ REPISCOUNTING -

-

Sxalification’. - . " Purpose - ° Documernts . . Reguired ~ =~ °~  Le2n . Interest - Fatvrity I=;lezsating
" zf Zerrower - 7 of Ypam T, T2 Re _Submitted. . Coll=teral - Yalye Rates -~ (CB Terzs) _ %(fize *
Zxportex, pre-. 1. Packing credit . TFacking Credit . Xacking Credit: . 80% of face 12.75% p.a. ‘Fackink - CS~Dapars- -
fexably witn 2. TYost shipzent - 1. urigina;. deed cf a.salgn- .« %« L/C, purchase - acount of . <o authorized Credit:  =ment cf
t=z2% record of - fizancizg ox ° aent cf export proceeds - . order cr sales" - zronissory agent ban«s. 35 €ays - Loams gni
exzort eazaipgs | expsxt bill “  ezvered by L/C,: confirmed .+ contract - note/draft. lerding rotes  wifceh <3y Jradst
. . _credit - . . ¥G[salea contract . . . ; . of avth:rized. Ba v2llei | .
- . 2. A cozy of exvort L/C, ’ . ot agent banxks sver Saor
) LT corfir-ed PO/sales- . ) . . to sxpcrters ansihss
cor:ract . sha’l e con- 2T 3ars at
J« Irezissory note conta.inlm- ‘ sistent with prevalling.
a rider that interest there- . . the prevallling =sedipzcun .
oz s%all Ye automatically” zarkat rates icg raze
' Zeducsed, if exporter fails. . - . (skars =) .
20 negctiate the L/c . _ . e s

4. Cectification by the redis-
" ecurtans tank of the expc‘ter'l
‘TR in-'ard rexziitances during .
- the last quaster rrecaeiing
tte date of apyp lica.t.ion .
~ . .

\ Zxpzr} Biil Credit - : “Export Bill "re:lit- i  Tkrazt 3831
T 1. Lerfifica‘fion that exporteﬂ- Cogy eacn of the © Tzsiizy .
‘producer's ackj:n credit ocnrercial invoice . ~egeniing’
. "o.discch..ted %3 . acd_the 3/1/A\B/ + .ugon lcca= -
) beez filly settled .- . regdtiated axport’ ‘tizn of
2. {cgr each of the commercial bill/exzcrt decla- --&rawae Tazmg-
© - izveice and the E/L/ED .- ration . varyizz -
epotiated export bdill - frex =22
xpost Declaration - . . {xncot’ eprs’.
. .éaya .. ,



Quelifications. -

0f Borrower

¥Yediua and lerge
Seale grojects
which ccafors o
rovernzant plons
and pricrities, -
telcnging to ithe
follewing sectors
are eligitie

for financing:

1. Menufacturing
-2, Zmgpping -
3.7 Mining .
le Cotiztrusbicn
5

2grooludinstcy -

P A e

) Pu:'"o»so of Lo .

To cover the

" estigated foreign

exchange costs of .
goods, machinery,
equig=eat, serzices
&d civil works
nee=zzcary to carry
out ‘the Investment -
Frojects. .

1.

2,

TApIE | 11T

" ;APEX FINANCING PROGRAM

Docurents’
To Po Submitted

Feosibility study/
- brief profile of

the project

List of goods to

te fin:nced. end
.competitive quo-
tations on mzchi-
nery end. equiprent
proposed to be

funded wndor the

APEX lomn progran :
Amortization Schedulé
Registatio Certifi-
catos (EFZA, I, eta) .

Ilequir' ed

- -Collntere.l... .

Yo wniform cullo-
teral requirements

- Depends on the
- policy of the -

Participating

- Financial Inz-"

titutions (P7I)
concerned which -
are: .
PDCP

- PISO Bank
_ Anscor Cepital -
"18AA (FCID)

Citytrwst =~ '
BPI .
Metrobank

e . Haturity Ixplecenting

Per Preject Interest Antes - (CB Terms) Office
Available vp . Foreimmi  Grece-up td  Apex Davclopmen
to 344 tut . - : _ 8/15/88' Finznce Unit of
larger abowmts ~ €0:40 _WB-15 yrs. " Central Bank
may be [inanced -%HB—fixed rate) -  +-ximum) (CEP-DFU)
subject to World (CL-Libor bese up %o B
Bank's prier 6 mos.) - Tear 200§
approvael.. = . CL-up to Feb-

- - _ . Pesot ruary 194

IMA besed.



G

Qualification

-Purpose*
of lecan

of Borrower

Sxponers ’

To cover the
FX costs of
goods, machi-

.nery and

equipment

"TABLE (V~ .
SHORT-TERM TRADE CREDITS UNDER THE TRADE FACILITY

Documents’ Required. Loan Interest

To Pe Submitted - - Collateral ~ Value ° _Rate ~  Maturity
Application together "’Subject to the negotiation ‘agreemsnt between the foreign
with the following  creditor bank and Philippine obligor/borrower.
information: * - ° ; .. ‘

a. Loan Amount

b. Proposed Lender

c. Purpose of Loan

d. Terms (maturity,
interest, fees,
etc.) - -

e. Schedule of
.availment

- £. Borrower's cash

flow
g. - Mechanics of
" proposed borrow=-
ing transaction
h. Others that may

be required- | -

.18

Implementing

- - Ofﬂct_a

Management of External

. - Debt and Investment
" Accounts Departnient



Qualifications |

—of Boryower | . -

F'lliplno‘cluzens, ’
or if partnership/ .
corporation - 75% .

‘Filipino ownership °

with an all Filipino

_Board of Directors -

Total assets of not

more than 100,000 -
.at the time of re-

. gistration with

NACIDA
Duly registered .
with NACIDA

No past-due obliga~- -
. tion with any :

government/private .
financing institu-
tion i

TABLE

'V

L com mnusmr GUARANTEE LOAN FUND (c:cur)

i’urpc‘_)se .
of Loan_

l. Purchase of-

fixed assets

- 2. Working

capital

Documents
To Be Submitted

- Snle Froprietorship:

1'
.2I

10,

[\ X}

Passport size picture -
Inside & outside

photo of -business
establishment

Fhotocopy of certificate’
‘of realstration/re- -

validation with NACIDA
SSS Registration -
Quotation/pro-forma
dnvoice

Certified photocopy of .

trade name with the
Burcau of Domestic -
Trade

_Mayor's Permit ‘

License to engage in
business issued by the
‘city or municipality
Income tax return for
preceding year and.

affixed recelpt of pay- -
‘ment

Certification from NACIDA

Partnershig(g orporations

Registration with Bureau
of Dom:zstic Trade )

asu,qn'zr'.n =
Collateral

" Real estate
- Chattel- Mortgaqe ?100 000, 00
"Assignment of .

cash deposit
with banks _
Sales contract/.
irrevocable

‘letters of credit/

confirmed pur~
chase order

In the abserce of
the above, tn-
secured loans

" can be covered,

by a guarantee

Copy of Articles of Partnership/ - .
Incorporation & By-Laws re_qlatered with SEC

. Resolution of Partnership

Curriculum vitae/personal )
data sheet/list of stockholders

as of date of appilcation
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.

Loan

Interest
Value . Rates

Maximum of MRR (90)

Maturity - . Implementing

CB Terms) Olfice
Worklng. capital CB-Depart-
ioan: . .ment cf :
max. of 3 yrs. -~ Loans and
Fixed asset loan: Credit

max. of 10 yrs, .



/_J’

. Qualifications

of Boizaeage

Cottage ndustry =,
firms with total
as:els r: exceed-

‘fog FREGT

Small lndustry -

- firms with total
-assets of over

£250 T but not

’ exceeding P2.5M

exceecding P10 M

- Medium Industry -~
- firms with total

assgets of aver
2.5 M but not

1.

2.

- 4,

Purpose

of Ioan ~ . - -

Purchase of
factory site for -
new and expan-
sion projects:;
maximum of 25%
of amount |
applied for, .

Construction of”: o
factory baudings
- Purchase of -

machlnery/equlp-
ment/fixtures and
installation costs
Permanent Work=~

_"ing Capital

- ;. TABB i
INDUS'IRIAL GUARMI'IBB AND LOAN FUND

. Implementlnﬁv"
Maturity - Office S

with 2 -3 of Joans and
years grace Craedit .
period

depending .

on type of

loan ..

s
Y

Documents - .  Required .. Loan . Interest -
To Ba Submitted . - . _Collateral Value . _Rates
- Loan appllmﬂon toge- 1. Real estate,  Cottage Industry: Total of 23% 7 ~ 12 yrs.- Department
.- ther with supporting = building and. Accred.-P2 M p.a. in-
documents required land Linprove- maximum ° _  clusive of.
. by accredited finan-  ments . Non-accred. - _ charges.
‘cial institution : 2. Machinery and P.15 Mmaximum -

- . equipment  Small Industry: -

’ - "3+ Accepfable- Accred.-P2 M : :
stocks and . maximum ) .
bonds - Medium Industrys

' Accred. - PS5 M
maximum |
20



o

Qualifications
of Porrower

Individual or enter-
prises whether sole
proprietorship,
partnership, cor-
poration or coop-
eratlves engaged
in agricultural pro-
ductlion or intending
to engage In agricui-
ture and agro-process-—
iqg investment

Purpose
of Loan .

- Short-term pro-~
duction credit -

Medium and
long term .
loans for capi-
tal outlay and
orperating capi~ .
tal excluding

land acquisitfon

8.

Jform .

" Certiflcate of vegistration

.- Ta3E VH
AGRICULTURAL LOAN FUND

Documents

v . " Required
To Be Submitted ] Collateral -

Accomplished application 1, Real Estate

Blo-data of borrower
Copy of latest income 3.
tax return of ‘borrovier -

gaga
securities

of the f{irm with the
Bur=au of Domestic Trade

Naticnal
Cevernmment

"and other autherlties

Project plan, including

~ the proposed Investment

6.

outlay, project data,

Pro-forma invoices/bills
of materials and speci-
fications, project plans
and contracts, if appli-
cable -

Titles, tax declarations,
location plans, and-
current tax receipts
covering the collaterals

" offered

The borrower’s latest:
flnancial statements and .

a cash [low statement
including supplementary
statements and schedules.
Audited statements should "
be submitted in the case - .
of rehabilitation or expan— _
sion of projects. :
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2. Chattel Mort-"
Ecads or other

Issued by the

Implementing
Office

Loan Interest
Value .- " Rates . Maturity

The amount of  Flexible and -Froduction Department

lcan that may be ‘determined Credit: #f Loans
obtained by a Ly indilvidual One year; -and Cradit
horrower-undar partic:pating for sugar. : '
the ALF Program banks on the and banana
will depend, basls of.CB's projects,
among others, Interest rate. " 18 months
upon the reqguire- for ALF funds. Working

* ments of the pro- " Capltal:
Ject based on 7 yrs.with
the over-~all . 2 yrs.
evaluation of the_ grace perlod
conduit banks, S Long Term:
Including the - 15 yrs. in~-
viability and clusive of 7
profitabilfty of yrs. grace
the project; the period
collateral offerings; © Medium Term:
and the credit 7 yrs, with
worthiness of the 2 yrs, grace

- borrower. The . period -

loan amount,- how=
ever, shall not ex-
ceed the single borrow-

. er limitation under
-Sectlon 23 'of R.A, 337,

as amended. which sets
fifteen percent (15%) of
the unimpaired capital"
and surplus of a bank

as the maximum amount . -
that may be granted,



o

Quelificatian

. of BPorrcwer
* Firps with

finencially
viable agri-
based projects.

’ oxcpose -
_of loe

Technology
transfor
Comestic and
Export market

-development

Livelihood
generation

’ Docurents

To En Subnitted

Submission of
AITTP Project
Feasibility - - .~
Study Fornat.
For pre-evo-
luation pur-

" poses, cnly
.the executive

suruzary portion
of the study
must be subcite
teds If this
passes the ini-

" tial scrzening,

the propanent
is then required

- to submit the .
entire project _ -
feasibility study, .

.1

3.

TASLE VIIT L
AGI0-DDUSTRIAL TECHIOLOGE TRANSFER PROGRAN (ATITP) -

Required _ Interest co . Impleirenting
‘Collsteral ~ leen Value ' ° Rato Maturity Office
Lend snd For Individual = . 8.75% peis 15 years unich Teclinology
improvements -  FPrcjects- . - dncludes a . Resource -

~ =90% of the " Maximum project ximun grace Center>
- appraised cost of FIOM, ' 1_.‘i\rc years,
value . e repayment
. Buildings-~ ° 'For Common . riod for a

80% of the Service facili- ven loen varies
appraised - ties~taximum a vase to case
valus project cost sis. :

~ Chattels~ of - P30M e

6% of the .

“oppraised For Gultivation
‘ Projects-llacimm

valug

A

loan equivalent:
to €F%of the

. project cost,
. excluding the

cost qf land

. For_Processing

Projectad{aximmm

* loan eguivalent

to 80% of the

- projJect cost,

excluding the - .
cost of land

22



1.

. Quallflcation:

of Bcrruat
ot “ew IRl

Exporters mus? -

-ze in wacdterk-

ing, CETILLALY
and tex 1.,
manufaoe: let.
food proseesing

. or metal fatr'==-

tion;
Total assets =u st

RS

-TABIE IX

F.XPORT INDUSTRY ‘\‘lODERﬂIZATION PROGRAM (EIMP)

~

Purpose
_of loan .

Documents
To Be Submitted'

Loans wiil cuver & ."- raticn ’O\,Blhet
the follcviing it procan! feasi-
facets ¢.& ftnro- BT stuay

cing:

a) Pt

1.

1503 . 2.
".".‘ vowerke

fachinecz?
and equip-

ment

¢) ¥

not exceed £1@ M -d) Working

a‘ter EIMP ascist-

ance; and
Project must be
export-o'lented
resource based
labor-intensive,
or must generate
substantial

labor thru a
linkage with i
other indu stries.

~anital -

Loan
Value

~ Required
Collateral .

70% covered with hard Pl Mto®S M
_=2ssets from the pro- .

jects, such as land,
Hullding and machires
co-financiers with
commercial funds may _
impose their own
‘collateral require=,
ments for the portion

of thelr exposure

23

- “Interest

_Rates ..

8.75% p.a.
for soft-
term EIMP
money

Implementing
‘Maturity Office

5 to 10 yrs. with " Technology
a grace period cf Resource

1-3 yrs. -General-
ly determined on

- penter

" a project-to-project

basis, depending,.
on cash flow
earnings, stability
and risk flow =
ixpectations



0}&.

TABLE x

. nxcno-wrmmma nwmn ENT nssns;m:v mw (HH)AI.)
- and INTEGRATION AMD DEVEIOFMENT OF ENTERPRISES ASSISTANCE LOAN (mm)
UIDER THE JRBAK uvm.moon FINQING PROGRAM

. -
-

Qualification . . . Decumenta . Required . Loan - Inij.erest Hatu-ity . -Implenmenting
ef Barraecn - Purposc cf L.& To_Be Subwitted * Collsteral, - Voiue - DBHates . ,"B Terac) c_Office
l. Sezall ‘asd medivm 1. Machinery/equipmazt I. Prel.mmury eva- 1, Torrens Cecti- 500,CCC prevmlmg 3zsed upon the Tecnnologf Resotn-ce
seric exterprises  ©  acquisiticn Juation form ficate.of =~  eod cbove in,erest '“-o_,cr’ ‘s . Center
' 2. Vorking capitel snd 2. Income tax retwn- Title €0% of - _ . rate © - cepadLiZizy’ .
site improvement previous years - appraised .. ability to

» 3+ Rew moterials supp],y 3. Finzneial state- .  value

. , pay
. . + " ments, nast three2, Chattel Mort- .

years and current gage -&0% of
yeor .. the spprais:d
4. . Registration certi~ ° value 3

. fic:te, permit/
* license, Articles
. of Incorporation
5. Uredit Investiga- .
tion report
6. Copies of existing
lomn agreement
from other banks
and finenciers/
. lenders- ..
7. Assets Appraisal So-
Report (loans
. above P50,000) .
. 8, Evaluation of
collcteral re-
. quirenents
- 9, list of stocke’
.. . holders/partners
. 10, Cwrriculum vitas -
_ ~ of partners/
: najor stockhold-
.ers (inclwde -
- “borrowers)
- 11, -Sccretoary's Certiti- .
' cato ar btoard reaulu-‘
, tion authori:ingtlm :
compmny to btorrow/’
_authorized signotory
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Qualificationy .’ : L. R )
of Corrover Poozrae of Loan . Bocwnents.to bte Submitted - Collutaral
1, Project mer L, iy < 3. Surmery- statevent of : Business creden-
‘ either be o Flrinclzg the purpose ‘and goals tials sush as -
start-up or “e TFrejlec of the centerprise - purchase order,
en existing *¥Lancing 2. ©Clear description of letter of crredit, -
or an exymde 2+ Mccwemnt the proposed finencing intentories
: ing company ol Tnaas -needed from inception . ; . T :
2. Cottaze enter- ) to maturity’ ) -
prises must - 3. PDescription of the type
have total of market activity the’
. - assets of not venture would pursue ~-
more than 4e History of the fira
P220,000 ‘5« Audited financial state-" ...
3. Smz21l scale . ments since tliec start of
. enterprises operations, or at least
total assets for "the past two conse~ -
‘ranzing from . cutive years if operatin i
2250,0C0 to already :
* . P2.5 million 6. - Biographical skebch of
4 Mediun scale _stockholders,. Doard of
- entzarprises Directors ond key manage-
must have ment personnel, together
total asset . with personal, business -
base of over +and technical references )
P2.5 millien 7. A copy of the SEC. approved
but nol more Articles of Incorporation-and
than 210 By-Laws. For non-corporations, .
miliiea a copy of Certificate of Regis-
5e terprises. tration with the Ministryof .:.
«  must be at . . Trede and Industry : ‘
. least &0% S. A detailed list of equipment.ouned
Filipino _ and/or to be acquired at Acquisi-
owied, . tion Cost or Bock.Valua.
.25

#

L omams XD
mﬂTJRE CAPITAL FIHA.N‘C.ING

< ' Required

Intepest . Implementing
Iom Value Rates Uaturity Offica :
Eased en the - l{srk}at ' Depends Participating
additjonal - raten er on the . cizmarcial
cepital require- profit praject banke:
ments of the gharing “baing
vroject btut not® - .~ financed 3
to exceed 0% o i " . but in no Ezuitahle
of the:final . - - case be . Far East
equity of the .. © - indefinite IRAA
enterprise Intarbenx
- including . . cnilabanqu
Vce's partici- H27Te
_pation. Also PdCon .
bused on the P8
needs of the Fhiitrust
business, pay-.. Prilbancor
ing capacity - Predusers
of the appli-~ - Prudential
cant end growth . BC3C.
-..potential of ~ RPB .
the .enterprise Solid thils
B Veterans-



April 28, 1986
" USAID/Manila

Mr. Charles W. Greenleaf

Assistant Administrator

Bureau for Asia and Near East , '
Agency for International Development - -
Washington D. C, 20523 ‘

Dear Mr. Greenleaf:

It’s report card time. I’m ending my one-year tralnlﬁg5

at the Asian Institute of Management (AIM) on May 9. I am

Pleased to report that I am was on the Dean’s list for the

third semester and may have made the distinction list for
the year. The selection of the top four will not be ’
ennounced until! graduation day on May 11. 1In any event I
did gain from the training and I am now eager to get to
Cairo for my next assignment.

Over the last months I have tried to take every
opportunity to do A.I.D.-related research and consul tancy

work. I am enclosing a copy of a research paper I completed:: ;

on satellite farming.  During my time with USAID/Manila
there was considerable interest and discussion on the
subject but there is little, if any, documented experience
or framework to structure programs. My research does
confirm that in the Philippines there are good opportunities
but there are also serious constraints. I have sent a copy
of the study to the Office of Investment, Bureau for Private
Enterprise, since they seem to be taking the lead in
promoting the system. A second copy is being sent to Peter
Bloom, ANE/PD. I believe that it will be useful to other
missions since there are some general lessons that have
relevance worldwide.

As part of the AIM training I spent three weeks with
the Asian Development Bank, Development Finance and
Investment Banking Division. My focus was on equity

investment operations. The experience will be applicable to

my assignment in Cairo. I also organized a team of
AIM-experienced managers studying with me to conduct an
Impact evaluation on the USAID-assisted Management Skills
training program for Ministry of Local Government regional
and provincial managers under the Rural Service Center
Project. The team was very favorably impressed with this
USAID effort and the positive changes the training has
brought about. The recent political dislocation, however,
Is taking its toll on the morale of the trained staff. The
sSenicr managers are being replaced and the funding for
projects has been cut.



I will be in Washington on consultation in August and-
will try to get an appointment to give you a personal report
on my studies. I appreciate very much your supporting my
bid for training. It will be put to good use and I feel
well prepared to tackle my Cairo assignment.

Sincerely,

li&-ongffh- ;:1Chn—-

George M. Flores

cc: Mr. Peter Bloom, ANE/PD //

\7/1



