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1. Executive Summary

In transitional economies such as Kosovo, there are many constraints within the agricultural sector
that makes access to credit problematic. In the past, the agricultural credit system was not focussed
towards commercial lending and its legacy has resulted in a poor understanding by farmers and
agricultural enterprises on how to use credit. As a result, agricultural managers in general, lack the
ability to assess financial and business management requirements. The current position is
exacerbated by many factors that are highlighted in this report, including reluctance by banks to lend
into the agricultural sector. This situation however, is beginning to show the first signs of change.

At present banks and MFIs represent the only realistic option for agricultural credit. Although, there is
a strong belief by people involved in the sector that there should be support to agriculture through
assisted credit schemes. There are, however no current plans for assisted credit schemes to be
implemented by the present governing administration, and the agricultural sector must come to terms
with this situation.

Commercial lending applies stringent requirements on any potential borrower, as recovery of loans is
paramount to sustainable lending. Over the past 9 months there has been considerable change in the
banking sector in general, with total loan portfolios increasing in all banks, although lending to
agriculture is only around 2% of total loan volumes. Increased lending has been most pronounced at
banks with a majority foreign shareholding structure. For example, MEB lending (loans outstanding),
has increased from € 18m in February 2003 to € 54m at the end of September 2003. MEB agricultural
loans currently amount to € 1.87m or 3.6% of total loans outstanding. Other banks are someway
behind MEB, but all have increased total lending in the past 6 months. Local (Kosovar shareholding),
banks have reached a plateau and cannot substantially increase lending any further, unless they can
secure additional deposits, particularly of a long-term nature.

There are some positive changes at the banks, including simplification of loan appraisal for small
loans (sub € 40K), alleviating the need for loan applicants to provide detailed business plans and
financial statements. This task is undertaken by the loan Credit Officer in consultation with the
applicant. However, despite the optimism, there remains significant obstacles to increasing the
number of agricultural clients who can be considered credit worthy. Two key issues which impinge on
overall financial viability of any agricultural enterprise, are; (i) the ability to market its produce both on
the domestic market and export and, (ii) internal financial/business management control, regardless
of the size of the business. The banks must also continue to further develop lending portfolios by
introducing loans with repayment schedules that are suitable for individual clients, based on cash flow
projection and realistic performance targets. Training of Loan Officers should continue to be high
priority, particularly for correct assessment of loans relating to agriculture, including appraisal of the
lending risks associated with each individual loan application.

Commercial lenders are often criticised by the agricultural sector for not recognising their needs nor
offering interest rates which can assist farming enterprises to develop. Current bank and MFI interest
rates are comparatively high, which tends to make local producers less competitive compared to
imports. However, commercial lenders set their rates based on many factors — one of which is
competition in the market place. At present this is not a strong factor in terms of agricultural lending. It
is possible that over the coming months this situation may begin to change, as their existing client
base (non agricultural sectors), becomes saturated and banks start to chase the same clients. If loan
portfolios are to increase, banks and MFIs will need to attract alternative clients and these may well
come from the agricultural sector. This does not necessarily mean that all banks will dramatically
increase the number of agricultural clients or that large numbers of farmers are to become credit
worthy, but rather that some banks are ‘testing’ the agricultural market, and judging by this experience
may increase lending over the following months. In discussion with the banks and MFls, agricultural
loan defaulting rates were no higher than other sectors and the numbers of cases was small.

Local producers and processors are disadvantaged by border customs duties and taxation currently
imposed on agricultural inputs and other commodities. This appears to be compounded by an inflow
of illegal goods. Such a disparity is not helping agricultural producers become competitive. This forms
the basis of a constant complaint by the agricultural community that current agricultural policy is not
helping or indeed protecting local producers.



The report includes alternative options for introducing capital assets into an agricultural business, such
as leasing, forward contracts and warehouse receipts. At present these options remain limited due to
constraints in the legal system, but this situation should be monitored to keep abreast of any changes.

In the past year significant changes have been made in the banking sector and in some respects
progress has been rapid, but needs more time to evolve. The challenge for viable agricultural
enterprises is to be attractive to the banks, by proving they are commercially viable with adequate
management control. Whereas, the banks and MFIs must be able to offer suitable clients loans that
are realistically manageable and matched to a borrower’s requirements.

2. Background

The Small Farmer Support (SFS) project is a large agricultural project involving five partners. The
partners are CARE International, International Rescue Committee (IRC), International Fertilizer
Development Center (IFDC), Land of Lakes (LoL) and Canadian Center for International Studies and
Cooperation (CECI). The project is funded by United States Department for International Development
and is managed by Save the Children as an umbrella grant. The timeframe of the project is from
January 2002 to July 2004. The five projects focus on various agriculture sectors, including dairy, tree
fruits, vegetables, animal feed and specialty products. The objective of all projects is to market
surpluses and to commercialize larger farmers to capture some of the import market.

CARE has established a Rural Finance Working Group (RFWG) that involves all SFS partners as well
as major players in finance in Kosovo. The consultant met with each of the partners, respective
farmers and processors to gain insight into the various credit needs across the whole agriculture
sector. Alternative credit possibilities were explored and issues of forward contracts, leasing,
warehouse receipts and crop insurance were investigated.

In association, the SFS project partners and their local project staff visits were undertaken to a wide
range of individuals and companies operating in the agricultural sector, such as:

Agricultural Producers Agricultural Associations
Agricultural Processors Agricultural Input Suppliers
Major banks in Kosovo Non bank lending institutions
Various NGOs USAID

3. Main Findings

The main findings attempt to identify the current constraints within the agricultural and processing
industries which are preventing development of the sector in general. It also highlights how the effects
of these constraints can potentially be minimised and help increase the possibility of more agricultural
related businesses becoming credit worthy. The findings also identify current sources of financing in
these two sectors, albeit at limited levels under current conditions. Finally, it concludes what can be
done to alleviate these problems, both at farm and processor level and what sources of alternative
financing may be an option in the future.

The main findings were presented at a seminar held in Pristina (22" October 2003) and are included
in this report (see page 75).

3.1 Main Constraints To Credit Access
What are the major constraints in agriculture which also inhibit access to credit?

As the project partners cooperate with a wide range of farmers and processors, ranging from small-
scale vegetable producers or sheep farmers, to large-scale agro processors and input suppliers, the
main findings are applicable to all. However, the influence of any one particular constraint may be
more significant to one type of business than another. A summary of key constraints facing agricultural
enterprises reveals that the constraints are numerous and are associated from primary production
level to agricultural policy at a national level. To some degree all these constraints can impinge on
agricultural enterprises or individuals attempting to access credit.



These constraints can be categorised as follows:

(I

()

(i) Farm and processor level
(ii) Banking and lending institution level
(iii) Agricultural policy and legal matters

Farm and processor level

Farmers and managers of agricultural activities rarely keep accurate financial and physical
records.

Production resources at farm level are very poor. In general, most farms are under mechanised
and also lack access to reliable contract machinery services, although there are some exceptions.
Poor management and technical knowledge at farm level is not conducive to good management
practices. Hence there is a need for substantial farm management training, particularly financial
management.

There is a general lack of awareness by agricultural businesses on how to use credit.

Most farmers that we met wanted to gain access to credit. However, typically they were interested
in working capital loans over a 2-3 year term, or loans to substantially increase their activities,
which was out of all proportion to their current revenues. Clearly both scenarios would not be
acceptable to a lender.

Many small farms operate at subsistence levels, and after the family’s requirements are met
generate very little surplus. Such farmers have no or at best very little chance of obtaining
commercial credit, even from micro credit lenders.

Few processors are in a financially secure position to assist primary producers.

Most of the processors we visited experience significant difficulties in consistently marketing their
products. Many processors work on a temporary basis with frequent production interruptions, as
they are unable to sell end products.

This problem is exacerbated by the inevitable poor relationship that this generates between the
primary producers and processors.

If an agricultural enterprise cannot sell its current level of production, what is the justification of
increasing investment to produce more?

Banking and lending institution level

Banks and lending institution perceptions are that agriculture is a risky sector in which to lend
money, and as a general rule this is true.

Bankers recognise that there is general lack of awareness by agricultural businesses on how to
use credit.

Current interest rates are high when compared to the potential returns from agricultural activities.
Over the past few years banks have generally only lent short term loans - typically for 12 months
with a repayment schedule of equal monthly principal repayments plus interest.

However, this year some banks are beginning to offer longer term loans and introducing grace
periods to reflect a client’s cash flow, for both short term working capital and investment loans.
Although, three years appears to be the present maximum duration excluding ABU which has
disbursed loans for up to 5 years.

Statistical information from BPK shows that from the total lending portfolio of all banks, loans to
agriculture account for around 2% of lending, but it is not clear if this figure includes input suppliers
and spare parts dealers. If not the overall figure still remains low.

Farmers often lack liquid collateral which is most attractive to a bank or lending institutions.

In many cases the ‘market’ value of collateral is difficult to determine and is often a cause of
dispute between the lender and the client.

Agricultural policy and legal matters
Although agricultural policy has not been a major part of this review, it is constantly referred to by

individuals working in the agricultural sector who claim that there is a lack of support for farmers
by the governing administration.



e Importation of agricultural and processed food products makes it difficult for local producers to be
competitive.

e All producers and processors have complained that they are disadvantaged by the customs duties
and taxation currently imposed and also the inflow of illegal goods entering Kosovo. This disparity
is not helping agricultural producers to be competitive.

e There is a lack of certification schemes and enforceable inspections of processing facilities, which
would help to give the consumer confidence that a locally produced agricultural product is safe.

e Lack of land ownership reduces the value of agricultural assets.

e Contractual agreements in the agricultural industry lack proper enforcement and are often
meaningless if not strictly applied. In many cases contracts are not binding and only exist as loose
verbal agreements.

e Rural areas need alternative forms of employment aside from agriculture. Given an alternative
choice you question how many people currently involved in farming would prefer a stable job
outside of direct primary agricultural production.

e The farming sector lacks an adequate advisory service, although the forthcoming EU funded
SASS project will attempt to address these issues but will require time to establish a solid base
and network. There is a significant demand for farm management training and particularly financial
management in agricultural businesses.

3.2. Current sources of credit in agriculture

The current level of lending into agriculture is low and is limited to a few sources, which in no way
covers demands in this sector. However, the sector demands must be matched to the abilities of
agricultural enterprises being able to repay. For example, how many farming enterprises would be
able to cover commercial loan requirements regardless of whether interest rates are at present levels,
or lower at around 5%. Of course some would be able, but many would produce more and not
necessarily be able to sell surpluses generated. The net result would be that they are effectively in a
worse position.

The current sources of credit are primarily restricted to commercial lenders (including MFls), and
deferred repayment terms offered by input suppliers. The level of lending remains small and BPK
statistics suggest that only around 2% of the banks total loan portfolios are directed towards
agriculture. This is a very low figure, however, bank lending particularly for MEB and Raiffeisen has
increased by well over 100% in the past 9 months.

Present sources of credit can be divided into the following categories:-
i Borrowing from a family member, friends or other associates.

(

(ii Borrowing from commercial banks.
(iii Borrowing from ABU.

(i

(
(

— —

iv Borrowing from a micro financing institution.
V) Pre financing by a processor.
Vi) Deferred payment terms from an input supplier.

Interest rates on offer from various lender institutions vary from as low as 10% per annum, offered by
ABU for working capital, and long term investment loans, to around 24% for first time short term loans
from lenders such as MEB and MFls. Although, there is a wide range of interest rates on offer from
individual lenders, these are influenced by a range of factors including loan duration, loan amount and
the associated risk to an individual loan. It was therefore not considered suitable to list interest rates
on offer from each bank as they tend to be case specific. However, as a general rule rates are around
16-19% per annum. Large loans to repeat clients will attract lower rates and first time borrowers of
small loans pay higher rates.

Commercial lenders are often criticised by the agricultural sector for not recognising their needs or not
offering interest rates which can help their business develop. However, commercial lenders set rates
based on many factors, and one of those is competition in the marketplace which is currently not
strong between the banks.

Of equal importance to the actual rate of interest is the type of loan that can be arranged with a bank,
and which can be matched to an individual borrower’s requirements. For working capital loans this



may be anything from less than one month, to a period which suitably covers a production and
marketing cycle. Generally this is not more than one year, although there are exceptions. Capital
investment loans are case specific and require a term which a business can manage with repayment
schedules based on a cash flow forecast. Recently, there has been some movement on these issues,
with the introduction of grace periods for both short and longer-term borrowing and extended loan, of
up to 3 years (ABU offers 5 years). However, this is in its infancy and still has a long way to go.

In the project's staff training session (Monday 20" October), we looked at the relationship between
annual interest rates and the amount repaid from the total loan (see ANNEX 1). For example, a loan of
€ 10K over 12 months at 18% per annum interest, with a four month grace period followed by equal
monthly repayment of principal plus interest - the total amount paid in interest is € 1,275 or 12.75% of
the total sum borrowed.

Some input suppliers are offering deferred payment terms, but only to favoured reliable customers
they can trust. The duration of deferred payment terms ranges from 2 weeks to 6 months. Individual
terms are case specific and varied by supplier. Essentially, the majority of small suppliers do not offer
any form of delayed payment and only accept payment in cash. In general, larger traders offer some
customers deferred payment terms, ranging from 5%-30% of their respective total turnover.

Pre-financing by an agricultural processor is not common place, although there are some successful
cases. However, in general there are three factors which inhibit increased pre-financing; (i) processors
are limited by the amount of working capital available; (ii) an inherent lack of trust between the
processor and producers and; (i) lack of enforcement of contractual agreements through the legal
system.

4, Conclusions

Access to commercial credit will remain difficult for the foreseeable future. Any substantial increases in
agricultural loan portfolios at present are really only an option for MEB and Raiffeisen, although the
latter is not concentrating on small loans. Over the past 5 months MEB has increased its lending to
agriculture — they disbursed € 1.8m in this period compared to around € 700K in the preceding 12
months, and are clearly testing the agricultural market. At present it is considered unlikely that
Raiffeisen will substantially increase its lending into the agricultural sector over the next 6 months.
However, they are beginning to explore the possibility of attracting new clients in the agricultural
sector, but are concentrating on loans over € 10K. These banks will be cautious in their approach and
will continue to test the market carefully before committing to large volumes of agriculture related
loans. Over the past 3 years Raiffeisen has disbursed loans to the value of € 2.7m and current loans
outstanding only amount to € 400K.

If Banks want to expand their existing portfolios, they will need to attract new clients as opposed to
relying solely on their existing client base. Client numbers in current sectors are quite possibly
reaching saturation point and new clients are hard to find. As a result banks are chasing the same
clients.

The mechanisms for commercial credit access are in place at all banks visited, particularly MEB and
Raiffeisen who have developed suitable procedures. They do not appear to burden a loan applicant
(sub € 30K), with a requirement to provide extensive financial records about the business or a
business plan. The loan Credit Officer compiles all necessary financial statements in co-operation with
the client. Undoubtedly, in practice, the application process will remain difficult for many potential new
clients who may not be well received by the banks for various reasons. The loan process is still
cumbersome compared to a bank which has been operating in the agricultural sector for a long time,
and in many areas the banks themselves are in a learning process which requires further training and
development. Although, it has been stated that banks do not require extensive financial records, it is in
the new client’s interest to keep accurate records to enable the bank to assess their application.
Equally, farmers should be encouraged to keep records, not only for potentially gaining access to a
loan in the future, but also for their own management needs. The SFS project should try to encourage
farmers to take this approach, wherever possible.

It is considered unlikely that local banks will be able to increase present lending volumes over the
short term due to the problems of attracting additional deposits, and the current level of lending is



around the maximum permitted under BPK regulations. However, the situation should be carefully
monitored by SFS as the position may change, particularly if they lose existing clients and struggle to
maintain current loan portfolios.

From the processors visited (with two noticeable exceptions), none were in a financial position to offer
any significant pre-financing arrangements (supply of primary inputs) to producers. Potentially, this
type of arrangement may increase as viable processors emerge, but this process will need time to
develop and relies on these processors’ ability to increase market share. In simple terms, it is very
unlikely that many small processors will be able to survive in the short to medium-term. Larger
processors that are able to pay attention to the markets (and who can sell their products), may be able
to complete for the domestic market by matching or possibly exceeding the quality of similar imported
goods. As with all rules there could be some small-scale processors which ultimately will expand, but
they will be the minority.

If a processor substantially increases financial assistance to primary producers there will undoubtedly
be problems with recovery, particularly if a crop fails and/or weather conditions affect overall yields.
This is exacerbated by the lack of enforcement of contractual agreements and undoubted difficulties of
financial recovery through the legal system, which remains a significant hindrance to development in
this sector. This is also true of feed millers supplying the poultry industry. For example, due to a
collapse of egg prices earlier this year, a miller has incurred escalating outstanding debtors (around 5-
6 poultry producers), and has had no choice but to stop supplying to avoid bankruptcy. As a result his
production has dropped from around 550 tonnes per month to 250 tonnes. This is a good example of
fluctuations in the market - in this case, cheap (and possibly illegal) eggs entering the market and
causing ripples down the feed supply chain.

As alternative credit sources are not available and commercial lending is the only realistic option as a
credit source, the agricultural sector must become more commercially aware. This is not to say that an
agricultural business should attempt to borrow money, regardless of the interest rate, but it must be
able to ascertain what level of borrowing it can justify and it’s ability to meet repayments. If a review of
the business indicates that at current interest rates the business is unable to cover the loan,
commercial credit is unattainable and should not be considered an option. Under these circumstances
the business could suffer by trying to meet the requirements of a loan.

The challenge for viable agricultural enterprises is to be attractive to the banks, by proving they are
commercially viable with adequate management control. The banks must be able to offer clients loans
that are suitable for their individual requirements. In this respect all banks have a long way to go,
although some are progressing faster than others. The process of commercial agricultural lending is
evolving and needs more time to develop. Significant changes have taken place over the past 9
months, in terms of loan appraisal and types of loans attainable from banks and MFIs. Consideration
should be given to what will be available in another 12 months and beyond. No one should be under
any elusion that banks will start to lend to a multitude of agricultural businesses but that they will be
very selective in the clients they approve. In time, if loan recoveries are positive the lending base will
increase and other agricultural clients may become more attractive to banks. It is important to note
that all banks visited said that defaulting agricultural customers were not a significant problem and no
higher than other sectors to which they lend.

The development of MFIs over the past 3 years has shown that there are successful schemes
operating in Kosovo that have grown considerably and have good loan recovery. The four MFls
visited expressed a desire to increase lending into the agricultural sector, although this may be
somewhat limited unless additional funds can be attracted into the schemes. The SFS project should
carefully monitor development of MFls and forge linkages where appropriate to assist clients with
potential loan applications.

When considering the problems of accessing credit, two factors play a key role in the ability of a
business to be considered commercially viable:

(i) Marketing of produce - probably the single biggest problem facing agricultural
producers.

(i) Management - there is a substantial need for agricultural businesses to obtain
business management and financial advice. The majority of individual farmers and



businesses visited had a poor understanding of financial management and credit
usage.

Privatisation of State Land

The forthcoming privatisation of large areas of state owned agricultural land offers the chance for
some degree of consolidation of farming enterprises into larger units. On the other hand, at the prices
which have been quoted € 5K+ / ha, it is highly questionable whether there can be an economic
return, particularly if money is borrowed for land purchase. It remains to be seen what price this land
actually attracts or when the process will begin.

Producer Associations
Over the past 3 years numerous Producer Associations have been established across Kosovo in an

attempt to improve the economic situation in the agricultural sector. Common reasons for
establishment were:

(i) To provide advocacy to its members and increase political lobbying for the agricultural
sector.
ii) To provide training and extension services.

(
(iii To supply input provisions to its members.
(
(

~— —

iv To assist with access to credit sources.
V) To provide group marketing of produce.

Although all the above points are important and require attention, it is considered that these objectives
cover far too many issues and at present cannot be adequately managed. Very few were able to
properly address key issues and many said their primary role was as a political lobby group. Lobbying
has its place and is important, however, the needs of marketing must be considered a higher priority -
few were group selling produce or using a marketing department. The benefits of any Association are
in its members working together as opposed to operating as individuals when marketing produce or
purchasing inputs. In this respect development of Associations should be more focussed on key areas
applicable to each individual Association.

5. Other Options for Increasing Access to Agricultural Resources

The following information has been included as potential options for increasing access to agricultural
resources but not necessarily through commercial lending mechanisms. These options should be
carefully considered, but at present are not possibilities, primarily as a result of inadequacies in the
legal system which does not allow for enforcement of contractual agreements and protection of asset
ownership. However, the situation may change and should be monitored for positive developments in
the future.

5.1. Leasing of Equipment and Machinery

Equipment and machinery leasing in agriculture is not currently an option and was not evident in any
other industry sector. The potential for leasing can have a significant impact on farming resources as
it alleviates the need for obtaining a loan and provision of collateral security.

A leasing agreement is a type of rental agreement but with some specific differences. In the case of
leasing, the lessor (the leasing company) grants the lessee (the customer), the right to use the capital
assets for a defined period of time.

Leasing like investment loans is a form of medium to long term external finance for the acquisition use
of capital assets. Typically, leasing is an arrangement where the lessee determines the type of
equipment or machinery that is required, the lessor purchases the assets from the manufacturer or
supplier, making the asset available to the lessee.

The lease agreement provides the use of the asset by the lessee for a specific time period, which
depends on the type of asset to be leased. Effectively, the lessor has the rights to ownership but the



lessee has the right to use the asset. The lessee does not have to finance the purchase of the asset
and therefore is only responsible for the lease payments.

Leasing is different from conventional rental as the legal rights of the lessee are similar to that of asset
owner namely:

(i) Only the lessee has the right to use the leased asset.
(i) The lessee is responsible for the maintenance and care of the asset.
(iii) The lessee is fully responsible for any loss of the asset and therefore should have

sufficient insurance to cover any eventuality including theft and fire etc. Under a rental
agreement the responsibility to cover loss is with the rental company.

In European countries the legal title and ownership of the asset remains with the lessor. For tax
purposes the lessee can offset the cost of leasing, which is deductible from taxable profits.

It is not clear when leasing will become an option, as at present, legislation is not in place to make this
workable. The consultant did not pursue the legal constraints as to why leasing is not an option, but it
is a favoured method of obtaining agricultural production assets in many countries and may also be
possible in Kosovo in the future.

5.2. Forward Contracts

A forward contract is an agreement between two parties to buy or sell an asset (in agriculture normally
a commodity), at a pre-agreed future point in time. One party agrees to buy and the other to sell at a
forward price which is agreed in advance. In forward contract transaction no actual cash changes
hand at the transaction point. If the transaction is collateralised the exchange will take place according
to pre-arranged agreement and to a defined schedule. In essence, no asset actually changes hands
until maturity of the contract. In some cases the forward price can be that of the spot market price at
the date of contract maturity.

5.3. Warehouse Receipts

In many countries warehouse receipts are an effective tool for creating liquidity and increasing access
to credit. Typically, such schemes also offer additional benefits including smoothing the supply and
prices in the market, reducing food losses and improving grower incomes.

In transitional economies the former state controlled system alleviated the need for private storage
facilities. Stores were generally concentrated in large facilities, but often offering poor storage
conditions and lack of space for storing isolated, comparatively small volumes as opposed to bulk. It is
well recognised that there is a shortage of good storage space in Kosovo, particularly for vegetable
crops.

The warehouse receipts system, also known as inventory credits or bonded warehouse receipts has
the benefit that it can facilitate credit from products held in storage as security against the loan. The
warehouse receipts, when backed by legal provisions that guarantee quality, provide a secure system
whereby stored agricultural commodities can be used as collateral, traded or used for delivery against
financial instruments including forward contacts. These receipts are documents that state the
ownership of a specific commodity and the quantity of products and specific characteristics, if
applicable. It also shows the warehouse where the commodity is stored.

Warehouse receipts have the benefits of:

0] Mobilizing credit to agriculture by creating secure collateral for the farmer, processor, and
trader.

(i) Smoothing market prices by facilitating sales throughout the year rather than just after harvest.

(iii) Increasing market power of small-holders by enabling them to choose at what point in the

price cycle to sell their crops.

(iv) Helping to upgrade the standards and transparency of the storage industry since it requires
better regulation and inspection.

(v) Helping to create commodity markets which enhance competition, market information and
international trade.



For warehouse receipt systems to work well, government and industry must build a legal and
institutional framework to guarantee performance and minimize transaction costs. By all recognition
this is not possible in Kosovo at present as the legal framework is not in place, and requires an
effective insurance market. However, the situation should be monitored for development and
considered a priority for policy and law makers.

Such schemes are relatively simple and exist in two basic variations. A one-part receipt is preferred in
Common Law countries (i.e. the UK, US model), whereas two-part receipts are preferred in Civil Law
countries (i.e. most of Europe and Latin America). The basic difference is that full ownership
documentation is provided for with either one or two documents. The cycle of interactions involved in a
typical warehouse receipt scheme involving a two-part receipt contains the following steps1:

(i) After harvest the farmer deposits his crop in a licensed warehouse and receives a Certificate
of Title (CT) and a Certificate of Pledge (CP). The warehouse will only release the crop to the
owner of both documents.

(i) The farmer applies to the bank for a loan and in exchange for the money issued he gives the
bank the CP as security (and the CT for safekeeping so that the bank knows who is the owner
of the crop).

(iii) Before the loan matures (typically up to nine months), the farmer sells his crop to a processor
or trader, by selling the CT (on consultation with the bank).

(iv) When the loan matures, or when he needs the crop, the processor repays the loan to the bank
and in exchange receives the CP.

(v) The processor, now owning both the CT (from the farmer) and the CP (from the bank) can
collect the crop from the warehouse.

6. Comments on visits to SFS Project Components

The comments below are a general view of the issues encountered during visits to each project
partner. As previously mentioned the options for accessing credit are predominately limited to
commercial lenders and therefore any agricultural business wanting to access credit must
demonstrate commercial viability. It is important that project staff fully recognise this requirement and
actively portray this to recipients of each project. Despite the fact that many people consider
agriculture should be supported via assisted credit, the facts are that it is not, and it is very unlikely
that it will receive any substantial support in any form in the foreseeable future.

Q) International Fertilizer Development Center (IFDC)
Kosovo Feed for Poultry Project (KFPP)

Most of the recipients of this project already have credit facilities from various banks and lending
institutions such as ABU. Types of loans varied considerably. Over the past 9 months more flexible
loans have been introduced that include grace periods in working capital loans and longer-term
investment loans. Although still only in its infancy and at a small level, this process is expected to
continue and evolve. The large scale processors and input suppliers are not in a position to extend
credit or deferred repayment terms to their respective customers, over and above the present
volumes. Additionally, few would have sufficient working capital to further increase exposure nor wish
to run the risks of non-repayment, or recovery through the legal system. In general, the favoured
method of increasing agricultural productivity was for the primary producers to gain access to
financing rather then the larger processors and traders to offer credit resources.

(2) CARE International Kosovo
Competitive Marketing of Milk Production Enabling Trade and Enterprise Success
(COMMPETES)

1 . o . .
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In general, the dairy sector suffers as a result of a lack of suitable processing facilities to which
farmers are able to sell their milk. In most cases it is also applicable that there are inadequate
resources at farm level to ensure production of quality milk as standard practice. Milking procedures
and milk storage is not conducive to production of quality milk. Furthermore, processors visited, with
the exception of Devoli (who is just about to start processing), work infrequently, under poor conditions
and lack enforceable contractual agreements with producers. They experience severe difficulties in
marketing milk and other dairy products. Essentially, local processors are not very competitive with
imported goods, and primarily this is a result of the quality of products rather than any comparative
price differentials. The imminent arrival of Devoli on to the UHT market may have a significant impact
on producers who conclude contracts to supply raw milk. If the company can establish markets
through its existing sales outlets, and effectively develop new markets, this could present a ‘kick start’
to producers as the potential for stable supply and pricing mechanisms is apparent. It remains to be
seen how successful Devoli can be in this venture but it has made substantial investment in machinery
and equipment for producing UHT and pasteurised milk based dairy products. Devoli is in the process
of signing up farmers to supply fresh milk, but also has the option of importing milk powder if supplies
or quality of locally produced milk becomes problematic. It is assumed that some of the farmers and
milk collection centres working with the project will also become suppliers to Devoli, and should be
monitored carefully by the project. The company has up to 20 lacto fridges that it plans to sell to
selected milk suppliers, with repayment in milk supplies.

Another option to consider for funding of milk collection centres is via the banks, but this is only a
realistic option if the owners of a centre are seriously willing to attempt this route. As with all loans, a
prospective client must be able to demonstrate commercial viability of the milk centre including a clear
outlook on the marketing strategy for milk sales. The project could help steer a client through the loan
application process, but only if the client is fully on board with the idea and not seen to be coerced by
the project.

The option for a group of farmers forming a collection centre, by pooling resources can be considered,
but this will require access to a commercial loan if capital resources are insufficient. A realistic
marketing strategy is of primary importance along with mutual co-operation amongst participating
farmers. To establish and operate a milk collection centre requires financial investment and good
management practice. The ability to produce good quality milk and secure markets is absolutely
paramount to the potential success of a collection centre, regardless of the mechanism used to
establish such a centre.

3) Canadian Centre for International Studies and Co-operation (CECI) & Kosovo
Development Center (KDC)
Improving Vegetable Production in South West Kosovo (IVPSWK)

The vegetable sector has many c