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Session Overview

LEARNING To be able to effectively serve the agricultural clients, an Agricultural Loan Officer
OBJECTIVE (ALO) should thoroughly know the financial instruments offered by the bank,

including their general clauses, client suitability, and key features.

SCOPE By the end of this session, the trainee will have a knowledge of the following key
concepts:

* An understanding of general clauses and repayment schedules of agricultural
loans

e Maturity plan, repayment schedule, and target clientele for micro-agro business
products

e Maturity plan, repayment schedule, and target clientele for very small agro
business products

e Maturity plan, repayment schedule, and target clientele for small and medium
agro business products

TARGET Agriculture loan officers, trainers, financial analysts, agriculture experts, and other
professionals interested in agriculture financing

DURATION 2 hours
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NB: this PPT is based on the document “Agro loan products” for CamCCUL
Trainer is invited to read that document.

Since it is necessary to use different methodologies to assess different kinds of businesses, three methodologies to assess agro loans have developed:
micro agro business product: from XAF 100,000 to 500,000 
Very small agro business product: from XAF 500,000 to 6,500,000
Small agro business product: from XAF 6,500,000 to 25,000,000
Medium agro business product: from XAF 25,000,000
In terms of analysis, small and medium business show few differences, which is why they have been grouped.




1. General description

General requirements
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minimum experience: one year or three production cycles

loan purpose: working capital and/or investment

maturity: 1 to 36 months

the payments can be regular or irregular

in case of a combination of different loan purposes (agricultural and
commercial), a minimum of 70% of the loan amount has to be used for
agricultural purposes

the mode of payment must be appropriate for the cash flow of the entity
(grace periods up to six months and deferred instalments are permitted in

cases where it is required to avoid negative cash flow)

Interest rates are determined by the CU
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2. Micro Agro Business Product

Amount XAF 100,000 to XAF 500,000

Maturity maximum: one year

e equal monthly instalments or
Repayment * individual repayment schedule
e grace period according to production cycle and cash flow of the farm

Interest rate indication: 1.7% to 2.5%

e guarantor(s)

* savings

* inventory for agribusiness (up to 80% of the loan amount)
 future harvest for farmer (up to 80% of the loan amount)
* household furniture

* minimum coverage of loan amount: 100%

Collateral

» farmers (maize, other vegetables, poultry, etc.)

T t
arget group e agribusiness

e farmers: minimum three production cycles

Experience 0 .
* agribusiness: minimum one year

* Mainly based on reputation

Methodolo : .
&Y e Assessment form : the “Micro Agro Business Loan Form’

)
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More info about the methodology:
The assessment of these applicants should focus on the member’s reputation in his or her community and on the business, as well as on financial data establishing that the member is running a sufficiently profitable business. The decision on granting a loan shall be made according to the member’s capacity to repay.
The assessment form is an Excel sheet called the “Micro Agro Business Loan Form”, which the Agro Loan Officer (ALO) has been trained to use. This form can be filled in directly on-screen or printed and filled in manually. See Annex 1: “Micro agro business loan form”. It is very important that the form be completed before any decision is taken.
the ALO is given a specific set of key points to analyse when assessing the applicant for micro agro products. Additional information is provided in the “Agro Lending Technical Guide”.

+5 minutes: present (once more) the form to assess micro businesses (show it on the projector)



2a. Micro Agro Business Product (contd.)

Target group
» Small-scale crop producers — subsistence farmers

Loan purpose
« for working capital and fixed assets in order to finance an existing business, i.e.
to expand the business.

Analysis of creditworthiness based on:
e repayment capacity

» character and willingness to repay

e reputation in its community

« capital and collateral

« cash flow

« credit history
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Loan purpose
Loans to micro businesses may be granted for working capital and fixed assets in order to finance an existing business, i.e. to expand the business.
Analysis of creditworthiness
The analysis of creditworthiness in the case of loans to micro businesses shall consist of an analysis of the following:
Repayment capacity: “Micro” farm businesses are family-based, involve multiple economic activities and income, and expenditures are generally shared. There is no clear distinction between the family and the business. The repayment capacity of a borrower depends on whether there is enough cash available in the “family pot” to service the loan. Loan instalments normally do not represent “ear-marked” funds but are simply taken out of the household’s cash reserves. Thus the lender needs to determine whether there will be sufficient cash inflows to offset the outflows, including loan repayments.
Cash flow analysis is the single most important analysis a lender has to do. The diversity of activities on a small farm might make it seem like a complicated task, but it can and must be done.
Character and willingness to repay: The field visit should be used to gain some insight into the character of the prospective borrower and whether there is any risk of moral hazard. While farm income may be sufficient to repay the loan, a borrower may decide not to repay for a variety of reasons – maybe due to urgent family needs, or a desire to reinvest directly, etc.
The most important character assessment methods include a personal presentation by the applicant about his/her expansion plans (how the applicant intends to use the loan), an assessment of the quality and reliability of the information provided, and the applicant’s credit history with the CU. Character assessments of rural smallholders focus on the same issues, but differ in the methods used to obtain information and the key aspects of focus.
CU Agro Loan Officers must also focus on the member’s openness in disclosing and sharing information with the CU. Does the loan applicant voluntarily identify his/her assets? Does he/she readily provide receipts and other documentation upon request?
Reputation in the community: How do the leaders of the village community view the loan applicant? What kind of reputation or image does the loan applicant have? Is he/she known to have drinking or gambling problems? Is he/she considered to be reliable and trustworthy, someone his/her family and the community are proud of?
Finding reliable answers to these questions can be difficult, which is why CU ALOs employ a very discreet approach to gathering information. It is extremely important that the ALO talks with villagers, neighbours or the village chief about the applicant. The ALO must find at least three people in the local community that have a positive opinion of the applicant in order for the application to be successful. These “references” may not the same as the references provided by the applicant in the application and must be included in the technical analysis guide.
Capital and collateral: A balance sheet is the main document in understanding the capital situation of a potential borrower. Of course, small farmers do not usually prepare accounts, but it is not difficult to construct a balance sheet during the course of a field visit.
Cash flow: All income and expenditure information collected during the field trip is now consolidated as a cash flow projection. The exact period of the projection depends on the envisaged loan term. In agricultural households, one year projections are common because they cover the majority of crop growing seasons. Loan projections beyond 12 months may be very unreliable.
As a general rule, it is best to be conservative with estimates, especially for new or expanded enterprises.
Credit history: If the member has a credit history with the CU, this analysis will focus on the applicant’s repayment behaviour during past or outstanding credit exposures, as well as on the use of funds obtained from previous credit exposures.
A satisfactory outcome of this analysis would be that the member has repaid previous and outstanding credit exposures in accordance with the respective payment plans with no significant delays and has made appropriate use of the funds. The ALOs should review the “Agricultural Lending Technical Guide” for help in creating and analysing a balance sheet for the applicant.
The ALOs should review the “Agricultural Lending Technical Guide” for help in creating and analysing a cash flow projection for the applicant.



3. Very Small Agro Business Product

Amount

Maturity

Repayment

Interest rate

Collateral

Target group

Experience

Methodology
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XAF 500,001 to XAF 6,500,000

* maximum: 12 months for working capital
* maximum: 24 months for investments
(in exceptional cases, the term can be extended to three years)

e equal monthly instalments or
* individual repayment schedule
e grace period according to production cycle and cash flow of the farm

indication: 1.7% to 2%

e guarantor(s)

* savings

* land title or mortgage or movable assets, depending on the situation

e future harvest (for farmers) or inventory for agribusiness (up to 50% of loan)
* household furniture

* minimum coverage of loan amount: 100%

» farmers (maize, other vegetables, poultry, etc.)
e agribusiness

e farmers: minimum three production cycles
e agribusiness: minimum one year

* based on financial data and client’s reputation in her community and business
* assessment form: “Very small agro business loan”
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More about the methodology:
The assessment of these applicants should focus on financial data that show that he/she manages a sufficiently profitable business, as well as on the member’s reputation in his/her community and business. The decision on granting a loan shall be made according to the member’s capacity to repay.
The assessment form is an Excel sheet called “Very small agro business loan”, which the ALO has been trained to use. This form can be filled in directly on-screen or printed and filled in manually. It is very important that the form be completed before any decision is taken.
Later on, specific instructions are given to the ALO to enable him/her to assess the application for very small agricultural products. Additional information is provided in the “Agro lending technical guide”.


+10 minutes: present (once more) the form to assess very small businesses (show it on the beamer)




3a. Very Small Agro Business Product

Target group
« Small farmers or small livestock producers, commercially oriented
« Small-scale livestock producers

Loan purpose

» for working capital and fixed assets in order to finance an existing business,
an expansion (of the existing business or into a new business line or market)

» as well as for private investments in housing, home improvement and, in rare
cases, consumer goods

Analysis of creditworthiness based on:
e payment capacity

» willingness to repay the credit exposure
o credit history
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4. Small and Medium Agro Business
Product

Amount from XAF 6,500,001

Maturity * maximum: 12 months for working capital
* maximum: 36 months for investments

Repayment * equal monthly instalments or
* individual repayment schedule
e grace period according to production cycle and cash flow of the farm

Interest rate indication: 1.7% to 2%

Collateral e guarantor(s)

* savings

* land title or mortgage or movable assets, depending on the situation

» future harvest (for farmers) or inventory for agribusiness (up to 50% of loan)
* household furniture

* minimum coverage of loan amount: 100%

Target group » farmers (maize, other vegetables, poultry, etc.)
e agribusiness

Experience e farmers: minimum three production cycles
* agribusiness: minimum one year

Methodology * the assessment focus is on financial data
e assessment form: “Small & Medium agro business loan”,
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More about the methodology:
The assessment of these applicants should focus on financial data that show that he/she manages a sufficiently profitable business, as well as on the member’s reputation in his/her community and business. The decision on granting a loan shall be made according to the member’s capacity to repay.
The assessment form is an Excel sheet called “Small & Medium agro business loan”, which the ALO has been trained to use. This form can be filled in directly on-screen or printed and filled in manually. It is very important that the form be completed before any decision is taken.
Later on, specific instructions are given to the ALO to enable him/her to assess the application for small and medium agricultural products. Additional information is provided in the “Agro lending technical guide”.

+10 minutes: present (once more) the form to assess small & medium businesses (show it on the projector)




4a. Small and Medium Agro Business
Product (contd.)

Target group

e Large-scale crop producers

» Large-scale livestock producers
« Commercial enterprises

Loan purpose

» For working capital and fixed assets in order to finance an existing business
» To expand existing business or to enter into a new line of business or market
» Private investments in housing and home improvement

Amount
» Small enterprises: business credit needs between XFA 6,500,000 and XFA
25,000,000.

* Medium enterprises: all credit needs of XFA 25,000,000 and above.
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Large-scale crop producers: This category utilises the highest level of mechanisation and is mainly dependent on hired labour. The farms are usually larger than five hectares and can even be larger than 150 ha. Crops are usually cultivated as monocultures. Due to a higher level of intensification, irrigation is common on such farms, as is double cropping. Depending on the crops, and due to higher inputs of fertiliser, pesticides and water, crop yields from these farms may be triple of those obtained on less intensive farms. In this system, more than 85% of the produce is sold. Because of the scale of production, most large-scale producers have better marketing options and, in some cases, their own market outlets (own shops, transportation to better local and/or international markets). Among these larger-scale farmers are the “cash-crop producers” that specialise in crops to be sold on the international markets (such as cocoa, coffee, tea, etc.). Because farm sizes may vary significantly depending on the crop and location, and because the main aim is to generate income, in some cases as much as 100% of the crops are sold, often internationally.
Large-scale livestock producers: These are larger-scale livestock producers, usually with better-established market channels, such as a large-scale buyer or their own shop(s). The level of management is much higher on such farms, resulting in higher yields. Poultry farmers with more than 200 broilers or 500 layers and pig farmers with more than 50 pigs fall into this category.
Commercial enterprises: There are legal entities which play a key role in Agricultural Value Chains by selling agricultural inputs, processing agricultural inputs, or marketing or transporting agricultural products. These SMEs represent a segment between large suppliers, such as fertiliser manufacturers and micro enterprises, which have a very simple organisational structure and are limited to a specific geographic market. These SMEs combine wholesale and retail activities and create strong relationships with their suppliers and customers and are active in more than one market.
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For more resources please visit AgriFin’s website

We welcome your feedback to help us further refine these training
materials. Please contact us at
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