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Role of agriculture in the region

2006 —_— 201 3 Bubble size: agro-GDP per capita
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Share of rural population

Source: World Development Indicators (http://data.worldbank.org/indicator), Kosovo Agency of Statistics
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The agri-lending market is very concentrated

MFls

=y 26%

Banks

74%

Source: 2012 Annual Reports, survey of financial institutions, own estimations
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...and agriculture represents only a fraction of the Fls total portfolio

Banks MFls

3.4%

Source: 2012 Annual Reports, survey of financial institutions, own estimations
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...while demand for finance is strong

EUR

80M

Current supply
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Defensive / conservative position by the banks

IF NOT NOW, WHEN?

— Taking the opportunity
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Defensive / conservative position by the banks

— You fear also
what you don’t
know!
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Kosovo’s agriculture has a significant growth potential
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Challenges can be solved when understanding specifics of the sector

Seaébnalit‘frﬁf”
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A holistic approach is needed

10

Contract enforcement
Land ownership rights
Data availability
Advisory services

/

Financial literacy Long-term commitment
Agricultural knowledge and skills Right business model
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Contradicting messages from the market players
11

A great sector

to move in! Why really

doing it?






Coffee break
15 min

Business & Finance Consulting
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Study results: problems related to agricultural clients

14

Disagree Agree

Inadequate documentation ——

Loans considered too expensive
Poor mitigation of high risks

Inadequate access to payment...
Insufficient collateral

7
I
Impossibility to eliminate risks [ ———"
e —— —
I—

Insufficient financial capacity

Insufficient credit history
Restrictions on collateral

Loan amount too small

m Banks MFIs [0 MFIs+ Banks

Source: survey of seven banks and seven MFls
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Study results: problems related to financial institutions

15

Disagree Agree
Poor access to funds FEE————

High transaction costs _ﬁ

Difficult risk assessment -

Insufficient capacity |
Regulatory restrictions | =y

m Banks © MFIs [ IMFIs+ Banks

Source: survey of seven banks and seven MFls
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Study results: importance of various areas to develop agri-lending
16

Not important Very important

Development of new products | ——

Training of front-office staff
Risk management

—7

Procedures and policies _—T
- I
]
- I
[ I
—7

Credit scoring

Human resources management
IT system

Corporate governance

Internal audit

m Banks MFIs [ MFls+ Banks

Source: survey of seven banks and seven MFls



Key challenges lenders need to master
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Agricultural finance
How to make it work?
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|. Introduction

ll. Market Challenge

lll.Risk Challenge

IV.Efficiency Challenge
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Knowledge, tools, passion...




Agrilending
Dairy Farm

gimmecorn.com




22

Agri-lending has never
been a “low hanging
fruit” for lenders

but...

with proper tools and
knowledge, one can
get “up there”




bfc
——

Business & Finance Consulting

Financing agriculture: Reinventing the wheel...

Friedrich Wilhelm Raiffeisen
March 30, 1818 — March 11, 1888

Franz Hermann Schulze-Delitzsch
August 29, 1808 — April 29,1883

...0r constructing a new one?

23
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Bankinj
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Alexander Osterwalder: The Business Model Canvas

YOUTUBE URL: http://g00.gl/ZV3CJ (3:32 min)



http://goo.gl/ZV3CJ
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Key Partnerships Key Activities Value
Segments

Propositions
N {@
\/’—-—'—\)
Customer|
\ I Relationships
NRRR

Key Resources (Peasants)
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E

28

00

Emergent
Famers

Small Scale
(Pre-emergent) Famers

Cost Structure Revenue Streams

,é\
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=
=
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Based on the farm size ...
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Over 10 ha
8.01-10 ha
6.01-8 ha
5.01-6 ha
4.01-5 ha
3.01-4 ha
2.01-3 ha
1.51-2 ha
1.01-1.5 ha
0.51-1 ha
0.01-0.5 ha

Source: Agricultural Household Survey 2008

Distribution of agricultural land in different farm size groups

(percent of total)

a
o

10.0

—
7
o

N
o
o

N
e
o

30.0
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...customers can be segmented in the following way

30
—~
(over 10ha) 1%
~— Bankable
Emergent (3-] 0 hCI) 8%
Farmers >
=
Small Scale -
(Pre-emergent) Farmers (] ~ 3) hCl 1 9%
N
727 ~ BanIS:ble
Subsistence Farmers (0-1.5) hq (e]
(Peasants) g
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Value Propositions
32

ke

What are the
financial needs
of the farmers?

Fixed
Assets
(Profit Driven)

Working
Capital
(Cost Driven)

.

S —




Value Propositions & Channels & Customer Relationships

Emergent
Famers

bfc
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}Reloﬂonship

Approach

Small Scale

(Pre-emergent) Famers

{Peasants)

Subsistence Farmers

Agri-retail
Approach

33
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Value Propositions & Channels & Customer Relationships
35

Emergent
Famers

Small Scale
(Pre-emergent) Famers

Value Chain
Approach

e

Subsistence Farmers
{Peasants)

Mobile Post Petrol e

Banking Offices Stations vees®® o
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Business Models in Value Chain Financing : Model 1

36

Technical
Service

{4) Products

(1) Off-fake/Supphy Agreameant

(5) Loan paymeant

PROS CONS
*Transparency *Administration burden for bank
*Relation is with the final borrower *Transaction cost

*Not depending on admin capacity of coop. | *Mistake sensitive

+Easy to extend working capital loans with | *Individual out grower default hits bank
equipment loans immediately
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Business Models in Value Chain Financing : Model 2
37

Technical

Service

$ {4) Products

(1) Of-fake/Supply Agreement

(4) Finance-inputs

{5) Laan payment

PROS CONS
*More efficient, lower transaction cost *No direct relation with out growers
*Large loan amounts *So more difficult to create cross sell

+Individual out grower default is absorbed | *Risk of fraud
by the cooperatives *Risk of admin mistakes by coop




3 iportant keqs for successful NCF

Bu er/ food processor
@ O witth jood credit reputation
Good cooperation
within  bank's de?ar‘l:men’cs
@ Make it desirable

VCE
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Value Propositions & Channels & Customer Relationships

40

Emergent
Famers

Small Scale
(Pre-emergent) Famers

Subsistence Farmers
{Peasanis)




Key Resources

Agronomist
Bankers

4

Practical
Local &

Staff Effective IT




Key Activities
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Visiting

Villages 4

Agricultural
Trade Fairs

Locdal
Festivals

Social
Responsibility
Activities

Easier Loans
For Special
Events



Key Partnerships

Farmers'
Chambers
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Agricultural
Unions 43
Agricultural
Cooperatives
Universities
Input
Suppliers



Cost Structure
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Value Driven for
corporate farmers

Cost Driven for
small scale

44
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Revenue Streams

45
Cash Flow
Management
Revenues
Emergent
Famers
Small Scale
\ (Pre-emergent) Famers .
~ —_— Operational
_ Fees
\ Subsistence Farmers
{Peasants)




Key Partnerships

@0

eAgri-unions

e Agri-coop.
eUniversities
eFarmer chambers

Key Activities

>
Z
Z

NARR
eVillage visits

eTrade fairs
eLocal Festivals

‘Key_R/e§ources
A=l
=

eAgronomist Bankers
eSmooth Process
eAgrilending Scoring

Value Propositions

eProject loans
eCash flow
management
eCard programs
*\V/CF

Customer
Relationships

Customer Segments

Pt -9

>~

eRelationship Emergent
e Agri-retail Famers
*\/CF
Small Scale
(Pre-emergent) Famers
,
*Branch Subsistence Farmers
*ATM {Peasants)
*Mobile
ePost office
*Gas Stations

\ L—'ﬁ

Channels

Cost Structure

*Value Driven for corporate farmers
eCost Driven for small scale farmers

Revenue Streams

=
=
7
@\ ePricing the risk
@/‘/ *Pricing operational costs in small scale

farmers
eCorporate farmers — cash flow




Questions & Answers
5 min
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ll. Market Challenge

lll.Risk Challenge

IV.Efficiency Challenge



Defining the risks

- CQ
N\
J
Credit Risk

(Default Risk)
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Operational Risk

49
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Credit cycle
50

Measuring

- Application

- Onsite visit

- Credit appraisal

Credit Cycle

((@3@

- — \’ -

Mitigating
- Loan decision
- Loan structuring

- Problem loan management
IR

)

Managing
- Monitoring



Measuring: target market
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No Agrilending -
_ System :
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Balance sheet

56

Working assets




Technological card

Operation

Time

Resources
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57

Cost of
Cost of services technological
operation
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Benchmarking
58

Key factors E

: e 3
* Regional characteristics STUST
» Historical temperatures g

* Farm specifics
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Profit and loss statement

59

Technological cards P & L (annual)

Revenue

Markup
Gross profit
Other expenses

Business profit
Family income
Family expenses
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Cash flow
60
Investment period Sales period
months
1 2 3 4 5 6 7 8 9 10

Loan Issue

Loan rgpayment

...
L]
.....
L]
Y
@
L

Surplus .
Cash balgnce P

ChsE
STUDT

Loan repayment




Key coefficients
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61

Balance sheet Loan + Equity <100%
Profit and loss (Loan + %) + Net profit
<70%
statement (annual)
Cash-flow Installment + Cash at the end g

of period

CASE
ITUDT
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Connections between statements

Type of activity: Cultivation of Wheat, Tractor lease Balance 62
1. Cash ‘ 56\ 9. Payables

2. Savings 200.. 10. Loan 0
3. Receivables 0 11. Other 0
4. Fuel

5. Seeds

Total current assets bon owed funds 0
6. Equipment 1,200

7. Tractor 2,500

8. Land 7,000

Total fixed assets 10,700 Equity 11,400
Total assets 11,400 Total liabilities 11,400

Technological card: Wheat Area (ha): 10
Cost of Total cost for

Consumption | Price for kg / mechanized ~ : the whole

kg or liter / ha liter

Technological operation /

used material

1 Plowing (fuel) October
2 Seeds November
Loan
3 Sow (fuel) November
720?
4 Harvesting August

142.00 1,420.00



Connections between statements
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Technological operation /

used material

Plowing (fuel)
Seeds

Sow (fuel)

S~ W N

Harvesting

Revenue from wheat
Revenue from service
Total Revenue

Product Costs

Gross profit

Family income

Family expenses

Net profit

Loan amount + Interest

Loan installment/Net Profit

Technological card: Wheat

Consumption
kg or liter / ha

October 25.00
November 200.00
November 12.00
August

Price for kg /

liter

1.00
0.40
1.00

Cost of
mechanized

Area (ha):

Cost of
technological

services per ha | operation / ha

25.00

Profit and Loss Statement

Total per year

25.00
80.00
12.00
25.00
142.00

10

Total cost for
the whole
area

800.00
120.00

1,420.00

\ 7,500*
600
8,100

6,680
1,200
1,200
6,680

63

°J



Technological card: Wheat Area (ha): 10

Cost of Cost of

Technological operation / Consumption Price for kg / Total cost for

mechanized technological
services per ha | operation / ha

Plowing (fuel) October 25.00 1.00 25.00 m

used material kg or liter / ha liter the whole area

1

2 Seeds November 200.00 0.40 80.00
3 Sow (fuel) November 12.00 1.00 12.00
4 Harvesting August 25.00 25.00

142.00 1,420.0

Cash Flow

(7)) : 7
& period | oct| Nov|) Dec| uan| Feb| Mar| Apr May| Jun| ul| Aug| |Sep
@ Months 0 +1 +2 +3 +4 +E +6 +7 +8 +9 +10 +11
GEJ Cash balance at the begining of period 250 400 -170 -170 -176° -170 -20 130 130 130 130 @ -120
'F" Cash from sales 7500
wd .

W) Cash from services 150 150 150 150

S Fuel costs 120

Q

; Seeds costs -600 <

5 Harvesting costs -250
0 Cash flow from operations 150 -570 150 150 -250 7500
(7]

= Loan issue

5 2
S._Loan repaymen

(®)

C:J Cash flow from financing

S Family income 100 100 100 100 100 100 100 100 100 100 100 100
() Family expenses 100 100 100 100 100 100 100 100 100 100 100 100

Cash balance at the end of period 400 ¢ -170 -170 -170 -170 -20 130 130 130 130 -120 7380



Technological operation /

used material

Plowing (fuel)
Seeds

Sow (fuel)

A W N R

Harvesting

Technological card: Wheat

Consumption
kg or liter / ha

October
November
November

August

Price for kg /

liter

mechanized
services per ha

Cost of

Area (ha): 10

Cost of

technological

operation / ha

Total cost for
the whole area

Cash Flow

(7] a

reios | oul ol oxe] | _rebl _war] torl i _in il _ue| Sov
@ Months 0 +1 +2 +3 +4 +5 +6 +7 +8 +9 +10 +11
GEJ Cash balance at the begining of period 250 400 190 170 150 130 260 390 370 350 330 60
'F" Cash from sales 7500
wd .

W) Cash from services 150 150 150 150

o

) Fuel costs -120

q;’ Seeds costs -600

5 Harvesting costs -250
g Cash flow from operations 150 -570 150 150 -250 7500
C Loani 360

G ——
e ent -20 -20 -20 -20 -20 -20 -20 -20 20 __.213—"
(&)

C:J Cash flow from financing 0 360 -20 -20 -20 -20 -20 -20 -20 -20 20  -213
g Family income 100 100 100 100 100 100 100 100 100 100 100 100
) Family expenses 100 100 100 100 100 100 100 100 100 100 100 100

400 190 170 150 130 260 390 370 350 330 60 7347

@Iance at the end of period




Conclusions of the Case Study

Balance

1. Cash 50 9. Payables 0

2. Savings 200 10. Loan 0

3. Receivables 0 11. Other 0

4. Fuel 250

5. Seeds 200

Total current assets 700 Total borrowed funds 0

6. Equipment 1,200

7. Tractor 2,500

8. Land 7,000

Total fixed assets 10,700 Equity 11,400

Total assets 11,400 Total liabilities 11,400
Profit and Loss Statement Coefficients

oms——————— Jroutperyear [ .

Revenue from wheat 7,500* sheet Loan + EQUItV 3’ 15%

Revenue from service 600

Total Revenue 8,100 Profit T . .

Product Costs 1,420 loss (Loan + %) + Net profit 6%

Gross profit 6,680 statement (annual)

Family income 1,200

Family expenses 1,200

Net profit 6,680 oo Installment + Cash at 4,9%

the end of period

Loan amount + Interest



Mitigating: loan structuring
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Content of the Loan Structure

67



Suitable Payment
Periods

5 & 7 8 9 10N
12 13 14 15 16 18
19 20 21 22 23 24 25
26 27 28 29 30 31

July

1

2.3 4 5 6 7 @
9 10 11 12 13 14 15
16 17 18 19 20 21 22
23 24 25 26 27 28
30

August
) D T I

£ % 6 6 IA Y1 99

N\
O



Mitigating: loan structuring

January

Potatoes
Broccoli
Tea

May
Strawberry
Plums (Early)

February

Oranges
Lemon
Olives (Oil)

June

Greenhouse Tomatoes
Greenhouse Melon

March

Bananas
Greenhouse Rose
Greenhouse Carnation

July

Potatoes (Early)
Wheat (Early)

Greenhouse Aubergine Almonds
a a 4
September October November
Wheat (Dry) Tomatoes Sunflower
Table Grapes (Early) Apricot Pepper
Cherries Parsley Cotton
/ / /

bfc
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April
Carrot
Sugar Beet
Olives

August

Watermelon (Early)
Melon (Early)
Cucumber (Early)

December
Pears
Rice
Kiwi

<2

69



Mitigating: loan structuring

p

February
Olives (Oil)

/

-~

October

Apricot

/

2 payments in one year

bfc
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Mitigating: pricing
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Inappropriate needs...

72

I've bought
you with a
bank loan...

Don’'tworry,
we will work
hard and pay
it together
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Mitigating: flood, drought, frost...

Zk TARSYM

‘ TARIM SIGORTALARI HAVUZU
l \ $ - 50% Agri-lnsurance
)

Company

INSURANCE




Managing: monitoring
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Managing: communication
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THE AND THE

GOOD BAD UGLY
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Operational risks: open communication




Operational risks: dedicated personnel

Dedicated
Agricultural
Loan officers




Operational risks: centralized data processing

/
<——‘
V\Q

inernal fraud

FuIIy Authorized
Agricultural Portfolio Manager

external fraud

31



Operational risks: collusion

Bewme
CO LLUS| o1/

Not Real Sales
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Operational risks: collusion

83

Bewme
COLLUS oK/

. i
Indirect Loans Q

& .’
N
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) |
]




Questions & Answers
5 min

Business & Finance Consulting
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Coffee break
15 min

Business & Finance Consulting
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Learning from the leaders...

bfc
I

Business & Finance Consulting

Operating expense / loan portfolio vs Average loan balance per borrower

100%
®
80% -
60% .
40%
20% % o
ELL % °,
0%
8000 10000 12000

...how to increase efficiency

87



Key efficiency influencers

¢

Scale issue
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Turkey: “Water drop offices”

91
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Uzbekistan: “Credit Mobile”
92

Savings Banks Foundation for International Cooperation (SBFIC)



Kenya: M-PESA
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12:25PM

Doposit:
Kah5,000
canh to

Cancei

93



How does M-PESA work?

bfc
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How does M-PESA make a difference?

95

m-pesh €N

AVAILABLE HERE



J)
=
(7]
2
9
ﬁ
(@)
|
Q.
| &
(<))
=
| S
(1)
[Pt
(J)
=
e
i o
=
3
oT0]
£
Q.
@)
O




Keep it simple
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Educate the market
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Coping with the scale issue




Growing agrilending into Rural Finance
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100

Consumer
finance

Agrilending

Rural
finance

Agribusiness
finance

Microlending
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“Universal” Loan Officers

101
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Farm card programme

AQ ® Working
( Cy O / Capital

102

Loan

AR
CARD.

é
j \ DX ALPY

455% 90 0

Al

;_—
\

insurance Jf

&

Social “d

Security
Payment
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Coping with the business analysis issue
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through Credit Scoring

104




Scoring:

Are new clients riskier than repeat clients?

bfc
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105

10.0%

9.0%

8.0%

Bad rate

7.0% +———
6.0% ——
5.0% -

7.3%

New client

Repeat client

Ratio of loan amount to client equity:

New client:

Repeat client:

44%
81%

New clients paying
better than repeat
clients in this bank

Too aggressive
with repeat clients
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Are older clients more risky than average?
106

10.0% 8.4%
8.0%

6.0%
4.0%
2.0%
0.0%

4.5%

Bad rate

. (o]
18-29 30-59 60+
Age of client

Younger clients Older clients
pay worse pay better



Scoring:
Effect of collateral on risk

Bad rate

6.5%
6.0%
5.5%
5.0%
4.5%
4.0%
3.5%
3.0%
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Collateral > loan amount ——>

50% 75% 100% 125% 150% 175% 200% 225%

Collateral value to loan amount

Taking lots of collateral not helping to
control delinquency

250%

107



Scoring:
Key requirements for credit

Sufficient number of
bad loans

Staff who can
monitor the system

Client and loan data
in electronic format
for past 2 years

Business & Finance Consulting

Minimum 500
Preferably 1000+

Low-tech, low-cost
solutions (like Excel)
can work

108



Credit Factory
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e

e Data collection
 Initial screening
e Disbursement

Underwriting

« Analytical crosschecking
« Loan validation
« Loan approval

Monitoring & Collection

e Monitoring
« Collection
« Work with delinquent client

Training

Recruiting
On-going performance monitoring
Skills improvement

Call-center
specialist

Trainer

109



bfc
——

Business & Finance Consulting

Credit Factory
110

Productivity increase 35%
Operational costs decreased 18%
PAR decreased (from 3.5%) 1.8%

Client loyalty 95%




Questions & Answers
5 min

Business & Finance Consulting
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Master the challenges and build
the successful agrilending operation!




