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MAFISA – PILOT PROJECT CREDIT POLICY

1. Introduction

The policy sets out the business rationale (purpose), outlines the Pilot MAFISA Products retailed through the DFI s to resource poor, and limited resource farmers and agri-businesses, the associated interest rate structure and accreditation criteria for provisional accreditation of Retail Lending Entities (RLE s) as agents of the MAFISA Agricultural Development Fund.

2. Business Definitions

2.1
Agricultural Microfinance is defined as finance required for developing economic activity in profitable business operations. As a guideline these businesses usually (but not necessarily) have a turnover of less than VAT threshold of R300 000 per annum.

2.2 Agri-Business is defined as the production, harvesting, transportation, processing (value adding), packaging and marketing of all field, orchard and plantation crops, livestock and livestock products, natural medicines, oils and fibre.

2.3 Black Economic Empowerment (BEE) is defined as the economic empowerment of all black people, including women, workers, youth and people with disabilities.

2.4 Black people, means all African, Coloureds and Indians who are South African citizens.

2.5 End-user means the borrower of MAFISA finance through the DFI.

2.6 HDI means Historically Disadvantaged Individual, with specific reference to Africans, Indians and Coloured people.

2.7 DFI means a statutory Development Finance Institution within South Africa.

2.8 NDA means National Department of Agriculture.

2.9 RLE means a Retail Lending Entity.

3.
Business Rationale

3.1
MAFISA Vision

The provision of financial services so as to achieve:-

Empowered micro level producers, processors, working poor, micro-entrepreneurs and emerging farmers who are:-

· active within the agricultural sector in the rural and peri-urban areas;

· able to embark on self-help initiatives so as to:-

· improve livelihoods;

· reduce poverty; and

· develop viable businesses, and 
· graduate into larger commercial businesses.
3.2
Objective (refer Annexure A – The Transaction)

To provide funding through provisionally accredited DFI s to on-lend to targeted end-users within pre-determined target areas.

The objectives of the pilot are:-

· to test delivery systems and channels, 

· to identify problem areas for solution prior to full roll-out, 

· to determine the acceptability of terms in the market and

· to obtain information on performance for future business case projections.

For the pilot projects only DFI s acting as RLE s, willing and able to participate on the terms of the pilot will be used together with a limited number of other types of institutions so as to assess a range of delivery channels.

3.3
Institutional Development Impact

RLE s are provided with funding so as to ensure the development objectives of the MAFISA scheme, which is a combination of:

· A more efficient and effective agricultural finance system serving the needs of the target market;

· Financial services which are more accessible, relevant and responsive to the targeted market;

· Greater productivity in farming and agribusiness operations. 

· More effective and equitable access to and participation by beneficiaries in both input and output markets;

· Sustainable financial institutions with a greater outreach capacity;

· Greater and more reliable production of food;

· Greater ownership over local programs and greater economic growth in rural and peri-urban communities;

· Greater access to public sector resources for capacity building and infrastructure development so as to enhance the productivity of MAFISA’s target  market;

· Improved wholesaling, advocacy and advisory services to strengthen the capacity of the rural poor and their organisations; and
· Improved equitable access to and improved productivity of use of natural resources and technology.

3.4
End-user Development Impact

Agricultural micro-businesses are financed with a view to ensuring development impact. This will be a combination of the following elements:



a) Entrepreneurial Development

Development of entrepreneurs is critical for the development of the economy. The number of new and existing entrepreneurs that benefit from MAFISA finance indicates the level of outreach. 



b) Enterprise Development

This includes any new agri-business activities and enterprises which are economically viable and existing ones which will be expanded.

c) Employment Creation

Those business activities which create and/or sustain employment opportunities will be supported.



d) Economic growth

The value of turnover generated by the finance provided plus the increased investment value in assets is a measure of the contribution of MAFISA finance to economic growth.

4.
Target Market

4.1
Geographic

Finance will be provided to Provisionally Accredited DFI s in Limpopo, KwaZulu-Natal and the Eastern Cape so as to enable them to provide agricultural microfinance in pilot areas, agreed to between the National Department of Agriculture and the partners. These provincial pilots may be extended by approval of the NDA.

4.2
Sector


End-users must be active in any leg of the agricultural value chain.
4.3
Partners

The partner of MAFISA for the pilot is the Land and Development Bank .

4.4
End-Users

a) 
End-users are the clients (debtors) of the DFIs. Provision should be made for the following categories/types of end-users:

· Communal farmers and farmers in the transitional stage from subsistence farmers to so-called “beginner farmers”

· Women and Youth

· Emerging farmers

· Small-scale farmers

· Small Agri-business

· Farm workers 

· User-owned self help groups

· Community based organizations involved in Agriculture



b) 
The table below sets out the guidelines for end-user debtors of this credit policy:

ELIGIBILITY CRITERIA GUIDELINE: MAFISA PRODUCT END-USERS

	Eligible Borrowers
	Criteria

	Individual 
	Historically Disadvantaged Individual (HDI)

	
	Gross non-farming income of applicant and spouse combined must be less than R20,000 per month

	
	If a farmer has access to land (leased, communal or own). If a processor has access to production facilities.

	
	If turnover is less than the VAT threshold of R300,000 per annum otherwise motivation is required (a deviance of 10% is permissible subject to motivation)

	
	South African citizen and be in possession of a valid ID document.

	
	21 years of age. For applicants between 18 years and 21 years the parent/legal guardian to co-sign the application. 

	
	Have the ability and willingness to repay


	Legal Entity (Groups)
	Fully-owned by HDIs (100% of shareholding or members’ interest).

	
	All of the directors/members have proven practical farming experience (agribusiness), and are adequately motivated to farm and to be actively involved in the venture.

	
	Have a formal constitution or articles of association, with a board or committee and a management structure 

	
	Has access to land (leased, communal or own) or processing facilities.

	
	The average turnover per individual/member/shareholder should not exceed R300,000. If turnover greater then R 300,000 then VAT registration required.

	
	Have the ability and willingness to repay.

	
	Gross non-farming income of each individual/member/shareholder must be less than R20,000 per month


5.
DFI and RLE Product Specifications

5.1
General

The funding provided through the pilot scheme is for use by RLE s to fund their clients’ agricultural micro businesses production requirements. 

Note the finance is limited to two products initially, namely Production Loans and Small Equipment Loans. 

Note this finance is not intended for any form of debt consolidation and payment of existing creditors for past season’s debt. In the event the applicant has other unpaid debt, then an agreement with other creditors on a repayment plan for their debt is required prior to approval.

The essence of the MAFISA programme is to creatively provide financial services to facilitate the development of micro and small agri-business and to enable entrepreneurs to develop into larger businesses. Loans are to be repaid and savings are to be encouraged. The scheme is not to be treated as a handout or a form of social grant. 

If end-users are not serious and committed to repaying the loans then they run the risk of denying themselves any future further assistance.

Intermediaries in their turn must act in the best interests of maintaining the capital value of the fund to acceptable levels of write-off, given that there are higher levels of risk with lending in the target market and associated with developing new businesses. It is noted on average only 30% of new businesses are successful. This implies that Credit Evaluation Committee and RLE authorised managers must apply themselves to make an appropriate decision on an application as the intention is to limit the level of write off to less than 30% during the pilot and less than 10 % over the long term.

The following criteria are for guidance of the DFI in compiling their credit assessment procedures.

5.2
Guidelines for RLE On-Lending


a) Principles of good practice




i) Ability to pay

The applicant must clearly demonstrate the ability to repay the loan. All sources of income must be taken into account and there must be a surplus of income above all expenses to cater for risk and uncertainty.

Ability to pay is closely linked to the potential of the land and the suitability of the area for the activity planned. In the case of a value adding or service business, then the access to production premises and markets is an important consideration.




ii) Willingness to pay

Willingness to pay is about integrity and honesty and is a measure of the applicant’s ‘Reputational Capital’. This can be assessed by past credit history or personal endorsement by a reputable third party.


The applicant must demonstrate a clear willingness to repay the loan. This is usually demonstrated by their track record and history of debt repayment. If an applicant has experienced temporary cash flow problems due to adverse agricultural conditions and a consequent occurrence of a default report, a new loan may be considered if the current business case has strong merit. If the applicant has a constantly recurring bad credit history then the application shall be declined, unless some tangible collateral security can be given. Other indicators of financial frugality are if the applicant has savings, or is making regular payments towards some other financial commitment and has honoured these commitments.


Willingness to pay is also reflected by the level of own capital invested into the business and or own contribution made towards the full funding required for the venture. Always attempt to get at least a 10% to 20% own contribution but there is no minimum contribution is required.

The client will be required to advise the DFI of all debt commitments prior to the granting of a loan and any new commitments, after the granting of a loan. 

iii) Something to lose

Generally some form of collateral is required from a borrower. Due to the general lack of capital of the target market it is accepted that no collateral is required. However where collateral is available or substitute collateral is available, this must be taken. This is in the form of conventional security over assets taken (bonds), cessions over income from sale of certain industrial crops (cotton, sugar etc), credit sale agreements, general notarial bonds and pledges over movables such as livestock. 


The biggest threat for the applicant is that if the applicant shows complete disregard in repaying the loan, they will reduce their chances of qualifying for further loans.




For groups it is best to make all members jointly and severally liable for the debt.




iv) “Free riders” and Group Consensus


Generally in groups there is always the problem of free riders - people who make no contribution to the business, who are disruptive in consensus seeking but who stand to benefit from the endeavours of a few. It is therefore best to encourage a strong constitution which emphasises discipline of members with the threat of expulsion if they don’t conform.


The larger the group, the more difficult it is to achieve consensus. This can be disruptive in farming where situations often demand quick decisions. It is best to encourage smaller groups, preferably less than ten.

v) Matching repayment to cash flow


Wherever possible match the repayment plan to income flows from all income sources. The more frequent the repayment the better (i.e. monthly)




vi) Ease of Repayment


Wherever possible, easy means of repayment should be applied. This includes cessions, debit orders and stop orders.




vii) Credible Suppliers


Always encourage clients to purchase equipment from credible suppliers. This is especially so for second hand equipment. Make sure there is fair value in the asset and some form of guarantee is provided. A broken down tractor can’t generate income to service a loan.




viii) Understandable interest rate costs


Clients of the target market find it difficult to understand compound interest rates. Simple interest rates are recommended as they can easily be converted into a fixed Rand amount owed, which is easily understood.




ix) Risk Mitigation


Risk mitigation can be achieved by requiring life and disability assurance cover for the loan, crop insurance and comprehensive insurance over equipment.




x) Disbursement of Funds to Third Parties.

Disbursement of loan funds should only be made to Third Parties upon presentation of invoice, sale agreements or quotation after compliance with loan conditions and with the client’s signature.  

5.3
Production Loan




a) Purpose

To provide bridging finance to cover production, processing and marketing costs. Typically this will be fertiliser, seed, chemicals, packaging, contract services, dips and medicines and other production means.

The source of repayment is from the revenue generated by the sale of the product produced with the production loan.




b) Product Specific Requirements

	Criteria
	Production Loan

	Maximum Limit
	Up to R100 000

	Term
	In line with production season up to a maximum of 12 months (24 months for sugar cane), not renewable, excepting where fixed property is offered as security.

	Security
	Only applicable for loans above R25,000 - Security in the form of collateral or an acceptable substitute. Lien on produce to be taken in all instances.  

	Repayment
	In line with income cycles of the specific enterprise as well as non-farming income. Capital and interest to be redeemed within the agreed loan period. 

	Loan Disbursement Conditions
	On the basis of authorised withdrawals based on production budget. First disbursement based on budget. Substantiation of expenditure by invoices required before authorisation of subsequent disbursements. No disbursements permitted if outstanding payments unless authorised by senior delegated official.

	
	

	Farm Business Plan
	Cash flow and production plan to be submitted with application with supporting recommendation of extension officer on suitability of agricultural production base.

	Purpose of the Loan (Production Loan)

	· Production inputs (fertiliser, seed, plant cane, chemicals)

· Packaging costs

· Irrigation costs (water quota costs and electricity costs).

· Transport costs

· Marketing costs

· Contractual costs (contract land preparation 

· Feed for livestock and veterinary expenses

· Broilers, layers and feedlot

· Farm wages and salaries
· Any other short-term direct production

	· 

	· 

	· 

	· 

	· 

	· 

	· 

	· 

	· 

	· 


5.4
Equipment Loan




a) Definition

Finance for the purchase of loose tools, small-scale plant and machinery, irrigation and other farming equipment. 




b) Product Specific Requirements

	Criteria
	Small equipment Loan

	Maximum Limit
	Up to R100 000

	Term
	In line with life expectancy of equipment up to a maximum of 12 months.

	Security
	Where possible take security to the value of the asset. 

	Repayment
	In line with income cycles of the specific enterprise as well as non-farming income. Capital and interest to be redeemed within the agreed loan period

	Loan Disbursement Conditions
	On receipt of valid invoice from accredited dealer. Disbursement shall be made directly to the dealer. 

	
	

	Farm Business Plan
	Cash flow and production plan to be submitted with application with supporting recommendation of extension officer on suitability of agricultural production base.

	Purpose of the Loan (Equipment Loan)

	· Loose tools – spades, forks, picks etc

· Small irrigation pumps

· Small-scale above ground irrigation equipment – pipes, fittings etc.

· Knapsack sprayers.


6.
Approvals

6.1
Application Forms and Document Checklist

All applicants to complete a Standard Microfinance Business Loan Application Form and provide at least:

a. Copies of identity documents of member/s, shareholders, directors, Trustees.

b. Statement of Assets / Liabilities (all asset and liabilities).

c. Statement of Personal and business Income and Expenditure.

d. Registered Business Entity Founding Statement and proof of registration.

e. Marriage Certificate (where applicable).

f. Cash flow projection based on standard crop/enterprise budget produced by the Department of Agriculture.

g. Proof of address and / or GPS Co-ordinate reading.

h. Proof of rights of access to land – Title deed, lease agreement, PTO.

i. Market contract where available.

j. Stock card/branding certificate.

k. Proof of water rights where applicable.

l. Bank statement where applicable.

m. Registration certificate for LDVs and tractors.

n. Memorandum of agreement in respect of mentorship & technical support offered by commercial farmer / agri-company.

o. Assessment report from the extension officer.

6.2
Client and Business Assessment

The Credit Evaluation Committee is to assess the business credentials of the applicant and the merit of the business proposal and make a recommendation to the RLE of the client’s choice. This recommendation will either be that the committee supports the application or does not support the application.


a)
Viability Assessment (With assistance from the extension officer)

An assessment should be produced in accordance with the approved standard viability format for loan consideration. This should at least be based on a cash flow budget taking into account all forms of income and expenses.

Clients must have a minimum repayment capacity of at least 120% with an optimum of 150%, (where repayment capacity is taken as income from all sources, less business and personal costs divided by the loan repayment).

The extension officer report should cover the following areas:

A business plan or feasibility study or cash flow projection must be submitted to support applications from MAFISA applicants.  Part of the financial service package is to support the client in planning the production and marketing of the venture so that the loan can be repaid. This financial planning support should be made in close co-operation with the client so they can understand that their planned project or venture is viable.  Components of the plan should include information on the following: 

1. The land to be cultivated, including the potential of the soil as well as the suitability of the crop(s) intended for this land.
2. Climatic conditions, including any significant risk posed by climate and any measures taken to mitigate this risk.
3. Verification and evaluation of all assets especially those offered as collateral. 

4. Water supply availability and reliability, its adequacy for the intended purpose, the type of irrigation system, and water rights.
5. The applicant’s farming and business knowledge including the extent of the applicant’s farming knowledge and marketing skills.  

b)
Credit Check

A standard credit check should be conducted via Credit Bureaux by the RLE to assess the applicant’s credit record. Any adverse credit record would need written motivation on the client file as to reasons for default record and for consideration for finance and special approval for considering the loan application within the RLE.

A client‘s past credit redemption performance determines their level of ‘Reputational Capital’ which will determine whether they should qualify for finance or not.



Clients will have to be up-to-date with repayments of any existing loans and/or successfully redeemed previous loans.



Clients whose prior debts with the DFI have been written-off are not eligible for re-financing unless write-off amounts are recovered in full or the DFI satisfies itself that the reason for the write-off should not pose a risk of repeat offence.

7.
Reporting

7.1
The RLE is to provide the following reports in excel format to the MAFISA Fund manager:


a) A report motivating a drawdown per client detailing:

· Client name

· ID Number of Credit Evaluation Committee and recommendation reference number in format – (nnn/ddmmyy/nnnn)

· ID Number (RSA or Legal entity registration number)

· Loan Product/s (specified separately)

· Interest Rate

· Amount lent

· Loan Purpose

· Value of assets financed

· Budgeted value of output:



- Number of employees





- Number of members (one if sole proprietor)



- Budgeted value of turnover



- Total investment in the business before the loan

b)
A quarterly management report detailing current and cumulative performance:

· Name of RLE

· Client name

· ID Number of client

· Account number

· Gender (Legal entity identifier if legal entity – C=Company, CC= Close Corporation, T=Trust, Co=Co-operative, P=Partnership, VA=Voluntary Association)

· Client account number

· Approved loan amount

· Date of approval

· Draw down amount

· Product/s (specified separately)

· Purpose

· Interest Rate

· Balance due

· Arrears (-) / advance (+)

· Months in arrears

· Write-offs

7.2
The extension officer to provide the following reports:

· Production assessment report and recommendation on suitability of business plan and level of expertise of applicant

· Report on technical support / training to be provided

· In the event of default report on the production situation

7.3
Credit Evaluation Committee report on reasons for default after client consultation.

8.
Approvals (Refer Annexure B – Operational Setup)

8.1
Credit Evaluation Criteria

	Credit Evaluation Criteria


	1. Must have positive recommendation from Credit Evaluation Committee

2. Must have all documentation correctly filled in and in order.

3. Must have a positive cash flow.

4. Value of own assets must exceed total liabilities.

5. Credit history of the applicant & members must be acceptable.

6. The existence of a savings history is important.

7. Must have a medium to low risk profile.  

8. Cash income of all sources should be equal to or greater than 120% of total cash expenses.

	Risk Profile & Financial Characteristics

	Benchmark
	Low Risk
	Medium Risk
	High Risk

	Total Income / Total Expenditure
	>1,5


	1,5 to 1,2
	< 1,2


	Debt / Assets
	< 30%
	30% to 70%
	> 70%

	Credit History
	No Negative Credit History
	Sporadic late payments, Neg. ITC with justifiable reasons
	Consistent repeat trend of late payments, legal action. 

	Savings
	Consistent  pattern of savings
	Inconsistent  pattern of savings
	No savings


Note 1: Taking the above into consideration, the following are condonable:

· All non-payment of debt incurred more than 3 years prior to the date of application

· Credit reports for loans that are for an amount less than R100 can be ignored if negative

· Non payments due to job losses and retrenchments

· Crop failure due to climatic disasters

Note 2:
Loans to be turned down if:

· If more than 2 loans are reported as negative, reject the loan.

· Spouses doesn’t pass credit where married in community of property.

8.2
Loan Agreement


All successful applicants will sign a standard loan agreement.

8.3 Approval of Drawdown by RLE
RLE s are to submit drawdown requests weekly to the MAFISA PMO who will vet and submit to the NDA for approval for the Land Bank to disburse funds.

ANNEXURE A

THE TRANSACTION
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ANNEXURE B

OPERATIONAL SETUP (OPTION 1- Client funds paid through link bank)
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ANNEXURE B

OPERATIONAL SETUP (OPTION 2 - funds paid through input supplier)
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ANNEXURE C

INTEREST RATES AND MAFISA TRANSACTION FEES

a) Interest rate to all end-user clients 8.00% per annum, Simple Interest.

b) Transaction fee of 1% deducted from RLE (DFI) drawdown.

c) Transaction fee of 1% deducted from end-user drawdown

ANNEXURE D

APPLICATION FORM


See:


Form M1 – Loan Application Form

ANNEXURE E

SUPPORTING DOCUMENTS


See:


Form M2 – Operational Report (Extension Officer)


Form M4 – Credit Policy (Pilot)


Form M6 – Product Document


Form M7 – Loan Agreement


ANNEXURE F
CREDIT EVALUATION COMMITTEE EVALUATION FORM


See:


Form M3 – Credit Evaluation


Form M5 – Checklist
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