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Agricultural Lending – Self Study Guide for Loan Officers

LESSON SIX

Loan Approval and Follow-up

Objective: to examine in detail the steps that follow loan appraisal, including the approval 
process, setting loan terms and conditions, loan disbursement and loan monitoring.  
There are different strategies that a financial institution can follow in each of these 
phases but the general principles outlined here are widely applicable.

After a loan officer has carried out a loan appraisal, the application has to be prepared for approval 
and, finally, disbursement.  Decision-making mechanisms vary from institution to institution and 
often depend on the loan amount and loan term proposed.  However, in all cases at least one 
additional person gets involved in order to respect the “four-eyes” principle of internal control.  Let 
us now have a closer look at the various steps that follow loan appraisal.

1. THE LOAN FILE

As a first step, the loan officer prepares a loan file in accordance with a pre-defined structure.  It is 
useful to have a standard checklist of the information and documents that are needed for a 
complete loan file.  A second list of people, who should sign off when each step of the loan 
approval process is completed, can provide a useful tool to monitor and manage loan processing 
time.  Many institutions have defined benchmarks for the maximum time a loan should take from 
the time of application to approval and disbursement. 

The loan file should include a summary sheet of the loan appraisal, containing key information on 
the borrower and the loan in a very concise form.  This can be an important tool for the credit 
decision committee to quickly grasp the profile of the proposed loan.

AGLEND’s summary sheet includes the following five key aspects and presents them 
on one page:

1. Brief description of the economic activities of the farm household (main crops, livestock etc.);

2. Brief risk profile of the farm household and details of risk-mitigating strategies that are used;

3. Characteristics of the loan applied for and the recommendation from the loan officer;

4. Financial indicators:

i. accumulated repayment capacity indicator, 

ii. free net cash-flow indicator, 

iii. indebtedness ratio;

5. Rating results as regards personal creditworthiness.
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AGLEND’s loan officers must present the results of their loan assessment, with a clear statement of 
the pros and cons and a clear recommendation to the credit committee.  A signature by the loan 
officer under the loan recommendation will increase the level of responsibility.  With this signature 
the loan officer confirms that he/she has carried out an in-depth evaluation of the client’s 
repayment capacity and willingness and has collected sufficient information to come to the 
recommendation.

2. LOAN TERMS AND CONDITIONS

A very important part of preparing the loan file that will be presented is determining the most 
appropriate loan terms and conditions.  Repayment schedules must be in line with the cash-flow 
patterns of the farmer.  Repayments can only be made when the farm household has cash on hand.  
Thus, it does not make sense to schedule repayment instalments for periods when there is a 
liquidity shortage, e.g. prior to harvest.

Depending on the household situation, different options exist for appropriate repayment plans in 
agricultural households:

1. Equal (monthly) instalments of loan principal and interest;

2. Regular monthly interest payments and a bulk payment of loan principal at maturity;

3. Regular monthly interest payments and irregular intermediate loan principal payments when 
cash is available.

Credit for seasonal crops is generally repaid after harvest (between 4-9 months).  If 
family income from other sources is regularly flowing in, at least small payments 
can be made on a monthly basis.  This is often the case with farm households that 
sell milk on a daily basis or are engaged in vegetable or chicken production, which 
have short production cycles.

Let us have a look at AGLEND’s approach.  We know from Pedro and Maria Crespo that AGLEND's 
loan product requires monthly repayment of principal together with interest payments.  This is 
manageable for farmers like the Crespo family who have various income sources and, consequently, 
a reasonably regular flow of income.  

However, there are farm households with other production patterns that find equal instalments 
difficult.  AGLEND has decided to test more flexible repayment plans, which means moving away 
from their original loan product of equal monthly instalments.  

Pedro Crespo has heard about this new possibility and told his brother Carlos about 
it. Carlos wants start a cattle finishing enterprise.  He proposes to buy young cattle, 
fatten them and sell them at a much higher price after 6 months.  He thinks he 
would need a loan of about $500 to get started.

An AGLEND loan officer visits Carlos Crespo and prepares the following cash-flow projection. He 
discovers that Carlos keeps pigs and chickens and that he gets income each month from the sale of 
eggs.  The family income is increased by the wages Carlos's daughter earns in the local shop and the 
wages that his son gets from occasional work for a machinery contractor.

After preparing the cash flow he is able to work out the repayment schedule and then reassess the 
cash flow indicators that were explained in Lesson 5.  

Let us look at the figures he produces for the first six months of Carlos's business, including the 
proposed cattle fattening enterprise. He builds in an assumption that Carlos gets a loan of $500 as 
he says he does not have any cash savings he can use.
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Cash flow for Carlos Crespo for next six months:

MONEY COMING IN Month: 1 Month: 2 Month: 3 Month: 4 Month: 5 Month: 6
Sales of:

Finished cattle 1000
Pigs 360
Eggs 40 30 20 20 20 60

Non-farm income 50 60 60 70 70 20
Loans (e.g. from AGLEND) 500
TOTAL  (A) 590 90 440 90 90 1080
MONEY GOING OUT
Farm / business inputs:

Purchase of weaned calves 500
Fodder and salt 45 40 50 35 35 35
Pig and chicken feed 120

Household expenses 40 40 70 50 50 50
TOTAL  (B) 585 80 240 85 85 85
MONTHLY NET CASH FLOW (A – B) 5 10 200 5 5 995
CUMULATIVE NET CASH FLOW 5 15 215 220 225 1220
Section for Loan Officer use

Loan repayment plan

Revised MONTHLY NCF

Revised CUMULATIVE NCF

Here are the loan officer's repayment calculations:

Month 1 Month 2 Month 3 Month 4 Month 5 Month 6

Proposed instalment   -180 -371
Principal -150 -350
Interest -30 -21

Outstanding Balance 500 500 500 350 350 350
Interest at 2% p.m. 10 10 10 7 7 7
Cumulative interest 10 20 30 7 14 21

You can see that he believes that Carlos can repay part of the principal in month 3 because of his 
expected sale of pigs that month.  He concludes that the loan can be cleared in two instalments: 
$180 in month 3 which includes $30 of interest and the balance in month 6.  There is not enough 
cash surplus in months 1, 2, 4 and 5 for regular monthly payments, not even regular interest 
payments. 

However, the loan seems to be viable as the accumulated total cash-flow during the 6 months is 
sufficiently high. Here is the effect on the cash flow when the loan officer returns to that to enter 
in his repayment calculations:

MONTHLY NET CASH FLOW (A – B) 5 10 200 5 5 995
CUMULATIVE NET CASH FLOW 5 15 215 220 225 1220
Section for Loan Officer use

Loan repayment plan 180 371

Revised MONTHLY NCF 5 10 20 5 5 624

Revised CUMULATIVE NCF 5 15 35 40 45 669
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Every farm household has a unique combination of economic activities and a unique cash flow.  It 
makes sense, therefore, for AGLEND to make their repayment conditions more flexible to match 
loan terms with each farm’s income and expenditures better.

For farmers whose main crops are perennial (e.g. coffee, coconut, grapes, etc.), annual payments 
may be the most appropriate.  However, AGLEND is very reluctant to operate with bulk payments.  
They have decided to demand some intermediate payments, even in the case of perennial crop 
producers, for various reasons: 

a. Most of the farmers with perennial crops tend to make all their payments when the crop
matures, so many people and other lenders may “compete” for the available cash.

b. More frequent payments serve as a “reminder” to borrowers that they have an obligation with a 
lending institution.  This disciplinary effect is obviously greater with regular payments, e.g. 
monthly instalments.  However, if this cannot be done, then intermediate, irregular payments 
should be required, just as proposed for Carlos Crespo.

c. Capturing cash whenever there is cash available at the farm household reduces the risk that 
cash “disappears”.  AGLEND wishes to avoid large sums of cash “burning” in the hands of the 
borrowers and being spent for purposes that may damage loan repayment.

d. If borrowers fail to meet intermediate instalments, this is an early-warning sign for AGLEND that 
they may have recovery problems with a client.

1. What is the accumulated repayment capacity ratio for Carlos Crespo over the six month period 
budgeted?  Does it meet AGLEND criteria?

Cumulative NCF in Month 6 = 

Total loan repayment, including interest =

Accumulated repayment capacity ratio =

2. Use this table to work out the "free net cash flow" in the two months when the loan officer 
proposes Carlos should make his loan repayments.  Is it adequate?

Months Monthly Net 
Cash Flow 

(A)

AGLEND Loan 
Repayment 
Instalments

(B)

Net Cash Flow 
after Repayment 

A-B=C

Free Net
Cash Flow

C / B

3 180

6 371

3. If Carlos's wife also grows vegetables and this involves a regular monthly expenditure of $15 
and approximately $28 additional income each month, how does this affect the cash flow?  
Would you alter the repayment plan based on this revised cash flow?

MONTHLY NET CASH FLOW (A – B)

CUMULATIVE NET CASH FLOW
Section for Loan Officer use

Loan repayment plan

Revised MONTHLY NCF

Revised CUMULATIVE NCF

(answers at the end of the lesson)
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3. THE CREDIT COMMITTEE

Lending decisions are normally taken by a credit committee. Decision-making should be 
decentralised, i.e. take place as close to the relevant customers and loan officers as possible.  This 
is essential if large distances exist between branches and district, regional or head offices.  Another 
reason for decentralising credit decision-making is that a good loan decision depends on having good 
knowledge of the specific economic situation of the client group, the agricultural activities and the 
regional context.

A credit committee should consist of at least one person in addition to the loan officer.  Loan 
officers should not vote on the credit committee but should rather present the information and 
provide a clear recommendation for loan approval or rejection.  How does this work in practice?

Loan officers present a summary of the loan request and their appraisal report, before making their 
recommendation. Committee members listen to the explanation about the proposal and then are 
given the opportunity to ask questions of the loan officer regarding the details of the client’s 
economic situation, the market situation and any other relevant issues.  Decisions in the credit 
committee are made on a consensus basis.  

The credit committee is expected to examine the appraisal and the recommendation made by the 
loan officer closely.  If any doubts exist about the information gathered or the results of the loan 
appraisal, the credit committee can postpone their decision at this point in time and ask the loan 
officer to collect additional information.  If insufficient collateral or collateral substitutes have 
been proposed, the loan officer can be sent back to identify additional collateral. In agricultural 
lending, a fast decision-making process is crucial, since the timing of disbursements is critical to the 
farmer’s production success.  Therefore, loan files must be particularly well prepared to avoid the 
need for additional information.

Decentralised decision-making requires that clear thresholds for loan decisions should be set at
branch, district, regional and head office levels.  Thresholds specifying the restrictions in relation to 
loan amounts and loan terms are the most useful. At regional and headquarter levels, it may be 
difficult for loan officers to participate personally in the credit committee meetings.  They may be 
represented by their branch managers who will have to introduce the loan proposal to the credit 
committee, based on discussions he has had with the loan officer.  This can mean there is less 
background information available on the applicants during credit committee discussions.  It is 
because requests for larger or long-term loans normally have to be approved at central offices that 
they take longer to get approved. 

4. DISBURSEMENT PROCEDURES

Once the loan decision has been made, clients should be informed immediately.  Since farmers 
generally live far away from the central office, it is important to let them know the date on which 
the application will be presented to the credit committee, and when a decision can be expected. 
Reducing useless travel time for loan applicants is good client service and reduces the transaction 
costs of the borrower. 

There are various methods that can be used for loan disbursement:

 Cash disbursement.  Many lending institutions disburse loans in cash.  They either do this 
themselves through their own cashiers or by handing out a cheque that can be cashed at a 
partner-bank.

 Money transfer to supplier.  Some organisations prefer to transfer the approved loan amount 
directly to suppliers.  This can increase the level of control over how the loan amount is being 
spent.  Although this may be interpreted as a signal of mistrust, there are also advantages 
attached to this system:  Firstly, farmers might not want to travel with large amounts of cash 
because of the risk of money getting stolen.  Secondly, it removes the temptation for the 
farmer to spend larger amounts of money, e.g. for investment goods, in a different way.  
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Thirdly, financial institutions can establish partnerships with large agricultural suppliers.  
Either the lending institution can notify the suppliers regularly about the approved credit limits 
of clients, so that the farmer can go there directly and make his purchases or clients can be 
given coupons to use as cash in specific shops.  In many cases, these partnerships allow farmers 
to buy supplies at preferential rates.  Fourthly, interest calculation will only start to be 
calculated on the day when the purchase at the supplier is made or the coupons are actually 
cashed.  This is an obvious advantage compared to the system when cash is directly disbursed 
to the farmer who might not spend it immediately.  In this case, he must already bear the 
costs for the loan without having obtained any benefit from it as yet. 

 Supplying inputs in-kind.  This method was common in the 1970’s and 1980’s. Many 
agricultural lending institutions bought agricultural inputs and then disbursed them as credit in 
kind.  In-kind loans, however, have the severe disadvantage that the lender becomes directly 
connected to the economic success of the investment.  If the investment fails, farmers are 
then more likely to refuse to repay.

Whatever disbursement method is chosen, however, it is imperative that the loan is available to the 
farmer at the moment when it is needed.  Late disbursement can undermine the entire investment, 
put the income flows at risk and, hence, endanger the loan repayment.  The cash flow budget 
should indicate clearly when disbursement is required.

4. How would you design the loan application and appraisal summary sheet which is put in the 
loan file for use by the credit committee?  

5. Which disbursement method do you think is most appropriate and why?  Should disbursement 
ever be done in instalments?
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5. LOAN MONITORING

The success or failure of any financial institution is closely tied to the quality of its loan portfolio 
and its loan monitoring system.  The assessment of repayment capacity and the creditworthiness of 
an applicant provides the basis for good loan decisions and thus, portfolio quality.  Good loans may 
turn bad however.  In agricultural lending, there are particular risks as we have mentioned and thus 
careful monitoring to avoid default is crucial.  A monitoring system provides the information needed 
to oversee loan portfolio quality at any given time, identifying potential problems at the earliest 
moment possible.

There are some key requirements for an appropriate monitoring system for agricultural loans:

a. Open communication between the lender and the borrower is essential for effective loan 
monitoring.  Some borrowers do not like to tell the lender about problems they may face in 
repaying the loan.  The establishment of open communication can help ensure that problems 
are communicated as soon as they arise.  If a clear policy on handling problem loans exists and 
is known to the borrower, powerful incentives may be given to borrowers to provide lenders 
with early warning signals when they have to go through difficult times.

b. Loan files must contain all the documents (loan application, loan assessment, collateral records, 
memos, loan agreement, etc.) which provide a loan officer and other interested parties with a 
complete historical and on-going record of the relationship between the lender and the 
borrower.  These files are the backbone of a loan monitoring system.

c. Computerisation should be introduced, if it is not already in place. Although in principle loan 
tracking can be done manually, this will be difficult beyond a certain number of borrowers with 
highly individual repayment schedules and loan terms.  An obvious advantage of computerised 
loan monitoring systems is that reports can be generated automatically.  As a speedy response 
to loan default is vital for maintaining a sound loan portfolio, automation can help to identify 
problem loans at a very early stage, allowing for immediate corrective action.

Various strategies can be employed to monitor loan performance. Let's look at the 
methods that AGLEND use to identify potential repayment problems as early as 
possible:

i) Periodic direct monitoring of clients
  
Generally, an agricultural lending institution should stay in touch with their clients through the loan 
officers.  The loan officer can capitalise on the relationship established during the field visit, the 
appraisal process, and possibly through earlier business contacts.  This is not only prudent loan 
monitoring practice, it is also good customer relations.  However, monitoring a loan by personal 
contact is costly and raises the institution's operating expenses.

Client visits

The most effective way to obtain information about the current performance of a borrower is to 
visit the farm.  This gives an opportunity to uncover organisational and operational problems and 
discuss the current risk management strategies employed by the client.

On-site visits should be timed to coincide with crucial moments in the borrower’s agricultural 
production cycle, e.g. when crops are germinating, when fertilisers are being applied or just before 
harvest.  Pre-harvest visits are particularly useful to assess repayment potential and make the 
farmer feel monitored in his/her repayment performance.

Client visits, however, require a lot of time and, hence, represent a significant cost burden for the 
lending institution.  There are other less costly techniques.
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ii) Indirect monitoring of clients

Attending local markets, cattle auctions, agricultural fairs

These occasions bring together a large number of farmers.  Many farmers, for example, regularly 
travel to the local and regional markets to sell their produce.  There might be monthly livestock 
auctions and occasional agricultural fairs.  AGLEND’s loan officers have a chance to meet many of 
their clients in one single spot!  They can observe how well a client's business is going from 
marketing activities and, by talking to other farmers, AGLEND loan officers may pick up a lot of 
additional information about the customer.

Meetings with extension officers

In many countries, farm households are assisted by public extension service programmes.  Extension 
workers visit farmers to help them improve their yields and marketing efforts.  AGLEND loan officers 
regularly meet with the staff of the extension programmes to obtain information about particular 
clients.  In addition, they learn about any specific risks that threaten certain regions or farmers, 
e.g. a village hit by a particular pest or water shortage problems in a region.

Meetings with veterinary officers

Another good information source can be veterinary officers who assist in livestock management.  
They are aware which farmers vaccinate their cattle and which do not.  They also know which 
farmers have problems with sick cattle or have recently lost a calf for example.  This information is 
helpful to identify potential problem loans at an early stage.

Contacts with agricultural input suppliers, traders, slaughter houses, etc.  

Agricultural input suppliers, wholesalers, traders, slaughter houses, irrigation  associations and 
marketing co-operatives also form part of a larger information network.  Maintaining contact with 
them, attending meetings and so on, is just another way that timely information about problems 
that individual farmers or groups of farmers may face and which might undermine repayment 
performance, can be obtained.

Other client records in the financial institution

For those lending institutions that also offer other financial services, other monitoring devices can 
be used.  A lot, for example, can be learned from a borrower’s current account or savings passbook.  
If such accounts exist, an occasional check of the account movements can provide indicative 
information to the loan officer about the level of repayment capacity.

iii) Monitoring actual loan repayment performance

For those loan borrowers who are in frequent contact with the lending institution because they pay 
monthly loan instalments, close monitoring of repayment performance may be sufficient.

Accurate and up-to-date information forms the basis for comparing planned versus actual 
repayments.  Appropriate management information systems (MIS) need to be in place in order to 
provide loan officers with the required information on their outstanding loan portfolio.  If there is 
no fully integrated and computerised MIS in place, spreadsheets and manually prepared reports 
have to substitute for automated print-outs. 

Whether created manually or automatically, some essential reports are required daily by the loan 
officers.  

This is the set of reports that are regularly produced for each AGLEND loan officer:

1. Loan portfolio review

2. Due payment report

3. Past-due payment report

4. Loan portfolio at risk report



Agricultural Lending Lesson 6

© FAO / RFLC 9

Let's have a look at these reports in some detail.  

Loan portfolio review

This report includes basic client and loan information, as well as the currently outstanding loan 
amount.

LOAN PORTFOLIO REVIEW – LOAN OFFICER No…

Client Name Client 
No. 

Loan Details Current Outstanding 
Balance 

Date Amount Term Repayment 
Frequency

Capital Interest

Due payment report

This report indicates which clients’ payments will fall due in the near future. AGLEND produce these 
reports for the coming two weeks.  The report also indicates the main purpose of the loan to assist 
loan officers in deciding whether a monitoring action such as a client visit is necessary.  The loan 
officer will try to build such visits into his route planning for field visits to new applicants in order 
to minimise time and transport costs. 

DUE PAYMENT REPORT – LOAN OFFICER No…

Client Name Client 
No.

Date of Next 
Due Payment 

Loan Purpose Main Economic 
Activity of Client

Observations/ 
Action Needed

Past-due payment report

Once payments are overdue, the loan officer is informed automatically by the system so that 
immediate action can be taken to collect the outstanding payment.  AGLEND’s loan policy clearly 
states the action the loan officer is required to take.  We will learn more about AGLEND’s strategies 
to deal with overdue loans in Lesson 7.

PAST-DUE REPORT – LOAN OFFICER No…

Client Name Client 
No.  

Loan 
Balance

Amount in 
Arrears

No. of 
Payments in 
Arrears

No. of Days 
Overdue

Date of Last 
Payment
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Loan portfolio at risk report

In order to provide an overview of all the loans with repayment problems, an additional report is 
created by AGLEND which summarises past-due loans according to the number of days in arrears.

INDIVIDUAL LOANS AT RISK – LOAN OFFICER No…

Client Name Client 
No. Outstanding loan balance at risk (USD)

1-30 Days 31-90 Days 91-180 Days > 180 Days

Total

These reports provide AGLEND loan officers with all the information they need to monitor and 
follow-up their clients and ensure repayment.  

6. What should trigger on-site visits of loan officers to agricultural borrowers?

7. What other monitoring mechanisms other than on-site visits can a lending institution use to 
lower the loan monitoring costs?  How does your institution balance the costs and benefits of 
this exercise?
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Answers to Questions:

Q1  Cumulative NCF in Month 6 = 1220

Total loan repayment, including interest = 551

Accumulated repayment capacity ratio = 2.2

Q2

Months Monthly Net 
Cash Flow 

(A)

AGLEND Loan 
Repayment 
Instalments

(B)

Net Cash Flow 
after Repayment 

A-B=C

Free Net
Cash Flow

C / B

3 200 180 20 0.1

6 995 371 624 1.7

The ratio in Month 3 is clearly too low.

Q3

MONTHLY NET CASH FLOW (A – B) 18 23 213 18 18 1008
CUMULATIVE NET CASH FLOW 18 41 254 272 290 1298

This is an example of a revised repayment plan in which interest is now being paid monthly and the instalment 
of principal in month 3 has been reduced to $100, leaving an outstanding balance of $400 for the remaining 
months.

Section for Loan Officer use

Loan repayment plan 10 10 110 8 8 408

Revised MONTHLY NCF 8 13 103 10 10 600

Revised CUMULATIVE NCF 8 21 124 134 144 744


