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The study aimed at judging the economic viability of ADBP's small farmers
Dairy Development Loans. The data collecled [rom Sialkol arca were analysed by
using discounted measures of project worth, At 15%, the net present worth was cal-
culated to be 3953 and ERR was 39.9%. The results of the study provided enough
evidence to conclude thal Dairy Development Scheme was viable and economically
feasibie. It is, thercfore, suggested that institutional (inancing for Dairy Develop-
ment should be organized on a wider scale in the country for improving income and

employment situation of the small farmers.

INTRODUCTION

Dairy enterprise has been considered
as an imporlant aclivity to cohance income
levels of rural families especially the small
(armers and landless agricultural labourers,
The spread of income over Lhe lactation
period, availability of family labour and crop
residues make dairy animal raising particu-
larly suitable to low income families. Major-
ity of our farming population consists of
small farmers, who conslilute about 75% of
the total number of farms and operate
nearly 39% of the total cultivated area in
Pakistan. There is a necd Lo improve the
cconomic conditions of this huge segment of
our farming sector. Dairy enterprise can be
taken up as one of the alternatives Lo raise
the income level of this poverty stricken
group. However, in view of the fact that
buflalo and cattle prices have increased
manilold in recenl years, starling a dairy
enterprise even on a small scale requircs
substantial initial investment which many
small farm houscholds cannot afford from
their own resources. Therefore, the
organization of an elfective credit pro-
gramme for the acquisilion of dairy animals
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by smalil farmers becomes an imporlant ac-
tivity. Number of studics conducted previ-
ously have shown that loaning activity for
dairy development has significant impact on
farmers income and employment level
{Blishter, 1988; Sexena and Mathur, 1988;
Singh and Singh, 1989). Agricultural Devel-
opment Bank of Pakistan is advancing loans
to small farmers for dairy development. Lit-
te information is available under our condi-
tions to precisely know the economic viabil-
ity of such loans. The present study is an en-
deavour in this dircction and aims at gen-
eraling information for organizing an ap-
propriate credil policy for small farmers
Dairy Devclopment Programme in  the
country,

METHODOLOGY

The study was based on primary data
collected from District Sialkot. Using ran-
dom-cum-multistage sampling technique, 30
respondents were sclecied for final study
from six villages located at the radii of 5, 10,
15 kilometers from tchsil headquartier. The
technigue of discounted measures of project
worth was employed Lo determine economic
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Table 1. Projections of net cash flows per bulfale

Lactation No.

Item

0 1 2 3 4 5 6
Value of milk
@ Rs. 5/- litre ] 12386 13170 13745 14360 12661 11547
Value of young stock 0 950 950 950 950 950 950
Value of F.Y M. 0 202 202 202 202 202 202
Terminal value - 0 0 0 0 0 1000
Terminal cash
inflow (1to 4) 0 13538 14322 14987 15512 13813 13699
Initial investment 3335 0 0 0 0 0 0
Operaling expenses 0 10085 10085 10085 10085 10085 10085
Loan installment 0 2065 2665 2665 2665 2665 0
Total cash
outllow (6 Lo 8) 3335 12750 12750 12750 12750 12750 10085
Net cash
fiows (5109) 3335 788 1272 2147 2762 1063 3614

[easibility of Dairy Development Loans.
Following equations were used to eslimale
NPV and IRR values,

Pl P2
NPV= -INV +
(1+10) 1+ i)?
P1 P2
IRR = ~INV +
(1+1i) (1 + iy
where

NPV = Net present value: The sign and size
of NPV dctermines the acceplability of a
project. If NPV is positive, project is ac-
cepted, il NPV is negative, it is rejected.

INV = [nitial investment: Il refers to Lhe
inilial equality commilled to a project by an
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investor at the start of the project.
Pn = Net cash flows: Net cash inllows equal
all cash inllows rclating to an enierprise mi-

Pn Vi

....... + (1)
(1+a" {1+ )"
Pn Vn

....... + — (2)
{1+ (1 + )"

nus all cash outflows for operating expenses,
capilal expenditure, income tax and financ-
ing costs of the project, cte.

¥n = Terminul value: It refers to residual
value/scrap value of the assets involved in
the projcet al the end of its productive life.
N: It relers 1o the vumbcer of years of pro-



ductive life of a project/the length of the
planning horizon.

I = Discount rate: It refers to investor's
required rate of return (RRR) or expected
rate of return on its equity capital. It is also
called opportunity cost of capital or dis-
count.

IRR = Internal rate of return: It refers to
that discount rate which equates the net
present value of the projected series of cash
flow payments to zero. The feasibility of a
project is judged using the following decision
rules. If IRR exceeds required rate of return
(RRR), project is accepted. If IRR is less
than RRR, the project is rejected.

RESULTS AND DISCUSSION

All the respondents in this study were

small farmers. Of these, 17% were having
farms from 1 to 4 acres, 63% from 4 to 8
acres and 20% from 8 to 12 acres. The av-
erage herd size was 2.8 buffaloes per farm.,
Avcrage size of loan advanced to each
farmer was Rs. 27,434 and purchase price
per buffalo was Rs. 9,798. Primary benefits
to the farmers were measured in terms of
increased income through dairying. Produc-
tive life of a buffalo and milk production es-
timates were taken from Cockrill (1974),
Since most of the farmers purchased
bulfaloes in the second lactation, a further
produclive life of 6 lactations was considered
for analysis as shown in Appendix 1. The
details of the outcome data, NVR and IRR
estimales are given in Table 1 and are dis-
cussed as under:
Initial Investment: As shown in Table 1, ini-
tial investment made by a farmer generally
consisied of animal sheds, equipment and
expenditure incurred for securing loan. All
of these items amounted to Rs. 3335
(Appendix 2),
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Appendix 1.  Farmer’s initial investment
per bulfalo
Item Rupees Rupees
Farm buildings
and cquipment 2655.00
Cost of leaning
a. Official 23.00
b. Unofficial 653.00
€. 5. total 676.00
G. total 3331.60

Cash inflows: As indicated in Table 1, cash
inflows to a project were calculated by
adding valuc of milk production, farm yard
manure, sale of young stock at the end of its
period and scrap value of milk animal at the
end of its productive life period. It may be
mentioned, however, that natural increase in
milk production over productive life of milk
animal was estimated from Cockrill (1974).
Cash inflows ¢stimated over time were Rs.
13,538, 14,322, 14,397, 15,512, 13,813 and
13,699.

Appendix 2.  Operating  expenses for
bulfalo per annum

Cost ilems Rupees

Green fodder 2320.00
Dry fodder 254.00
Concentrates 1970.00
Labour 5125.00
Miscellaneous 150.00
Mortality 260.00
G. total 10,085.00

Cash outflows: Cash oulllow items included
operating expenses and annual instalment
{Interest + Principal) o repay the loan.
These amounted to Rs. 12,750 per annum
for 5 successive periods and Rs. 10,085 for
the 7th lactation period (Appendix 3).
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Appendix 3,Predicted milk yield over time

Lactation No.  Day Per oenl Tolal production
’ Pperiod incresse in of milk per
{duys} yiekd over Incision {lires)
lirst lactation
1. 110 100.00 1991.80
2, 110 122.50 2477.20
3, 110 137.22 2634.00
4, 110 143.23 2749.00
5. 110 143.23 2479.00
6. 110 131.90 253220
7. 110 120.30 2309.40

Net cash flows: Net cash flows were found
out by deducting cash outflows from cash
inflows. These amounted to Rs. 788, 1572,
2147, 2762, 1063 and Rs. 3614 over the pro-
ject period.

Required rate of return: Required rale of
return of 15% was used Lo represcnl op-
porlunily cost of farmer’s capital.

Planning horizon: Scven years planning
horizon was assumed for the maturity of the
project.

Net present value and IRR: To detcrmine
the wiability of the loans, the investment
worth was calculated by using two criteria;
(a) net present value, and (b) intcrnal rate
of return method, Following equations were
used to determine NPV and IRR estimates:

788 1572
NPV= -3330 +

1.15 (1.15)2

788 1572
IRR = -3330 +

1.15 (1.15)

NPV and IRR values ¢ g in
Table 2.
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As shown in Table 2, NPV and IRR
values turncd out to be Rs. 3593 and 39.9%,
respectively. Hence dairy development loan
scheme was an acceptable investment based
on the positive net present value @ 15%
discount rate and the IRR which exceeded the
required rale of return (RRR).

Table 2. Measures of investment worth

per bulfalo
Item Value
NPV @ 15% discount rate Rs 3593
IRR ' 39.9%

CONCLUSIONS AND SUGGES-
TIONS

The findings of the present study pro-
vided enough evidence to conclude that
dairy development loan scheme was viable
and cconomically a feasible proposition
from the poinl of view of its impacl on its:
direcl beneficiarics i.e. farmers and the
bank, Net present value was positive and
amounted Lo Rs. 3593, Internal rale was
39.9% and it was greatcr than required rate
of return of 15%. The results of the study
support the view thal dairying could play an
important role to improve the economic
well-being of a vast majorily of small Farm-
ers if adequate institulional finances were

3614

....... (—1.1;;'— (3)
3614

°°°°°°° (115)8 @

provided to them, It is strongly recom-
mended, thereflore, to organize inslitutional
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financing for dairy development in the
country and to create infrastructural facili-
ties for higher production, procurement,
processing and marketing of milk and milk
products,
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