CASES IN FINANCE DISTRIBUTED BY THE
PHILIPPINE CASE CLEARING HOUSE

Bancom (A). This case describes a dealer in government securities
preparing bids to be submitted in the next weekly auction of Philippine
Treasury Bills. It requires that the student analyze the results of past
auctions, review the current short-term money market, determine a bidding
strategy and prepare bids. The case contains much information about
the money market in the Philippines and is suitable for either a general
finance course or a course in financial institutions.

Premier Marketing Corporation (A). The controller of a sew-
ing machine marketing company analyzes the need for funds of 2
typical new sales branch preparatory to consideration of opening new
branches. The case covers in detail the financing of installment receivables
and requires the student to project the cash flows involved in establishing
a new branch. |

Premier Marketing Corporation (B). The controller of a sew
ing machine marketing company secks to project the profitability ané
financial resources of the company. He plans to relate this projection 1@
the financial needs of a typical new branch as determined in Premies
Marketing Corporation (A) and thus forecast when new sales branches
should be added in the future. In this case the student looks at the
whole company, rather than at a branch. and must make the projectiont
the controller is considering.

Philex Mining Corporation. This case deals with the analysis of i
mining company as a stock investment. The student makes the analysi
incident to reaching a decision on whether to invest in the company’s stock
The case includes information from the company’s annual report and abot
the Philippine securities market. It is suitable for use in general financ
investments or financial institutions courscs.

Phil Prime Beef, Inc. A young entreprencur is considering whetht
to start a beef cattle feedlot operation near Manila, The student is =
quired to reach his own decision on the probable profitability of sue
an operation, to decide on the best means of financing and to compare Wi
alternative investments. The case gives considerable incidental inform
tion on the beef cattle industry in the Philippines.

68



Consolidated Machirery & Construction, Inc. A rapidly growing
~S-millionr company is faced with a choice of long-term financing—
loan or convertible bonds. Some underlying issues are transfer of
=paity foreign ownership to Filipinos, presentation of financial flexibilty
: time value of convertible bonds from both the company and investor
unts of view.

The Case of the Unidentified Industries. This case presents balance
=5, in percentage form, and selected financial ratios for several com-
in different industries. The student is asked to match the various
fustries with the appropriate set of financial data. The basic purpose
the case is to force the student to consider the relationship between
type of business a company is engaged in and the financial structure
- ratios of the company.

Manila Electric Company (A) This case presents the problem of
=W company treasurer trying to develop long-range financial plans
: over-all company planning is still in the rudimentary stage. The
: for long-term funds for the next two years is obvious and press-
and is given in the case. Beyond that, though continued rapid growth
mandatory, no calculations of requirements have been made. Several
mative sources for immediate needs are noted. The student is expected
gresent a financial plan for the next two years and outline the improve-
s which must be made in company planning to permit development of
‘wemg-range financial plan.

Guevara y Cia. This case requires the student to determine the
mum price a company is likely to accept for a new building under an
sement for leasing-back part of the building for its own use. The
‘er-owner is an entrepreneurial company with attractive alternatives
the prospective buyer is an insurance company with more limited
ent alternatives. Immediate returns on the building look meager,
rzal estate values have been booming.

el

Rip, Inc. In this case, the student is put in the position of an
er-manager of a mew small business who is faced with an immediate
=t for funds. The case problem concerns the evaluation of the magnitude
Zuration of the need for funds and then the selection of an appropriate
= The sources of funds are limited, but include the possibility of
=z part of the business or borrowing from very high interest private
s. The situation is complicated by the owner’s unique personal goals
oreferences.

fdeal Appliance Sales, Inc. This case is basically an exercise in
wse of present value concepts. The case problem concerns the eval-
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uation of several alternative financing plans for discontinuing consumer in
tallment receivables with a finance company. The student is asked to cor
vert the financial costs of the various alternatives to some common bas
and then compare the alternatives. (The use of present value tables
implied.) The student is also asked to compare the profitability of instal
ment selling without discounting to the cost of discounting, and to evalua
the effect of the “full recourse” provision. The case presents an oppo!
tunity to devote some time to setting up a general framework for analyzin
the financing of accounts receivable.

Farm Equipment Company (A). This is a decision case requirir
determination of whether a major creditor bank should participate i
the reorganization and refinancing of a potentially profitable farm equi
ment company which is unable to meet its obligations. The case presen
an unusual and interesting refinancing proposal, including assumption «
eontrol by the creditors through a voting trust arrangement, as an altern:
tive to liquidation at considerable loss to the creditors. It also demonstratt
the use of management consulting firms in the Philippines and covers i
some detail the use of import letters of credit.

Farm Equipment Company (B) This case outlines the decisic
reached by the creditors on the problems presented in the Farm Equi
ment Company (A) case, and rclates what has happened during tt
six months since the creditors took over. The new problem presente
to the creditors by the General Manager is a request to delay the alread
rescheduled payments of overdue loans in order to finance additional i
ventory and sales. The student is again placed in the position of a maj¢
creditor bank and asked what to do.

Mariwasa Distributors, Inc. (A) & (B). A case involving the eva
uation of an offering of cumulative preferred shares with warrants !
buy common shares. The actual prospectus is included as an enclosun
Forecasting of probable earnings is required as is computation of the val
an investor would place on the offering, and on the stock and the warran
separately. The (B) case gives additional information on expected ean
ings and can be handed out in the latter part of a discussion of the (A
case. The case can also be used from the company’s point of view 1
illustrate long-term financing.

D B R Logs. Two partners in the logging business have an oppa
tunity to acquire a new logging concession, but lack the funds to mal
the purchase. They are considering three possible sources of funds:
bank which is doubtful because of credit restrictions and lack of collaters
a private loan at very high interest rates and a loan-contract with

70



{
::lese log buyer. The case requires evaluation of the operational pros-

of the mew concession and of the loan possibilities. Much informa-

P is given on the logging business in the Philippines.

LtConH'nenral Textile Corporation. The credit manager of a com-
ial bank is considering a textile firm’s application for a P1,000,000
of credit. The case shows the procedure followed by a bank in pro-
ing loan applications. Used in conjunction with Mayon Ore Mines
F 103), this case is a good basis for discussion of the heavy emphasis
on collateral by Philippine banks. The decisions required of the

t are whether the loan should be granted and on what terms.

Mayon Ore Mines. The credit manager of a commercial bank is
sidering a mining company’s application for a P1,300,000 line of cre-
on an unsecured basis. The case shows the procedure followed by
Bank in processing loan applications and serves as a contrast to Con-
al Textile Corporation (UPF 102) where collateral is a major con-
eration in granting the loan. The student must decide whether the loan
ald be granted and on what terms.

Hacienda Alvarez. An owner of rice lands in Central Luzon weighs
merits of investing in irrigation improvements and of buying addi-

tenancy rights. The crumbling of the traditional tenancy system
er the impact of the Land Reform Code, the emergence of leaseholders,
the introduction of “miracle rice” are all part of his problem. In
ermining what action the owner should take, the student must calculate
probable financial results of several alternatives with full consideration
#e economics of rice farming and of tenant and lessor reactions.

Cagayan De Oro Power & Light Co. (CEPALCO) (A).

This is a decision case requiring determination by the President of a
I power company whether to extend electrical service to two barrios.
mequires that the student determine the financial feasibility of the pro-
@l and presents am interesting situation of low return on existing invest-
due to voluntary rate reduction. The case gives background on
er development in the Philippines and describes major institutions fin-
z businesses in the Philippines.

Coproducts Corporation. A new process for extracting oil from
suts has been developed and is suitable for use in coconut-pro-
mz countries. An opportunity to enter the Philippines exists-if the
doping firm can obtain part of the required capital in the United States.
case offers specific problems of where to look for investment capital,
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how a venture of this kind should be appraised, and what alternatives a
open to the developer. It is suitable for a new enterprises course as we
as for long-term finance.

Cottage Textile Development Corporation. This is a decision ca
dealing with debt structure rearrangement, development bank loan
and equity capital. The company is a rapidly expanding textile mam
facturer with a lack of both short- and long-term funds, principally caust
by unforeseen changes in the external economic environment. As a resul
the company must devise a financial strategy to rearrange its long-term del
structure, borrow more bank funds, and raise additional capital by methot
especially designed for the limited capital market of the Philippines.

Goodrich International Rubber Company. This is a decision cat
dealing with whether the Export-Import Bank should guarantce a loz
in connection with the establishment of a tire manufacturing corporatic
in the Philippines. The case includes an analysis by the staff of the Expor
Import Bank and an appendix on the investment climate in the Philippine
The case requires analysis of the financial feasibility of the project and
also an example of a joint venture between Philippine and foreign interes
and of development of a new enterprise.

P.D.C.P. This is a descriptive case in which a member of ‘the staff «
the International Finance Corporation outlines the formation of the Prival
Development Corporation of the Philippines. citing P.D.C.P. as an examp
of IFC’s work with development banks.

Republic Cement (A). This is a case which requires decision b
the Central Bank of the Philippines on whether to allocate dollars to purchas
equipment needed to install a new cement plant. The case gives backgroun
on the cement industry and shows to some degree the government’s role i
economic development. The case is suitable for a course in development ¢
new enterprises as well as for finance.

Republic Cement (B). This case requires decision on whether tk
National Economic Council should give priority to Republic Cement’s reque
to expand its plant. This case shows the Central Bank—National Econom
Council formula used in assigning priority. and includes the National Econc
mic Council analyst’s report on the project. As with Republic Cement (A
this case deals with the government’s role in developing new industries :
well as with financing development.

Ricotti & Company. This is a case which requires that a man it
terested in becoming a stock broker make a decision as to whether b
should buy control of a stock brokerage firm. The case gives good bacl
ground on the securities market in the Philippines and on trading in th
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Manila Stock Exchange. The case can be used either in a general finance
course or in one concerned with financial institutions.

The Legal Pattern of the Business Firm in the Philippines. This
t=chnical note describes the various forms in which businesses may organize
and operate in the Philippines, and points out some of the more relevant
statutory requirements and limitations. It is desigmed to supplement the
information given in standard finance and accounting textbooks.

Incentives to Investments in the Philippines. This is a thirty-four-page
ramphlet published by the Presidential Economic Staff Office of the President
of the Philippines, describing the Investment Incentives Act and other consti-
tutional provisions and laws of interest to investors.

Local Sources of Financing (University of the Philippines). This is a
forty-nine-page technical note giving considerable information about sources
of financing available to Philippine businesses. Local commercial and govern-
ment sources are reviewed statistically through 1963. The types of loans
obtainable from local sources and from foreign sources are described.

Advantages and Problems in Joint Ventures (ICR 275). This is a
six-page technical note reviewing some of the advantages and disadvantages
™ joint ventures where the parent company and the subsidiary are
focated in different countries.

CASES IN FINANCE AVAILABLE FROM THE
UNIVERSITY OF THE PHILIPPINES *

The Old and the New. This is a decision case. A certified public ac-
countant whose business experience had been limited to merchandising and
fight manufacturing industries is faced with the problem of whether to invest
iz the banking business. The case requires students to evaluate investment
opportunities in two commercial banks. Information taken from financial
statements of the two banks and some data on commrcial banking in the
Philippines arc included in the case.

Republic Telephone Company (A). This is a decision case. A stock-
holder of a telephone company has to make a decision whether to convert
nis preferred stock to common stock. Students are required to make a quan-
utative forecast of the relative position of commen stock vis-a-vis preferred

*Write to the Division of Business Research, University of the Philippines Col-
‘zge of Business Administration or call up 9-37-21.
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stock during“conversion period. The .case -includes financial statements of
the company and information on the telephone business.

=" Republic Telephone Company (B). This is an illustrative case designed
to.make the students “feel”; and “see” the role of a controller in formulating
financial plans.- The students are ‘required to relate cash forecasts with ac-
tual financial statemnts.and to appraise the financial plan for the expan-
sion of a-telephone company. The case includes financial statements of the
company and a five-year projected cash flow.

[Py

'HACIENDA ALVAREZ' |

U Presented “leve as ca 'sémp?e’ case; “Hacienda Alvarez” is one of the
: © cases:being -« distributed. by :the *Philippine Case Clearing House. As is
i.~+ - characteristic... of cases., developed by the Inter-University Program for
Graduate Business Education in the Philippines, it presents business and

“ economic " problems seen--against ‘a Philippine setting. :

»oa

Dy, b MY

. Teward the end.of 1966, Mr. Antonio Alvarez was considering the
possibility of constructing a deep well and pumping station on the 100
hectares of family rice lands called Hacienda Alvarez, near Barrio Str
Mesa, Nueva Ecija. In recent years, weather conditions had not been very
good and the wet season rice crop had suffered from a lack of water.
As’aresult, fields had’ been ‘quite poor. Mr. Alvarez believed that a deep
well with a eapacity-of 1:75 million ‘gallons per day would serve to insure
the success of the wet seasom crop and also allow about 40 hectares
to be planted during the dry season. At present, only one crop was grown
each:fiyeap. .2 o e meld 8 L o

_ Mr. ‘Alvarez ébn%i'defafidij"'bf the well centered about two problems.
Fitst, he Woiidered “about “the return he would get on his investment.
Préliminary“ éstimates " indicated that “the well would cost about P60,000.
T'{Pﬁ@"‘%és"?ﬁ}ﬁit_{ezf a‘farge sum of money which the family did not have
ifimediately ‘Available. ‘Also, use of ‘the family resources to dig the well
would prevent the family from making ‘other investments. In the past,

..., 1 This case was prepared by Paul Rosenberg under the direction of A. C. Lyles, Ir.
Case ‘material f the Inter-University ‘Program for Graduate Business Education in the
Philippines -is~-prepared: assqa -basis- for ~¢lass ' discussion. .Cases are not designed to
prlgsiep_t.____ilrllust_l_'aqiops___of,_g_i__th‘e:__;;og_rgc_t or, incorrect handling of administrative problems.
~" "Copyright '(¢), 1968, by the Inter-University Program for Graduate Business Edu-
cation in the Philippines. This case is reproduced here by permission. All cases copy-
righted by the Infer-University Prbgrat: for Graduate Business Education in the Phil-
ippines are available through the: Fhilippine ‘Case~ Clearing House (tel. 88-29-95).
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the family rice lands had always been a source of capital for other
investments without requiring major outlays for improvements. '

Second, there was the problem of land reform. Mr. Alvarez was
very worried that the part of Nueva Ecija in which Hacienda Alvarez
was located might be declared a land reform area. If that were to happen,
the government might take over the land in order to resell it to the
present tenants and other small farmers. Payment for the land would be
. ten per cent in cash and ninety per cent in Land Bank securities, mostly
bonds. As far as Mr. Alvarez was concerned, these bonds were not worth
very much since they carried an interest rate of only six per cent and
maturities of as much as 25 years. The passage of the Land Reform Code,?
aimed at abolishing share tenancy, had already caused some changes at
the hacienda. A few of the tenants had applied to change from tenancy
to a leasehold basis. It was likely that the number would increase in
the future. Mr. Alvarez had summed up his feelings about land reform
when he stated, “I'll be damned if I'm going to invest large amounts
of money improving the land and then have my tenants turn their backs
on me and gain most of the benefits.” :

1

HACIENDA ALVAREZ

The Alvarez lands had been in the family for more than fifty
years. Mr. Alvarez’ great grandfather had purchased the land from . the
original owners who had been granted a very large tract by the Spanish
king. The land was fertile and well suited for the cultivation of rice.
It was located in what was sometimes referred to as the “rice granary”
of Central Luzon. As far back as Mr. Alvarez could remember, very
_little had changed at the hacienda. Rice was grown in much the same
way as it had been at the turn of the century. The main source of
power was the carabao and most of the work was done by hand. Per-
haps the major change was the use of mechanical threshing instead
of the old hand methods. Occasionally some fertilizer and ncqtlcide 'wa-':".
used, but, in general, the rice was planted and the rest of the _]{)b
was left to the land, the rains and the sun. There was a gravity 1mga-
tion system at the hacienda and in most years it was sufficient to supply
adequatc water for the rice. However, the storage capacity was not large
enough to insure against unusually dry weather. In recent years, this pro:
blem had become particularly acute.

Of the 100 hectares owned by the- Alvarez family, 20 hectares were
administration lands—owned outright, free and clear of tenants. Most of

2 Agticultural -Land Reform Code, Republic Act No. 3844.
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the administration land was a result of Mr. Alvarez’ buying of tenancy
rights. He was currently offering the tenants between P250 and P350
per hectare for their tenancy rights. When Mr. Alvarez bought a temant’s
rights, he usually guaranteed the man a job at a salary. The labor needed
to farm the administration lands was usually obtained by contract. The
current contract fee was about P350 per hectare per crop. Usually,
the contractor was a former tenant. In effect, this relationship allowed the
former tenants to earn a guaranteed cash income. They could work the
land themselves or hire others to help. The remaining 80 hectares were
farmed in lots of 2-1/2 to 4 hectares by about 25 tenants. Ten tenants
farming a total of 30 hectares had made applications to change to lease-
hold instead of tenancy.

The tenancy system was very old and well-established in the Philip-
pines. The tenant and the landlord were supposed to work together for
their mutual benefit. The landlord usually provided the capital inputs
and the tenants supplied the labor. The tenants were endowed by law with
certain rights and could not be evicted from the land except for specified
reasons such as the refusal to work the land. Philippine law decreed that
the tenant and landlord should receive specific shares of the crop according
to their inputs. On the Alvarez hacienda, this split worked out to 55%
for the tenant and 45% for the landlord. Mr. Alvarez also received 5%
of the whole crop before the split in return for the use of his mechanical
thresher, which was the standard threshing fee,

At Hacienda Alvarez, the relations between the Alvarez family and
the tenants stretched over several generations. Mr. Alvarez believed that
his family had been fair to the tenants and treated them well. As with
most other landlords, Mr. Alvarez did more than just supply the necessary
capital inputs for the rice crop. Very often, he loaned money to tenants
to help tide them over through the period betweer harvests. Mr. Alvarez
said, “Every time I come to the province, there is usually a long line
of tenants outside my door who need money for food, clothing, school
expenses, etc. I have to sit and listen to their stories in order to determine
whether or not to give them a loan. Many times a tepant says that
he needs some money for one purpose but he actually wants it for
something else. I don’t have enough money to give them all what they
want. Also, if I make too many loans, I may not even get back the
full amount at the end of the harvest.”

The usual procedure for making a loan to a tenant was to buy
part of his share of the next rice crop at a specific price per cavan
of palay. For example: Mr. Alvarez might buy the palay at P14.00 per
cavan in June when the harvest was expected in December. When the

76



alay was threshed after the harvest, Mr. Alvarez or his agent collected
is share of the crop plus any palay due for loan repayment. The land-
rd had first priority in taking his share of the crop. Im many cases
‘hen the tenant was no longer able to get money from the landlord,
e would borrow from middlemen or rice traders by selling his future
rop. Usually, the price received would be less than that received from
he landlord.

Because of the poor weather conditions in recent years, the harvest
t Hacienda Alvarez had been below normal. As a result, many of the
snants were unable to completely pay off their obligations to Mr. Alvarez.
\s Mr. Alvarez described the situation, “Legally, I could take almost the
thole crop if it was due to me, but I never do that. I have to leave
uough for the tenant to support him until the next season. I end up
arrying him on the books for at least another year, but I don’t get
ny additional interest.”

The majority of the rice planted at the hacienda was either BE-3
x Tjeremas, two local varieties. In normal years, the yields were in the
ange of 50 to 60 cavans per hectare. In the past three years, yields had
ropped to about 40 cavans per hectare. Mr. Alvarez and his foremen
ad tried to advise the tenants and teach them how to obtain better
mlds by using fertilizer and better growing techniques. The results
2zd been mixed. Mr. Alvarez said, “It is very hard to get these guys
o change anything, particularly if it means more work for them. I tell
Bem to weed the fields but they don’t do it because it means extra
work and they can’t see any immediate gain. Whatever I say, they always
mswer ‘opo’ but as soon as my back is turned it quickly becomes
Bindi naman.’ T just don’t know how to fight their attitude. One time,
I gave a tenant some fertilizer for his fields. I later found out that he
¥ent into town and sold the fertilizer because he needed money.” Mr,
Alvarez thought that it was almost impossible to be sure that the tenants
were doing what they were supposed to do. “They’re very independent
® some ways. They know that they have certain rights and they take
fvantage of them. I would be willing tc spend more money on the
#nd and for the crop if I only could be sure that the temants would
Bllow my advice and make the investment pay off.”.

Another point which irked Mr. Alvarez was the recent application
¥ some of the tenants to change from tenancy to leasehold. He con-
sdered a change to leasehold equivalent to the tenant being ungrateful
md turning his back on him. The Land Reform Code gave tenants the
B8t to elect leasehold at their discretion. The annual lease payment was
mizblished at not more “. . .than the equivalent of twenty-five per
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centum of the average mormal harvest during the three agricultural years
immediately preceding the date the leasehold was established after deducting
the amount used for seeds and the cost of harvesting, threshing, loading,
hauling and processing, whichever are applicable. . . Provided, finally,
that if capital improvements are introduced on the farm not by the
lessee to increase its productivity, the rental shall be increased proportion-
ately to the consequent increase in production due to said improvements.”
(Sec. 34, Republic Act No. 3844).

When a tenant elected leasehold, the landlord was no longer res-
ponsible for supplying any of the inputs for the crop, capital or other-
wise. The Land Reform Code had established various governmental agen-
cies such as the Agricultural Productivity Commission (APC) and the
Agricultural Credit Administration (ACA) fo service the needs of 1h
farmers and make them more independent of the landlords. Mr. Alvarez
believed that while the laws provided for the needs of the farmers.
the implementation of the laws was very poor and they were not carriec
out well. The farmers didn’t know how to get money from ACA anc
there was mo one around to teach them. They could not work with the
bureaucracy. Much of the time, there was no money available. As fai
as Mr. Alvarez was concerned, once a tenant elected leasechold, Mr
Alvarez didn’t want to have anything to do with him except to collec
his share of the crop. “This is what they want, let them go to thi
government for help.” The possibility of more applications for chang
to leasehold bothered Mr. Alvarez. A conversion to leasehold would mea:
less income for him. Because of the lack of support, the crops of thi
lessees would probably be smaller. This, in addition to the lower per
centage for the landlord, would decrease the Alvarez share.

In the past two years, Mr. Alvarez had started to give more though
1o the management of Hacienda Alvarez. The increased interest was du
to two factors. First, there were the problems associated with the Lam
Reform Code and the changes that were being made in the landlord
tenant system. Second, there was the increased publicity devoted to th
new strains of rice that were being developed and the fantastic yields tha
were possible. The variety commonly called “miracle rice” or IR-8, dev
eloped at the International Rice Research Institute, had produced yield
of more than 200 cavans per hectare in some tests. The new strain
held the promise of much greater profits for those who could grow ther
successfully.

IR-8
Mr. Alvarez had done some research on the growing of IR-8 whic
had yielded the following information: IR-8 was a result of a cros
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Between a local variety, Peta, and .a Taiwanese-variety. ~The -strainhad:
been bred to produce a plant with several pusitive: characteristics. . First,
IR-8 was very sensitive to. fertilization with: nitrogen.: The yield .increased:
zlmost linearly with the amount of nitrogen fertilizer:sed "until ‘a cut--
off point well above that for all other varieties. Second, IR-8 prodyced a
much shorter plant which was very, res;stant to lgdgmg Lodgmg oecurred,:
and fell over to the 51de When rice lodged lhe plants were not able_
@ get enough sunlight and yields were decreased. Also, harvestmg was,
much harder. IR-8 was. also very senmsitive to the amount of sunlight
= received. Because of this, the yields in the dry season, when: there:
®was more sun, were greater than in the wet season, A final advantage
of IR-8 was its short growing t;me——l20 _days from plantmg to harvest. .
This allowed the possibility of as many as three crops per yéar. On the"
segative side, IR-8 was not very resistant to dlsease It was partlcularly
sasceptible to rice blast, a disease found in several areas_in the Phlllp-
pmes, but not around Hacienda Alvarez. In order to obtam the greatest
advantage from IR-8, much more care and work were necessary in ‘the’
Zowing process. Planting, weeding, and the application of fertilizers’ and
msecticides were very important for success. A final disadvantage, ‘and
perhaps the most important, was the taste. ‘Many people’ said - that' thé!
mste of IR-8 was inferior to the regular varieties. Some .people even: said
®at Filipinos might refuse to eat IR-8. However most tests had demonstrated
@at while IR-8’s taste was probably not as good as man-y local varieties,
®e difference was not great enough to stop’ Flllpmos frofm eatmg the rice.
At worst, it seemed that IR-8 might eventually sell at a slight discount from
®e price of other varieties. At the present time, most of the IR-8 being
gown was sold as seed and commanded a price of P25.00 or more per
czvan. How long this situation would last, Mr. Alvarez dld not know
I was certain, however, that the prlce was supported at the govcrn-ment.
sepport level of P16.00 per cavan.

FE

Some of the other planters in Nueva Ecua had expenmented WJth
IR-8 during the wet season which had just ended. As. far as. Mr
Alvarez could determine, their results had not lived up to the fu_l,lE pr0~_
mise of IR-8. Yields had ranged from a low of 80 cavans per hectare
% a high of 130 cavans, with most in the range ‘of 100-120 “cavans.
After checking with some of his friends, Mr. Alvarez found out that the'
examples of the lowest yields had tésulted -cither from a lack of water
er a departure from recommended procedure. For example, ‘one planter’
#ad neglected to apply the full recommended amount of insecticide” bécause!

2 believed that he would not have trouble with ‘stem’ ‘borers.  Unfor-
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tunately, his crop suffered from an attack of stem borers and the yield
was cut appreciably, He was greatly attracted by the potential of IR-8
and had made definite plans to experiment with it on his administration
lands the next year.

After reviewing his research, Mr. Alvarez believed that, properly
cultivated at Hacienda Alvarez, IR-8 would yield about 100 cavans in
the wet season and 125 cavans in the dry season. He had also ob-
tained a comparison of the costs of raising IR-8 vs. normal varieties
(Exhibit 1).

THE DEEP WELL

The potential of IR-8 made an investment in a deep well a much
better proposition since the larger yields of IR-8 would allow the cost
of the well to be repaid in a much shorter time. The potential of growing
a dry season crop on part of the hacienda and obtaining yields of 125
cavans per hectare was the major attraction. The second crop would
yield income which it was now impossible to earn.

Mr. Alvarez checked with several suppliers of well equipment in
" order to find out how much it would cost to have a well put in at
the hacienda. He received the following firm quotations:

1) Drilling to a depth of 500’ including 200" of 16” pipe, 150
of 14” pipe and 150’ of 12” pipe —P26,000.00

2) All necessary machinery including: 70 horse power diesel engine and
water pump with capacity of 1200 gallons per minute of 147
TDH —P34,380.00

The suppliers estimated that the well machinery would consume
200 liters of diesel fuel for each full day of operation. Mr. Alvarez
found that the diesel fuel would cost approximately 11 centavos per liter. It
would also be necessary to hire men to run and watch over the machinery.
Mr. Alvarez estimated that he would need three men each day at a cost
of P6 per man per day. The supplier also told Mr. Alvarez that main-
tenance and repairs would probably cost about 5% of the value of the
machinery each year.

~ After he obtained all of the information, Mr. Alvarez was still un-
certain about whether he should have the well drilled. In order to
pay for the well, the family would have to withdraw money from
other investments which were giving very good returns. Most probably
they wouldn’t consider the well unless the payback was very rapid. Ano-
ther problem was the lack of full control over the land and the peopld
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ming it. The well would be capable of supplying more water than
«ded for the Alvarez administration lands. How could he be sure that
rest of the water would be utilized efficiently? There was a chance that
extra water could cause squabbles amongst the tenants. It was very
ficult to give water to one and not to another. Mr. Alvarez wondered
ether he should hold off on the well until he had purchased enough
ancy rights to insure that most of the water would be used on his
ninistration lands.

The buying of tenancy rights raised another problem. Mr. Alvarez
ndered how much the tenancy rights were really worth. He had never
«d to figure out their true value. The price of P250 to P350 per
sare was the going rate in that area. Perhaps it would pay for Mr.
varez to offer more for the tenants’ rights. Certainly the administration
ds he was farming himself with contract labor would be less subject to
sropriation. Mr. Alvarez thought that he should analyze this situation
we carefully in order to see if he should change his offering price.
he could buy more tenancy rights, he would have much more con-
I over the hacienda.
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