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I. INTRODUCTION

This is the last quarterly report for the Mobilizing Agricultural Credit (MAC) program that ACDI/VOCA began implementing on October 1, 1998. 

The MAC program commenced after an agreement had been reached between the United States Department of Agriculture (USDA) and the Russian Ministry of Agriculture to provide financial resources to establish a loan fund in support of RCCs. USAID understood at that time the need for adequate controls over the use of the funds, sound lending policies and procedures, and training and technical assistance to the nascent Rural Credit Cooperatives and the Rural Credit Cooperation Development Foundation
 (RCCDF), the Russian partner organization of the Russian-American Lending (RAL) program.  Thus, USAID provided a cooperative agreement to ACDI/VOCA to implement an initial two-year activity that would establish a self-sustaining fund to support Rural Credit Cooperatives; would improve the legal and regulatory environment for Rural Credit Cooperatives; and would support the establishment of a network of user-owned democratically managed cooperative financial institutions.  The MAC program was subsequently extended and the end date of the activity was June 30, 2004.

The MAC program has accomplished two of its original objectives, including the establishment of a self-sustaining fund for financing agricultural credit cooperatives and the creation of a network of user-owned democratically managed financial institutions.  In order to better reflect the objectives of the next stage of the MAC program, these two objectives were revised.

Project Goal:
Support enhanced access by private and restructured farms to privately owned and managed financial resources.

Project Objectives:
To evolve the RCCDF into a wholly independent financial institution that is both operationally and financially sustainable.


To enhance the technical capacity of RCC staff in lending, accounting, monitoring and management resulting in increased financial performance.

To promote a legislative and policy environment that is more conducive to the formation and operation of the credit cooperatives and investments in agriculture.

The Russian-American Loan (RAL) Program, administered jointly by the Rural Credit Cooperation Development Foundation (RCCDF) and ACDI/VOCA, continues to increase its lending activities while enhancing the capacity of participant credit cooperatives in servicing their members through direct technical assistance and training. ACDI/VOCA and USAID together with USDA jointly demonstrated that lending to Russian private farmers and rural entrepreneurs could be profitable and that farmers can borrow and repay loans at market interest rates The following key milestones have been achieved through June 30, 2004:

· A central loan fund in support of rural credit cooperatives has been established under the auspices of the RCCDF with starting capital
 of.180,430,800 rubles (approximately $6 million). 
 
· RCCDF is operationally sustainable and is gradually working towards achieving financial sustainability by leveraging funds from financial institutions and covering the proxy cost of funds from commercial sources in the Russian financial market.
· RCCDF and ACDI/VOCA have successfully lobbied for improvements in the legal/regulatory structure for credit cooperatives.

· The number of accredited Rural Credit Cooperatives (RCCs) has reached 47, two of which are recognized by the RAL program as second tierRCCs (stRCC).
 

· The total number of cooperatives borrowing under the RAL Program (including those not accredited but participating through their respective stRCC) is 152 RCCs.

· Accredited Rural Credit Cooperatives are located in twenty two Oblasts, Republics or Krais (see table Attachment A). There are now 13,500 members in the accredited RCCs.

· The total number of rural credit cooperatives in Russia now exceeds 580 of which 205 are members of the Union of Rural Credit Cooperatives. There are now approximately 53,000 people who belong to RCCs (Union RCCs account for 35,700 members). Since 1998, the number of RCCs has increased 12 times and membership by 50 times!
	
	1998
	1999
	2000
	2001
	2002
	2003

	No. of Registered  RCCs
	42
	79
	122
	211
	372
	530

	No. of RCC members
	839
	2,133
	6,838
	12,205
	28,437
	41,618

	Value of RCC Capital
	6,000,000 (RR)
	9,000,000 (RR)
	16,000,000 (RR)
	35,000,000 (RR)
	79,000,000 (RR)
	158,000,000 (RR)

	Value of Loans Disbursed by RCCs
	15,000,000 (RR)
	40,000,000 (RR)
	110,000,000 (RR)
	350,000,000 (RR)
	550,000,000 (RR)
	750,000,000 (RR)


The RAL Program has issued a total of 755.8 million rubles ($26 million) in loans since project inception. A total of 527.3 million rubles ($18.2 million) have been repaid almost entirely in accordance with loan agreements. The portfolio on 30 June, 228,540,000 rubles ($7.87 million), had risen by 20% compared with the last quarter ending portfolio (190,975,289). On a year-over-year basis the portfolio was up 8.0% (the portfolio on 30 June 2003 was 209,604,000 rubles). Forty-seven Rural Credit Cooperatives are accredited (constant from one year ago), which in turn have lent to 5,960 individual borrowers (well over 90% continue to be private farmers and/or rural legal entities engaged in agricultural production).
  The loan portfolio of 30 June 2004 is in Attachment B.

The current operational sustainability ratio has dropped to 127%, down from 216%.last quarter. The decline stems from a jump in operating expenses due to substantial increase (six fold) in rent expenses, as RCCDF was forced to vacate its premises on a short notice at the end of March and had to enter into more expensive leasing arrangements.  RCCDF is looking into new rental facilities to reduce its operating costs and free-up capital for productive assets.  Notwithstanding the increase in expenses, revenues did increase from 3.2 million rubles per month to 3.5 million rubles per month.
Loan Review, Repayments and Delinquency


New loan disbursements for the quarter hit 61.7 million rubles ($2.1 million). The following table shows which loan review mechanisms were employed: the financial directorate (smaller loans), the Supervisory Council (larger sized loans) and through lines of credit to RCCs (review delegated to RCC).
	Approval of Loans
	Number of loans or lines of credit
	Value of loans in Rubles

	Financial Directorate 
	60
	22,806,000

	Supervisory Council 
	36
	34,062,000

	Lines of Credit (RCCs)
	12
	4,812,000

	Total Loan Activity in Quarter
	108
	61,680,000


The table reflects the efficiency of delegating the authority to approve individual loans under 170,000 rubles ($5,800); the Financial Directorate reviewed and independently approved 60 loans  while the Supervisory Council reviewed and approved 36 loans for amounts greater than 170,000 rubles. 
Overall quality of the loan portfolio remains above the 95% target set for loans paid on time and according to terms of contract. However, the Financial Directorate notes an increase in rescheduled loans
 from 8.3 million rubles ($286,000) on 31 March to 13.3 million rubles ($458,000) on 30 June. The increase appears to be a spike that should drop back since 3.3 million rubles from Asia Credit and 1.4 million  rubles from Podderzhka (Tomsk) account for 94% of the increase. Asia Credit members (Altai) are still recovering from an earthquake last year and believe that the fall harvest will permit the RCC to pay back its outstanding loans. Both RCCs asked for short extensions and are confident that their loans will be paid back in three months or less.
Loans that are late did jump considerably from 2,235,000 rubles ($77,000) to 6,542,000 rubles ($225,000). In Attachment C, the RCCs that are in the late payment category include three from Tomsk (Krestyanskay Ssuda, Fermer 99, Universal), one from Saratov (Khozyain) and one from Volgograd  (Fermer Uryupinsk). Regarding Tomsk, The RCCDF has sent a formal letter to all founding members of Universal stating that they are responsible for the outstanding debt that went unpaid beginning 15 February and informing the members that a court case may be instigated at this point. Fermer 99, if it does not negotiate a settlement with RCCDF, may also be taken to court. The third Tomsk RCC has taken responsibility for its debt, has better harvest outlooks and will soon sign a new agreement with RCCDF for repayment. Regarding Saratov, the fiscally sound RCC, Garant, has moved to force a merger of Khozyain into Garant. Staff positions from Khozyain will be eliminated and good members retained while individuals with outstanding debt will face court cases. Finally, in Volgograd the Supervisory Council of Fermer Uryupinsk has brought criminal charges against the Chairman of the Board for fraud. The stRCC, Sodruzhestvo, is assisting this RCC.
	Portfolio at Risk

 (PAR)
	Amount in 

Rubles
	Percent of 

Portfolio

	<30 Days
	250,000
	0.1%

	31-60 Days
	1,531,000
	0.7%

	61-90 Days
	50,000
	0.0%

	>90 Days
	4,711,000
	2.1%

	Total Delinquent
	6,542,000
	2.9%


The overall Portfolio at Risk number that the Financial Directorate tracks is derived by estimating the probability of repayment on each rescheduled loan (see attachment C) and reflecting a corresponding estimate of potential loss and adding that number to the total loans that are late. Estimated losses from rescheduled loans stand at 2,504,000 rubles ($86,000) and total late loans stand at 6,542,000 rubles ($225,000) for a total of 9,046,000 rubles ($312,000). This is 4.0% Portfolio at risk compared to an overall Portfolio at Risk of 3.2% reported last quarter. The Supervisory Council believes that some of the court proceedings and merger taking place will stimulate some repayment and fair harvest reports, if realized, should also cut back the Portfolio at Risk. Overall, the program continues to perform above its target of 95% repayments on time and remains well above the original benchmark of 90%.
Supervisory Council Decisions:


One Supervisory Council (“Council”) meeting was held during this period (4 June). Aside from usual loan and credit limit approvals, the Supervisory Council members discussed providing a pilot program of longer-term loans, the recovery of Niva Podmoskoviya and debt issues in general.
The Council members voted to approve medium-term loans of two years. Initially, these loans will be available to class A RCCs that have maintained that rating for two consecutive years. These loans will not exceed 20% of RCCDF’s equity nor will they exceed 20% of any given RCC credit limit in the RAL program.  The maximum loan will not exceed the current maximum of 500,000 rubles ($17,000).
Mr. Pakhomov recounted RCCDF’s work with Niva Podmoskoviya to help it improve its management and pay back debts over the past three years. On October 2001, the RCC owed 1,200,000 rubles of which 850,000 rubles have been repaid. During that time, RCCDF provided 54,240 rubles to support a new cooperative director who pressed forward with collections. Had the RCCDF chosen to take the RCC through bankruptcy, the estimated legal costs would have been at least 74,900 rubles for government court fees and 53,500 to 107,000 rubles for legal fees. Mr. Pakhomov stated unequivocally that RCCDF was better off in this case working out the debt problem rather than hastening to bankrupt Niva Podmoskoviya.
Regarding Tomsk RCCs Universal and Krestyansky Ssuda, Mr. Krivoruchko said that these cooperatives have not responded to requests from him to take active steps to pay back outstanding loans to RCCDF. [Krestyansky Ssuda has since the meeting responded positively to working out its debt]. He recommended that as soon as the current loan agreement becomes delinquent, to start a criminal case against the management, particularly in the case of Universal. Mr. Pechiev reported that Garant continues its work with Khozyain which is also in arrears on debt repayment. Mr. Pechiev believes that the current management needs replacement and stated his readiness to press a law suit but noted that this will entail expenses for Garant.  As noted above, Garant, having won approval from Khozyain members, plans to merge Khozyain into Garant. 
The Council discussed bankruptcy proceedings, but the consensus was that these proceedings are long, entail more expenses and may not recover the owed money. The Council directed the financial management to develop a plan of action regarding Universal and to prepare a budget for costs associated with continued efforts to recover delinquent loans. A registered letter to all Universal founding members has already been mailed out announcing the start of court proceedings.
2004 Board of Trustees Meeting and Memorandum of Understanding
The Annual Meeting of the Board of Trustees convened on 2 April. The results of this board meeting were discussed in the last quarterly. The main achievement of that Board meeting was the dilution of government votes from 50% of the Board to 23%.

Importantly, the Board meeting minutes, signed by Mr. Rasskazov, Chairman, and Mr. Mazuritsky confirm that a Memorandum of Understanding between the Ministry of Agriculture and the U.S.D.A. was signed. This MOU extends joint control and oversight of the RAL program until December 2006. 
II. PROGRAM ACTIVITIES:

A.
Institutional Development of RCCDF

1.
Establishment of a Non-Bank Financial Institution (NBFI):  The June Supervisory Council again considered whether it should move forward with establishing an NBFI with a limited bank license. The Council voted not to present this option to the Board of Trustees. Among the reasons why the Council voted against establishing this kind of organization were concern over what sudden changes the Central Bank might introduce in rules involving collateral and reserves, the absence of a precedent (no track record for any non-bank deposit credit organization (NDCO)), lack of any near term chance to emit bonds, additional start-up costs and tying up much needed lending capital in the registration period.  The Supervisory Council supported management’s position that establishing a national credit cooperative is a more attainable step in the near term allowing the establishment of a bank for cooperatives in the future.
Establishment of a National Credit Cooperative: ACDI/VOCA organized the June meeting of Narodny Kredit founders that took place on 28-29 June at Hotel Soyuz. The final draft of the Incorporation documents were distributed to founders and discussed. A bank account was opened for the establishment of the National Credit Cooperative on 26 July.  

2.
Attraction of Additional Financial Resources: BlueOrchard has approved a loan to RCCDF, a milestone in achieving new sources of capital. On 26 July, BlueOrchard signed a promissory note with RCCDF for $150,000 with a term of five months and interest rate of 9.4%. Both organizations intend to sign a larger loan in January for a longer term, perhaps 12 to 18 months. The cooperation with BlueOrchard marks a commitment from RCCDF to marshal regular financial reports using CGAP standards from all of its accredited RCCs. BlueOrchard understands that this increase in financial reporting will take time and training. Prior to agreement to this loan, RCCDF and three larger RCCs provided their financial information and committed to providing this on a monthly, quarterly and bi-annual basis, depending on the report. ACDI/VOCA continued supporting negotiations with BlueOrchard and provided translations of the promissory note.
The audit of RCCDF by BDO, an international accounting firm out of Germany, has started on the 2003 financials. The audit of 2002 is completed. This audit was halted due to a disagreement between KfW, the German bank funding the audit, and BDO. Since the contract dispute is settled, BDO will complete the audit of 2003 and also will present both years’ data according to IAS. This audit will increase RCCDF’s ability to discuss funding with international and Russian commercial sources. 
In addition, RCCDF secured a second line of credit from RosEvroBank on 4 June for five million rubles ($172,000). This line of credit is an important step in building the RCCDF’s credit history with commercial banks. 
Finally, Mr. Florian Grohs, Oikocredit, plans to return to Russia in August to further discuss a loan to RCCDF. This will be a follow-up to talks with him in May at the Warsaw Microfinance Conference. He has already stated that the reporting that will be generated for BlueOrchard will be completely adequate for Oikocredit. A first loan of $400,000 is the  target.
3.
Expansion of the Credit Program and RCCDF Assets: On 30 June, the RAL Program portfolio was 228,540,000 rubles($7.9 million); it had risen by 20% compared with last quarter (190,975,289). On a year-over-year basis the portfolio was up 8.0% (the portfolio on 30 June 2003 was 209,604,000 rubles).  RCCDF’s assets on 30 June 2004 reached 257.0 million rubles ($8.8 million), a 10.5% increase compared to last year (232.6 million rubles 30 June 2003). RCCDF assets have now grown by 42% over the original capital donation.
Class A rating is associated with a record of on-time payments, strong capital adequacy and timely financial reporting. Class A cooperatives enjoy lower cost of borrowed funds. The Financial Directorate nominated and the Supervisory Council approved the following RCCs as class A:

· Istok-Yug, Krasnodarsky Krai
· Mariisky Kredit, Mary El

· Partner, Yaroslavl

· Soglasiye, Tula

· Soyuz, Chuvash Republic

· Stimul, Saratov
4. New Loan Products: As reported above, the Supervisory Council did approve two-year loans for Class A RCCs. Maximum loan amount will stay at the current maximum and no more than 20% of an RCC’s credit limit will be available for these longer term loans during the pilot period.
Consumer loans and diversification of portfolios was also discussed by the Supervisory Council. The general opinion of the Supervisory Council members is that accredited RCCs should be encouraged to diversify their portfolios (some are actively doing this). A pilot consumer loan program may be considered in the future.
B. Improved Legal and Regulatory Environment

The MAC team participated in several conferences this past quarter at which the legal and regulatory environment was a frequent topic of attention. The 24-25 June Russian Microfinance Center conference and work group held in Rostov-on-Don and focused on “Development of a Favorable Legal Environment for the Russian Microfinance Sector.” Topics discussed included legislation on self-regulating organizations, taking advantage of alternative conflict resolution mechanisms and proposed amendments to the Law on Consumer Credit Cooperatives for Citizens. The second day of this conference was for a work group focused on using microfinance organizations as vehicles to promote small businesses and social development. Ms. Savinova participated both days. (She also attended a Volgograd conference 17-18 June that was focused on a similar theme of extending loans to rural small businesses through credit cooperatives.)
The MAC team also took part in the 30 June round table that focused on microfinance standards, the PEARLS model and collaboration for self-regulation. One guest from the Ukrainian Assn. of credit cooperaties urged that Russian credit cooperatives continue to be pro-active in working for sensible financial standards and reporting so that when the government begins to regulate the industry, good standards will already be in place and can be adopted by the regulators.

C. Growth and Development of the Network of Rural Credit Cooperatives

The number of accredited RCCs remains at 47, including two second tier RCCs. The actual number of RCCs now using RAL funds has reached 152 RCCs since some funds pass through stRCCs to other credit cooperatives. The latest estimation by the Union of RCCs is that over 580 RCCs exist, and the expectation is that this number will grow further given the improvement in the legal regulatory environment reported in the prior quarterly report.  
1.
 MAC Program Staff Technical Assistance


In the past year, the MAC team has worked directly with the Training Center “Credit Cooperation” to organize nine training seminars and conferences. The Training Center has developed a strong organizational capacity to conduct high-quality seminars and conferences. ACDI/VOCA developed and then reviewed the Training Center seminar budgets, logistics and provided guidance for training trainers who are fully capable of delivering the following courses: Fundamentals of Credit and Lending to Small And Medium Agricultural Enterprises, Financial Analysis, and Risk Management &Capital Growth.  The past quarter was a particularly busy one with five seminars and conferences. 

Also notable is the fact that the content of the legal/accounting seminar as well as the meeting of the founders of the National Credit Cooperative were completely developed by RCCDF Financial Directorate staff: Mr. Pakhomov, Mr. Rybin, Mr. A. Rybin and Mr. Nosov. These gentleman also participated in all trainings, usually presenting RCCDF specific materials related to RAL loan processing. This, combined with the training of trainers that led to four regional trainers becoming qualified to teach the courses mentioned above, has provided a solid foundation for continued training work using RCCDF and Training Center resources.


Finally, on 7 August, four key rural credit people will depart for the United States on a Cochran program focused on FCA monitoring and loan administration. The travelers include Ms. Vshivkova and Ms. Voroblyova are leading RCC directors who also have an interest in developing their insurance businesses. Mr. Nosov is the RCCDF distance monitoring specialist and Executive Director of the National Credit Cooperative. Mr. Maximov is a rural credit specialist and Ph.D. in economics who also teaches at Timiryazovsky Agricultural Academy.
2. In-Country Training Programs

April 21 & 22 marked the third and final completion of the training course Risk Management and Capital Growth. Twenty-two participants attended this course which focused on advanced credit cooperation management topics such as loan classification, evaluation of loan portfolio risk, procedures to set up bad debt allowances, interest rate determination, planning capital growth and proper reporting to the Board of Trustees. Nadezhda Vshivkova and Maxim Poletaev attended a second time, this time to prepare to teach this course in the future. 
The RCCDF held its annual Accounting & Legal Issues meeting on May 13-14. This meeting is traditionally for all accredited RCCs; forty nine RCC representatives participated in it. This meeting was crucial on many levels (accounting questions and standards, tactics for success in court, etc) but in particular, it provided a platform to rally RCCs into meeting higher standards of financial reporting. This reporting will be essential to continue to attract capital from organizations such as BlueOrchard.

Twenty nine representatives of RCCs attended the Fundamentals of Credit training course on 1-2 June. This course was conducted by Nadezhda Vshivkova (Doveriye RCC, Perm). In addition, the trainer also trained Maxim Poletaev (Narodny Kredit, Astrakhan) and Raisa Dubilina (Novoanninsk, Volgograd). These very capable credit cooperative directors are now available to the Training Center, widening the pool of trainers to four people from the Russian credit cooperative system. 
 On 16, 17, and 18 June Ms. Vshivkova and Mr. Kiselev returned to Moscow to run the follow-up seminar titled Lending to Small and Medium Agricultural Enterprises (Financial Analysis). This training also involved Mr. Poletaev who participated in order to be ready to teach this course in the future. This training focused on rural lending and financial analysis of enterprises.  The 29 participants, most of whom had never met one another until the Fundamentals training at the beginning of the month, were much more comfortable working as a group this time around. Many formed informal contacts that will be useful in the future. The participants rated the seminar as highly useful. The ACDI/VOCA MAC team collaborated with the Consulting-Training Center Credit Cooperation, founded by RCCDF, to arrange all logistics for all the seminars this quarter.  

Finally, MAC training work ended on June28-29 when 19 participants gathered to discuss the foundation documents for the National Credit Cooperative leading to establishment of a bank account for the purpose of gathering charter capital. This forum was also used to discuss and adopt membership, financial and accounting standards. Mr. Pakhomov emphasized that CGAP standards for reporting are the goal for all RCCs and should be used by the National Credit Cooperative as well. All training in the past quarter was organized collaboratively with the Training Center in order to strengthen this institution that will provide training for the Russian credit cooperative system into the future.
Farmer-to-Farmer (FtF) Volunteer Assistance

The USAID funded Russia Farmer-to-Farmer Program (FtF) continues to play a key role in providing direct hands-on technical assistance to RCCDF and Rural Credit Cooperatives on issues related to loan monitoring, credit administration/loan approval, internal controls, loan workout procedures, board/management relations,  etc.  The following FtF assignment was conducted during the quarter:
	Client
	Location
	FtF Volunteer
	Assignment Focus

	“Aksu” Agricultural Consumer Credit Cooperative
	Tatarstan
	James Raymond
	Institutional Development:credit policies and procedures, loan administration

	“Akkosh” Agricultural Consuner Credit Cooperative
	Tatarstan
	James Raymond
	Institutional Development:credit policies and procedures, loan administration

	RCCDF
	Moscow
	Vickie Cosentino
	Cooperative Monitoring (on-site monitoring of cooperative Yegorlyksky in Rostov-Don oblast)

	“Soglasiye” Agricultural Consumer Credit Cooperative
	Tula
	Vickie Cosentino
	Cooperative Monitoring


In addition to these assignments directly with RCCs, the FtF team also designed assignments that can ultimately have an impact on rural finance. For instance, the following two assignments involved developing mechanisms such as warehouse receipts that allow farmers to more effectively use their crops as collateral and that give to them tools to control risk.
	Russian Grain Union
	Moscow
	Silas Matthies
	Grain and Sugar Futures Market Development



	Russian Grain Union
	Moscow
	Steven Mikklesen
	Warehouse Receipts


The FtF Program will continue to provide support to RCCDF and RCCs through September 2007. The list below includes assignments already planned and recruited for the third and fourth quarters. Of note is the on-going support from experts from the Farm Credit Administration, three of whom, will be coming to Russia in the near future to bolster development work in RCC monitoring and assessment.

	Client
	Location
	FtF Volunteer
	Assignment Focus

	“Farmer” Agricultural Consumer Credit Cooperative 
	Altai Krai
	John Kelln
	Institutional Development: credit policies and procedures, loan administration

	“Narodny Credit” Agricultural Consumer Credit Cooperative
	Altai Krai
	John Kelln
	Institutional Development: credit policies and procedures, loan administration

	RCCDF
	Moscow
	Joseph Beltramo
	Cooperative Monitoring (on-site monitoring of Istok-Youg cooperative in Krasnodar)

	“Podderzhka” Agricultural Consumer Credit Cooperative
	Tomsk
	Anita Sewell
	Cooperative Monitoring

	“Nash Put” Agricultural Consumer Credit Cooperative
	Tomsk
	Anita Sewell
	Cooperative Monitoring

	RCCDF
	Moscow
	Ronald Boehr
	Cooperative Monitoring (on-site monitoring of Doveriye credit cooperative, located in Perm, and Zardon credit cooperative, located in Udmurtia)


PROGRAM BENCHMARKS

ACDI/VOCA reporting during this period is based on the MAC work-plan submitted covering the period 1 July 2003 to 30 June 2004.  The following benchmark table reflects key goals achieved by June 2004:

	Project Objective
	Activities
	Benchmarks
	Results

	I. Evolve RCCDF into a private independent financial institution


	1. Develop the NDCO Business Plan.
2. Presentation of NDCO BP to RCCDF Supervisory Council. 

3. If warranted, persuade individual board members to promote NDCO establishment.

4. If Board approves NDCO, proceed with Registration and Licensing.
5. Promote RCCDF, NDCO, and NRCC to potential donors, investors and creditors.


	Business Plan for NDCO drafted and sent to RCCDF BOT for approval

Supervisory Council takes vote on whether to present business plan to the Board for consideration

Number of promised votes in favor of NDCO

Registration Documents

Three-year financial projections for RCCDF/NDCO prepared

$1 million in additional financial resources mobilized by rural credit system (RCCDF, NDCO, NRCC, and participating RCCs)


	NDCO business plan completed and reviewed by Financial Directorate. Supervisory Council members voted not to present NDCO option to the BOT at the June Supervisory Council meeting..
Government Participation on Board of Trustees diluted from 50% to 23%.
Line of Credit from RosEvroBank 4,645,000 rubles ($152,000) secured in 2003. New Line of Credit with this bank signed in June  for $170,000.

Blue Orchard met with RCCDF  in October 2003 and reviewed request for $600,000 loan. RCCDF signed contracts with BlueOrchard for first loan of $150,000 to be disbursed in August and a second loan planned for January.

Three year draft financial  projections done with final to be presented to Oikocredit in August.

Active negotiations continue with Oikocredit: expectations of $400,000 ruble loan for spring 2005.

RCCDF procured financing for Microfinanza Ratings and for International Audit. Microfinanza and BDO conducted rating and audit work in March.

	II. Enhance the technical capacity of RCC staff
	1. Complete a credit monitoring manual and distribute to all accredited RCCs.
2. Conduct a workshop on monitoring for measuring RCC risk levels, loan classification and proper approaches to settling and funding appropriate reserves.
3. Design and conduct a two day training course on assessment/reserves/setting interest rates.
4. Accounting seminar organized for accredited cooperatives.
5. RCCDF staff attend advanced banking and finance courses.
6. Assist RCCDF conduct on-site examinations of five RCCs.
	RCCDF designs and adopts a loan classification system for RCC borrowers

All accredited RCCs preparing and submitting to RCCDF standardized income and expense statements on a quarterly basis

All accredited RCCs report quarterly on loan classification and reserve levels

40 RCCDF and RCC managers and loan officers trained on loan monitoring, loan reserves, loan classification, establishment of interest rates, and loan accounting

Examined RCCs submit report to RCCDF on measures taken to correct weak areas in credit administration and management
	Credit Monitoring Manual completed in August and distributed to all RCCs. Introductory workshop held on 13 Aug. in Volgograd. Supervisory Council adopted new rules for timely submission of financial statements on 23 October.  First Risk Management & Capital Growth (RMCG) Course completed November. 

Second RMCG course completed 31 March.
Third RMCG course completed April.

Annual Accounting/legal seminar completed in May
All accredited RCCs are submitting quarterly financial reports with six submitting to BlueOrchard requirements using CGAP standards.
In the past year, worked intensively with the Training Center “Credit Cooperation” to organize nine training seminars and conferences. The Training Center has developed a strong organizational capacity to conduct high-quality seminars and conferences. Four highly qualified members of the Russian Credit Cooperation System are now ready  and able to run training MAC seminars. Over 50 managers and loan officers trained on loan classifications, reserves, interest rate setting.
RCCDF Chief Accountant completed Dec. Bank course in IAS reporting.

In May-June ACDI/VOCA collaborated with the RCCDF and Union of RCCs to conduct a first-ever social survey of over 400 RCC members from ten RCCs. Results will be reported separately along with final financial report..  

Have assisted RCCDF on 8 on-site inspections including three in July & August..


	Project Objective
	Activities
	Benchmarks
	Results

	III. Support the national expansion of the rural credit cooperative system
	1. Support the establishment of a NRCC.

2. Accredit Additional RCCs

3. Enhance Lending Operations of RAL

4. 8 FTF volunteers fielded to assist RCCDF and RCCs.
5. Include 5 to 8 non-accredited RCCs into basic of credit and financial analysis Courses


	50 RCCs accredited into the RAL program.

100 RCCs borrowing from RCCDF or accredited RCCs

10% growth of RCCDF assets

A total of 5,000 individual loans averaging $3,500

Loan delinquency less than 5%


	47 RCCs accredited.

Supported November meeting on NRCC. Supported 17 Dec & 6 Feb. meetings of NRCC founders in Moscow. Developed business plan for NRCC. Organized founders’ meeting in May.
152 RCCs now with access to RAL funding.
10.5% Asset Growth RCCDF June.2003-June.2004
8 FtF Volunteers have worked with RCCs or RCCDF
Over 5,900  individual loans made to date averaging now $4,800
9 non-accredited RCCs attended training to date
Delinquent loans >30 days are 2.9%. At risk totals 4.0%.

	IV. Promote a legislative and policy environment more conducive for rural credit cooperatives
	1. US-based training program and in-country roundtables on RCC supervision

2. Contribute to Russian Micro-finance Center Policy Efforts
	2 RCCDF managers, 2stRCC directors, 2 Duma deputies and 1 Central Bank official with improved understanding of RCCs and farm credit supervision

Article published in Selsky Kredit Journal regarding RCC supervision (Circulation 2000)

JM Harvey Joins the Supervisory Council of the Russian Microfinance Center and actively contributes
	USDA has agreed that Cochran can send four individuals to the US for special training. Interviews completed in March. International tickets purchased for Cochran Participants—August departure. Article to be published upon group’s return.
JM Harvey joined RMC Advisory Council, September 2003 participated in St. Petersburg Conference and Advisory Council meeting. In June, participated in the financial standards RMC workshop and made May presentation at the 7th Annual Micro Finance conference for the institutions in C&EE and NIS in Warsaw.


III. ADDITIONAL USAID REPORTING REQUIREMENTS

USAID requested that ACDI/VOCA report additional statistical information on the RAL program in accordance to USAID/Moscow Micro-finance indicators and provide individual loan data.  USAID has also asked that the MAC Program include Intermediate Result 2: Increased access to finance for small and medium-sized enterprises.  ACDI/VOCA reiterates that while the information requested can be provided quarterly, the goals and objectives of the MAC program are to support the institutional development and the sustainability of RCCDF and the growth of the RCCs.  Therefore, the reporting for MAC has always been at the RCCDF and RCC level, as has been provided in the previous sections of this report.  

ACDI/VOCA can report cumulative data for the project, although RAL loans do not fall neatly into the categories typical for SME and micro-lending programs.  For example, most of our loans are for agricultural production purposes and, to the extent that farms are SMEs (and we think they are) we can report against these indicators.  Secondly, our loans are made to private farms, usually family run and registered in the husband’s name.  Since the loans are made to that family, relatively few loans are made directly to women, even though women, as members of the family enterprise are direct beneficiaries of the program (as has been reported in the past).  

The following chart depicts to the best of our ability, the information now requested quarterly by USAID/Moscow:
	USAID LOAN ANALYSIS

	Cum. Ind. Loans:  loans/amount
	5,960 individual loans.  140,000 rubles on average ($4,800)

	Cum. % of # loans to women
	Firmly estimated at 10 percent 

(RAL has never been required to track this information previously.  In addition, most private farms are family businesses registered in the husband’s name, but operated jointly by the husband and the wife.) 

	Cum. % of $ amounts to women
	Firmly estimated at 10 percent

(RAL has never been required to track this information previously.  In addition, most private farms are family businesses registered in the husband’s name, but operated jointly by the husband and the wife.)

	SUSTAINABILITY INDICATOR
	

	Local Program Income Per Month
	3,522,000 rubles 

(Qtr 2,– average per month) 

	Local Costs Per Month
	2,760,000 rubles (Qtr 2– average per month)

	Local Level of Sustainability (Revenues/Costs) %
	128%  operational sustainability (no actual and/or imputed "cost-of-funds")


IV. ISSUES

1. The ACDI/VOCA Country Representative is working with the Russian Microfinance Center regarding the question of whether RCCDF, at the end of its technical assistance period (December 2006), will face a profit tax on capital originally donated for capital formation.  RCCDF is exploring all options and take legitimate and allowable actions to ascertain tax exemptions. 

2. RCCDF was forced to vacate its premises on short notice in March. It has an 11-month contract and should look for new premises to reduce operating costs.
V. MANAGEMENT

Moscow

Mr. Alexander Toropov, MAC Manager, and Mr. Michael Harvey, MAC Program Director, work daily with the RCCDF, the Financial Directorate and the Rural Credit Cooperatives. Mr. Harvey, who is also ACDI/VOCA Country Representative, serves as the co-signor of all RCCDF invoices related to the RAL Program and maintains the ACDI/VOCA's seat on the RCCDF Supervisory Council, serving as the Co-Chairman.  He also is involved in the research on establishing an NBFI and participates in work with Duma members who support the Law on Credit Cooperation.  

Washington

Dr. Fred Smith, Vice President in the Europe and Asia Division, continues to support the MAC Program in an advisory capacity, contributing significantly to the current and continuing success of the RAL Program in Russia.  Mr. Jeff Singer, Director of the E & A Division, currently serves as the Project Supervisor and provides supervision, oversight, and technical advice.  Ms. Elena Beschetnova has replaced Stephanie Cohn as Project Coordinator.

VI. FINANCIAL REPORTING

Please find the attached financial pipeline report for the Third Quarter of FY2004 of MAC Program operations (Attachment D).

VII. PROJECT CLOSEOUT

ACDI/VOCA successfully closed all MAC program activity on 30 June. Final payment of June bills is mostly complete. All key activities mentioned in the last report under closeout were completed with two additional activities also completed (the June meeting of the National Credit Cooperative founders and a social survey of end borrowers was finished). A final summary report for the MAC program will be submitted in August with final financial reports submitted as agreed in the closeout plan. Even as MAC is closed out, ACDI/VOCA continues to support RCCDF in its lending activities and should start up the Cooperative Development Program in September that will enable it to extend Technical Assistance until August 2007.
�








� Founded on 6 February 1997.


� Starting capital was generated from sale of donated US seed under the Food for Freedom Program


� Ruble Dollar Conversion in this report is based upon the Central Bank Rate for 30 June 2004. (29.0274 R=$1)


� Second Tier Cooperatives are comprised of local RCCs that combine to form a regional RCC (stRCC). These stRCCs establish regional reserve funds, lobby at the oblast level, provide lending capital to local RCCs and monitor and train local RCCs.


� The number of individual borrowers is less than the number of individual loans, as some borrowers have multiple loans.


� These are loans that RCCs could not pay on time due to factors such as bad weather or poor crop prices. Rescheduled loans are loans outstanding that have been renegotiated and modified to either carry forward or postpone the term of the originally scheduled repayment, without substantially altering other conditions and terms of the loans.
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