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I. SUMMARY
 

This is a summary of the first two years of the READI/WOCCU/MUSCCO
 
Project from the period of June, 1985 to May, 1987. 
 It is the WOCCU
 
Technician's review of the progress of the project and the prospects
 
for the future.
 

The goals of the READI project are to increase the long-term financial
 
viability of MUSCCO, its member credit unions and other institutions
 
that would provide credit to small- and medium-scale entreprenuers,
 
primarily in the rural areas, to 
increase the technical and financial
 
services provided by MUSCCO and others in order that the clients would
 
derive maximum benefits from the credit, and to increase the
 
operational efficiency and the overall effectiveness of these groups.
 

To accomplish the above ; . HUSCCO, loan funds were provided by the 
project to make sj1 v- -id long term loans possible. Monetary
 
assistance for KUSCCO operations was made available, and technical
 
assistance was provided for through two organizations, the World
 
Council of Credit Unions and Africare. The WOCCU technician was to be
 
one that would direct his attention to MUSCCO financial management and
 
planning. Attached is a Job Description that details the activities
 
that were expected of the WGCCU Technician, (Appendix A).
 

Prior to the inception of the project, three major institutional
 
weaknesses were identified as areas 
that had to be overcome if MUSCCO
 
would improve beyond its present status. The first was that the
 
Societies would have to attract greater savings to become financially
 
viable. The second was that training programs needed to be expanded to
 
increase member understanding and participation in the movement; and
 
third, that MUSCCO needed to improve its services while remaining a
 
small and cost efficient organization.
 

In the two year period of the project, the Technician has refined the
 
description of the above weaknesses and identified or dealt with
 
numerous others that were a major contributing factor to a well run
 
organization.
 

It is important to delve into these matters in this report because they
 
are the basis for the direction of action and what changes in planned
 
operation were made. All projects, I assume, need a little fine
 
tuning. This one appeared to be in need of some major strategic
 
maneuvering. The process was akin to peeling the leaves of 
an onion.
 
One problem analysis led to the discovery of another closely
 
intertwined with it.
 

From a historical view point, it is probably best to take the above
 
three identified weaknesses and analyze them to clarify existing
 
problems. The first, and what turns out 
to be by far the most
 
important, was the mobilizing of more savings in the societies.
 

It is quite clear now that in previous years, the type of person
 
attracted to membership in the credit union has been almost exclusively
 
a borrower. Individuals interested in saving have been using other
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institutions, or other ways of saving for a multitude of reasons. 
A
 
survey done during the course of these two years identified the low
 
rate of dividend and the difficulty of withdrawing savings by members
 
as prime reasons for not saving in the credit unions. The READI
 
Project proposal also identified these problems with a quote from the
 
Price Waterhouse report of 1983. Almost all members wanted to borrow
 
the maximum amount every year. All the funds that they put into the
 
credit union were immediately borrowed back by the same people, always

in hope that they might gain a little more by leverage. As they became
 
aware that no significant larger sums were readily available, they
 
tended to hold onto their present loan, described as "their money", and
 
were not willing to pay the loan back, nor the interest due. The lack
 
of interest earnings meant that the credit unions could not pay
 
dividends, thus discouraging future savers and giving rise to a feeling
 
that the credit unions are not successful. They could neither provide
 
excess funds for credit in any substantial amount, nor could they pay a
 
return on savings. If a credit union could pay a dividend, it was
 
limited by law to 5%, which did not in any way compete with available
 
rates of 10.75% at the Postal Savings or other banks.
 

As time progressed and operational expenses were met by share money

rather than earnings, it became difficult for the credit unions to meet
 
even the share secured loan demand of their members. The cycle of
 
distrust and delinquency then intensified. The degree of problems
 
magnified as the credit unions became older and larger. Average
 
savings per member was K59.00.
 

In a way, the emphasis on the credit aspects by the staff worked at
 
odds with the goals of increased mobilization of savings. Time and
 
resources were concentrated on the difficult task of implementing the
 
new credit program to the detriment, or at least the postponement, of
 
the efforts needed to begin a strong drive to increase savings.
 

In the minds of most members, the main purpose of managing their
 
co-operatives was to provide credit, which was somehow going to come
 
from other sources. Since few of the members were of a savings type,

the vision of the resources available to them by savers in their own
 
village was not something that they could imagine. Through surveys and
 
analysis during the last two years, it is now clearer what that
 
potential is, and it has been incorporated in the new projected outputs
 
(Appendix C).
 

I will move now to the second identified problem, that of the training
 
programs. Lack of skilled staff is not an insuLmountable problem, but
 
staff that could cope immaginatively with the above probleas in an
 
effective manner certainly have to be at a premium. The existing staff
 
had concentrated in the area of auditing of the societies. This is a
 
whole area of work that was not identified in the planning stages, nor
 
specifically allowed for in the budgeting process. The responsibility
 
for performing these audits was that of the Ministry through the
 
Co-operative Department. For their own reasons, they had been unable
 
to perform this duty, but since it was an obvious necessity that audits
 
be done, the MUSCCO staff assumed that role. It was estimnated that
 
this task was taking them up to one third of their working time. Under
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these circumstances, time left for training of existing credit union
 
officers and their members, or the organization of new societies, was
 
severely limited. This was particularly true of the Northern and
 
Centeal regions where a concerted effort was made to penetrate the
 
distant rural areas.
 

Over the years it was hoped that "education of members" would provide

for a greater mobilization of savings. In practice, for the most part,
 
the definition of savings meant a permanent investment in the society.
 
A member in need of cash had the option of borrowing against this
 
savings or of closing his membership. Certainly, the aspect of risk
 
insurance fostered this worthy ideal, but in my opinion, a very limited
 
amount of money would be saved this way by farmers. Most farmers
 
recognize the need to save for emergencies or the unexpected. It is
 
precisely at this time that they do not wish to borrow or commit
 
themselves to repayment. They want access to their money. In many
 
instances, it is good disciplinary strategy to take a loan instead, and
 
force yourself to repay, or "replenish your savings", but that is a
 
very sohpisticated message to teach to even those used to a cash
 
economy. 
The options the farmer has of a similar nature of investment
 
is a fixed deposit at 14% and a loan at 19% at the bank (if the bank is
 
available). He could put it in the Post Office Savings Book at 14% and
 
withdraw it at the end of the term of the deposit. If he wishes to
 
withdraw it when needed, he would receive 10-3/4%, tax free. Now, a
 
borrower would put money in a Credit Union to hopefully earn a 5%
 
dividend and, hopefully, leverage 10% to 30% more on a loan. This
 
preoccupation with leveraging would clearly lead them to think of
 
"their money" and "loan money" as separate things. This has been the
 
result over the years. Idealism and commitment to build for the future
 
needs to be encour.ged. The need for credit is so strong now.
 

What is needed now is some planned strategy to encourage the credit
 
unions to make withdrawals easier. The bylaws already provide that the
 
Board may require 30 days' notice before withdrawal. This is probably
 
not sufficient, and it should definitely not be interpreted to mean
 
only total withdrawal or closing of membership. A staged number of
 
advanceI days' notice needed before withdrawal, going up as the amount
 
increases, could be very effective and flexible. It would permit a
 
credit union to seek very short-term loans from Central Finance for the
 
purpose of honoring withdrawals. The basic capital must come from the
 
members, who save as they do in other institutions, and do not need to
 
borrow the entire amount back each planting season. Nearly half of the
 
officers of credit unions have indicated to me that they have such
 
types of savings at other institutions.
 

The financial statements of borrowers on long-term loans, reviewed by

hUSCCO, have also indicated a similar pattern among that calibre of
 
member. No one knows how much of the 65 million on the Post Office 
 c-
Savings Bank could be switched to the credit unions, given a higher 
 VA
 
dividend rate and easier access to the savings. But if even one
million was switched, it would double the size of the credit unionV"(
movement in Malawi. That one million is five times as much as the
 

present loan volume of Central Finance.
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Other training services that KUSCCO provided centered around
 
bookkeeping education. A new system of bookkeeping had been
 
introduced and was being used by about half of the credit unions. 
The
 
new system, while being much more informative in the final monthly
 
report, was considerably more complex. It was, and is, a difficult
 
system to teach to volunteers with few years of education.
 

The third area of weakness that was identified was the need for MUSCCO
 
to improve its services and to improve in self-sufficiency. This is a
 
multi-faceted area, but quickly focuses on the Central Finance program
 
as a major component. The Central Finance at MUSCCO could best be
 
described as in a state of near collapse at the beginning of the
 
project. Responsibility for the department had been assigned to the
 
Assistant General Manager, but his duties also included the supervision

of the field staff, the auditing program (of which he did much
 
personally) the Insurance program, a major component in the training
 
programs, and numerous other duties that fell under the job description

of the Assistant General Manager. The bookkeeping of the Central
 
Finance was the responsibility of the Bookkeeper, who was incompetent
 
as bookkeeper and had no understanding of credit. facilities. In
 
addition to that, it was later discovered that he had been involved in
 
embezzlement activities that started alomst six months prior to the
 
beginning of the project.
 

All records of Central Finance were out of balance. Establishing
 
correct records was hampered by a sloppy record filing system and
 
unwillingness on the part of the Bookkeeper to disclose information.
 
Complete accuracy could not be established for six months, at which
 
time the embezzlement was discovered. Delinquency rates were about 80%
 
and rising. Nearly all current loans were those that did not have a
 
payment as yet due. 
 No interest was being paid on a quarterly basis,
 
as was called for by the policies. Increased capitalization
 
requirements were often being met by loan advances. 
 Payment of dues
 
was also often met by Central Finance loans with payment schedules
 
going eighteen to twenty months. No loans were being dist .rsed nor
 
were applications being approved. The last approval, six months prior,
 
was still waiting for disbursement. Operations of a credit union could
 
not be properly analyzed as their financial statements were inaccurate
 
and aften not available. Two of the three Credit Committee members
 
were newly elected to the position one month after the project

started. The following month was the beginning of the season for the
 
1985 agricultural loans. 
At that time, only 23 of the credit unions
 
were eligible, even at minimum standard criteria to be able to borrow
 
from Central Finance. Most of the loans were less that K1,000.00 in
 
size. To all of this we were under pressure to design and begin to
 
implement a credit program to grant large business loans to people in
 
the rural areas.
 

Other aspects of self-sufficiency and control systems were impossible
 
to even assess for shear lack of data from the accounting department.

Even the past MUSCCO audits were of no assistance. The 1983 audit had
 
just been completed, but nothing meaningful had been gleaned from it
 
either on paper or by a management report. the 1984 audit was started
 
in September of 1985, and all bookkeeping records needed to be brought
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up to date in order to perform the audit. The auditors were hired to
 
do this. ihey completed their 1984 and 1985 audit in June, 1986.
 

There were some other major problems that MUSCCO faced that were not
 
identified in the project document prior to the inception of the
 
project. First and foremeost of these was some internal dissention
 
going on in the Northern Region. Since this was the area of the
 
largest credit uonions, the manner in which they responded to MUSCCO's
 
leadership in development greatly affected the past and present output
 
figures for the project.
 

The dissention was instigated and fostered by a single outsider in the
 
Northern Region who had access to special funds to hire staff to carry
 
his message, and to, in effect, bribe the societies into the type of
 
behavior he desired of them. His advice and his recommended actions
 
were all geared to causing a division between MUSCCO and a select group
 
of the Northern Credit Unions. He urged non-cooperation with the aims
 
of the MUSCCO Project, the non-payment of dues or capitalization, and
 
the non-payment of loans due to Central Finance. This conflict
 
presented an ongoing problem that consumed much: time, energy and
 
resources. 
 It appears at this point to have been finally resolved, but
 
it remains to be seen, in time, if this is really the case.
 

Another ongoing problem that perhaps could not be seen or anticipated
 
was the degree of difficulty in getting decisions or responses from the
 
government office under which MUSCCO was regulated. This feature not
 
only consumed time, but in many cases tended to compound problems that
 
needed to be dealt with in order to progress. The activities of the
 
cooperatives are a lower priority in the managing of the affairs of the
 
Ministry of Trade, Industry and Tourism. Their influence was acutely
 
felt during the time of hiring the new MUSCCO Accountant. The hiring
 
process was complicated enough in itself, but due to the government
 
influence in this decision, the process took over eight months to
 
position the new man.
 

The interest and dividend rate structure set in the cooperate law is at
 
the heart of most of the societies' problems. The low rate of interest
 
on loans did not even compensate for the average inflation rate over
 
the past years. A member would be foolish not to borrow all he could
 
at the stated rate of 15% per year. This rate, in turn, made it
 
impossible to pay a competitive rate of dividend, or interest on
 
deposits, even if it had been allowed. This problem was not
 
highlighted because the members in the credit unions were there
 
primarily for the purpose of borrowing. Action to change the law on
 
this was severely slowed by the inactivities and lack of understanding
 
of the problem, by the people responsible. As is often the case, the
 
learning curve was slow because of preconceived knowledge in this area
 
and the reluctance to change established patterns.
 

The project plan called for the construction of a building for MUSCCO.
 
The land was to be donated by the Government. The Government's
 
requirements for the building it wanted MUSCCO to construct on the site
 
made it impossible to construct within the allowed funds. This was
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finally resolved by the purchase and remodeling of an existing
 
building, but again, the time consumed in that process was extensive.
 

Finally, the project called for a work plan for how MUSCCO intended to
 
accomplish the goals of the project, and one that could be used by the
 
auditors and the coordinator to monitor the progress of MUSCCO. The
 
plan submitted by MUSCCO at the inception of the project was not deemed
 
to be acceptable, and a new planning process and report system was
 
introduced to MUSCCO to accomplish this task. This process, while
 
necessary and extremely valuable, consumed extensive hours of time. 
 It
 
would be safe to say that approximately a total of three full weeks'
 
time of each of the MUSCCO management staff was spent in complying with
 
this requirement in the second quarter of the project.
 

It is with the background of all of the above-mentioned activities and
 
problems that I now list the specific activities that MUSCCO was
 
involved in for the first two years of the project. An addendum of the
 
original project implementation schedule and outputs is attached
 
(Appendix B). Revised projections for outputs through the extended
 
period of the project -- to December, 1989 -- are listed on a separate
 
attachment, which included the new target outputs (Appendix C).
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II. OBJECTIVES OF THE PROJECT
 

The objectives of this project, while stated in a general way by the
 
READI Project document, are probably best defined in particular by a
 
review of the Technician's Job Desrription (see attached). It was
 
obvious from previous studies that strengthening of the societies was a
 
great need and that the MUSCCO office needed systems of control in
 
multiple areas. In addition, there was need to establish a management

system of planned development, and this related specifically to the
 
development of the Central Finance.
 

A. Financial ManagemenL
 

The Technician's Job Description called for implementing a
 
financial system in the accounting area. It included
 
statement preparation, budgeting and budget controls. With
 
the advent of the accountant in July, 1986, all this was
 
accomplished and made a regular part of the Board meetings in
 
an understandable manner. In addition, the General Manager
 
receives frequent reports of various natures. The area of
 
improvement needed here is for specific training of the
 
General Manager in how to use this inform.tion. Local
 
training classes are now available and the Technician has
 
recommended that the Manager, together with the Accountant,
 
attend these classes.
 

The adaptation of income generating policies was called for.
 
To collect dues, policies were adapated to require dues to be
 
paid before Central Finance loan applications could be
 
reviewed. Additionally, MUSCCO Board members had to have dues
 
paid on time in order to retain their seat on the Board.
 
Voting at Annual General Meetings was permitted only to
 
dues-paying members. Finally, a 5% discount of dues was
 
offered to those societies who paid on time. The progress in
 
this area was outstanding. In August, 1985, only 10 credit
 
unions had paid the current years' dues. By December of that
 
year, all but 14 had paid the current dues, and two had
 
arranged to pay previous years' dues over a period of time.
 
By August, 1986, all but eight had paid the current years'
 
dues, and by December, 1986, all had paid except seven, three
 
of which paid part of their dues. By March, 1987, 29 had paid
 
dues in full and one made a partial payment. Ten have not
 
paid as yet.
 

It should be noted that some of the societies had extra
 
difficulty paying dues during this period, because the paying
 
of their Central Finance loan meant the paying of previous

years' dues, which had been deducted from a Central Finance
 
loan advance.
 

The collection of quarterly interest in Central Finance, or
 
monthly on large loans, 4as an important aspect of income
 
generation. This discipline was difficult for the societies
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to learn, because they had not previously done it, nor were
 
they used to planning ahead for even next month's expenses.
 
In the lean months of the year during the crop growing season,
 
they tended to put off all obligations. No new Central
 
Finance loans were given if the society was behind on its
 
obligations, and a reduced rate of creditworthiness if they
 
were even deficient in this area. Advance notice of interest
 
due was sent to the societies and quick follow up was made by
 
letter or field staff if they failed. Most societies were
 
prompt. A few were one or two monthi late, and only a couple
 
were put on the delinquent list for being two or more months
 
behind. Dividends were not paid to those who were put on the
 
delinquent list. At this point, there is no reason to feel
 
that interest or principal payments will increase the
 
delinquency rate except for perhaps the possibility of some of
 
the long term loans which are difficult to access at this
 
time.
 

It was necessary for political reasons and for practical
 
reasons to lower the planned 9% interest rate on Central
 
Finance loans at the beginning of the project. The spread
 
available to the credit unions with their regulated rate of
 
12% was insufficient to cover costs. However, the lending of
 
loans for businesses under the Project loan fund was done at
 
11% and 16% respectively, which compensated some for this
 
loss. Ultimately, preferably by August, 1988, all Central
 
Finance loans should be at 11%. This will be both
 
income-producing and good for the societies. It will force
 
them to raise their rates to 16% or 18%, which will then
 
enable them to pay a 10% dividend. This strategy is currently
 
being written into an institutional work plan.
 

A system to receive regular, monthly payments of insurance has
 
been initiated in 1987. At present, only 35% of the
 
participating societies pay monthly. A number are paying
 
twice a year. Income for MUSCCO is based on premiums
 
collected.
 

Policies regarding interest on staff loans need to be
 
adjusted. At present, no future staff loans are being given
 
and past debts are being collected. A small amount of income
 
was expected from collection of fees for the auditing of
 
societies. This was not closely monitored and it was
 
apparently difficult to collect, as the Co-operative
 
Department made a point of not assessing fees. Under the new
 
suggested changes in the Act, the responsibility to audit will
 
be that of MUSCCO, and an audit department will be set up. It
 
is being planned to set up a system of daily charges for
 
auditing. This will hopefully encourage the societies to both
 
cooperate more in the audit, and keep their records in better
 
condition.
 

A new account has been opened in the New Building Society to
 
enable MUSCCO to acquire interest on savings on a daily
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basis. In 1986 
an account of this sort would have realized an
 
additional K4,000.O0 during the year. Other areas of income
 
generation are really expense control, and are gradually being

instituted by the accountant and the general manager as 
they
 
get a handle on the processes.
 

The job description called for assistance, as required, with
 
the Central Finance Officer. What actually happened was that
 
the Technician became the Central Finance Officer. 
The
 
Central Finance policy manual was eewritten after numerous
 
changes were made, and the manuals and education on all
 
aspects of Central Finance were done by him. 
In January,
 
1987, these duties were handed over to MUSCCO staff and, at
 
the present time, there seems 
to be no slippage in the quality

of work being performed. The present Central Finance Officer
 
had been wov king somewhat closely with the Central Finance
 
Department for a number of months and is also well acquainted
 
with the inner workings of the societies. He is well
 
acquainted also with the subtle working system of the
 
preapproved loan system that had been initiated last year.
 
Because of the distance that the Credit Committee has to
 
travel and the need to disburse money in a timely fashion
 
during the growing season, this system was introduced. It
 
gave the Committee time to analyze the credit unions'
 
operations during the course of the year, and then concentrate
 
more attention on problem credit unions at the time of the
 
loan request. As is evident, this department represents the
 
greatest tool for control over the management behavior of the
 
societies, and, of course, it is the most important source of
 
income to MUSCCO.
 

Another loan type introduced was a modification of the
 
existing development loans. A policy was made to use this
 
type of loan in Central Finance to finance the cost of
 
stationery, cash boxes and calculators for newly registered

credit unions. The supplies for these credit unions are 
then
 
sold at cost and an interest rate of 6% applied to the loan.
 
This aided both the bookkeeping problems of the societies and
 
set up a monitoring system for the collection of stationery
 
bills. In addition, it brought the society into the
 
mainstrea.. of Central Finance activity and is the impetus for
 
the formal registration of the society with MUSCCO. 
The
 
registration fee for MUSCCO membership is deposited in Central
 
Finance as an entrance fee.
 

The development loans are also anticipated to be used to help

credit unions acquire low-cost office space. None have been
 
done to date, and it will take 
a close analysis to determine
 
the feasibility of the credit unions to be able to pay back
 
the loan. The cost of the buildings is very small, and it is
 
likely that a credit union of K5,000.O0 might be able to
 
handle the loan if the payments could be staged properly oveL'
 
the present five year limit.
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B. Planning
 

The job description calls for the Technician to, in
 
conjunction with the MUSCCO Board and staff, develop action
 
planning systems consistent with the societies' needs and
 
resources. This process has only recently been initiated in
 
the Southern Region with the societies, but it is detailed in
 
the work plan for the next two and a half years. The plans
 
are simple in nature, but felt to be a reasonable approach to
 
the abilities of the volunteers.
 

The planning at the MUSCCO Board level is also just
 
beginning. To date, most planning has been done by KUSCCO
 
staff with review and approval from the Board of Directors.
 
With the accumulation of data, the Board is now indicating a
 
desire to be part of the planning process. They feel both
 
more of a sense of ownership of the position and a
 
responsibility to perform their duties in this area. Regular
 
meetings and a systematic approach to giving them information
 
is the major reason for this.
 

From a practical standpoint, the MUSCCO staff in the past has
 
been attempting to get the societies to do the basic planning
 
of meeting financial obligations on time and developing a
 
system of producing regular reports. Strategic planning has
 
been, in effect, delegated to education committees which may
 
or may not be active in the societies, and to date only small
 
doses of education have been provided to these groups of
 
volunteers.
 

The Board now has the beginnings of a policy manual which
 
puts them in touch with all past policies that they have
 
approved relating to many aspects of management. Many
 
policies were consiered approved after discussion at the Board
 
meeting without formal decisions being voted on. These
 
procedures are gradually being incorporated into the manual.
 
Additional office policies are being collected for the purpose
 
of compiling a manual for the staff. Any present policies
 
that are written are incorporated in the "conditions of
 
service" set up some years ago. These are mostly adhered to,
 
but there has been some slippage in vague areas. The Board of
 
Directors now all have copies of this document.
 

A great deal of strategic planning went into the formation of
 
the new additions in the Cooperative Act and the corresponding
 
changes in the societies' bylaws. The changes incorporated
 
here will affect the basic operations of the societies for
 
many years to come. Due to the pressures of time, again, the
 
Board could not play an active role in this process. They
 
were kept informed and did add some items before the final
 
draft. Some of the key changes were in the reserve
 
requirement and the interest and dividend rates.
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The entire planning process of writing quarterly, yearly and
 
project work plans, required by the READI coordinating
 
director, has been a great education for the MUSCCO staff.
 
Initially, much of the writing was actually being done by
 
expatriate staff, but at the present time, the Malawian staff
 
has taken over that role. The process of writing out what and
 
how they intend to accomplish specific goals has helped to
 
clarify their own plan of action. Of course, it has made them
 
more committed to achieving these goals. Since many aspects
 
of the project were constantly changing, due to unforeseen
 
circumstances, a great amount of practice in this activity was
 
gained. The prospects for clear planning of the next
 
five-year project are enhanced.
 

C. Administrative Systems
 

The strengthening of the MUSCCO administrative system included
 
a hope for an improved office management system, a personnel
 
management system, recruitment of staff and policy and
 
procedure manuals.
 

The office management systems underwent a great deal of change
 
during the course of the two years. Cash flow and
 
documentation systems were streamlined and introduced and have
 
worked satisfactorily for over a year and a half. Procedures
 
for handling registered mail were changed to increase
 
efficiency. Filing systems were put on an alphabetical
 
system, brought up to date, and old records cleaned out. The
 
mail distribution system was changed from a pattern of all
 
mail going through the General Manager's desk to departmental
 
routing. Systems of reporting from departments were then
 
initiated, and, as of the last six months, weekly management
 
staff meetings were initiated. As upper level management has
 
assumed new tasks, jobs have shifted downward to lower level
 
management. The tasks performed by one secretary of limited
 
abilities at the onset of the project, are now performed by an
 
administrative secretary and two assistants. Supervision of
 
the messenger/janitor has also been delegated to that
 
department. The administrative secretary is part of the
 
:anagement team. Clear job descriptions have been made
 
difficult because of frequent changes in staff to accommodate
 
changes in emphasis implementing the project as it developed,
 
but this has not proved to be a serious matter. In most cases
 
there was fairly clear understanding of what tasks were to be
 
done by each, and with close cooperation and common cause, the
 
staff seldom developed conflicts based on unclear job
 
descriptions. It was simply that job descriptions were not
 
written down as they changed.
 

Other matters of a personnel .,anagement system left much to be
 
desired. The biggest of these is the evaluation of staff.
 
There are now some planned goals to tackle this problem in the
 
next two years, but specific steps have not yet been set. It
 
probably will be an extremely difficult task, as it seems to
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be almost contrary to the culture to dig into or expose
 
incompetencies of an individual. As the staff gets larger,
 
management can build on the strengths of individuals and steer
 
each towards his or her potential, but until then, some tasks
 
will have to be done by certain staff in order to have planned
 
growth and development of the credit unions. Steps being
 
considered toward individual accountability for field staff
 
for certain societies may go a long way toward tackling this
 
problem. While at the office level, tightening up
 
accountability for sick time and weekly expenses and such
 
things will also improve performance.
 

The hiring of staff is undergoing some changes at the present
 
time. In the past it was felt that the Board needed to take a
 
very close and active part in the selection of staff. This
 
could be because of the concern about the strong family ties
 
in the culture. At any rate, any job advertisements can bring
 
as many as two hundred applications. After shortlisting,
 
interviews are completed and references checked, there is
 
often as much as a three month notice required before an
 
employee may leave a job. Now with lower-echelon staff, this
 
process is shortened by delegating it to the General Manager.
 

As was menticned earlier, n'st office-type policies, if they
 
were written, were incorporated in the "conditions of service
 
paper" which is given to each employee. There is a need now,
 
particularly with the expanded staff and the departmental
ization of the office, to accumulate the other office standard
 
practices in a manual. In recent months, a number of
 
conflicts and confusion have arisen because of unclear
 
processes for handling regular matters. The weekly management
 
meetings have ironed these out nicely, but to date no one has
 
had the time f-o accumulate this information in a written
 
manual.
 

D. Training
 

Training programs have been carried out in the two years for
 
members, at large, officers, Study Clubs, field staff, and
 
MUSCCO Board members. Local seminars for members have
 
decreased due to lack of time of the field staff. 
 This needs
 
to be intensified in order to strengthen the grassroots nature
 
of the movement. The training of officers has greatly
 
improved and expanded to those officers not reached in the
 
past years. The staff has clearly identified the training
 
needs in this area. The approach to what will be the most
 
effective way to go about this is now under discussion. Urban
 
and rural societies are recognizing su'Eicient differences in
 
their operations to be calling for more specialized training.
 
Smaller groupings may be more effective and even less costly,
 
due to transportation and boarding costs. Field staff
 
training is now firmly established as a quarterly meeting and
 
on-the-job supervision will begin with the coming of the
 
Training Technician. This appears to be the critical area -in
 

-12



the staged development of MUSCCO and the societies. There are
 
obvious weaknesses in field staff that are affecting the
 
operations of societies. Other office staff are picking up
 
their trair.Iag on the job, or on special programs in or out of
 
the country as they may develop.
 

The formal training of MUSCCO Board members has been minimal.
 
Only two days in the past two years were allocated for this.
 
Hwoever, the on-the-job training has been extensive, and great
 
changes are qui~e apparent in the manner in which they perform
 
their Board functions, and the quality with which they perform
 
the Credit Committee tasks. The functions of the MUSCCO
 
Supervisory Committee are non-existant. One attempt was made
 
to get members involved in something in this area, but nothing
 
came of it. Board members now have a policy manual and other
 
materials, and are now getting a clearer vision of their role
 
of setting direction.
 

E. Institutional Development
 

The original institutional development plan has been referred
 
to above. The planned implementation schedule and outputs
 
were adhered to during the two years and the results as of the
 
year-end 1986 are enclosed in a separate attachment.
 
(Appendix B). The planned increase in membership and savings
 
in the societies would have meant a lower average savings per
 
member. It did not work out that way. The average savings is
 
now K76.00 per me-mber and the target for the coming years has
 
been set in Appendix C. The education going on in the
 
societies is to press for better quality members and those
 
that will more actively save. This is to be stressed at least
 
until a stronger credit union developes that can then
 
incorporate and educate weaker members. For example, a small
 
credit union of high quality members has achieved an average
 
savings of almost K300.O0 per member. This type of
 
measurement is probably the best indicator of the trust and
 
confidence members have in their credit union.
 

A major effort in the development of societies has been the
 
concentration on the excessive delinquency. It seemJ that for
 
the most part, the delinquency was a paper entry only. Most
 
loans were secured by the members' own shares. It is felt by
 
the staff that many of these loans represent an effort on the
 
part of members to withdraw some or all of their savings. The
 
members did sign a paper, printed in English, that was a
 
combination loan applicationa and promissory note, but again,
 
it is felt that maybe they didn't understand what they were
 
signing, or that perhaps they did it anyway just to get "their
 
money". The credit unions, on the other had, were unaware how
 
to deal with these loans after they became even six or seven
 
years delinquent. During this last year, they have begun to
 
close these accounts, and the average delinquency is rapidly
 
falling. The end of the year figures show delinquency at
 
about 40% (accuracy of figures is much better, but still in
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error), and the targets for watching this progress are also
 
listed in Appendix C.
 

The basic developmental strategies, of course, have been the
 
changes made in the law to permit interest and dividend rates
 
closer to market rates. As the legal process was underway,
 
the educational process with the societies began. In my
 
opinion, there seems to be a strong receptivity to the raising

of both loans and dividend rates, and some societies have
 
already done so prior to approval. Actually, when it was
 
suggested to the societies to charge 16% on their long-term
 
business loans, it was anticipated that the Government would
 
be able to approve these higher rates prior to the collection
 
of payments. This did not happen, but all of these loans are
 
out at 16%. The ten percent maximum dividend rate is close to
 
the passbook rate of the other institutions, and the societies
 
have the advantage of life savings insurance, the closeness of
 
location, the advantage of credit, and of course, the pride of
 
development and ownership that can help to overcome the
 
disadvantages of lack of security and previous bad reputation
 
of cooperatives in the country.
 

A key step was taken in August of 1985 in developing a program
 
called "Class A" credit unions. This program set standards of
 
opertional procedures that the unions could strive for and
 
emulate. A small package of benefits was awarded to those
 
credit unions who and achieved these standards, and a framed
 
certificate was presented to them. The pride that this
 
engendered and the efforts to maintain these standards is
 
story in itself. The standards may be a little loose by
 
outside viewers, but they were attainable in the first year by
 
six credit unions and again, the targets for this program are
 
in Appendix C. It will be quite easy to tighten up or
 
increase the standards in future years, and I would recommend
 
it. Due to the riskiness of the long-term business loans, it
 
could have been planned to have these loans available to only
 
Class A credit unions. Some detail in this direction is being
 
written into the new workplan.
 

F. Audit Lnd Inspection
 

Previously mentioned was the whole field of auditing and
 
inspection of the societies. This activity is rapidly
 
undergoing extensive changes. As has been noted, the official
 
responsibility for doing the audits was that of the
 
Cooperative Department. Due to a variety fo reasons, they
 
were unable to perform these over the years, and since it was
 
an extemely necessary function, the MUSCCO staff assumed that
 
role. In the first year of operation a society is not given a
 
full audit. The only inspections are the routine inspections
 
given to all societies at each visit. With the rapid growth
 
of societies, this function began to consume noticeable
 
amounts of time during these last two years.
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It was estimated that approximately one third of staff time
 
was spent on this. In the second year, even with inreased
 
staff and some help from the Cooperative Department, about
 
seven of the active societies had still not received an
 
audit. Others had not had the benefit of staff follow-up on
 
audit recommendations. Even the quality of audits was showing
 
greater disparity and lack of uniformity, probably due to new
 
personnel. The head of the activities was called upon for
 
many other activities, primarily for the assumption of the
 
duties of General Manager during the five months of the
 
Generals Manager's training in the U.S.A.
 

During the redrafting of the Cooperative Act, it was a decision most
 
welcomed by the Cooperative Department to separate the legal
 
responsibilities for the inspections of the unions, to require that the
 
Cooperative Department would assume the role of annual examination of
 
the loan portfolio and other assets of the credit unions, and MUSCCO
 
would officially have the responsibility for the rest of the audit
 
process. On the basis of this plan, MUSCCO began plans to set up an
 
audit department and allocate special funds and personnel for this
 
task. This process should greatly affect the activities of the field
 
staff and enable them to concentrate on the education and training of
 
officers of the credit unions. It will also permit increased time to
 
be spent on developing Study Clubs which are constantly clamoring for
 
attention. Additional powers of authority were granted to both the
 
Cooperative Department and to MUSCCO to enable either to enforce
 
compliance of the Laws.
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APPENDIX A
 

Resident Advisor's Job Description
 

Position: 	 Financial Management and Planning Advisor
 

Supervisor: 	 Executive Director, The World Council of Credit Unions,
 
or others as delegated
 

The Techncian will be responsible for providing on-site techncial
 
advice to the Malawi Union of Savings and Credit Co-operatives (MUSCCO)

and its affiliated credit unions, in addition to normal project liaison
 
and project reporting.
 

Description of Duties
 

A. Financial 	Management
 

In collaboration with the Association's Board and General
 
Manager, the Techncian will develop and implement financial
 
management systems such as accounting, financial s~atement
 
preparation, budgeting and budget control and
 
income-generating policies. The Technician will work closely

with the Central Finance Officer and the Risk Management

Officer in the development of appropriate policies and
 
procedures for these programs and will assist, as 
required, in
 
implementing the programs.
 

B. National Association Planning
 

1. 	 The Technician will work in close collaboration with the
 
Association's Board and staff to develop and implement

strategic and action planning systems consistant with
 
affiliates' needs and resource availability.
 

2. 	 The Technician, in collaboration with the Board and General
 
Manager will develop a Management planning and control system
 
for MUSCCO.
 

3. 	 The Technician will assist the Central Finance Office officer
 
in identifying and developing strategy planning, management

lending and collection policies, information retrieval and
 
financial accounting for the Central Finance facility.
 

C. Establish 	Central Adminisitration of National Association
 

In collaboration with the Association's Board and General Manager,

the Technician will assist in the establishment of Central
 
adminsitrative systems, including: 
 office management systems, a
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personnel management system, recruitment and hiring of staff as
 

necessary; and developing relevant procedural and policy manuals.
 

D. Training
 

In collaboration with the Board, the General Manager, and the Field
 
Service Supervisor, the Technician will advise on the content of
 
training programs, participate in formal training programs as
 
appropriate, and assist in the preparation of written manuals,
 
training materials and audio-visual teaching aids.
 

E. Institutional Development
 

In collaboration with the Board and the General Manager, the
 
Technician will assist through both formal and on 
the job training,
 
in assuring that the institutional development program functions
 
and processes are being accomplished. This will involve periodic
 
performance evaluations of those responsible for the processes, and
 
helping develop strategies to accomplish the objectives of the
 
program.
 

F. Inspection and Auditing
 

Together with the General Manager, the Board, and various
 
consultants, the Technician will help establish regular inspection
 
and auditing services for local societies.
 



APPENDIX B1
 

Projected* Status
 

1. Number of local seminars 


2. Number of members participated local
 
seminar 


3. Number of regional seminars 


4. Number of committee employee and members
 
trained 


5. Number of national seminars 


6. Number of committee members trained 


7. Number of staff trainings 


8. Number of staff trained 


9. Number of trainings for Credit Committees 


10. 	Number of Credit Committee members trained 


11. 	Number of Central Finance workshops 


12. 	Number of workshop trainees 


13. 	Annual general meetings 


14. 	Number of new societies organized 


15. 	Number of new societies registered 


16. 	Total number of societies registered 


17. 	Number of societies affilaited to MUSCCO (38) 


18. 	Total membership in societies (13,386)
 
(000) 


19. 	Total members' savings (MK 809,000) (000) 


20. 	Loan outstanding (own funds) (MK798,000)
 
(000) 


21. 	Central Finance loans (MK 35,300) (000) 


22. 	Societies participating in Risk Management 

(Insurance) program
 

Year 1 


12 


1,260 


1 


9 


3 


135 


2 


1 


48 


42 


14 


815 


844 


170 


40 


Year 2 Dec. 31, '86 

50 15 

5,250 800 

3 3 

150 175 

1 1 

50 64 

1 4 

9 31 

3 3 

135 95 

3 3 

135 210 

1 1 

10 11 

7 2 

55 58 

47 47 

16 14 

848 1,090 

907 1,203 

300 187 

45 42 



Projected Status
 

23. 	Members savings insured (MK 571,000) (000) 


24. 	Loans insured (C.U. funds) (MK 530,000) 


(000)
 

25. 	Loans insured (Central Finance) (000) 


26. 	Number of societies participating Central
 
Finance 


27. 	Societies share savings in Central Finance 

(MK 13,000) (000)
 

28. 	Societies deposits in Central Finance (000) 


29. 	Number of borrowers (societies) from Central
 
Finance 


30. 	Societies inspected/visited by MUSCCO staff 


31. 	Number of societies audited 


32. 	Financial statistical report from affiliates 


33. 	Number of societies buying stationery/
 
supplies 


34. 	Cross sales of stationery/supplies (MK) 


35. 	Income/margin from sale of stationery/
 
supplies 


36. 	Dues from affiliate socieites (MK) 


37. 	Income/margiz fuoml Central Finance (MK) 


38. 	Risk Management (Insurance) commission (MK) 


39. 	Equipment sale margin (MK) 


40. 	Audit and other feei (MK) 


41. 	Investment income (MK) 


42. 	Seminar fees (MK) 


*Year 1 = June 1, 1985 to May 31, 1986
 
Year 2 = June 1, 1986 to May 31, 1987
 

Year 1 


631 


675 


170 


40 


27 


4 


30 


47 


40 


40 


37 


1,000 


200 


3,100 


3,500 


490 


400 


500 


2,000 


400 


Year 2 Dec. 31, '86 

678 950 

725 832 

300 

45 46 

30 36 

10 2 

35 39 

54 55 

45 46 

40 52 

54 52 

4,500 5,050 

900 300 

5,900 6,089 

8,800 10,622 

1,400 653 

600 

550 229 

2,500 3,184 

450 530 



APPENDIX B2
 

MUSCCO 

Projected Implementation Schedule 
(by quarters) 

Year 1 Year 2 Status 
1 2 3 4 1 2 34 

1. Recruit/select 
Financial Mgmt. 
Advisor x Complete 

2. Recruit new MUSCCO 
staff: 
-Field operations 
supervisor x Changed: assigned 

to AGM 
-Asst. field officers x Complete 
-Clerical staff x x Complete 

3. Post financial mgmt. 
advisor x Complete 

4. Prepare/design 
3 yr. workplan x Complete 

5. Acquire coamodities: 
-Vehicle 
-Motorcycles 
-Furiture/Equipment 

x 
x x 

x x 

Complete 
5 or 7 purchased 
In process for new 
building 

6. Construction of 
MUSCCO office x x Building purchased 

7. Train MUSCCO staff x Ongoing 

8. Revise MUSCCO central 
finance credit policy x Complete 

9. Conduct central 
finance workshop x x Complete 

10. Consultant on: 
-Training 
-Management 
-Central finance x 

x 
x Complete 

Complete 
Complete 



Projected Implementation Schedule (Continued)
 

Year 1 
 Year 2 Status
 
1 2 3 4 1 2 3 4 

11. Conduct seminars! 
training 
-Local 

-Regional 
-National 

x x x x 

x 
x 

x Ongoing at a reduced 

rate 
Complete 
Complete 

12. Train credit 
committee members x Ongoing 

13. Submit report on 
credit funds x x x x x Ongoing 

14. MUSCCO annual 
general meeting x Complete 

15. Prepare and submit 
quarterly monitoring 
report x x x x x Ongoing 

16. Review/modify 
MUSCCO budget x x x x x Complete 

17. Establish MUSCCO 
regional offices x In progress 

18. Revise/update/ 
develop training 
materials x x x x x Ongoing 

19. Design and implement 
data collection 
system x x x Ongoing 

20. Provide technical 
assistance to 
societies x x x x x Ongoing 

21. Promote new societies x x x x x Ongoing 

22. Conduct project 

monitoring/assessment x Ongoing 

23. Develop 5-year plan x x Postponed 

24. Hold quarterly meetings 
with organizations 
participating in the 
project x x x x x Ongoing 



Projected implementation Schedule (Continued)
 

Year 1 Year 2 Status
 
1 2 3 4 1 2 3 4
 

25. 	Project evaluation
 

26. 	Participate in annual
 
project review 
 x 	 Complete
 

27. 	Review KUSCCO work
plan 
 x Complete
 

28. 	KUSCCO audit x 
 Complete through 1985
 

29. 	Design MUSCCO mgmt.
 
planning and control
 
system x x
x x Ongoing
 

30. 	Develop lending and
 
collecition policies,
 
information retrieval
 
and financial account
ing for central finance x x Complete
 

31. 	Repatriation of
 
technician 
 Complete
 

,I
 



APPENDIX C
 

Projected USCCO Outputs
 

No. Activities 1986 1987 1988 1989 

I. Number of local seminars 30 30 30 

2. Number of members parti
cipating in local seminars 1,500 1,500 1,500 

3. Number of regional
seminars to be conducted 9 6 6 6 

4. Number of comittee 
employees trained 360 360 360 

5. Number of National sem
inars to be conducted I I 1 1 

6. Number of cormittee 

members trained 50 70 80 90 

7. Nutber of staff training 4 4 4 4 

8. Nuntmer of staff trained 9 9 12 12 

9. Annual general meeting I I I I 

10. Numter of new societies 
organized 9 15 10 10 

II. Total number of societies 
registered 59 68 78 88 

12. Total membership insocieties 14,090 15,000 17,000 19,000 

13. Number of societies 
affiliated to MUSCCO 47 60 70 80 

14. Total mebers shares (savings) 1,907,846.00 1,500,000.00 2,500,000.00 4,200,000.00 

15. Loan outstanding 1,236,505.00 1,600,000.00 2,600,000.00 4,500,000.00 

16. Central Finance loans 187,000.00 255,000.00 300,000.00 350,000.00 

17. Societies participating in 
risk management 43 58 68 78 

"1 



No. Activities 1986 1987 1988 1989
 

18. Average Savings (shares per
member K77.00 KIO0.00 K150.00 K225.00 

19. Number of societies partici
pating inCentral Finance 46 58 69 80 

20. Societies shares savings in 
Central Finance K37,000.00 K55,000.00 KIIO,000.00 K200,000.00 

21. Society deposits inCentral 
Finance K2,000.00 K3,000.00 K4,000.00 K5,000.00 

22. Number of societies 
(borrowers) from Central 
Finance 34 54 63 70 

23. Number of loans 59 69 87 100 

24. Financial/Statistical 
monthly reports from 
affiliates 71% 80, 85 90, 

25. Dues from affiliates K6,089.00 K7,500.00 K20,000.00 K30,000.00 

26. Number of societies paying 
dues 39 39 50 60 

27. Income margin from Central 
Finance K10,022.00 K20,000.00 K(25,000.00 K35,000.00 

28. Investment income K3,184.00 K4,000.00 (8,000.00 K15,000.00 

29. Seminar fees K530.00 K500.00 K600.00 K700.00 

30. Number of societies paying 
dividends 6 10 20 25 

31. Society delinquency 40% 25% 20, 151 

32. Monthly payment of Insurance 
premi ums 501 60% 80% 85 

33. Central Finance delinquency 12% 9% 81 6, 

34. Societies with paid or part
time treasurer 29 35 45 50 

,Jlk 



No. Activities 	 1986 1987 1988 1989
 

35. 	 MUSCCO self-sufficiency 21% 22% 25% 301
 

36. 	 Societies audited 46 55 62 70
 

37. 	 Societies inspected/visited
 
by MUSCCO 54 68 78 88
 

38. 	 Audit fees K450.00 K500.00 K600.00
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1.17 


1.18 


1.19 


1.20 


recommend that management undertakes a
Further, we 
thorough review of all sub-projects in default Qr in. 

up with appropriate action either-trouble, and follows 
provision of support or foreclosure - to ecduce the 

As noted above, we also recommend that

default level. 


instigates a wide-ranging, active search for 
managemcnt 

dynamic spon.sors and new viable projects, and 
new 

and disbursement procedures,tightens up loan appraisal 
the projects in the portfolio.to raise the quality of 

MUSCCO and examines loan polipy and
SECTION 5 turns to 

the light of weaknesses and
operatinj systems in 

set out in our Inception Report.

suggested improvements 
We were pleased to find that considerable progress has 

made in of areas of concern. Central fund
been most the 
loan policy has been clarified, and workable criterLa 

for assessing the creditworthiness of societies have 

been developed and implemented. Societies have
 

terms of improved financial
responded encouragingly in 

together with reducedperformance and reporting, 
MUSCCO has developed further its
delinquency. 

procedures for loan applications, disbursement and
 

monitoring, which appear simple and workable.
 

concern is MUSCCO's internalA key area of remaining 

which are incomplete and do not


accounting systems, 
provide adequate information for effective financial
 

This problem results from a lack
planning and control. 

the which has,
of adequate accounting personnel in past, 

the recruitmenthopefully, been addressed with recent of 

We have agreed a short-term action
 a new accountant. 
plan with the accountant, setting priorities for
 

-
strengthening the basi systems. 

MUSCCO's institational developmentSECTION 6 reviews 
sense of purpose and,

plans. The plans do show a clear 

mo:st part, contain measuraW-e objectives with
for the 

targets. Significant deficiencies of the
achievable 

and training of field
plans, however, concern the role 


there insufficient supportinq
staff, where is 
of objectives and strategiesinformation for the realism 

absence of budgets, cashflowto be assessed; and the 
as a basis for financialforecasts or cost analysis 


performance targets.
 



1.21 The lack of financial projections is related to the 
accounting personnel problems discussed in Section 5,

and we recommend that a financial planning exercise be 
carried out, and incorporated into the institutional 
plans, as soon as sufficient information can be made 
available by the new accountant. We also recommend thatMUSCCO speeds up the development of links with Decatt to 
assist field staff in relation to project monitoring
activities, or develops alternative arrangements. 

1.22 On the whole, although MUSCCO has yet to begin

significant disbursements of IEADI funds, we consi'der 
that the organisation has made encouraging progress in 
internal strengthening and the development of mechanisms 
for providing the planned project support to the local 
societies.
 

1.23 In addition to the main text of 
the report, more
 
detailed material is included,in Appendices to this
 
report, including:
 

detailed reviews of our findings on the ten
 
Indefund clients covered by the client survey 
(Appendix 3); and
 

system descriptions for the loan appraisal and 
monitoring systems at Indefund (Appendix 4).
 



L, - Management 
. . .. Co fnsultants Ltd. 

SECTION 5 
- MIUSCCO - REVIE. OF SYSTEMS 



32
 

SECTION 	 5 MUSCCO:- REVIEW OP SYSTEMS 

INTRODUCTION
 

5.1 	 In our Inception Report, we expressed serious 
concerns
 
about a number of weaknesses, in MUSCCO's 
internal
systems, procedures and controls. 
 It was agreed in

principle at Limethe that, in addition to improving
internal accounting systems in general , the followingimprovements needed to be *made to positico MUSCCO toparticipate effectively in the READI Project; 

(a) 	 redrafting central fund loan policy and terms,

with clearer guidelines on loan ceilings and
 
condi tions;
 

(b) 	 audit and classification of societies according

to creditworthiness and technical competence as
 
credit intermediaries; 
and continuing education

of local societies, on member's eligibility toborrow, 	and on 
loan approval and monitoring

procedures;
 

(c) 
 improved loan application documentation and

appraisal, using MUSCCO field staff 
to assist
primary 	societies, and improved loan agreement

documentation and controls as 
a precedent to
 
disbursement;
 

(d) 
 increased frequency and collection of interest
 
on outstanding loans, 
both to 	improve cash-flows
 
and to 
provide early warning of possible loan
 
default;
 

(e) 	 closer monitoring of credit unions 
to which
loans have been advanced, both through more
visits by field staff and by improving the

quality and reliability of financial reports to
 
MUSCCO.
 

5.2 	 Considerable progress has been made in each of these 
areas since that report. The remainder of this Sectiondescribes MUSCCO's performance in each area, andincludes recommendations for further improvement. We
conclude with a review of MUSCCO's accountihg systems.
 

CENTRAL 	FUND LOAN POLICY
 

5.3 	 Since our inception review, MUSCCO has prepared,

approved and published a new 
loan policy document,

clarifying both policy and procedures. Additional

amendments are beingnow considered, but theon 
assumption that planned changes are adopted at theAugust 1986 
Annual General Meeting, societies will be
presented with clearera -.tatement of the basic rules
under which the central fund will operate. 
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5.4 	 The specifics of this policy will be discussed in 

succeeding sections, but in general it includes 

guidelines covering:
 

minimum 	 contributions, and therefore'naximum 
credit available to 	individual unions;
 

,nssessment of the creditworthiness of 
societies;
 

-asses:sment of specific loan applications. 

CREDI'TIH NI ,SS Ol," SOCIETI ES AND EXTIENSION WORK 

5.5 	 As part of its loan policy statement, MUSCCO has 
a series of checks to be applied toestabli!;hed 

determine whether a society is creditworthy and 

competent. to on-lend resources effectively. The 
is whether the society is delinquentessential criterion 


in payments due to MUSCCO. Other indicators include:
 

(a) 	 the record of payments on previous loans;
 

(b) 	 delinquency rate of members;
 

(c) 	 the growth of the society over time;
 

(d) 	 the society's ratio of income to expenses; 

submission of regular financial statements;(e) 

(f) 	 nandgement strength as measured by: 

quality, and timeliness of books and 
records; 
cash control;
 
adherence to internal loan policies; 
whether risk insurance premiums have been 
paid;
 
whether 	 a competent, paid treasuzer is 
in post.
 

5.6 	 In the pas t, evaluations have been undertaken only in 

response to specific loan applications. Now, however, 

MUSCCO is in the process of esLablisiing pre-approved 
credit lincr for each society, so that the process of 
evaLuZLtJ1rj inuivioual loan applications may be 
expedi ted. 

5.7 	 Some of IL," c-i Ler ia are readi ly mea!-urable (e.g 

del i nqen.y rates ) , whiilst. others are more subjective in 

nature ( .y lranaqeinent capabil i ty ) . It will be 

important., there:iore, to consider the effectiveness of 

tVhC!es 5,u ide Ii11e-s a; 	part of our next monitoring 
Cxec iC:S.. 
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5.8 	 In the MUSCCO workplan, specific minimum thrcsholds for 
sonic of these measures are presented. Although MUSCCO 
wishes to retain an element of flexibility in the 
establishment of creditworthiness, it appears that a 
clear performance baseline has been established. It is 
not apparent, however, whether MUSCCO has determined
 
over what period the society must continue to meet these
 
minimum standards to be judged creditworthy. We
 
recommend that this point should be clarified by the
 
management of MUSCCO.
 

5.9 	 MUSCCO recognises that a significant indicator of
 
success will be the degree to which member credit
 
unions can be strengthened sufficiently to take part in
 
the READI Project. At present, MUSCCO field staff
 
continue to spend a high proportion of their time (up to
 
1/3) performing audits of credit union accounts. 
 The
 
management of MUSCCO are in discussion with the
 
Co-operatives Department of MOTJI to clarify
responsibilities in this arca, with the aim to shift a 
significant proportion of the audit work 
to the
 
Department. Any reduction in the audit load of the 
field staff will enable them to devote progressively
 
more time to advisory and educational activities.
 

5.10 	 The educational work of MUSCCO has increased during 
the
 
past two years, and comprises a number of elements:
 

(a) 	 regional seminars for societies, officers and
 
board members;
 

(b) 	 local seminars, either for officers and board
 
members or for general membership, depending
 
upon the topic;
 

(c) 	 individual training at the local level delivered
 
as and when required.
 

5.11 	 These activities focus either on 
specific operational

problems societies may face (e.g. delinquency, risk
 
management), or on disseminating information on new
 
policies and procedures. MUSCCO has established a
 
iumber of targets for further activity in this area,
 
against which future progress can be measured in
 
achieving sub-borrower training and instituLional
 
strengthening objectives.
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SOC[I-I5'[I:.q'
P[ERORMANCK AND DI:[,INOU;NCY 

5.12 	 During 
the past year, the 
record of credit unions 
in
meeting 	hasic MUSCCO performance tests has improved

considerably. 
 For example:
 

(a) 	 All member unions use a uniform accounting

sysitem, and the proportion of unions submitting

monthly financial statements has increased.
 
Currently about 75% 
submit returns of an
acceptable standard 
regularly within one month

of the date they 
are due;
 

(b) 	 75% 
of all unions are paying their risk
 
insurance premiums in 
full;
 

(c) 	 Delinquency rates 
on central finance loans have
dropped from 85% 
last year to ahout 12% this
 year. (This decline is 
less dramatic than these
figures imply, however, since over the 
same
period the volume of 
loans outstanding has risen

from MK 50,000 
to over 	MK 138,000. I.t is 
a
substantial improvement nonetheless.) 

5.13 	 According 
to the management of MUSCCO, these
improvemcnts have reSul]ted from increased pressure onunions to meet performance criteria, combined with theattractions of obtaining REAI)I Project loans, which canonly be 	approved for unions 
in good 	standing. It is
believed that these two factors wil result in continuedimprovements 
in societies, performance.
 

5.14 	 interest due 
on short 
term loans to societies is 
now
payable 
on a monthly basis, and MUSCCO has developed a
simple monitoring system to gauge performance. 
Records
are kept by union, 
which provide basic loan details,
interest due dates an(' arrears 
by reriod. Standard
advance 	notices of 
interest due are 
in use, 	as are
standard 
reminder notices. 
 The latter are rarely used,
however, .;ince it 
is believed that in most cases
circumstances vary 
sufficiently to make a standardised
 
ap)proach inapproprlat-e.
 

5.15 	 At present, this sy.tem is run by 
the WOCCU Adviser,

although he anticipates del'egating a proportion of thiswork once 
the central finance 
bookkeeper is 
in place.
it appears to be a uitably -imple system, which is 
kept
up to date incd 
provides all 
necessary information for

monitoring purposes. 
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LOAN 	 PROCEI")UI'IS AND MONITOI I NG 

5.16 	 In our Inception Report, we recorded our view that,
 
whilst ]oan approval and disbursement procdures
 
appeared to be adequate, we felt that initial
 
application and loan agreeme,,t documentation seemed 
inadequate for verifying the purpose of the loan and 
ability to repay, and that there was no effective 
program of loan monitoring. Since the report was 
written, however, MUSCCO has made considerable progress 
in developing and clarifying procedures ini these areas. 

5.17 	 Applications for central finance loans mu.uL be stimitt-d
 
in a standard format, with the endorsement of the
 
sponsoring credit union. These are vetted by the
 
Afticare adviser, who determines:
 

(a) 	whether the application is in accordance with
 
policy guidelines;
 

(b) 	 the need for additional information before project
 
feasibility can be judged, and from what sources
 
it may be obtained (e.g. Government extension
 
staff ) .
 

5.18 	 Brief feasibility studies are then undertaken and
 
project management plans are drawn up, usually by the
 
Africare Adviser. These evaluate project viability, and
 
the supervisory and management capabilities of the
 
sponsoring unions and the sub-borrower. These documents
 
must be approved by the sponsoring unions prior to
 
submission to the MUSCCO Credit Committee, and within
 
MUSCCO, all proposals are accompanied by a standard
 
worksheet to ensure relevant details are included.
 

5.19 	 MUSCCO has introduced a new standard promissory note
 
for all loans, which clearly specifies the terms and
 
conditions of the loan, as well as securities and the
 
obligations of the sub-borrower and sponsoring union.
 
Disbursements are staged to enable MUSCCO to determine
 
whether monies are used appropriately before releasing
 
additional funds.
 

5.20 	 Project management plans specify the structure of
 
monitoring, and highlight any points to which particular
 
attention must be given. Monitoring is undertaken in a
 
parallel fashion, with both a volunteer and a member of
 
MUSCCO staff responsible (at present the Africare
 
Adviser and/or his counterpart). There are no standard
 
visit checklists in use, but according to the WOCCU
 
Adviser these will be developed as the portfolio grows.
 
In future it is hoped that more responsibility .Sor
 
monitoring can be given to spont.oring unions (once they
 
have 	 become more familiar with what is required of them) 
or to Dematt staff in tihe field. 
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5.21 	 1t is appa rent from our review of MUSCCO files, and
discussions with staff, that the new procedure1 
are
boig iInIIup].eineted effectively, and should' permit the
organisat-ion 
to control its operations more: tightly.
 

MUSCCOS ACCOUNTING SYSTEMS 

5.22 	 At Lhe time of 	 our inception visit, we identified thefollowing main weaknesses in MUSCCO's accounting
 
sysLens :
 

low calibre of book-keeping staff;
 

no management accounts; 

lack of 	integration of 
loan acounts into the
 
General Ledger;
 

no listing of debtors..
 

5.23 	 It was view at
our 
 the time that these weaknesses were
all likely to be exacerbated as READI funds became
availab]e, and were 
likely to constrain MUSCCO's

onlending capacity 
under the Project.
 

5.24 	 Subsequent to our visit, in October 1985 the previous
book-keeper was 
caught embezzling funds, and was 
sacked.
(The money stolen apparently has 
been recovered). From
November 1985 
to April 1986: 
a Peace 	Corps volunteer
worked at MUOCCO as accountant. 
 fie maintained 
a cash
receipts and cash payments book,' but did 
not write up
the general ledger 
and appears 
to have discontinued

other records which existed previously, (e.g
banld/cashbook recoriciliations, payroll summaries).
Whilst he did designi a new 
chart of accounts for MUSCCO,
and draw up an accounting policy manual, neither of

Lhese was im[,lemented.
 

5.25 	 At the time of our visit, the cash receipts and cash 
payments books appeared to be up-tosupporting vouchers neatly filed and 

date, 
well 

with all 
referenced.
However, no attempt had been made to 
post monthly totals
the genrdl ledger, and so it 	 to
 

to 	 is not possible
ascertain from these records whether there 
is cash on
hand to meet current expendituire.
 

5.26 	 Other accounting records were either not 
being
,naintained at all or 
were not up-to-date (e.g creditors
ledger, 	debtors 
ledger, 	purchase journal, monthly wages
summary, 
fixed asset registur). As a result, monthly
Lri.l. bl;'r'c,'u. have not 
boo, 
ext racotd, and therefore no
mihnl jljtJ:uict' . ,,acourLs ha v' been prepar,,-d (luring 19U6.
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5.27 


5.28 

5.29 

5.30 

Two other problems came to our attention : 
(a) paid invoices are not being marked "paid"; thereis therefore a danger of duplicating payments; 
(b) tax deductions from employee's salaries (PAYE)being under-computed,are 

with the obviousof problems with the tax 
risk

authorities at the year
end.
 

Immediately 

recruited 

prior to our visit, however, MUSCCO had
a new accountant to take controlsituation. of thisHis first act was
reconciliation to complete aof the cash book and the bank statementsto June 1986, which appears not to have revealed any
major problems.
 

We have agreed with the accountantmanagement detailed and with MUSCCOaction plans to get the accounts andmanagement information under control before ourmonitoring visit (see Table 5). 
next
 

In summary, 
 we believe the framework exists for MUSCCOto have adequate control over income (revenuesof stationery, insurance from sale
premiums), andexpenses is exercised by the general 

control over 
signatory. manager as chequeHowever, budgetary controls are virtuallynon-existent - viz. 
vehicle 

the rapid growth in stationery costs,running expenses and seminar expenses between1984 and 1985. Although all these activitiesplanned in advance, to support were 
MUSCCO's activitiesunder the READI Project, insufficientgiven to attention wasfinding the necessary increase in 
income to
fund them.
 

CENTRAL FINANCE LOAN ACCOUNT!NG 
Because of the accounting difficulties identified above,since October, 1985 the Central Financerun a Department haswholly separate loan accounting system, maintainedby the WOCCU Adviser. This system, based on a standardACOSCA package, is the same as that installedmember incredit uni.ons. allIt was implemented -t MUSCCO inorder to gain better control over centralabsence finance in theof an effective accounting system for MUSCCO as a whole.
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5.32 	 The system has five elemnents, as follows: 
* cheque book, used only for central finance
 

disbursements;
 

cash book recording all funds incoming;
 

payments book for outgoings;
 

general 	ledger;
 

loan ledger, with all details kept on a separate
 
page for each union.
 

5.33 	 Monthly reconciliations are carried out, and, based on
 
our observation!;, all records were complete and up to
 
date. At present, the systent does not distinguish

between READI Project loans and others, but this feature
 
could be added were it deemed necessary.
 

5.34 	 The virtue of the system is its simplicity; in its
 
present form it could be ruLn effectively by a bookkeeper
with a minimum of supervision, without loss of control. 
I - may become more difficult to manage as the porfolio
expands, but we believe that it should be adequate for 
the medium term. 

5.35 	 The WOCCU Adviser is keen to keep the central finance 
system simple and under the control of his department.
As currently maintained, however, the Loan Accounting

System is not integrated into the main general ledger,
 
and neither are the costs of operating the central fund
 
properly allocated to it. in this sense an incomplete

picture is presented of MUSCCO's true financial
 
position, which we recoimmend should be rectified in the
 
monthly reports to inan.-,gement, to permit effective
 
departmental control and to allow self-sufficiency to
 
be measured accurately.
 

CONCL]SION
 

5 36 	 In summary, we are encouraged by the progress made by
MUSCCO to improve internal systems and controls. Some 
issues seem to have been resolved satisfactorily for the 
immediate future, and althouqh internal accounting
remains a problem, steps have been taken to address it. 

5.37 	 What is less clear, however, is how robust' these systems
 
will be as the activities of MUSCCO, and its loan
 
portfolio, expand over time. The current emphasis on
 
simplicity is, in our view, entirely appropriate, but
 
places very heavy reliance on a few key staff members, 
who could easiLy become over-exitanded. In stnsequent
monitoring visits, therefor2, particular attention will 
be given to gauging the effectiveness, and adaptability 
of these sytems as the workload grows. 



, Managemont 
.. ., - .._., Consultants Ltd. 

SECTION 6 MUSCCO - REVIEW OF INSTITUTIONAL 

DEVELOPMENT PROGRESS
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SECTION 	 6 - MUSCCO: REVIEW OF INSTITUTIONAL DEVELOPMENT PROGRESS 

INTRODUCTION 

6.1 	 The previous Section suggests that MUSCCO has made some 
significant progress in improving performance in those 
areas identified in our Inception Report as requiring 
urgent attention. Nevertheless, it appear!; that there 
remain some systems problems to resolve; equally MUSCCO 
has yet to implement fully its promotion, appraisal and 
lending activities. 

6.2 	 In this Section, we review the MUSCCO Institutional 
Development Plans against the same criteria described 
fQr Indefund in Section 4. The version of the plan we 
reviewed was dated May 1906, and had been approved and 
adopted by the Board of MUSCCO. 

6.3 	 In general, we thought that the structure of the MUSCCO 
plan was reasonable, although there was a substantial 
amount of repetition within the text which detracts from 
ease of comprehension. Unfortunately, the Africare 
Adviser's workplan was not integrated into. the IiUSCCO 
plan, although in our view it should be, since the two 
workplans must come under a unified management control. 

REVIIW OF PLANS 

6.4 	 The definition of MUSCCO's purpose and activities is
 
clear from the plan: to foster rural savings and credit. 
The plan also recognises that MUSCCO's success is 
ultimately measured through increasing the strength of 
its member societies. 

6.5 	 Four strategies are proposed to achieve this objective: 

imanagement/operational strengthening of MUSCCO; 
financial strengthening towards 
self-suff 
training 

ici ency; 
and assistance to the best societies; 

provision of credit through the central fund. 

Whilst this section of the plan is adequate, we think it 
would have been improved by a more detailed discussion of 
target sectors and project types (covered in the lending 
guidelines), and of the training and support strategies 
that will be put in place to assist sub-borrowers. 
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6.7 	 }lowevur, detailed action plan!. ;ire proposed to implement 
each of tlhese differirg strategies, and targets, and 
timutables are established, covering: 

internal reorganisation;
 
the need for improved accounting and management
 
information systems;
 
the role and training of field staff in
 
strengthening crediL unions;
 
the definition of central. fund policies,
 
procedures and decision criteria, and the role
 
of the agribusi ness department
 

6.8 	 From our review of progress to date, we believe that the 
fi ist, second arid fourtLh areas are developing well, 
alt hough requiring further effort to become established 
and fully effective. It would be Lnde.oSirable, however, 
for MUSCCO to attempt to aclieve its objective of 
reducing external teclnical a.,. ;istance too early, since 
it has not yet. developed ,juitable capabilites in-house. 

6.9 	 In the third area, the role and training of field staff, 
we are concernecd that there i. insufficient supporting 
information on workplans, methodologiesi or training 
plan.!; to ,-n.blc us to form a view of: the realism of the 
MUSCCO support role to unions. Whilst promotional and 
educational activitic.s remain the same, operational 
audit and advizory activities will represent a major new 
ari.a of work for MO(SCCO and its staff. These need to 
be we1.1 p1 ann d and i lJlie~lnted if MUSCCO is to achieve 
its objectivE'. to str.nq then cradit unions, and it will 
be an area we review careful Ly on our next monitoring 
visit. 

6.10 	 Most of the activitie'; proposed in the plan are detailed 
in the quarterly workpl an, althOugh respoiisibility for 
inplement-tion is not always clear. It is unfortunate 
that we were only provided with the workplan for the 
second (,uartr ofL 1986, and not also for the third; 
whilst we canI rcvi(!w achievewents after the event, we 
cannot comment on future priorities, or test in advance 
whether mIranag_.Irent sets itself S.uftici eitly demanding 
tdj I (j_ -L, .. 

6.11 A in. jotr dl iciL'ncy 01 th lalzjn[S, whiCh w( h1ave discussed 
with ii,' naJe'.urt , i.s th ,bsnC of. any budcJgets, cash 

flow pro-jections, or -v,n cost analyse!; to support 
appirtlilt ph -Irfl to r ute codt.s-, or to hi qh ight the 
effect- on MUJ.CCO 's 1 nan i, 1. [, ,rlormianc,_ of achieving 

thle non-I h,.ar1(1i.11 target: which i t hals "(A: itsel . 
' :r' i:; tloci(,iore no ril i,,I,}t' b ;i : on whicih to measure 

p3 r)(]ro:s toward'; seLL-sii ficionoy o the central [und, 

or to a-_es; the ade2quacy ol exi;ting sub;idiary 
;ILJ I " tl, I . 

http:h,.ar1(1i.11
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6.12-	 We accept that, until now, MUSCCO has not had the 
accounting personnel or up-to-date information with
 
which to carry out such financial planning, although we 
note that the absence of budgets (and budgetary control) 
has adversely affected MUSCCO's financial performance in
 
1985. We strongly reco.mmend that such an exercise
 
should now be carried out as soon as possible, in
 
addition to the tasks set out iii Table 5 above, and we
 
will look for annual and medium term financial
 
projections on our next monitoring visit.
 

CONCLUSION
 

6.13 	 MUSCCO has apparently made real progress in the first 
year of the READI Project, both in terms of internal 
strengthening and in establishing the mechanisms of 
providing the planned project support to the local 
societies. 

6.14 	 The union has achieved, or over achieved, a number of
 

targets it set itself for this year, including those on
 
promotional and educational activities related to the
 
Project, numbers of members and member unions, the 
reduction of credit union debts to MUSCCO to position
 
them to take advantage of READI funds, the
 
implementation of sub-borrower accounting and reporting
 

mechanisms, and the number of project loan applications 
in the pipeline.
 

6.15 	 In addition, MUSCCO seems likely to achieve targets
 
related to internal staffing and training, strengthening
 
of accounting systems, and (as far as we can tell from
 
the audited financial statements) progress towards 
financial self-sufficiency. (The target for 1986 is to
 
achieve 	 own income, from interest and dues, amounting to 
15% of total expenditure. This looks feasible, against
 
actual achievement of 11% of own income to total
 
expenditure in 1984 and 1985, although MUSCCO should
 
give serious thought now as to how it plans to achieve
 
the 20% target set for 1987).
 

6.16 	 One important area where progress is substantially 
behind plan is in developing links with Dematt in 
relation to monitoring MUSCCO projects. MUSCCO has 
developed an innovative approach to ensuring close 

monitoring of projects but, because of personnel and 

policy changes at Dematt, has not yet reached agreement 
resolved quickly, or
on cooperation. This needs to be 


else suitable alternative arrangements made. We will 

review progress in this area on our next monitoring 
visit.
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6.17 	 Another area of slow progress is the targeted increase 
in loan 	interest rates and dividends on savings. These
 
are needed to encourage !nvinLis, and to imtprove the 
viability of both local societies and MUSCCO. Al.though
already approved by the MUSCCO Board and Annual General 
Meeting, the proposed increases are stili under
 
discussion with the Co-operatives Department of MOTIT. 
Early implementation is vital. to the project. Again, 
we will review progress in this area on our next visit. 

6.18 	 In summary, progress to date has been significant and, 
in our view, the Board and staff of MUSCCO are to be 
commended for the serious efforts they have made to 
implement the READI Project. We think the key activities 
for the next year will be the completion of MUSCCO's 
internal strengthening, and development of a major focus 
on external activities (e.g credit union strengthening,

appraisal and disbursement of central fund loans). 



REPORT 	ON SECOND MONITORING REVIEW OF THE READI.;PROJECT (FEBRUARY J
 

FOR USAID/MALAWI
 

SECTION 	1 - INTRODUCTION AND SUMMARY 

1.1 	 This report presents the findings and conclusions from 

the second half-yearly monitoring visit'.of the"READIi 

Project, undertaken from 3 February to 11 February 1987. 

Our visit was shorter than would normally be the case
 

for three reasons:

was
 

transmitted by USAID to Indefund and MUSCCO only
 

in November 1986. The institutions, therefore,
 

had only a limited period in which to react to our
 

report and implement the changes we recommended.
 

(a) 	 Our first monitoring report (July 1986) 


(b) 	 A new General Manager for Indefund was appointed
 

in January 1987. We felt it appropriate to focus
 

our efforts on discussions of major issues and
 

ideas for change, rather than a detailed review of
 
internal systems.
 

(c) 	 The General Manager of MUSCCO was away for four
 

months' training from August 1986, and then on
 

leave until mid-Japuary. Again, we thought it
 

prudent to concenerate on key changes and-issues
 

for future action, rather than an in-depth review
 

of internal systems:
 

1.2 	 Nevertheless, the second monitoring visit followed the
 

scope and objectives of the three monitoring activities
 

described in our Inception Report (September 1985), as
 

follows:

(a) 	 reviews of loan approvals and disbursements under
 

the credit component of the Project;
 

(b) 	 assessment of proposed development plans, targets
 

and budgets, under the institutional development
 

component;
 

(c) 	 completion of the survey of Indefund sub-projects,
 

and analysis of project progress and the adequacy
 

of support services, under the private sector
 

support component.
 

L.3 	 We would like to thank all of those people who assisted
 

us in our review, from Indefund, MUSCCO and USAID. A
 

full list is included in Appendix 1.
 

http:visit'.of
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SUMMARY 	OF FINDINGS AND RECOMMENDATIONS
 
1.4 
 The structure and main conclusions of this zgonitorinq


report are as 
fol.lows:

1.5 	 SECTION 2 
presents the results of our-audi -,ofloan
approvals and disbursements. 
 It shows that',the drawdown of 	Project funds to date has been very slow and,
therefore, it seems 
very unlikely that the READI funds
will be 	disbursed during the current life of-:the project
 
1.6 	 At Indefund, no new sub-projects have been approved
since December 1985. 
 This is a product of the lack of
promotional activity, combined with an unwillingness to
utilise 	what it regards as an 
expensive line of credit,
which is targetted solely at 
"high risk" areas of


business.
 

1.7 
 Overall, the Indefund portfolio has changed little since
 our last monitoring visit. 
 The quality of project
proposals received remains poor (and indeed may be
diminishing), 
and there has been a more general slowdown in lending activity. 
During 	the past six months,
management has concentrated attention on reducing
debtors, taking stronger action on 
defaulters, and (owint
to foreign exchange constraints) halting all new lending
to projects which require imported raw materials.
 
1.8 	 After some expansion in long term lending at MUSCCO
during the past six months, MUSCCO has decided to zhange
its emphasis in 
favour 	of short term lending to
strengthen member societies. 
This shift has occurred
since it became apparent that most societies would be
unable to meet their obligations to sub-projects


channelled through them.
 

1.9 	 SECTION 3 
describes recent institutional developments

and future prospects at Indefund. 
The financial
position of the Fund is extremely weak, and recent
projections produced by senior management show that,
even 
under very optimistic assumptions, losses will
continue at least until 1991. 
 At the same time,
however, it: 
 is evident that shareholder support is
waning, and it is unlikely that Indefund's shareholders
will be 	prepared to accept such losses.
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;l0 


L.11 


1.12 


1.13 


Although Indefund management has taken action to reduce
 

debtors and the interest costs of project.'funds on-lent
 

by"GOM, we believe that these do not address.the Fund's
 
These can be addressed-fonly.through
real 	weaknesses. 


cost reduction (or efficiency improvement),' coinbined
 

with portfolio expansion. We were surprised ito note,
 

therefore, that Indefund management had*few concrete
 
these matters. We accept that:thefnlew General
ideas on 


Manager has ben in post for a short period, and
 

therefore has had only a limited period to familiarise
 

himself, but we believe firm, carefully planned action 
is
 

on
required to stave off the Fund's demise and place it 


a stronger footing.
 

Our examination of Indefund's institutional progress
 

revealed certain welcome changes, including the
 

appointments of the new General Manager and EIA Adviser,
 

actions to improve the initial project screening
 

process, and greater attention to debtors and
 

defaulters. We were particularly encouraged by the new
 

General Manager's resolve to attack institutional
 
Apart from these positive
problems of long-standing. 


noted little change from our
features, however, we 

previous findings at our operational level.
 

The key issues for Indefund in future are to:

an active search for new, viable projects
(a) 	Initiate 

and sponsors. (In this respect, it is vital that
 

Africare provides an appropriate replacement for
 

its previous adviser).
 

(b) 	Improve the effectiveness and productivity of
 

project appraisal activities.
 

Introduce more regular, focussed monitoring and
(c) 

follow-up of projects after implementation.
 

(d) 	Provide appropriate advisory services to projects
 

when signs of trouble are first evident.
 

We appreciate that these tasks are considerable, and can
 
the short term. In order to
not be implemented in 


shareholder support and to
forestall further erosion of 

the READI Project, however, we
further the objectives of 


believe it essential that Indefund produces a coherent,
 

consistent action plan for the current year to.address
 
We recommend that the pteparation and
these issues. 


this 	plan should be the new General
implementation of 

Manager's primary task for the immediate future.
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.1.14 	 SECTION 4 turns to MUSCCO, and examines its progress
 
during the past six monLhs. We are encouraged by
 
MUSCCO's considerable improvements in'financlaland
 
accounting control, as well as the positive-steps taken
 
to strengthen member societies.
 

115 	 We remain. conrerned, however, by a number of points.
 
Because of its shift in emphasis toward:short-term
 
lending, promotional activity for long term lending
 
has virtually ceased. We understand, however, that some
 
societies are sufficiently strong to undertake their
 
obligations under the long term lending program. We
 
recommend, therefore, that the Africare Adviser should
 
continue promotional activities with the best member
 
societies; as other societies develop their capabilities
 
they can be included in this sphere of activities.
 

1.16 	 There are also several management issues, the resolution
 
of which will have an impact on MUSCCO's future
 
development. First, the WOCCU Financial and Management
 
Adviser will leave Malawi in May and, although WOCCU is
 
seeking a replacement, there is a danger that the
 
quality of financial control could diminish in the
 
intervening period. We recommend, therefore, that in
 
order to provide additional assurance to USAID and
 
MUSCCO management, we undertake our review of loan
 
approvals and disbursements on a quarterly basis.
 

1.17 	 Second, MUSCCO's emphasis on strengthening societies
 
relies, to a cons:Lderable extent, on the quality of the
 
organisation's field staff. An appropriate training
 
plan for the field staff has yet to be formulated,
 
however. In this respect we were encouraged by the
 
prospect, currently under consideration, that WOCCU
 
might supply a second adviser to undertake field staff
 
supervision and training, and that the Peace Corps may
 
be approached to provide three volunteers to augment the
 
field staff. We fully support these initiatives, and
 
believe that such additional aE.istance could do much to
 
augment MUSCCO's capabilities.
 

;1.18 	 Finally, we noted with some concern that MUSCCO has yet
 
to formulate an adequate workplan for 1987. In part
 
this may be due to the absence of the General Manager,
 
who was away on a training course in the United States.
 
As in the case of Indefund, we recommend that a coherent
 
workplan should be drafted as a matter of urgency.
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1.19 	 SECTION 5 outlines our conclusions.regardingthe,.future.
 
of the READI Project. It is apparent .that'lit.has yet to
 

gain any real momentum. Given Indefund!s.internal
 
4USCCO's
weaknesses and its short project pipeline, and 


necessary change in emphasis, it will be3impossible for
 

the Project's objectives to be met in any substantial
 

fashion within the current Project period. We believe
 

be achieved only through the provision of more
these can 

effective technical assistance (largely within:current
 

contracts), as well as an extension of the Project
 
completion date.
 

We remain extremely concerned by Indefund's performance,
1.20 

We hope
and its capability to implement the Project. 


that the new General Manager can begin to deal with its
 

weaknesses, and inject new vitality into the
 
however, during our next monitoring
organisation. If, 


visit we see little progress in grappling with
 

Indefund's problems, we believe that USAID should
 

reassess critically its continued involvement with this
 

project institution.
 

1.21 	 In addition to the main text of the report, more
 
included in the Appendices,
detailed material is 


including:

a summary of Indefund's progress against the
 

our first monitoring report;
recommendations of 


our findings on the ten Indefund clients covered by
 

our client survey.
 



MUSCCO
 

Draw-down of Project Funds
 

2.21 	 By the end of December, 1986 MUSCCO had.appjovqd 15.:Xonc
 
term loans to sub-projects, and all but one,-of these waE
 
in disbursement. The total amount approved.for.these
 
was MK 581921, or an average of MK 3928 per sub-project.
 
The approved sub-projects include:

.	 4 tobacco farms . 2 brickmaking operations 
• 	2 pig farms . 2 ox carts 

1 vegetable farm 1 tailor 
• 	1 poultry farm . 1 second-hand clothes 
• 	1 retailer shop
 

2.22 	 The total draw-down of project funds is shown in
 
Table 5 below. The relatively slow draw-down of long
 
term loan funds results.from MUSCCO's shift in
 
priorities from emphasising long term lending in favour
 
of short term loans to strengthen member societies.
 
Although MUSCCO plans to continue long term lending as
 
viable proposals are put forward, it does not intend to
 
promote such lending as vigorously as hitherto. Given
 
the weakness of most member societies, and their.
 
apparent inability to provide appropriate services to
 
sub-projects, we believe this shift in emphasis is
 
wholly appropriate.
 

TABLE 5 : MUSCCO -- DRAW-DOWN OF READI FUNDS
 

MK
 

(a) Long term loans disbursed to:
 

June 30, 1986 3,490
 
September 30, 1986 25,956
 
December 31, 1986 45,320
 

(b) Short term loans disbursed to:
 

June 30, 1986 	 105,842
 
September 30, 1986 	 154,619
 
December 31, 1986 	 223,184
 

(c) Grant funds disbursed to:
 

June 30, 1986 352,822(*)
 
September 30, 1986 367,256
 
December 31, 1986 456,666
 

NOTE: (*) 	Includes MK186,000 paid for purchase of
 
building.
 



2.23 


2.24 


2.25 


2.26 


2.27 


: .28 
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Long Term Loans
 

Table 6 shows the sectQral breakdown of MUSCCO's long
 

term lending programme. As expected, the portfolio
 

demonstrates an emphasis on agricultural projects, with a
 

reasonable spread in other areas of activity. The
 

analysis of applications shown in Table 7 alsolexhibits
 

a predominance of agriculture and agro-industry, 
'
 

although a considerable number of applications have been
 

received for trading ventures (mainly retail shops),
 

which MUSCCO does not wish to support.
 

The low proportion of approvals to applications is
 

indicative of the poor quality of applications sent to
 

MUSCCO, many of which are either for inappropriate
 

ventures or are forwarded by societies which do not meet
 

the minimum lending criteria of the Central Fund. This
 

buoys MUSCCO's belief that considerably more work is
 

needed to strengthen member societies before they will
 

be able to undertake the obligations imposed through
 

long term Central Fund Loans.
 

7 also show the regional breakdown of
Tables 6 and 

projects and applications. It is noteworthy that the
 

highest proportion of both applications and approvals
 
This area likely is most
 are for the Northern Region. 


in need of such long term loan funds, although
 
been less receptive to MUSCCO's role
historically it has 


as an apex organisation. Surprisingly few applications
 

from the Central Region, which could indicate
have come 

that promotional activities have been greatest in areas
 

awai-from MUSCCO's head office in Lilongwe.
 

Loan Approvals and Disbursements
 

We reviewed a selection of loans made during the period
 

July 1986 through January 1987, to ascertain whether
 

approvals and disbursements were made properly. This
 

term loans.
covered both short and long 


For the long term loans examined, basic documentation
 

and follow-up procedures appear satisfactory, and all
 

loans disbursed have been properly authorised by the
 

Credit Committee. We believe, however, that
 

improvements could be made in the records of loan
 

requests, through providing additional information on
 

the status of requests, final disposition, reasons for
 etc.
 
actions, 


For short term loans there is little or no evidence on
 

file of what information was considered in deciding upon
 

loan requests. Although there is a pre-printed form
 

which sets out the information required, this does not
 
appear to be used.
 



TABLE 6 t ANALYSIS OF MUSCCO PROJECTS.
 

NO. 

Agriculture 
Manufacturing 
Trading 
Services 

8. 
2. 
.2 
3 

53 
13 
13 
20 

15 100 (1) 

South 4 27 
Central 
 4 27
 
North 
 7 46
 

Note: (1) Figures do not sum due to rounding
 

TABLE 7 : ANALYSIS OF MUSCCO LONG TERM LOAN APPLICATIONS
 

No. %
 

Agriculture 35 30
 
Agro-Industry 24 20
 
Manufacturing 9 8
 
Hotels 6 5
 
Trading 34 29
 
Services 9 8
 

117 100
 

South 41 35
 
Central 19 16
 
North 57 49
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All disbursements of short term loans have beeniapproved
by the Credit Committee. 
 In one instance,.however, the
Credit Committee authorised a short termloan.-of MK
7,000, having reduced it from the requested MK"8,500
because of the society's previous delinquency;rtcord.
During the following month, however, a further: MK 3000
was 	disbursed on 
the authority of the General'Manager.

Although this was authorised subsequently by the Credit
Committee, we are concerned by this incident, since it
is not entirely clear whether the General Manager is
empowered to order such disbursements without the prior
approval of 
the 	Credit Committee. We presume that this
was an isolated incident which will not recur, although
it does raise questions regarding the clarity of
financial control mechanisms in MUSCCO.
 

Loan Accounting and Reporting
 

The 	status of loan accounting and reporting in MUSCCO
is acceptable in general terms. 
 Central Fund accounting
is now integrated with the general ledger, and monthly
management accounts are 
prepared.
 

It 
is not always clear from loan files, however, whether
all 	conditions imposed on 
lending have been met by the
borrowing societies. In addition, it 
is often difficult
to review the status of an individual society, since
details of 
the society's financial position, short term
loans and long term loans are not 
integrated.
 

We suggest that 
financial control would be facilitated
if all records relating to societies were kept in
central file. 	
a
 

This would include, by society:
 
(a) 	summary of long 
term loan approvals, rejections,
 

and evidence that any conditions precedent are met;
 

(b) 	short 
term loan approvals, rejections, etc;
 

(c) 	current financial position (i.e. latest CU 10
 
report);
 

(d) 	pre-approved credit lines.
 

We recommend that such an 
integrated system be

implemented by MUSCCO as 
soon as possible.
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CONCLUSION
 

1'.33 	 In summary, the draw-down of READI Projectifunds
 
continues to be slow. At Indefund, this is the.result
 
of a lack of promotional activity, combined with'an
 
apparent unwillingness to use what management perceives
 
as an expensive line of credit which must be directed to
 
"high risk" areas. In MUSCCO's case, draw-down
 
increased considerably since our last visit, but-has
 
slowed in recent months. This follows a shift in
 
MUSCCO's priorities to emphasise short term lending to
 
strengthen member societies. Given the inability of
 
most unions to provide appropriate services to long term
 
loans to their members, this new focus seems
 
appropriate.
 

2.34 	 Our review of loan approvals and disbursements revealed
 
some progress in addressing systems weaknesses, although

improvements at Indefund are still required in a number
 
of areas. MUSCCO's systems appear adequate in general
 
terms; in one case, however, it is not clear whether
 
proper procedures were followed in extending a loan to a
 
member society, and we therefore remain concerned about
 
the adequacy of control in this aspect of the
 
organisation's activities.
 

.35 	 We were encouraged by the apparent success of Indefund's
 
recent drive to reduce debtors and to take stronger

action against defaulters; and also note that more
 
timely 	statistics of debtors are being produced. We
 
look 	forward to observing continued improvements in
 
these matters during future monitoring visits. We
 
recommend, however, that Indefund should improve its
 
accounting for funds advanced for on-lending to sub
projects through production of 'more regular
 
reconciliations.
 

:236 	 At MUSCCO, whilst we observed considerable improvements

in loan accounting and reporting, we believe further
 
action is required to consolidate records. At present,

the dispersion of records relating to societies makes it
 
the overall financial position of societies
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4 - MUSCCO: REVIEW OF PROGRESS 

INTRODUCTION
 

This section describes developments 
in MUSCCO andirita"
 

member societies since our 
last monitoring visit.J We'
 .
ndations..
 

are pleased to note that 
many of the recomme
 

made in our most recent report 
are being acted 'upon,
 

and MUSCCO continues to 
strengthen itself as an
 

institution.
 

last visit, a consultant 
from WOCCU
 

Shortly after our 
 completed in*
 
conducted a study of MUSCCO, 

which was 


Many of the recommendations 
contained
 

October 1986. 

in this report dovetail 

with the findings of our 
first
 

Both of these reports were 
to be
 

monitoring .report. 

discussed at a MUSCCO Board 

Meeting, to 
As 
be held shortly
 

a result of
 
departure in February 1987. 
after our 


these discussions, MUSCCO 
intends to formulate a plan 

to
 

implement the recommendations 
of both reports.
 

implementation plan will
 
Reviewing progress against 

this 
next monitoring visit.
 our 


form an important focus 
of 


the level of detail contained in these
 Because of 

reports, which could lead 

to a number of internal
 

changes, we take a broader 
approach in this section,
 

focussing on:

internal financial control;
 

Central Fund lending activities;
 

efforts to strengthen member societies;
 

overall management and direction.
 

INTERNAL FINANCIAL CONTROL
 

In our previous monitoring 
report, we noted with some
 

concern that MUSCCO's internal financial control-had
 

deteriorated due to the absence 
of appropriate
 

MUSCCO's accounts had fallen 
into
 

accounting support. 

disarray, and Central Fund 

accounting was being run 
on a
 

We agreed a programme of 
action
 

wholly separate basis. 


with MUSCCO's new accountant, 
and recommended that'the
 

central finance system should 
be integrated into
 

MUSCCO's main accounting 
system when possible'.
 

We are pleased to note that all of our 
recommendations
 

in this area have been acted 
upon, and the accounts are
 

In addition, monthly management
 fully up to date. 

accounts are being prepared, 

all loan accounts are
 

integrated into the general 
ledger, and debtors listings
 

are reasonably current.
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4(.6 	 Budgetary controls are improving as well, and variances
 
are reported to management on a monthly basis. Field
 
staff must now provide weekly time and expense summaries
 
so that their expenditures can be monitored more
 
carefully. Control of stationery expenses remains a
 
problem, but the accountant is considering ways *to
 
improve this.
 

4.7 	 Active consideration is now being given to the
 
installation of a micro-computer to ease the burden of
 
record-keeping. The accountant is familiar with
 
computer-based accounting systems, and is keen to have
 
such a system implemented in MUSCCO. We believe that
 
this could be beneficial in that it could streamline the
 
accounting process both for MUSCCO as a whole and for
 
the Central Fund. We are concerned, however, that
 
reliance on such a system involves both benefits and
 
risks, and recommend that issues of hardware and
 
software suitability, local technical support, and staff
 
training be carefully considered before a decision is
 
made to proceed with procurement.
 

CENTRAL 	 FUND PROJECT PROMOTION 

4.8 	 As noted in Section 2 above, long term lending by the 
Central Fund has virtually halted, while attention is 
shifted to strengthening member societies. It has 
become apparent that a large number of societies have 
neither the capability nor th. commitment to undertake 
their obligations under the scheme, whether in project 
appraisal or in monitoring. For this reason, we fully 
support MUSCCO's shift in emphasis. 

4.9 	 Such a shift created a problem, however; the Africare
 
Adviser is in post to assist primarily with project
 
promotion and preparation. He has no direct
 
responsibility for working to strengthen societies or to
 
pLovide development support to MUSCCO. As a result of
 
the shift in emphasis to strengthening member societies,
 
a considerable proportion of his responsibilities has
 
diminished, and at present his energies are directed to
 
supporting the existing portfolio only.
 

4.10 	 We believe that the Africare Adviser can and should make
 
an important contributior to developing MUSCCO's long
 
term portfolio. Certain member societies are able to
 
meet their obligations under the Project, and. should be
 
encouraged to do so. We recommend, therefore, that the
 
Adviser should continue to undertake promotional
 
activities with the best member unions, in order to
 
develop viable long term project ideas. As other
 
societies develop their capabilities they can be
 
included in this sphere of activities.
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STRENGTHENING MEMBER SOCIETIES
 

4.11 	 MUSCCO's efforts to strengthen member societies have
 
followed several tracks simultaneously, and include:
 

efforts to instill financial prudence via reducing
 
loan delinquency and promoting regular payment of
 
insurance premiums;
 

encouraging the submission of regular financial
 
statements;
 

continuing to grant qualifying societies
 
pre-approved lines of credit;
 

working with the Co-operatives Department of MOTIT
 
to clarify responsibilities, in order to free field
 
staff to spend more time working with societies on
 
improved financial management, rather than audits;
 

actively seeking to amend the Co-operatives Act, both
 
to improve societies' management and, by increasing
 

* permitted dividend rates, to encourage savings.
 

4.12 	 Each *of these avenues has met with considerable success,
 
although delinquency rates can alter rapidly. On
 
balance, between 50% and 70% of unions are in good
 
standing with MUSCCO Central Fund, and pay their
 
insurance premiums regularly. (The percentage seems to
 
vary with seasonal agricultural cashflows). Between 70%
 
and 90% submit regular monthly financial returns,
 
although toward the end of the year submission rates
 
were improving.
 

4.13 	 Although final details have yet to be worked out, an
 
agreement in principle has been reached with the
 
Co-operatives Department of MOTIT, under which the
 
Department will undertake to examine, on an annual
 
basis, societies' assets, loans and delinquency rates.
 
These reviews will be used by MUSCCO as an early-warning
 
device to indicate when an in-depth audit is required.
 
It is hoped that through this agreement, the audit
 
burden on field staff (currently comprising more than
 
one-third of their time) can be reduced.
 

4.14 	 MUSCCO field staff would, however, retain the main
 
responsibility to improve societies' internal
 
management, and to monitor lending activities. Emphasis
 
on general training seminars for societies has been
 
reduced, since they seemed to be almost wholly
 
ineffective, and MUSCCO believes a more direct approach
 
is required.
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4.15 	 Finally, MUSCCO has been actively involved in amending
 
the Co-operatives Act. Again, final agreement has still
 
to be reached with the Registrar, and societies must be
 
persuaded subsequently to amend their bye-laws, but
 

these changes should provide a significant boost to
 
credit union activities. Major provisions include:

(a) 	increasing dividends on members' savings to
 
10%;
 

(b) 	removal of delinquent officers from societies,'
 
boards;
 

(c) 	raising the maximum interest rate on members' loans
 
to 18% per annum;
 

(d) 	designating MUSCCO as co-ordinator of all
 
registered societies, setting conditions of
 
membership, and having the power to forbid those
 

not complying to use the name "credit" or
 
"savings" co-operative.
 

The main purpose of these changes, apart from augmenting
4.16 

MUSCCO's role as an apex organisation, is to expand the
 

rate of savings through credit unions. MUSCCO believes
 

that a 10% dividend should provide a strong boost to the
 

savings movement. At the same time, the higher maximum
 

lending rate should enable societies to earn a
 
sufficient spread to provide appropriate support to
 
borrowers.
 

4.17 	 At the same time that these changes come into force,
 
MUSCCO intends to raise the Central Fund loan rate to
 
11%. Unless unions increase their lending rates (from
 
the current 12%) to a rate high enough for them to earn
 
an appropriate spread, the Central Fund will refuse to
 
extend further loans to them.
 

We regard all of these changes as positive developments,
4.18 

which should strengthen both the credit union movement
 
and MUSCCO's role as an institution within the READI
 
Project. We will pay particular attention to the
 
success of these initiatives during our next monitoring
 
visit.
 

OVERALL 	MANAGEMENT ISSUES
 

4.19 	 Despite the developments of the last six months, we
 
remain concerned about a number of areas of MUSCCO's
 
management. These include:

(a) 	the need for continuing financial advice;
 

(b) 	the need to strengthen field staff, so that their
 
important role is played effectively;
 

(c) 	the absence of an appropriate workplan for 1987.
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Financial Advice
 

4.20 	 Since the Project's inception, management of the Central
 
Fund has been the responsibility of the WOCCU Financial
 
and Management Adviser. Although much of his
 
administrative responsibility for the Fund has been
 
handed over to the recently-appointed Central Finance
 
Officer, his departure in May 1987 will create a
 
considerable gap.
 

4.21 	 We believe that there remains an important need for
 
technical assistance, both in the supervision of the
 
Central 	Fund and to assist with more general financial
 
management issues for MUSCCO as a whole. We were
 
pleased 	to learn, therefore, that WOCCU plans to replace
 
the present adviser as rapidly after his departure as
 
possible.
 

4.22 	 Although officially in charge of the management of the
 
Central Fund, the WOCCU Adviser has had an important
 
voice in the strengthening of MUSCCO in general. Since
 
August 1986, when the General Manager left for study
 
leave in the United States, he has been responsible as
 
well for the management of the field staff, and has
 
played a key role in formulating many of the changes noted
 
above.
 

.4.23 	 Whilst WOCCU intends to replace this officer, it is
 
unlikely that a replacement could be in post until
 
August, and would then require some time to acquaint
 
himself with the organisation. After the current
 
Adviser's departure, however, it is unlikely that other
 
management staff will have sufficient time to devote to
 
supervision of the Central Fund and providing general
 
financial management support. There is a risk,
 
therefore, that the overall quality of financial control
 
could be weakened until a new Adviser is in place and
 
fully oriented.
 

4.24 	 We recommend, therefore, that WOCCU should be asked
 
whether short term technical support can be provided as
 
an interim measure. Furthermore, to provide additional
 
assurance to MUSCCO management and USAID regarding the
 
quality of financial control, we recommend that our
 
surveys of loan approvals and disbursements should be
 
conducted quarterly, rather than half-yearly, And
 
consider all lending, whether short term, long term, or
 
for refinancing.
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Strengthening Field staff
 

As 	noted above, MUSCCO plans to place increased 
reliance
 

its field staff in strengthening member societies and
 on 

It 	has been
monitoring the lending programme. 


some time, however, that the abilities of
 recognised for 

the field staff require strengthening if they are to
 

play their vital role effectively.
 

In our last monitoring report, we noted 
the need to
 

develop a training programme for the field 
staff to
 

We were concerned to
 augment their capabilities. 

discover on our recent visit that this has 

yet to be
 

done.
 

We learned, however, that a different avenue 
is being
 

improve the calibre of MUSCCO's field staff
 explored to 

its work. Consideration is being


and the quality of 

given to the placement of a second WOCCU 

technical
 

adviser to supervise and train the existing field staff,
 

with the Deputy General Manager acting as his
 

The field staff would, in addition, be
 counterpart. 

supplemented through the recruitment of three 

Peace
 

to 	work directly with societies and to
 Corps Volunteers 

help diminish further the audit burden borne 

by
 

individual field officers.
 

and hope it can be
We 	fully support this idea, 

We 	feel it is essential that the
 implemented rapidly. 


improved, particularly
quality of the field staff is 

unable or unwilling to provide
since Dematt seems 


to 	augment the breadth of MUSCCO's assistance to
 support 

Without such improvement, MUSCCO will
 member societies. 


not be effective either as an apex organisation 
or as a
 

financial intermediary within the READI Project.
 

Forward Planning
 

the end of 1986, the General Manager
For four months at 


underwent training in co-operative management in the
 

United States. From our discussions with him, it is
 

evident that he returned with broader knowledge 
of
 

ideas to improve the
 management in general, and new 


management of MUSCCO in particular. We believe that as
 

in a stronger
a result of this experience, he is 


to lead the organisation.
position 


Unfortunately, these ideas have yet to coalesce 
into a
 

Although MUSCCO has
 coherent agenda for future action. 

this was done in the
drafted a workplan for 1987, 


In 	its present form it is

General Manager's absence. 

wholly inadequate, and provides no clear picture 

of the
 

organisation's specific objectives (as opposed to
 
implementation
operating philosophy), targets, or 


timescale and responsibilities.
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Whilst we are encouraged by MUSCCO's continued 
progress,


4.31 	
we believe this situation should be rectified as 

a
 
Although the general direction that
 matter of urgency. 


MUSCCO intends to follow was evident to us, the lack of
 

a coherent action plan makes it virtually impossible,to
 
On our next
 gauge the organisation's success. 


monitoring visit, therefore, we would expect to see such
 

a plan in place, and being 	followed by MUSCCO.
 


