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EVALUATIDN REPORT

. Background and Methodology

The Tonga Cooperative Federation (TCF) project started
in January 1982 and ended in July 1986. The Friendly
Islands Marketing Cooperative (FIMCO) Project started in
August 1987 and will end approximately July 1988. Both
projects have been implemented by ACDI and funded by
USAID grants. The FIMCO project 1is a follow-on project to
TCF so the projects overlapped and are therefore closely
related. Since no funds were provided in the FIMCO project
aqreement for an evaluation, this report will serve as a
final evaluation for both prorects.

ACDI’s involvement began in June 1980 with a request by
the Registrar of Cooperatives for the Kingdom of Tonga for
assistance to the Tonga Cooperative Federation (TCF) which was
experiencing serious difficulties.

An ACDI staff member visited Tonga in late 1980 to
study the TCF situation and prepare a report. Also in 1980,
Britain’s CLEAR Unit (Cooperative Liaison, Education and
Research), examined TCF’s financial records and manragement
oproblems and prepared a report. VOCA (Volunteers in
Overseas Cooperative Assistance) conducted a preliminary
evaluation of TCF in May 1981. These three reports formed
the basis for the initial OPG proposal and the ensuing
two-year ©program. The project was extended in Auqust 1984
until January 1986 and continued until July 1987 with
remaining funds. A proposal to support the further
development of FIMCO in a new OPG was submitted and
approved for one year beginning in August 1987.

Process evaluations were conducted by Bruce Gevrvan,
VOCA, in February 1983; by Job Savage, an independent
consultant hired by ACDI in Febhruary 1984; and by Don
Crane, an ACDI staff member, in July 1985. Bart Harvey,
former ACDI Executive Vice President, visited the project in
Januarvy 1986. The current evaluation for both the TCF and
FIMCO projects was conducted between November 23 and
December 4, 1987 by Jerry Lewis, ACDI vice president for Asia
& Pacific region.

During both projects, ACDI and VOCA provided
siagnificant short-term technical assistance. The consultancies
of Ray Lewis, Howard Johnson, E.J. Kashiwase and Al Pena, all
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VOCA volunteers, have produced special reports on fish
marketing, vanilla marketing and accounting and
computerization, resvectively. Dale Key, ACDI staff systems
analysti, provided special computer programming services

for FIMCO and TCF. ACDI-provided consultants Jim
Guderyon, Lars Matthiessen and Bill Aldworth in cooperative
education, refrigeration, and cooperative branch operations
development, respectively.

Methodology

The evaluator visited Vava’u to observe fisheries,
vanilla and handicrafts activities. JTigits were made to the
fisheries building where fish are received, processed, frozen
and stored, and where fishing supplies are sold to
Toonerative members and the general oublic. Also 1in
Vava'u, the handicrafts branch retail gstore was visited.
dther visaits in Vava’u were to the MAFF office and to a
vanilla curina shed. In Tongatapu, the evaluator wvisited
the main offices of FIMCO and TCFE., Also visited were
the FIMCO retail stores for fresh and frozen fish, two
handicrafts outletg. fisheries supplies and the main TCF
wholesale outlet. Calls were also made on government and
banking officials in the capital city.

Cooperative employees, board members, cooperative
members and government officials were informally interviewed.
Effortys were made to interview committee members, cooperative
members and employees to determine their viewpoints and
impressions.

Sales, profita and production data were collected from
TCF and FIMCO offices and tabulated into the exhibits included
in the followina pages.

This is not meant to be a detailed asseasment since
time did not permit contact with more than a representative
sample of concerned persons.

I1I. SUMMARY, ACCOMPLISHMENTS AND RECOMMENDATIONS
A. EXECUTIVE SUMMARY

The TCF and FIMCO pro,ects can be assessed as
successful. They have made a significant impact in the country
and among the beneficiaries. The major accomplishments are
briefly summarized in the next section. Sales, profits and
growth over the life of these projects have been impressive.
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It is expected that the growth will continue in the coming
years.

The separation from TCF cf <the fisheries, vanilla
and handicrafts components, as was recommended in past
evaluations, has begen completed. In spite of some natural

sales declines and foreign exchanae losses as a result of
severe fluctuationsg, sales of TCF wnholesale operations have
been maintained and are likely to climb. It is expected that
orofits in 1987 will equal profits before the split.

The go0al of the TCF project was to "develop TCF into a
strong, self-reliant importing and wholesaling institution
capable of managing its own affairs and paying its own way
while providing valuable and needed services for its
members." That joal has been achieved.

The newly created FIMCO operation has grown remarkably
fast 1n 1ta first two years. There are strong indications
that growth and profits will continue to increase.

TCF now has a Tongan manager who is gaining the
confidence «¢f the Management Committee (Board of Directors) and
the bankers who provide the lines of «credit which are
the organization’s lifeblood. FIMCO has identified a
qualified Tongan who has the qualities required for the
position of secretary/manager. He has two years of work
expverience with TCF/FIMCO and has received cooperative
manager training 1n the United States. He should be
designated the "manager-in-training® ag soon as possible and
be prepared to take over the office of secretary/manager in the
near future. His appointment is subject to agreement
by the management committee. Many persons contacted
have strong reservations about the ability of the Tongan
manager to run the large organization. They felt he needs an
expatriate adviser for another year or more. It therefore
behooves the board of directors to permit the manager as
much time as possible 1n a leadership position while the
ACDI adviser is still 1in the country.

The arrangement for obtaining a long-term lease for
FIMCC's exclusive use of the Vava’u fisheries facilities has
not been finalized. This 18 a major bit of unfinished
business for FIMCO that may not be achieved during the life of
the project.

A Agricuitural Cooperative
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B.

ACCOMPLISHMENTS

a. TCF 1is a successful “"turnaround operation."

From a wvirtually bankrupt federation in 1981, it is now
probably the fourth largest company in Tonga with
annual sales over Ts86 million (US$ 4.285 million). It
1s managed by a Tongan without the need for salaried
expatriacte adivisers. However, two British volunteers are
assigned tc¢ TTF in administrative capacities,

b. TCF provides good services to more than 500 Fale
Kaloas (retail shops) at reasonable and stable prices.
It serves the population throughout the islands with

orovisions, as well as fresh and frozen goods, at the
same pbrices 1n the rural areas as in large cities. The
retail outlets are both cooperativz and proprietary
village stores gelling consumer goods. The shops

served by TCF are thriving because the customers save
time and transport costs since they don’t have to travel
to the cities to obtain good guality supplies at fair
prices. These are real savings to tne rural
population.

c. The profits generated by TCF and FIMCO provide
increased income through payment f a bonus
(patronage refund) to cooperative members. BSoth
cooperative organizations now pay significant amonnts
of income taxes to the government.

d. TCF has had a rough, but successful, transition to
Tongan management from the LCDI-provided manager
followed by two expatriate manaqers (hired and paid for
by the TCF).

e. Employment generation: the number of TCF
employees i1ncreased fror 3 at the start of the project
in 1982 to 58 in December 1987. FIMCO now empioys 28
full-time employees and 34 more during the 6-month vanilla
geason.

f. The growth of FIMCO 1s measured by expanded
branch operationas which include:

- Two fishing =supplies retail agatores (Nuku’alofa
ancg Vava’'u). Supplieasa are made available to
fishermen in  the northern group of islands through

a TCF store in Ha’pai which obtains the supplies at
wholesale prices from FIMCO.

6
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- Three hand crafts stores (two in Nuku’alofa and
one in Vava’u).

- Four vanilla curing sheds in Vava’u and one in
Tongatapu for a total curing capacity of 6.5 metric
tons.

- Retail outlets for fre. . and frozen fish in
Nuku’alofaand Vava’u.

ag. FIMCO membership grew from none at 1ts creation to
800 members at the end of November 1987.

h. FIMCO hand «craffts section enables mostly women
to suprlement family income and receive about 80
percent of the retail sales price. This consiste of

75 percent of the retail price when the produce is
delivered to FIMCO and a subsequent 5% bonus payment.

i. FIMCO provides 1increased services to 1its
members i1ncluding:

-- fishing supplies;

-- 1ice co fishermen;

-~ management of fully-equipped vanilla curing sheds;

-- purchase and sale of raw material for handicraft
producers.

J. Increased income to cooperative and non-cooperative
members.

-- TCF prices are less than the competaition’s.

-- FIMCO’s pricing policy keeps producer prices
higher for vanilla farmeras. Competitors are forced
to buy vanilla at higher than FIMCO prices because
people are aware of FIMCO’s patronage bonuses.

k. Increased FIMCO sales as growth indicator:

~- 1987 vanilla sales almost doubled over 1986,

-- Fish aales doubled between 1985 and 1987.

-= 1986 hand craft calesa double of 1985,

-- 1987 hand craft salea will be almosat double those
of 1786,

1. In the first s1x years of the projects, the asponsored
cooverative activities have earned nrofits of over T3

600,000. Lesa than T$ 150,000 has been paid for income
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taxes and member bonuses (patronage refunds) with over TS
450,000 being left as equity for continued growth.

RECOMMENDATIONS

1. TCF

(1) The Registrar of Cooperatives attended but did

not vote at TCF management committee meetings from the
inception of the project until about a year ago when the
Government cof Tonga appointed the registrar as a
voting member. Since the reqgistrar’s role is to
supervige and audit all cooperatives, he should not be a
voting member of the management committee.

(2) Efforts are required on the part of the

Coonerative Department and TCF to increase the number of
cooperataive members in TCF. About 15-20% of the
custcmers are now cooperative members. One suggestion

nas been to allow private fale kaloa owners to join

TCF and buy shares 50 they can be members(possibly
associate members) of the cooperative federation. In
that wav thev too can earn patronage refunds.

(3) Joh» descriptions for all TCF positions should
be completed as 3oon as posaible.

(4) TCF management should establish sales and

prcfit tarageta for each yvear and assess them quarterly.
Based on the assesament, 1t may be necessary to set new
targets either higher or lower. At year-end, an
evaluation can be made of the original and revised targets
and use these as basis for subsequent years’ projections.
A three-year devzlopment plan should be prepared in

advance and revised «ach year. 1in addition, standard
financial ratio analysis should be used to assess
buginess performance and strength. Variance reporting

should be used as t'iese are common business tools for
manaqgement to gaude the success of the organization
(and the various departments, employees) and for the
management committee to evaluate the manager'’s

performance.
2. FIMCO
(1) The FIMCO gecretary/manaader 18 now a voting memover
of the board of directora. He should attend all
meetinags but not have any votina rightas., For example,
in the United States, managers or chief executive

8
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officers of agricultural cooperatives are almost never
members of the respective boards of directors
(management committees). Playing both roles is seen as a
direct ~conflict of interest between that of
member/owner/patron and employee, In some instances,
managers are considered non-voting members of their
boards. Managers usgually attend board meetings because
the board needs information to make appropriate decisions
and the manager wants to keep the board informed of
bprogress and hig performance as their employee. In most
cases, 1t 1s the manager, working closely with the
chairman of the board, who sets the agenda for board
meetings. He ensures that each board member receive
his/her <copies in sufficient time before the meeting, to
consult with cther board members and to determine
guestions Or 1ssues to be raised.

(2) A long-term lease 1n Vava’'u for building and
freezer equipment should be negotiated with the fisheries
department. A minimum of A f-month notice period should

be negotiated.

(3) A cleaner, more presentable retail fish store
should be established in the center of town because
the Nuku’'alofa government market i3 not an inviting
setting.

(4) Testas to produce smoked fish in Vava‘’u and to
market it throughout Tonga, egpecially in Nuku’alofa,
should begin as soon as posgsible,

(5) Job descraptions for all FIMCO positions should
be completed as soon as posaible.

(6) FIMCO management should establish sales and

profit targets for each year and assess them quarterly.
Based on the assesament, it may be recessary to set new
targets either higher or lower. At the end of the year,
evaluation can be done ¢n the oriqginal and revised

targets and uged as basis for gaubsequent years’
projectionge. A long-term development plan 3should be
prepared and revised each year for three years in
advance. In addition, astandard financial ratio analysis
should be v 2d to asgess busineasa performance and
strenath. Varijance reporting should be uged as these
are common businaeas tools for management to gauge the
success of the organization (and the various
departrents, omployeea) and for the management
committee to w2valuate the manager’s performance.

9
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ITI

(7) FIMCO has identified veagetable marketina as a
new target of business opportunity. This would be
the fourth marvketina component. component. A major
investment would have to be made to provide technical
assistance, workina capital and some eguipment. The new
activity would include the production of vegetables for
local and exvort markets. Besides havina the
potential to raise farmer income, it would also make
nutritional fcods more readily available to the Tonagan
population.

“8) In addition to fishina supplies, fishermen need
basic spare parts for fishing boats. FIMCO should try
T0 3tock such parts. The market should be teated on a

pilot basis and expanced if ‘ndicated.

€9) Tha MAFF official in Vava’u has identified the
need for more vanilla «curing sheds at Leimateia, Taoa
and Taanea. Viability of establishing inproved sheds
requires 1ncraased vanillla production, an increase of
farmer members of FIMCO and more bank capital. Also,
sheds should be considered only 1in those places where
FIMCO has acod, active members.

(10) FIMCO membership nas had a very rapid growth from

1ts 1nception to present membership of over 800, There is
a need for members to receive training in cooperative
orainzioles. 5ome training 18 provided at annual
meetings and throuah radio broadcasts. However, the
management committee should institute a policy of regular
training for bhoard members, employees and the general
membershiop. FIMCO ttself should organize the training
and 1t may decide to ask the cooperative department to
assist. Emplovees should have accegss to technical
training in their respective fields from management,
accounting 2nd gales to planning, analysics and
computerization.

. PUOGRESS TO DATE
A. TONGA COOPERATIVE FEDERATION (Consumer Goods
Wholesalina)

The TCF wholesaling businesa has continued to airow

and crosper. Sales have continued to make an astronomical
=limb over the years 1982 to 1986 when they have levelled off
at about T8 /6 million for 1986 and 1987. Profitsa, however,

10
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reached their peak in 1984 at T9 166,000. Profit decline in
1986 is understandable. After the formation of FIMCO, (a)
expatriate management salaries and benefits had to be paid

out of profits and (b) there was an adjustment to the new
(expatriate) management. Such a temporary decline should have
been expected. Now under Tongan management, profits for 1987
are projected to be TS 100,000, approximately the same as in
1985 when ACDI’s adviser was managing TCF. It is fair to state
that, although the 1levels are approximately the same for the
past two years, the inflation rate should have accounted

for some increase in sales over 1986. The following chart
shows the progress of the wholesale operation. The

TCF-salaried expatriate manager replaced the ACDI manager
on January 2, 1986 when FIMCO was established.

11
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EXHIBIT 1

Tonga Cooperative Federation

Wholesale Consumer Operations

Sales and Profits

1982 to 1987

(In '000 Tongan Dollars)

- n wm Em Mn e wm em Am G e e G m Al Gt e Gm e e R e v e e m em M Wb s e e e dn e v TR M MR e e AR e G e - e em e s e = e e v . -

YEAR I 1982 ! 1983 | 1984 | 1985 | 1986 | 1987
! [ [ ! f I

SALES ! 540 12,241 1 3,290 | 4,907 | 6,590 | ¢,000

PROFIT+ | I I ! ! |

(LOSS) | (10.2)1 48 ! 166 I 99.9 | 78 | 100

* Before paymen* of income taxes to government
and bonuses to members.
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The above sales achievements surpass even the most
optimistic projections.

Although January 2, 1986 was set for the phase-over to
TCF direct management by the ACDI consultant, a lengthy search
for a Tongan replacement had been underway for over a vyear.
However, no qualified Tongan could be identified. The only
qualified persons responding to advertisements in regional
newspapers 1in Fiji, Australia and New Zealand were
expatriates. Ten months before the phase-over, two merbers
of the board of directors (management committee) went to
New Zealand to interview several prospective expatriate
candidates and selected a United Kingdom citizen as TCF
manaager. He served for seven months and was replaced by
another UK <citizen. A qualified Tongan was identified
and joined TCF in June 1986 as financial manager. He took
over as actinag manager in April 1987 and was confirmed in
that position 1n October 1987. His salary is substantially
less than that of the expatriate staff and it is hoped
that this inequity will be resolved next year when his
performance demonstrates that he can produce positive results
for TCF. There is already evidence that the Tongan manager
is gaining the confidence of the business community. The
Tonaa Development Bank has increased the TCF line of credit
to T& 300,000 from T$ 200,000. This will serve to
reduce the cash flow problems recently experienced by TCF
A8 a result of the expatriate manager’s over-ordering.
It is worth mentioning here that cooperatives should
pay aood salaries for professional management, If
competitive salaries are not paid, the personnel will seek
other employment (or emigrate) with the result that the effort
to train the manager will be lost and the cooperative
business will suffer during the break-in period of a
replacemenct,

TCF's policy 1is to provide goods to retailers (fale

kaloas) at competitive prices. TCF passes along discounts and
savinas to the shops. Free truck delivery is provided twice
a week 1in Tongatapu and Vava’u. The shopkeepers or managers

may buy their goods in the capital city or from the truck at
the same price. This is a areat advantaje to fale kaloas who

can save time and transportation cost to the city. Likeawise,
the consumer knows that he will not gain any economic
advantaage by purchasing in the central city. He too saves

time and transport cost and geta the same goods in the village.
Therefore chobs in rural areas thrive and are very profitable
ventures. Both consumers and shopkeepers greatly appreciate
that thev can receive truck delivery of the bulky staples
(such as flour, tinncd fish and sugar) to the rural areas

13
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thereby avoiding having to haul heavy 1loads from the
cities. TCF has three delivery trucks on Tongatapu, one
in Vava’u and one rental truck on Eua island. The truck
business handles about 45 percent of the sales on Tongatapu.
It appears that trucks are less expensive to operate than a
store and 1if financial analysis proves it true, this points
out a potential growth area for TCF.

There have bheen long delays in obtaining the freezers
being provided under the AID project, were caused by TCF
and FIMCO not being able to locate a building to house them. A
movie theater has recently be rented and the freezer
supplier 1g currently in the process of installing them for
both TCF and FIMCO. TCF will receive a 45 cubic meter
freezer and two retail freezers.

The AID-provided computers have been 1nstalled but
the 1nventory and accounts systems have still not been
proarammed for either TCF or FIMCO. TCF currently has a
consultant working on this aspect.

Several issues related to the geparation of TCF from
FIMCO have created some minor resentment:

The division of the capital assets between TCF and
the nevly established FIMCO were decided and agreed to by

the TCr Management Committee. A separate Price Waterhouse
audit later verified the correctness of items and values to
be divided. The value of the assets to be transferred to

FIMCO consisted of 65 percent of the pre-tax earnings of the
actaivities transferred and the amount of AID c¢ontributions
zpecifically made to these sections. Because of
complexities 1in transferring the capital between the two
cooperatives, it was decided that the simplest method would
be to give FIMCO a long-term (50-year) non-interest bearing
loan in the value that was due to the members of the
vanilla, fisheries and handicraft sections. This was to
be essentially handled as a grant. Now almost two years have
passed and memories are fading even though management
committee meeting minutes record the above facts. It is now
viewed by gsome as a loan that should be repaid. Perhaps some
feel that the loan was not appropriate to begin with. The
most recent TCF audit by the Department of Cooperatives has
recommended that the loan be considered a grant and be
written off. A sum of about TS 6,000 in cash to be paid to
FIMCO is still in dispute by both parties who await
reconciliation by a neutral audit perty. The 1986
department of cooperatives audit of both organizations did
not addressa or resolve the dispute.
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While the ACDI adviser was managing TCF, it was agreed
by the board of directors to purchase a store in Mu’a (in
the eastern part of Tongatapu island). The store was formerly
doing about T$ 500,000 business annually and was purchased for
about T$ 51,000 plus the inventory. [t previously did aboux 80
percent of its business in wholesale operations. TCF planned
to 1i1ncrease the business and to make a profit, using the store
as a wholesale outlet for that part of the island. It was
also to be used by the truck as a convenient supply source
for deliveries 1in that region. The owner of the property
sold the building to TCF without any inventory but
stioulated that TCF could select those inventory items it
desired. The balance would be removed by the owner.
Unfortunately, TCF took title to the store property after
ACDI's adviszer had shifted to FIMCO. The new TCF
(British) manager was present at all negotiations for the
fale. However, almost all the merchandise was accepted by
TCF and some of the 1tems, non-consumer goods such as rpots
and vans, have been difficult to sell and are still in
inventory. There 13 also some possibility of theft since the
new manager did not have time or interest to exert full
control during the takeover and subsequent transfer of the
Jo00ds to and from the Mu’a loca<+tion. Now the Mu’a
warehouse is reported to be operating at a loss and TCF
management 1z resentful about the purchase of the property.
[t has been pointed out that TCF 1is considering the gstore
as i geparate profit center (which is operating at a loss) but
has not considered or calculated the gavings that accrue to
TCF bv usina the store as a storage depot for truck
deliveries,. It 13 also being allocated warehouse expenses
from Nuku’alofa even though 1t also serves as a warehouae, It
15 likely that if the warehouse expences are properly
accounted and the 3ales of the truck are included in the
sales of the Mu’a store, the situacion would not be as bad as
1t 15 being portrayed.

B. CREATION OF FIMCO

As recommended in the July 1985 evaluation, separation of
the federation’s market development activiiies from its
whclesalina operation through the creation of a new
organization was effected on January 2, 1986. Friendly
[slancds Marketing Cooperative (FIMCO) was established with
the components of vanilla, fisheries and hand crafta

marketinag. When FIMCO management was able to devote
full-time attention to the production marketing
components, arowth, lncreased sales and profits resulted.

The following exhibit shows sales and profits for the FIMCO
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operation as a whole. It also shows data for the TCF
vanilla, fisheries and handicrafts components for those
years before FIMCO was established. The exhibit points out

the dramatic increase in its first two years of FIMCO
operations.

Exhibit 2
TCF/FIMCO
Comkined Sales and Profits
Vanilla, Fish and Handicraft Marketing
1982-1987
(in ‘000 Tongan Dollars)

T81 = USs 0.70

] I T C F-=---mmmmmmem e n = |---FIMCO-~-------- I
i ! I | ] I Projected |
!Year 11982 | 1983 | 1984 | 1985 I 1986 | 1987 |
| ! I ! | 1 | !
| | | ! | ! | !
iSales | 308 | 319 + 428 | 285 I 798 1 965 = !
IProfits« | f | | I | |
I} (Loas) I 0.8 | (9) | (14) 1 30.1 1 92.1 | 75 =4 !

] |
| * Before income taxes and bonuges |
| *+ Approximately TS 230,000 of the 1987 vanilla |
] crop remalns unsold at year-end compared to |
| T8 77,000 in 1986, |

o T T N T T I N T wr er s o ne tm s o Tm Mm mm 20 ET mm e se Sm Be e S tw em s rw ee R mm A A e G Ew e m e mm m Tm e e e e ow wm
ERE RS2 R - R R A E - N a it t-N iRttt -t T
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The fledgling FIMCO organization has much scope for
expanded growth and is projecting a combined =sales target
for 1988 of about T$ 1.5 million. In order to get started
in 1986, it was necessary to create a large organization in
both Nuku’alofa and Vava‘u. Once the gstaff was hired and
trained, positive results came quickly.

FIMCO has hired a vyoung financial manager who has
the capability of being trained to take over the
Secretary/Manager position from the ACDI adviser in the next
few months. He had previously worked with TCF and has
worked with FIMCO since its inception. He recently received
a 6-week cooperative management training program in the U.S.
which included on-the-job training. Several key government,
cooperative and banker counterparts feel he will need more
backstoppinag after he assumes the manager role. All feel he is
competent to handle the position 1n a responsible manner.

The Tonga Development Bank took a conservative approach
to the fledoling FIMCO crganization. It would provide a
significant line of credit only because an expatriate was
manager and at a maximu:n of T$ 180,000, It would have been
substantially less had a Tongan manager headed FIMCO at
its inception. After establishing ite credibility in its
first year of operations, the bank increased the line of
credit to $400,000 in 1987 ( FIMCO used T$ 375,000). Had
the line of credit been larger in 1986, grotith would have
been far greater, egpecially 1n  the vanilla section.

1. VANILLA MARKETING

As vanilla 1s the second largest agricultural crop 1in
Tonga, it 1is an important component of FIMCO’'s
operationsa. Efforts to increase sales have been complicated
by increased competition and poor quality standards. The
following data reflects progress in vanilla marketing since
1982:
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Vanilla curing shed - Vava'u

ot e o vanalla beans betr e harveat



Inspecting cured beans before boxinag for
export
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Because of the difficulties involved in buying, curing
and marketing vanilla over the years, TCF management realized
by 1985 that the core problem was that farmer members were
not curing vanilla properly. There were many curing sheds
throughout the islands but i1t was difficult to train farmers
to properly cure the beans and when trained, they failed to
follow the required curing process, Their cured beans
did not conform to 1nternational =standards and
therefere received a much lower rrice. Farmer-members of
a village cooperative used to bring their crop of green
beans to a common curing building where volunteer labor,
rotating among all the farmers, performed the curing work.
Without training, supervision or incentives they pertformed
below atandard. Thias meant large loases €or the
producers  1n some years. FIMCO purchased very little vanilla
1n 1986, Management felt they would have to concentrate on
buyina dareen beans 1n order to control the curinag quality. The
board of directors (management committee) were very
resistent to the concept of the cooperative undertaking the
Suring reapongibility. This was new ground for the committee
members and wag consaidaored riaky to the farmers. However,
management praevailled  and the committee gave itg reluctant
approval .

An ACD! cooperative marketing consultant  was  asgigned
to Vava’u for =si1x months 1n 1986 (Japuary to August) to
488185t 1n the 2atablishment  of  buying stations. He also
participated actively 1n effecting the changeover to
FIMCO-managed cooperative curing. The 1ndividual gocieties

oWwn the curing sheds and FIMCO 15 renting them. Tonga
Develnonent  Rank loana fthrouah ADB fundsa) tinanced
conatruction ot three  aheds, One  as3ociety tfinanced the
Tonstruction  of 1ta own  shed.  Originally the plan waa to
conatruct  one three-ton curing shed but 1t was 1mposaible to

obtain the Tand. Further, the  societies geemed to prefer to
have ashoeds an their own communities, S50 1nntead of a
centralirzed curing shed, o decentralized operation han been
entablished., Now FIMCO has o curing shed capacity  of five
tons in Vava'u and one and o hadt o tons o an Tongatapu.

The FIMCO-man.ged TurIng scrvice wag oan o immediate success
A8 can be roen from the 1986 1erults an Exhibit 7, The noext
year, 19087, wan ovan bhettorp, Hot only  wan the management
committec poeliaved and happy  with  the  results, but thae
farmeras  were capecially pleaned with the cane with which they

Tould el therr grcen bLeann, The  prrce FIMCO pard  to the
farmer:e Aan the game they would have  roeceived i f they  had
cured  the vanilla themaolver, A large number of farmern

woere omployed by FIMCO to wark an the  curing sheds, They
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were trained by MAFF staff in proper curing techniques and
also received salary in addition to a top price for their
vanilla. to the evaluator to be a splendid concept. Not only
do these member-curers receive a salary, they also can be
expected to do their jobs conscientiously. The

better the gquality of the vanilla, the better the price and
the larger the bonus (patronage refund) to them as well as the
other farmer-members.

Virtually all targets 1in the TCF and FIMCO projects

have been 3urpasged. The only goal not achieved has
been the projected guantity of vanilla to be handled by
TCF/FIMCO, The recason 13 poor home curing technigques and a
low bank line of credit limiting the guantity of green
vanilla keans that could be purchased in 1986. The targets
set by the July 138% wvaluation were:

a) "average curing ratio rediced to 4.5." This was

achieved in 17286,

b) "volume »nt vanilla marketed in 1¢85 reaches four
tons." Thia was not achieved. For the record, the
actuals are shown in Exhibit 4 below:

20

7\ Agricultural Cooperative
E]G[' I Development International



Tonga TCF/FIMCO
Final Evaluation Raport

Exhibit 4
TCF/FIMCO
Vanilla Marketed

1982 to 1987

] | Metric |
| Year | Tons = |
] ] |
] 1982 | 5.1 I
[ | |
| 1983 | 2.9 i
| | |
! 1984 | 3.9 |
! I |
1 1985 ! 0.7 |
| ! |
| 198¢ | 2.8 !
| | |
| 1987 | 5.1 |

- e e e e e e e e e e e o=

l+ rounded to nearest|
| tenth of a ton )
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FIMCO has established a 1988 goal of curing and
mariceting 6.5 tons which 1s the maximum capacity of their
curina sheds and the limit their line of credit will allow.
FIMCO 1ntends to request a line of credit of TS 600,000 in
1988 and if granted, it could increase 1its ability to buy
more green beangs. Because of the strong acceptance of the new
idea of cooperative curing,there is much agrowth potential.
There are a large number of farmers still doing their own
curaing and who are potential FIMCO members. The MAFF ataff in
Vava’u have identified three other large vanilla growing
areas that do not yet have proper curing sheds. These are
Leimateia, Taoa and Taanea. Only Taoa is not a strong FIMCO
area. At least two should be targeted for the
construction of curing sheds. Bank loanzs by each society will
be raguired to finance construction of the sheds and
purchase of curina c¢qulipment (3weat boxes, blankets,
thermometera, otc. .

The positaive 1impact of FIMCO on the vanilla prices in
Tonaa 13 worthy of mention. The Tonga Commodities Board
fTCE) 13 the princapal vanilla buyer on the 1sland. The
congensus 13 that TCER 12 a high overhead organization that
has lost touch with the farmers. TCB usually starts out
the buyina seagon by setting a low price. Private buyers
(there are a few 1n Vava’u and Tongatapu) offer a

slightly higher price. FIMCO eatablishes its price based on
world market prices, curing costg and competition. It pays 1ts
bonus ‘patronage retund) after the aeason. Ita policy is
to rpray the hiagheast amount pogsible to its farmer-
membéars, When FIMCO anncunces itas price, the other buyers
ire forced to raise thear price to be competitive with FIMCO's
total praice which i1ncludes the bonua. The 1987 seagon

for «cured vanilla saw TCB  open with a  price of T8 72 per
kilo. Private buyers reasponded with a price of T$ 75.

FIMCO'~ price of T¢ 080 plus an estimated T8 5 bonus forced
some private buyers to raise to T8 86, and TCB to T3 75/kg. In
negotiatina the gselling price, both member and non-member
farmers could use the FIMCO price as a fair astandard. The
regult 13 that all farmers (except those responding carly
to TCB prices) received significantly wmore than they would
have 1 FIMCO was  not o buyer in the vanilla market. The
reduced profit margin of come private buyers thia season will
make them more  conaervative next gseason  which  should  work
to FIMCO' s advantago,

Cooperataive "puriate®  would take 1snue with the fact
that [FIMCO 143 assuminag the i1k ot the businens venturao and
not the cooberative  members, A marketing cooperative
should handle member product on 4 partial consianment bapio.
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The cooperative provides the farmer with an advance against the
anticipated final sales price. This 1is anywhere from 50-80
percent of the final escimated value of the product and
depends upon cash flow capabilities of the cooperative and
the inherent risk in the market. If the cooperative has
to borrow heavily to pay farmers in advance, the interest
costs will result in lower profits, If the cooperative has
forward contracts and already knows the price it will receive
for the final proauct, the percentage advanced to farmers can
be even higher than the 80 percent fiqure mentioned above.
In marketg without much intelligence, with wide
fluctuations in price or when the final product i3 subjact
to quality 1insapection by the purchaser (as in the case of
vanilla), there 13 much risk. The cooperative should not
assume the risk. If the cooperative buys the product and
takes title to 1t, the loas 1s for tha cooperative if there

18 any ~omplication. By definition, a cooperative is a
non-protit business and therefore should not expose itself to
risk. Ccoperative members should be educated about thisa
aspect of cooperative businesa, Over a3ome period of time,
they should be weaned to a gsi1tuation where t'ie members
aventually assume the riak. The g9ame pertains to

fisheries members.
2. FISHERIES MARKETING

The fisheriecs asection of TCF has been one that has lagged

behind the ~sthers 1n the early years. However, it hag
benefitad from the 1ncreased  attention given to it since the
creation of FIMCO 1n 1986,

There has  been 4 very positive growth i1in members of the
FIMCO figheries section. There were 26 members in 1986 and
46 members 1n 1947 tan of Hovembor) vith new members

Joining rcach month,

The following axhibit tracea the progreass of the
fisheries aaction:
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Exhibit S
Fish Marketing

(Including Fishing Supplies)

]
!
|
|
|
|
TCF/FIMCO !
)
Sales and Profits |

|

1982-187 |

{

(in 000 Tongan Dollars) |
|

|

IProfitsax | ! | | | I
 (Lossesg) (1) ! (13) | (1.1) | 8.1 | 22.9 | 23 |

O O T T N T T m N m T o tm D T I M o o osm me oar o ms e am o o m em me e e s e cm an om e o e v o e o - - -
e e I === e L=t S S T T - T T T E % &

The sales target for 1988 is T8 500,000.
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Exhibit 6
TCF/FIMCO

i
I
I
|
Fish Purchasest
{
|
I

1983-1987
| | |
IYear | Metric|
] | Tons |
11983 | 64 |
| | |
11984 | 68 |
| ! [
11985 | 125 I
| ] |
11986 | 116 |
| | |
11987 | 98 |
| i J
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Vava’u Fisheries Buildinag which houses
refirigeration, FIMCO fisheriea offices
and retail fisheries supplies ntore.

Fisheries supplies retail store clerk



Deace Corps Volunteer receiving load of

red snapper and grouper from cooperative
member

FIMCO employees preparinag stock certificate
Each cartificate is on tapa cloth.
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Profitability of the fisheries section of FIMCO has
been exceptionally good even though tonnage hag declined.
Growth of the fisheries section has been hampered by
the lack of refrigeration and availability of fish. In order
to buy fish, it has to have the means to refrigerate and
store the product. There are certain times of the year
(i.e., 1nclement weather or high winds) when there are
shortages of fish. Without adequate refrigeration, FIMCO is
unable to store fish during p.entiful catches, for marketing
during scarce periods.

The basis of the operation of the fisheries component is
to buy fish in Vava’u and to market it in Tonqgatapu.
About 70 percent £ the fish are sold in Tongatapu, the rest

in Vava’u. A portion of the government market in Nuku’alofa
15 rented by FIMCO. It rents only one table and one
5-ton freezer. In Vava’u, FIMCO rents almost the entire

fisheries department building which houses two walk-in
blast freezers and other refrigeration and working
equipment, most of which were obtained by GOT under an ADB
loan. The equipment and the building are available at
reasonable rates but on a short-term lease which could be
cancelled by the fisheries department on short notice.

In Nuku’alofa, the government market is conveniently
located in the port area at the end of the main street.
However, the building is old and dark and customers must talk

through a chain link screen to the staff selling fish. Fish
are cut in pieces and displayed on a bare table. It 1s
not an appetizing environment. Other vendors can rent

tables adjoining FIMCO to sell fish or other products. One
half of the market 13 for fish gsale; the other half is a
butcher shop for meat products. Now that FIMCO has received
its refrigerators, it should expedite the opening of a retail
3tore in the main part of town.

In Vava'u, FIMCO has a very clean and efficient
fisheries operation. It is located in a large building with
adequate space for receiving, weighing and storing fish.
There is a clean room for retail sale of fish which has a
table covered with ice on which fish and 1lobster can be
attractively displayed. In an adjoining room, fishing and
snorkeling equipment and supplies are sold to cooperative
members, the general public and tourists (mostly
international yachters). The building is about S50 feet from
the wharf 50 it 14 rasy for fishermen to bring their fish to
FIMCO. ©Some fishermen sell their fish on the wharf to the
public for about the same price they could sell it to
FIMCO, FIMCO would prefer that all fishermen sell to them

26

Agiicultural Cooperative

EGEJ Development International



Tonga TCF/FIMCO
Final Evaluation Report

to better control the price. However, the current system
precludes monopoly control by FIMCO and provides some
competition, although only for the small percentage of fish
that are sold on the wharf.

One problem has existed for some time. The
fisheries department refuses to rent the Vava’u facilities to
FIMCO on a long-term basis. The current plan of fisheries
is to create a fishermen’s association to include fishermen
in all the island groups. The hope is that it will be a
viable organization serving fishermen’s interests in
marketing, boating and lobbying. However, progress with the
establishment of the association has been very slow.
Further, the only forward movement has been to name the
qovernors and members of the royal family as patrons and to
plan working committees which may include government officers.
If that is the case, marketing 1is likely to suffer,
since fishermen and government workers are not
entrepreneurs or buainess managers. As it has for the past
three years, FIMCC muat mark time patiently until the
fisheries department establishes a policy on how the
donated equipment will be utilized in the long run, If the
Department pursues its current plan, the fishermen’s
association will be the custodian of all donated equipment
and may resort to auction of fish as the principal
method of marketing. The head of the fisheries
department recognizes the "tremendous effort" of FIMCO that
was responsible for the intrnduction in Tonga of the
concept of "commercial marketing"” and sale of
fishing suppliena. Neverlhcleas, he is  prepared to see FIMCO
"evolve or go out of businesa” if the fisherman’s association
approach 1is adopted by the fishermen and can successfully
take over fish marketing 1in Tonga.

It appears risky to allow a viable, ongoing organization
to posaibly disintegrate while a naw, untested
"asgociation”™ 1is created without any assurance that it v1ll

asuccaed. It would seem more prudent for the fisheriaes
department to support the exponsion of FIMCO with its
record of guccess. The @valuator recommends that FIMCO ‘e

permitted to continue to wutilize the Vava’u facilities and
that a long-term lease be provided by the fisheries
department. The private agector (entrepreneurial) approach
is likely to provide more tangible resulta than the
government-directed "association approach." There aro
saveral differences between “associations" and marketing
organizations such as cooperativesn. An association is

ugually a non-profit organization of individuals and/or
firms sustained by dues or a form of payment based on the
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guantity of product handled. Associations provide services
that do not require capital assets since they are usualily not
permitted by law to 18sue gtock. Without astock ownership,
it is difficult to raise needed capital to build a plant and
equlipment. Agsocilations usually represent all the producers
of a particular product and 1ts aervices are directed toward
everyone 1in the 1ector. A cooperative only provides
businesa services to anhance member/owner/patron incomes.
Many producers or businesses chooade not tc  become
stockholders 1n the cooperative., In other wordsa, the services
of cooperatives are directed only to membera while
asaociations usually benefit all within that area of
husiness. Frequently, asgoclations gerve as motors of
cooperative growth and development. Since assoclations
are rarely involved 1n commerclal businesa operations,
they have been “nown to help start ccoperatives to aerve
the members of *ho  aasoclation. Another important
Aifference hetween aggociliations and cooperatives 138 at
the leadership level. Agsaociation leaders and managers are
more "political" or public relations oriented. Cooperative
leaders and managers need “o be businegs-oriented to
effectively and professionally manage the co.awercilal
operation. For that reason, it 18 recommended that the
marketing of fish remain 1n the cooperative zector,

In pagt vyears, FIMCO hag had serious problems marketing
its fish when the qgovernment tuna boats return after
three-month cruizses  and sell the excess (non-Tuna) catch on
the local market at subairdized prices. Alao the government
boat building proaram 15 virtually complete, Thairty-eight of
the 40 planned fishing boata are now operational. Neither of
these potential threats to FIMCO'a market has proven to be a
major problem as local demand for fiash has greatly increased.
Fortunately, FIMCO has not been siaqnificantly challenged by
increased competition aa wag feared at the time of tha July
1985 evaluation.

Without adeguate rvefrigeration  facilitieas in
Nuku’alofa, FIMCO <could not do meore than buy fish in Vava’'u
and sell in Nuku’alofa,. FIMCO was and 1is able to sell
everything it can buy and atore. Up to now, it haas been
able to <«¢oncentrate on buildinag a successful business
which haa maximired profits and minimized losaes, However,
one tellina comment made to  the evaluator wan that FIMCO
has " fusat been  selling fiah. " It has not been "marketing.”

Now that the AlD-donated diagplay freezer and large
capacity refrigeration equipmeant  are virtually installed, it

ig time Lu prepare to make a significant entry into the
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Hapa’1i 1sland group market where FIMCO has not penetrated.
FIMCO has some occasional institutional customers such as

the defense forces, police, hotels and some restaurants. It
18 time for FIMCO to do proactive marketing to develop a
steady <clientele. Salesmen, advertising and other market-.ng
techniquea shouid be teated to i1ncrease demand. A
oresentable retail store i1in the center of town will further
enhance sales and appeal to foreign residents and the more
prosperous Tonaans of Nuku’alofa who appreciate choice types
and cuts of fish and could afford the higher prices demanded by
a ratail outler with higher overhead costs. Experimentation
with dried and smoked fish should be accelerated aince this
1z a higher-rriced rroduct that may i1ncrease consumption and
make fich more readily available in gome inland areas through
fale kaloas. There 12 a  amoker 1n Vava’u and FIMCO should
make the oxtra effort to start _easting and celling smoked
fiah.

A new onroblem mav be at hand. The fisheries
department feela that the nearby  fishing banks are almost
depleted  or fiched ont. " This can mean that the fi1ah catch
may be reduced 1n future vyears. Fishermen musat go longer
distancesn *o fird figh. In che "cold montha" (March to
Seotenber), fighermen are reluctant to qo long diatances,
Marketina durina theae monthas will be complicated by the fact
that 1t 12 difficult to gquarantee avallability during these
montha. Usually the sntored frozen fish 18 exhausted by May.
However, 1ncreaged refrigeration capacity should provide hope
for laraer reacrves, Inclement woather and size of fiashing
boats will be conatraints to maintailning current volume of fish
catches. The problem of availability 13 combined with the
problem nf lack ot retriqgerated space (which 13 due to be
resolved 1n  1980.) The total oproblem of fish purchase volume
18 seen 1n Exhibit 6 above,

3. HAND CRAFTS MARKETING

This component St the project haa particularly
flouriahed under the i1ncreasoed attention given by FIMCO
management since a1ta formation. Sales and profitas hLave

virtually doubled during the past few years. The next exhibit
tracesz the arowth:

29

3 Agncultural Cooperative
E]G(' l Development International



Tonga TCF/FIMCO
Final Evaluation Report

f Exhibit 7

| Hand Crafts Marketing

i TCF/FIMCO

[ 1982-1987
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Head of FIMCO Hand craft committee in
front of HNuka‘alofa retail store
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For many vyears, the basa of the TCF/FIMCO hand
crafts operationa has been one small, attractive retail store
on the main street 1in Nuku’alofa. It carried a complete
line of high quality products for the tourist trade, such as
wovean baskets, traditional painted tapa cloth (made from
mulberry bark), black coral jewelry, scrimshaw on bone and
tusks and carved wood items. The TCF/FIMCO management also
developed itemas to appeal to tourists such as low-cost
souvenir 1tems gsuch vanilla beans and tapa greeting cards,
etc. The cooperative 3toce took pride 1in the fact that it
carried the beast quality items in Tonga. For that reason
management prefers to refer to its pro-ducts as "hand
crafts”"and not "handicrafta" gince the former connotes
higher quality wvork.

The atrong qgrowth recently evidenced by the above chart
i3 attributed to the fcllowing reasons:

- FIMCO has cquired a4 reputation for carrying
quality preaicta.

- The 1ncreage 1n touriasm and conferences “n Tonga.
- Attractive digaplaya increased sales.
- Employees are t.oained in salcesmanship. -~

- Twoe Dbranch offic:eas have been opoe. wd. (Cne small

house 1n Vava'u hag been turned ..., « handicrafts
Shop and ft {g located close to th- argest
tourisat hotel . Vava'u 10 also a port vigited

by vyachtas on 1aternational cruiseg ang that 1s a
further source of tourist busincag, I:;, 1937, FIMCO
rented Tonga’~ oldeast cinema, "Tal’avs' (Everyone
Walcor o). Th: large downastaira arca (rormerly the
orcheastra  <eating area) and high ceiling mankes for
a aractous sales  area,  The balcony area atill
has «<own aeita remaining, ideal for use as a
wal..ing o7 71 women who come to gsell their waras
to FTMCoO, The  other section of the oanlcony 19
uged 1o atorage (currently boxes of vanilla
awalting nhipment). The area {n back tormerly the
backatia, e ares) (1 where the large 12-.on capacity
froceoe- i heing 1natallod, FIMCO 1 still in
the procean of renovating the building and
tnatalling ahelven and tablen. There may bo space
avallable to set aside a amall area as a coffoe
shop to attract customern,
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This project seems to have made a big impact on
women. Membership has increased from 87 members in 1986 to
198 asa of November 1987. FIMCO’'s policy is to pass on 80
percent of the retail price to the producer-members. Thiag 1is
made up of 7% percent initially and S percent (1986) in
bonus or patronage refund. Women [ spoke to, use the money
they earn to pay school fees for children, support relatives
and to purchase food. Producers @arn, on the average, more
than double the daily labor rate per hour of work. This
provides the women with a ateady source of income and
increased prade in themselves and their work.
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John Kr:agqg
Edgar Cocker
Ma’u Havea
Fapui Vakabuna
Vasita Tauaika
Yaren Glson
Viliam:
Latu Fainaaa
Lizi1ate Valrasele
Yiliami Foket:
Maumi1 Aloua
51in1 lafe
Ipolito Cnaolea
Viliami Folteta
Amini Mahini
Sionne Lolohea
Soni1 Folau
Falakes: Lana

Tonao

Sinamon Manizela

Halafihi
Simione

Peta
Mela

Tevita P. 'Ova
Hama ' 1

Tom Semiki
Lopeti Foliaka
Fononga
Peni Vea
Alexr Somiran
Haniteli o
Fa’'snnunu
Sioni1 Tonai:
Alok: Sisifa

Tuipeatau

APPENDIX I

PERSONS CONTACTED

FIMCO

Secretary-Manager
Financial Manaqger

General Mariager, Vava'u
Fisheries Supplies Clerk,
Fisheries Clerk, Vava’'u
Peace Corpa Volunteer,
Fraherman, sember
lookkeepoer, Vava'u
Figherman, member
District Officer
Handieraft Clerk
FIMCO/TCF, VYanilla Committee
Fisheries, Committee

Vava'u

Fisheries

Vanilla Manager, Vava'u
Vanilla member

Vanilla member

Vanilla member
Handicraft member
Handircraft member
Fisheries Store clerk

Handicrafts Committee Member

TONGA COOPERATIVE FEDERATION

Manager
Management

Committee
GOVERNMENT OF TONGA

Miniatry of Agriculture

Deputy Secretary, MLCI
Regiatrar of Cooperatives
Tonga Development Board

Thiet Figherioag Officer

Miniatry of Agriculture, Vava‘u
Deputy Regisntrar of Cooperatives
Deputy Director, MAFF
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