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- An independent accounting firm based in Kampala, Ernest and Young, is 0 

conducting an audit of the STDIAGP accounts at the present tima. This 
audit will ba completed and paid for during the next reporting period. 

Vehicles 

- The problem of old vehisks cited in previous PlRs continues to hinder 
implementation of district activities such as DAESA, supewisory visits 
and surveilmce actbitma. The cost of vehicle maintenance and repair 

- has exceeded the funds available for this activity. USAlQ acknowlsdlger 
that the SYD/ACB requires new vehicles, but PI. 480 funds cannot be 
u d  to purchase vetricks. The Sexually Transmitted Infections (World 
k k )  Project R u  proposed to purchase one new vehiik for the 
STD/ACP and WHO may purchase others. 

Q Perlonnd 

- There is m acute shortage of trained personnel based in the districts. 
Thir mast- it difficult for the district. themselves to plan and implement 
AIBWSTD prevmtion and control activities. Recognizing this limitation, - 
the STD/ACP will continuo to play a leading rola in planning and 
implementing district-level AIDS/STD activities. Howsvsr, the STD/ACP 
will to devolve thew responsibiliticbs to the district as and when 
competent district-level staff becoma avrilabk. 

- The print shop should be capabh of producing most cbf the IEC materials 
developed by the STDiACP. However, the IEC activities of the 
STDIACP are severely hampered by a lack of trained personnel to run 
the print shop. The print shop was equipped by WHO which, in tlu 
past, had also prsvidd technical assistance to operate it. Thr STOlACP 
hopes to obtain additional asristmca to support this important demont 

- 

of its program. 

P r o m  Projact Grade: A 



BANK OF UGANDA' 

Your Ref: 

mr Red: E?PB/31 

Mr. Patrick Fine 
General Development 
m m  
ltAMPALA 

Dear Sir, 

November, 

Re: g - 
This is to acknowledge receipt sf the A. I .D. Ihtaluation Sunnraxy, 
Pare 1 calling for my signature in order to finalize papent to 
Management Systems International (MSP5. 

We have perused the report carefully and generally agree with the 
contents contained therein. 

It is observed however that the sumnary is 8ilent on the 
procurement aspect of the Project which was a major activity in 
the operations of the Project. 

Hention of the activity together with lessons dram would in our 
view be beneficial for future projects. 

I have in the meantime signed the document which is herewith 
returned for your further action. 

Thank you for your usual co-operation. 

Y o u r 8  faithfully 

Director, Development Finance 
-- 

Department 
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EXECUTIVE SUMMARY 

Introductioa 

The preparation of the final evaluation of the Rehabilitation of Productive Enterprises (WE) 
Project was contracted with Management Systems International of Washington D.C. by 
USAID/Kampaia. The Scope of Work for the evaluation called for an assessment of impacts. 
The evaluation team has concentrated its efforts om the impacts of the credit component of the 
RPE Project and the lessons to be learned. 

Background 

The original $18.2 million W E  Project was designed in 1984 by Technoserve International, a 
fm well reputed as expert in rural finance, one of the primary purposes of the project. W E  was 
to strengthen the capabilities of the participating banks (Intermediate Credit Institution or ICIs) 
which were to make loans using (a) a $10 million facility for Enancing imparted components for 
commercial-sized farms, and (b) a local c m n c y  fund established with a grant fmm the Ugandan . 

Government and by an additionai reserve (the Development Finance Fund, or DFF), which would 
be provided by the commercial banks, far working capital and locd procurement. 

Due to a civil war which took place in 1985, ending with the assumption of power by the 
administration of Resident Museveni in Januavy 1986, the USAID Mission was closed. After 
re-opening in the spring of 1986, the R E  Project was activated in May, at which time the 
agreements between the Bank of Uganda (BOU), the Implemenaing Agent for the Government, 
and the Uganda Development Bank (UDB) and the Uganda Commercial Bank CJCB), the two 
original ICIs, were signed. Bank of Baroda became the third ICI in January 1987. 

During the inmim, the original technical assistance (TA) component of the project had betn 
reduced from 17 person-years to 7 person-years, and the determination was made that the 
agricultural end-beneficiaries, as they we= "commercial farmers" r&her than small holders, 
needed little if any TA. 

The economy at the time was characterized by high inflation and low productivity. Foreign 
exchange reserves were very low, representing only a few weeks of imports, and there was great 
pressure on the Mission to get the projec: moving. - 
In this environment, some actions wepe taken and others omitted which, while understapldable for 
exgcdiency's sake, were the root cause of a variety of detrimental impacts on the smooth 
functioning of the project and which have negatively affected the project, to a greater or lesser 
&grtt, throughaut its entire life. 

3 The failurn to take the time necessary to select an institutional contractor to csordinatc 
the project has meant that: 
(a) the Mission has had to manage, rather than simp1.y supervise, the project 

throughout; 
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any experience with complex procurement issues. A procurement specialist was promised in a 
PIL, but was never provided. 

Given the scarcity of foreign exchange and the need for imported equwent  and supplies, loan 
demand was considerable. By the time of the mid-term evaluation in 1988, 70 loans, 
representing $5.5 miliion in commodities, had been approved by the ICIs md the Bank of 
Uganda, and 12 further applications were pending in the Bank of Vgmda. 

Findings 

In total, 256 bans were approved of which 226 involved the usage of the dollar credit facility. 
Thirty involved only local cumncy loans. The last loan approved under the import facility was, 
according to Bank of Uganda records, approved on July 3, 1989. The total amount financed 
under the $15.5 million commodity import facility was $12,969,707. 

The record of the ICIs is shown below, in UShl. millians: 

Uganda Development Bank 

The Bank of Baroda made six loans which have been repaid. 

According to the Bank of Uganda, the LCF has experienced 32 percent repayment of principal. 
The repayment rate including principal and interest, accrued at the rate payable by the ICI to the 
Bank of Uganda, is 22 percent. At the rate charged to the sub-borrower, the percentage of 
repayment would be less. 

The interest rate charged the sub-borrowers, and the foreign exchange rates, have been a major 
problem. While they only explain the low repayment rate in part, they have conmbuted. While 

I 

I interest rates have been negative compared to inflation until the last two years, the only hedge 
I 
I the farmer really had was his land. The equipment financed could not be sold, and production 
I did not increase as forecast because the farmers were not used to mechanized farming techniques 
I and didn't have technical assistance. 
1 

I 
Acreage under cultivation increased, but yields did not increase proportionately as much of the 
infkasaucture, such as a water supply, which would be assumed in many counmes, didn't exist. 
Many of the animals imported under the project died-almost 50 percent. Thus farmers ended up 
with a large burden of debt with many of the assets purchased only marginally productive, or 
totally non-productive. 



Beyond this, the usual agricultural problems also occupred; bumper crops initially which resulted 
in low crop prices (espcciaily in milk and maize during 1990/91); this was followed by two years 
of drought Most farmers have paid something against their loans. A few have not. Mmy have 
taken the stand, since the project was publicized as a U S A D  grant to the GOU, why should we 
repay? Others have given up. All of those whom the evaluators met intend to keep wing. 

However, loan supemision and collection efforts by the ICIs, with the exception of Bank of 
Baroda, were poor to spotty at best. Uganda Development Bank does not have a branch netwo* 
collection efforts, what few there were, were carried out by the Agicdtural Department in the 
Head Qffice. 

The Uganda Commercial Bank has an extensive network, but their branches had not been 
involved to any d e p  in the loan approval process, even though the Mission a id  to order their 
involvement. A branch manager who has no responsibility for making a loan is unlikely to be 
motivated to help collect it. RPE operations were handled by the Development Fiance  Group 
at the Head Office. The Uganda Commercial. Bank was provided with nine 4-wheel drive 
vehicles and 60 motorcycles by RPE, but these were used on another project for the most part. 
Whereas the rule of thumb for rural lending is three-to-four visits per year to each farmer by the 
loar? officer, RPE sub-bmmwers saw their bankers once or twice during the life of the loan thus 
far, and several with whom the evaluators met not at all. 

An End-Use Commodity S m e y  to determine the c m n a  location and condition of the 
commodities procured under RPE was performed in April 1994. The survey found that there was 
considerable discrepancy between the initial use of the equipment and its actual use. 

In the amsport category, lonies, tractors, and pick-up aucks were being uscd 
largely for commercial purposes. 

Of the 266 cattle received by 14 fanners in the survey sample of 50 f m s ,  only 
98, or 43 percent, were still alive. 

Construction materials were uscd to rebuild residences as often as they wcnc used 
for new productive assets. 

Impacts of the RPE Project 

In spite of the numerous problems that arose throughout the duration of the W E  project there 
were some areas in which the project had a positive impact. The broad objectives of RPE were 
to increase agricultural productivity and income through the provision of credit for commercial 
farmers and also to inmase the capacity of the banking sector to administer intermediate term 
credit. 

W i l e  income and productivity initially increased for fanners who rsceiucd loans and 
commodities t h u g h  RPE, for the majority of farmers, increases were not sustained for reasons 
related to poor weather conditions, decreases in the market price for output, farmers' lack of 
experience with this type of lending, lack of agriculturd extension and support, and the loss of 

W P D A T A ~ ~ S U ~ ~ . O ~ ~ F ~ ~ ~ . W ~ ~  
(w) iv 





accepting new or nontraditional forms of collateral or creating mechanisms that reward 
repayment and loan recovery. It might mean structuring the disbursement schedule sa 
that the size of the ioan and payments are made incrementally. Ultimately, c ~ d i t  is a 
contract between the borrower and lender. The design shouM-incorporate mechanisms 
by which this contract can be enforced. 

3. One of the primary objectives of W E  was to increase the capacity of the banking sector 
to administer intermediate term credit. Meaningful capacity building can only occur when 
the parties involved share the same perspective on the goals to be achieved, the priorities 
among these gods, and the means by which they will be achieved. 

A critical prerequisite to capacity building is that everyone must participate equally in 
defining the nature of the problem to be solved and the process involved. In other words, 
the definition of exactly what "capacity" is being developed must be mutually derived. 
Without murual algeement on these basic, fundamental aspects of the process that brings 
panits together, capacity building cannot take p!ace. 

4. Cmful  attention must be given to the ways in which agricultural credit delivery systems 
that use commercial banks to administer external sources of funds impact financial 
intermediation. 

Donor financed lines of credit, even when implemented through indigenous institutions, 
function to some extent outside of the mainstream of banking operations because they 
create their own separate category of financial administration and bureaucratic 
management (e.g. P L s  and procurement). ?he greater the separation between the 
problems affecting the mainstream operations (e.g., efficiency in check cleating, solvency, 
deposit mobilization, customer service and confidence) and those associated with donor 
financed operations (e.g. repayment ratcs, attainment of targets, adhmnce to guidelines 
and regulations), the less sustainable is donor impact on financial intermediation. When 
the project finishes and the donor line of credit leaves the institution, what aspects of its 
experience with administering the donor line of credit increase, suppon, or conaibutc to 
its mainsaam optrations and growth. Depending on how the project is designed, and 
depending upon how it is managed, the goal of increasing the capacity of commercial 
banks to administer intermediate term credit using donor funds m a y  no4 necessarily 
contribute to (and in some cases may decrease) their capacity to effectively function 
in their primary rde which is financial intermediation. 

5. Fundamental questions such as: 

How can financial institutions effectively mobilize savings that will be used to 
finance agricultural growth and productivity? 

r How can the linkages between financial intermediation and agricultural 
development be strengthened? 

art not addressed often enough by donor financed agricultural credit projects that channel 
funds through commercial banks. Donor intervention can actually weaken the already 







I. INTRODUCTION 

Management Systems International (MSI) of Washington, D.C., was contracted to perform the 
Final Evaluation of the Rehabilitation of Productive Enterprises (WE) Project by the 
USAIDIKampiila Mission. The Scope of Work provided by the Mission calls for an impact 
evaluation. 

MSI provided two consultants, Mr. Robert Laport, Banking Specialist, and Ms. Pamcia Walker, 
Agricultural C d t  Specialist, to carry-out this assignment. Prior to the arrival of the team, a 
local fm, Impact Associates, conducted a commodity end use survey, in which a sample of 50 
of the 226 b o w e r s  using the credit line was visited. 

The evaluation has concentrated on the Credit Component of the project which accounts for $15.5 
million of the $29.9 million total project funding. The Credit Component has also occupied the 
greatest amount of time and effort on the part of the Mission. Participants in this component arc, 
the Mission, the Bank of Uganda, the Central Bank of Uganda and three intermediate credit 
institutions: the Uganda Commercial Bank, the Uganda bvelopment Bank, and the Bank of 
B&. 

Beginning in 1992, project activities were expanded, and subsequently three projects directly or 
indirectly related to the RPE Project purpose were funded. These three activities are: support 
for the Nile Bank, Uganda's largest, indigenously-owned private bank; the consulting affiliate of 
the Uganda Manufacturers' Association, UMACIS, which was involved in preparing feasibility 
studits for agricultural and agro-industrial projects; and Appropriate Technology International, 
which has established a new micro-enterprise development scheme to promote vegetable oil 
production at the village level in Uganda. 

A fourth activity, unrelated to the RPE pwpose, but exacmely important to the rtputation of the 
country abroad and to the Rtsidtnt of Uganda, was the provision of technical assistance to the 
Depancd Asians Property Custodian Board (DAPCB). A project-funded advisor has betn in 
place since 1992; he had been supported by another Mission project for two years prim to that 
time. These four ancillary sub-projects are in the Evaluation Supplement. 

- - - 
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The RPE consisted of two funds: the Local Currency Fund and the Development Finance Fund. 
USAID provided $10 million in grant funds for the importation of capital inputs for agriculture 
in view of the critical foreign exchange shortage at the time. The local cumncy countervalue 
of the imported equipment approved for each sub-borrower under the grant was booked as a loan 
in the Local C m n c y  Fund (LCF) managed by the Bank of Uganda. The repayments ma& by 
sub-borrowers for the imports obtained was then re-lent for further dtvelopment in the 
agricultural sector. 

The GOU was to provide a Development finance Fund (DFF) to finance locd procurement and 
working capital needs. The DFF was funded with a UShl5Ml million grant fmm the GOU plus 
the levy of a special reserve on all locd commercial banks equal to 5 percent of commercial 
bgnk deposits at the end of each calendar year. 

One of the problems USAID faced at the very beginning of RPE was that the project was 
originally designed with Grindlays and Barclays banks as the implementing institutions. These 
banks declined to participate in WE. At the last minute, the two government owned banks, 
Uganda Commercial Bank and Uganda Development Bank, were asked to be a pan of RPE. The 
timing s f  the invitation and the initiation of the project did not allow for an adequate assessment . 

of each institution's capacity to administer such a program. The project paper dated May 9, 
1985, s t a d  in a ststion on institutional analysis that the Bank of Uganda requested that Uganda 
Commercial Bank be included in RPE, and that the request had come during the final stages of 
preparation of the project paper so there was not enough time to complete an assessment of its 
institutional capacity. 

Political forces intervened in the form of a civil war, and the Mission was evacuated between 
July 1985 and early Spring 1986. The initiation of the RPE Project was. of course, delayed. I 
Loan agreements to onlend the grant funds were signed between the Bank of Uganda and Ugm& 
Development E d  on May 23, 1986, with the Uganda Commercial Bank on May 26,1986, and 
with the Bank of Bmo8a in January 1987. 

Rior to the initiation of the project in 1986, the purpose shifted. The institution-building 
component of the project was de-emphasized. The budget for technical assistance for the project 
overall was reduced from 17 person-years to 7 person-years. At this time, also, a shift in 
emphasis in development goals took place. The purpose changed to the improvement of the 
situation of the rural poor, the vehicle to achieve this was the rehabilitation of the private 
commercial f m .  - 

B. Project Paper Supplement (PP Supplement) of December 1986 

The purpose of improving incomes for the rural poor was to be achieved by assisting a number 
of agricultural and related enterprises to become profitable. Priority was to be given to those: 
f m s  that lacked foreign exchange for the importation af key commodities (primarily equipment) 
which was seen as an impediment to the early resumption of profitable operations. The foreign 
exchange d t  component of the project was increased from $10 to $15 million and the 'FA 
component reductd, overall Project funding remained the same at $18.2 million. 



conditions p&cedent to he O;-2t Agreement. 6 e  fust $1.5 million of USAID funds for the 
importation of commodities were obligated in September 1986, and increased to $3 million in 
October. US$3 million was also earmarked for TA. 

Publicity covering the RPE Project began in October 1986. That month, four potential clients 
and six bank officials visited an agriculturd equipment trade show in Nairobi. By November 30, 
two Uganda Development Bank loarms and seven Uganda Commercial Bank loans totalling 
$491,000 had been approved by the Bank of Uganda, and 12 more applications were in the 
pipeline. 

C. The Economic and Political Environment 

President Museveni was installed as Resident of Uganda in Januargr 1986 following the civil war 
during which the Mission was closed for eight months. The change in government, which 
proceeded to install a system which included some democratically elected repmentation at the 
local level, has given the country an opportunity to collect itself politicdy and move forward. . 

'Throughout the truly active years of the project, 1986 through 1992, idlation was high, reaching 
over 208 percent per annurn during a part of this period. The foreign exchange rate was 
controlled with the official rate about one fifth of the parallel exchange rate in 1988. IUF and 
World Bank stabilization and structural adjustment programs were accepted and established, and 
have begun to work during the past two years. Conditions are now relatively stable. 

- - 
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111. FINDINGS AND CONCLUSIONS 

A. ICL Portfolio Status at the Time of the Evaluation -- 
According to the Bank of Uganda, 256 loans were approved under the RPE Project, of which 226 
made use of the commodity import facility (see Table 1). One Bank of Uganda document, which 
lists each of the 226 sub-bomwers utilizing the import facility and the work order number under 
which commodities were procured, indicates that the last sub-borrower to receive commodities 
under the commodity impon facility was Luma Enterprises, Ltd., whose loan was approved on 
July 3, 1989. 

Table II 

ICI LOAN PORTFOLIO 

mercid Ugand 

Number Repaid in Full 15 6 6 
UShl Amount sf Loans Repaid 230.7 million UShl 186.9 million UShl Not available 
Present Number of RPE Loans 15S3 69 0 
Total Amount Disbursed 4.030 million UShl (of 227 million UShl (DFF) Not available 

the 158 loans) US $4.4 billion (LCF) 
Total Amount Repaid 931 million UShl 186.9 million USh! 
Number of Bornowas 45 39 0 
Classified as Willful DehuLters 

6,785 million UShl 2,198 million USM 0 

The evaluators include in this section the interest rates and foreign exchange rates applicable 
throughout the life of the RPE Project to show their effect upon sub-bomwers at the time when 
the majority of the loans wen  being approved, and later, when payments became due. 

On December 31,1993, the Bank of Uganda showed its LCF loan portfolio under WE, advances 
to the ICIs reflecting the counuxvalue of the commodities imported, as UShl 4.4 billion in 
principal and UShl 1.2 billion in interest for a total of UShl 5.6 billion. Anrears in payments 
from the ICIs 60 days or more were UShl 2.0 billion principal, UShl 1.2 billion interest, a total 
of UShl 3.2 billion. 

' As of 6-30-93. 

AS of 9-30-93. 
Two (2) loans were dropped before any substantial amounts were disbursed. 
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A pager prepared by the Bank of Uganda relative to the eventual use sf the LCF, post-RPE, 
states that UUS$12,969,707 was disbursed for imported commodities during the active life of the 
project. The countervalue given for this amount is UShl 4,685 million. Interest earned (by the 
LCJ? at Bank of Uganda) is UShl 2,438 million. Toad recoveries in the LCF has been UShl 
1,543 million. This represents a recovery rate of 32 percent on the original principal, and 22 
percent on principal and interest. It should be pointed out that Bank of Uganda f i g m s  cover 
only the LCF (USAID's primary interest), and that the interest rates charged sub-borrowers are 
substantidly higher than the rates at which Baslk of Uganda is accruing (see Table 2). 

LOCALCURRENCYFUNDLOANPORTFOLIOATBANKOFUGANDA-- 
ADVANCES TO THE ICIs 

(as of December 3 1, 1993) 

Interest 1.2 billion UShl 
Total Value of LCF b a n  Advances to ICIs 5.6 billion UShl 

Amount Disbursed for Imported Commodities 4.7 billion UShl 

Interest E m e d  by LCF at BOU 2.4 billian UShl 

LCF Amm at ICIs 60 days or more 3.2 billion UShl 
Principal 2.0 billion UShl 
Interest 1.2 billion UShl 

USAID required that the ICIs classify the RPE loans in their portfolios in Project Implementation 
Letter (PIL) 91 and requested reports from the ICIs with respect to their classifications. The 
information which foliows is taken from these reports which were prepared in late 1993 and 
provide some subjective insight into the status of each loan beyond the mere numbers (see Table 
3 on the following page). 

- 



CategoryISector Number of Loans 9% Rounded 

C ~ P  112 49.6 
Dairy 46 20.4 
Mixed 3 1 13.7 
Poultry 14 6.2 
Oil Seed Processing 7 3.1 
Beef 6 2.7 
Hatchery 3 1.3 
Coffee Processing 2 0.9 
Food Processing 2 0.9 
Pineapple 1 0.4 
Jaggetry (Sugar) Processing 1 0.4 
Horticulture 1 0.4 
TOTAL 226 100% 



2. Uganda Development Bank 

The Uganda Developrnent Bank approved 75 loans under RPE; six have been repaid in full. As 
the Uganda Development Bank has reflected its figures in a fashion Tiifferent from the Uganda 
Commercial Bank, one cannot calculate the percentage amount repaid against the foreign 
exchange amounts disbursed. Total disbursements are broken down into US dollar and local 
currency components. All repayments are shown in Ugm& Shillings, but the foreign exchange 
rates used to establish the shilling loan countervalue of the commodity import loan aren't known. 

Under the commodity import facility, Uganda Development Bgnk disbursed $4.4 million. Funds 
disbursed from the DFF total an additional USh1226.8 million. Repayments have totalled USM 
186.9 million up to September 30, 1993. The amount of payments in arrears over w e  months 
as of the same date totals almost UShl 2.2 billion. Of its remaining 69 sub-borrowers, Uganda 
Development Bank has classified 34, or 45 percent, as willful defaulters, and is pursuing legal 
remedies in the majority of thbse cases. A number of these individuals or firms have 
discominr ?d their projects. 

I 3. Bank of Bar& 

The Bank of B& made six loans under the project which have been npaid in full. In effect 
the Bank of Baroda made only slight use of the c d i t  line and then opted out of the project As 
a result we have not requested details regarding their portfolio. 

4. Recovery of Non-Performing Assets 

In March 1994, a bill was submitted by the Minister of Finance and Economic Planning to the 
Parliament to establish The Non-Performing Asset Recovery Trust to purchase non-performing 
assets from the Uganda Commercial Bank. The bill was still under debate at the Parliament, and 
the wording of the bill is vague on operational and procedural details. 

A World Bank loan was planned to fund a Non-Performing Assets Recovery Fund which would 
be under the jurisdiction of the Trust. It would provide the wherewithal to purchase Uganda 
Commercial Bank's bad assets on some unspecified terms and c~nditions. 

The evaluators met briefly with Mr. A.N. Nair, I.D.A. Advisor in the Development Finance 
Department at Bank of Uganda, who has been named as the f u t ~  Administrator of the Trust. 
He is a former Chairman of the Bank of Bafoda. Mr. Nair could not or would not disclost any 
operational details except to note that the Cooperative Bank is to be included in the loan purchase 
scheme along with Uganda Commercial Bank. The Uganda Development Bank is not included, 
nor is Nile Bank. 

Since Ugm& Commercial Bank loans made under W E  (assets) have a comsponding liability 
to Bank of Uganda (either to the LCF or the Dm), the evalumrs were interested in learning 
whether the Trust's funds used to purchase RPE loans from Uganda Commercial Bank would be 
paid to cover Uganda Commercial Bank's liability to Bank of Uganda, as would occur in a 
normal loan repayment. Mr. N a b  could not be certain if such would be the case. 



It may be some weeks before Parliament approves the bill, which only contains organizational 
detail on the appointment of the Chainman, the Board of Trustees, and their powers. Then, 
possibly, the working details will be settled by the professionals and the World Bank. 

8. The Effect of the Environment on Project Progress 

1. Contentious Economic Issues 

There was great concern in USADWashington and in the Mission with the "windfall profit" 
inherent in the use of the commodity import facility particularly during the early years of the 
project, with the parallel foreign exchange rate five to six times the official foreign exchange rate. 
Commodities imporred under the W E  facility were purchased at the official rate and, 
funhermore, entend the country duty free. What if the sub-borrower were to sell the equipment 
rather than use i t  for its intended purpose? 

There was also p a t  concern about the decapitalization of the banks if interest rates remained 
negative to the inflation rate (which they wen for many years). PIL 20 of M m h  31, 1987, 
addressed this latter concern by requiring that sub-loan appraisals include the requirement for a . 

positive economic rate of =turn (the projected income stream calculated against the parallel 
foreign exchange rate) in addition to the financial rate of return (calculating expected returns 
against the official foreign exchange rate). 

Thc foreign exchange rate for determining the amount of the UShilling loan to be repaid was 
fixed at the foreign exchange rate applicable at the time of a disbursement by Citibank under 
their letter of credit. Later, this was amended (PIL #55 3/14/89) to fix the local c m n c y  loan 
amount at the time a commodity was released from customs to conform with the existing 
practices of the ICIs. finally, in 1991 the foreign exchange risk was transferred to the borrowers 
by a PIE amendment requiring that the unpaid balance of the principal amount of loans 
outstanding be adjusted to reflect the change in the exchange rate. 

2. The Issue of Interest Rates 

While the Mission and Washington were concerned about the creation of economic distortions 
through negative interest rates, the Ugandan sub-borrower was concerned about his ability to pay 
the interest rates charged by the ICIs which were as high as 40%. 

That is good justification for both pints of view. At this time, let us take the farmer's side. 
Interest rates arc high or low relative to inflation. However, the ability to repay principal at a 
rate of interest depends upon the income from the productive loan which is generated. Herein 
lies the problem. In most cases, the income forecasts in the loan approval applications we= not 
realized for one reason or another. The imported cattle died, the lony ran out of spare parts and 
the farmer could not b o m w  more money to buy sparts, or the farm implements for which the 
farmer had oaken a loan did not work in the Ugandan environment. A significant percentage of 
the 50 cases studied in the Commodity End-Use Survey reflect these outcomes. If a survey were 
made of the entire sub-borrower universe, one would probably find that only a handful of loan 



beneficiaries received what they wanted in terms of commodities, put them to work, and 
experienced the economic returns that had been forecast. 

- 

Undoubtedly, there wen malingerers. There was probably a degree of misappropriation of assets 
for gain as well. However, based upon review of the loan classification repons, the majority of 
farmers, appear to have been trying to make a go of it. Many hsve paid what they can against 
their loan, but owe more now than they did originally. This is a factor of the interest rate and 
time, 

The interest rates applied on RPE loans throughout the life of the project are shown below. 
Table 4 shows the interest rate charged by the Bank of Uganda to the ICI and applies to both the 
imputed UShilling loans from the LCF and to the local cost UShilling loans from the DFF. It 
then shows the interest rates the ICI charged the sub-bomwer at various times. 

Table 4 

As can be seen, the sub-borrower was charged high interest rates throughout. These rates were 
negative versus inflation until 1992. However, a g i c u l t m  is a low margin business, and the 
major hedge against inflation is land which did not factor into the RPE Project. Fanners simply 
did not make sufficient operating profit, over and kyond  their direct costs, to service their loans 
with any degree of consistency, even though high internal rates of rem we= projected. 

~ 3. The Foreign Exchange Rate Issue 

Uganda has had officially established foreign exchange rates throughout most of the life of the 
project. The Uganda Shilling counte~alue for the LCF loan was calculated at the time that 
imported commodities cleared the Uganda Customs Office. From 1988, when the foreign 
exchange rate assumed imponance as imported goods began to be received, until the beginning 
of 1992, the Bank of Uganda established the official foreign exchange rate from time to time. 



Beginning in February 1992, the official rate was established at a weekly auction. Finally, in 
November 1993, the foreign exchange rate was allowed to float. However, by this time, the 
foreign commodities financed by the US AID grant had cleared customs. 

A sample of the selling rates for foreign exchange used to calculate local currency loan amounts 
are shown in Table 5 below: 

Table 5 

November 1989 to Jan 1990 
June 1990 to Aug 1990 
September 1990 to Nov 1990 
February 1991 to Mar 1991 
June 1991 to Jul 1991 
October 1991 to Jan 1992 
March 26 to Mar 27, "2 
June 8 to Jun 12, '92 
September 21 to Sep 25, '92 

At the time the mid-term, evaluation was done in 1988, the evaluator made strong note that the 
parallel foreign exchange rate was more than five times the official rate and that there would be 
great temptation on the part of sub-barrowers to realize a windfall profit on duty free imparts 
brought in at the official foreign exchange rate. There was also considerable concern about this 
in the Mission and in Washingum. Secondly, the evaluator pointed-out that the ability to repay 
loans might be impaired if the farmers had to repay loans in the future at much higher Shilling 
amounts !%an originally calculated. 

The initial concern regarding windfall profits was to some extent ameliorated by registering ail 
vehicles in the name of the lending bank until the loan had k e n  repaid. Some transfers probably 
took place, but the new owner was not be able to obtain legal title to the vehicle. Animals and 
other movable items could be sold The degree to which this took place is not known, but the 
commodity end-use survey points out that a majority of the exotic animals were r e p d  to have 
died. 

The second concern, the ability of borrowers to repay loans, was more problematic especially 
after the requhment that repayments be adjusted to reflect changes in the exchange rate. For 
example, 

Nmucidta Farms Ltd. submitted its feasibility study (which showed an internal rate of 
return of 70 percent) to Uganda Development Bank in August 1988 and was approved by 
Bank of Uganda in April 1989. $30,275 was disbmed for a tractor with equipment and 



lorry, ordered on work order #lo. In addition, UShl 9.8 million was borrowed for local 
expenses. Namuddu has not yet made any repayment, but is only UShl 1.5 million in 
arrears due to the grace period. Uganda Development Bank loan classifiers made the 
comment last December that the farm is operational and the project under implementation. 

At the time the loan was approved in April 1989, the dollar was at UShl 168.96. 
Assuming the tractor and lorry arrived in 18 months, their calculated shilling value would 
be UShl '14.9 million. Together with the shilling loan component, the sub-borrower now 
owes an estimated UShl 24.7 million in principal and, in addition, has estimated accrued 
intenst payable of approximately USh126 million in the three years since the equipment 
was delivered, from the end of 1990 to the end of 1993, using simple interest at an 
average rate of 35 percent. One suspects that this loan could eventually go bad as m p  
farms have had difficulty depending upon local weather in the last several years. 

The evaluators, from their interviews and field visits, had every reason to believe that many of 
the problems in xwavrnent stem h m  a combination of high interest rates and the foreign 
exchange effect described. Poor loan monitoring and collection efforts by the ICIs, and a lack 
of field technical assistance, were, however, the major reasons for the poor mrtfolio mrformanct. . 
Willful defaulters represented a significant, but not overwhelming, percentage of the poor loans. 

C. Implementation Issues 

1. Management Effcts on Project Pragress 

a. Effects of USAID'S Systems and Decisions 

Given the civil war, the closing of the Mission, and the urgency to proceed with RPE when the 
Mission re-opened in the Spring of 1986, much of what transpired is understandable. A viable 
design pnparcd by a consulting fm with extensive experience with agricultural credit systems 
in the developing world was modified. It was difficult to debate the assumption that expedient 
decision making by the Mission and other participants, due to the urgent needs of the time, 
overrode the prudent pne-project set-up, training, and the TA called for in the 1984 PP that would 
have provided a thorough understanding of procedures to be followed by all concerned parties. 

The office within the Mission responsible for overseeing the design of the project, and the 
management of the project from inception until April 1993, was the Roject Developmtnt QfXliee 
P .  The project could have crossed departmental lines as it bvolvcd both the Ugandan 
financial system and the agricultd sector. Yes, then was no evidence that the Agricultural 
Office within the Mission was asked to pmvidc input or assistance in the management of the 
project at any time. 

Direct Management by Mission 

Given the absence of an institutional contractor to coordinate the project, USAID was obliged 
to manage the project via the PPoject Implementation Letter (PIL) mechanism which was the only 
way in which a Mission can give official instructions concerning the rules and procedures 
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through which a project is carried out. One hundred twenty-eight P L s  had been issued under 
the W E  Project at the time of the final evaluation. A good number of these were confusing, 
incorrect, or in conflict with previous PILs or policies, which exacehated matters in the Bank 
of Uganda and the ICIs. 

An institutional contractor could have intermediated many of the problems which mse, 
negotiated mutually agreeable solutions, and consulted with USAID only on major masters. PILs 
issued by USAID were the "law" concerning the topic covered, and there was no nuance, or 
meckmism by which problems of subjjects that may have needed interpretati~n could have been 
&scussed and resolved in a way that f o s t e d  mutual understanding and cooperation between all 
parties involved. 

The Project Development Office had only itself to fall back upon. The Bank of Uganda, in its 
capacity as Implementing Agent, had direct communication with the Mission on every issue and 
problem. The ICIs, while the flow of credit business was directed toward the Bank of Uganda, 
felt that they had a right to k t  contact with the Mission because they did not "report" to the 
Bank of Uganda in a pyramidal sense. The central bank is a publicly-owned commercial bank 
and develqment bank from which the ICIs considered themselves to be independent, with a right 
to communicate with USAID chxtly.  There was evidence that the Mission med to force all 
communication through the Bank of Uganda, and that this effort did not succeed. Sometimes two 
PSC advisors a l s ~  ~tpcntcd pthidcally to the PDO as well as to the Bank of Uganda where they 
worked and to whom they were contracted. As a rtsult, due to poor, inaccurate or conflicting 
communication, issues w e n  often only partially understsod, or misunwtoud,  and PILs would 
be issued which were confusing or incolracct, 

Throughout all of this, only the ICIs had any contact at all with the farmers, and that contact was 
not enough. The sub-borrower level was where "the chickens came home to roost," and no one - listened to them until their problems rtached gigantic proportions. 

This shortage of technical advice and support had several wsults: 

1) Proredures to be followed by the banks (ECIs), or prospective b<rrrowers had not been 
covertd in any depth by anyone. The TA institutiond contractor who was to have 
established these had been eliminated. llhe reduction of the technical assistance 
component in the amendcd PP, and again in the PP Supplement, eliminated much of thc 
help which was to be given to the ICIs with nspcct to setting standard operating 
grocedms, accounting records, rcpsrting mechanisms, and the appraisal of l m  
applications. All of the technical assistance planned for prospective sub-boProwers in 
fanning or animal husbandry, farm management, and even in the preparation of a farm 
plm to be s u b m i d  with the loan application was dropped. Assistance to the Bank of 
Uganda to help establish the mechanisms through which it would fulfill its responsibilities 
as Implementing Agent was reduced and at the beginning of the project, no dedicated TA 
was available. 

2) In October 1986, a PSC agricultural financing specialist was assigned to the Uganda 
Development Bank. Three months later, he was transferred to the Bank of Uganda under 
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PIL 15. This left the Uganda Development Bank without assistance. The PP Supplement 
called for the addition of two long-term advisors for the ICIs, and for a mix of short-term 
technical assistance. When one additional long-term advisor was finally obtained, in 
1989, he was assigned to the Bank of Uganda as well. The Uganda Commercial Bank 
never received resident TA. 

Mission acceptance of existing Uganda Commercial Bank and Uganda Development Bank 
lending manuals as meeting the condition precedent in the W E  Grant Agramcnt which 
called for the preparation of a standard Operations Manual applying to the RPE Project 
was documented in a Mission letter to the Bank of Uganda on May 22, 1986. The TA 
to p~pare  this manual was not available at the time. A comprehensive manual of 
insauction for the Bank of Uganda and the ICIs covering the project was never prepared. 
An operations manual would have covered accounting, control, and procurement 
procedures in addition to the applicable loan use and loan application appraisal criteria 
and mcthodobgy. Lack of clear, coherent and common pracedures was a serious 
impediment to progress under the project. 

Shifts in Roicct Pumse 

During the come of the project, the purpose shifted several times. The resulting la& of focus 
seriously complicated the already difficult communication between project entities. 

The PP Supplement included a list of nine beneficial impacts which were to be achieved in 
asissociation with the increase in income for the rural poor. These were: 

D Increased employment of the rural poor 
D Increased income for smallhol&m thrwgh improved markets 

Increased availability of basic food commodities at lower prices 
m I m p v t d  numtion and health among the rural poor 
rn Increased real wages paid to the nual poor 
m Mort efficient use of family labor (women and children) 

Increased or more effective participation of women in enterprises financed 
hprovcd economic retum to small producers, processas, or internediaries through 
reduced government inmention 
Increased ~ t u r n  to cooperative members through improved teonomies of scale 

However, the target recipients for l m s  to purchase imported commodities according to the PP 
Supplement continued to be medium and large private, commercial farms a ranches, dairies, or 
poultry operations, as well as agribusiness and apindustry. Loans to about 200 enterprises w e n  
farecast. 

The issue was further cl~udcd when, in response to the mid-term evaluation in 1988, which 
called the rural poor objectives unattainable, the Mission again returned to increased agriculnaal 
production as the primary purpose of the project. The shifting of project priorities gave the 
impression to other project participants that USAXD was uncertain of its objectives. 

- 
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Conclusion 

In conclusion, project management had a serious impact on project progress: 

m The decision to do away with an institutional contractor to coordinate the project led to 
(1) the need for micro-management by the Mission rather than project oversight; and (2) 
the absence of an institution obligated to provide long-term TA as recommended .from 
time to time. Pemnal Service Contracts avoid len-mhy bureaucratic procedure, but are 
uncertain as regards obtaining the necessary physlcai presence when needed. The second 
advisor contracted in 1989 was known to the Mission only because he was in-country and 
became available after completing a contract with another institution. 

The tacit assumption at the inception of the project that the ICIs did not need TA was 
rapidly shown to be erroneous. However, dedicated TA was never provided to them. 
The preparation of a standard, project-specific, operating and proceduns manual, to have 
been undcmken by t!!e missing institutional contractor as required in the initial design, 
and included in the Grant Agreement as a condition pncedent, was waived by the 
Mission, which accepted instead the lending manuals of each of the ICIs. As a result, the 
ICIs and the Bank of Uganda were never reading f m  the same page when it came to 
loan appraisal, loan accounting, and reporting. This remained true through the end of the 
project. 

m There was the de facto assumption that the sub-borrowers, as commercial f m m ,  did not 
require TA. Nothing could have been further from the truth. Most sub-borrowers, many 
of whom owned land but were "fmers" in name only an a part-time basis, had never 
cultivated more than a smdl percentage of their amage using traditional methods. 

U.S. Government contracting procurement regulations require complex and time- 
consuming praccdms for selecting a contractor. This was the case in the selection of the 
purchasing agent for W E  importcd commodities. The project was underway before the 
final selection was made. No face-to-face planning sf the procurement mechanism or 
discussion of the pracedurcs to be followed tmlc place between the affected panics. The 
results of this will be discussed in Section 111 C.2. 

The evaluators believe that these comments address issues which were basic in natm and have 
had a pervasive negative effect on project perFinmance throughout. 

b. Perspectives of the Implementing Institutions: Bank sf Uganda and tliFe-ICIs 

What follows is a series of reports baed on interviews bemeen the evaluato~ and groups or 
individual officers of the Development Finance Department (DFD) of the Bank of Uganda, the 
Uganda Commtrciai Bank, and the Uganda Dcvtlopment Bank. In the cast of DFD, each of the 
officers was' involved with RPE from the beginning. This series of repons includes the 
implementing institutions' perspective of what happened, what they learned, arid how they 
experienced the development process that unfolded under WE. Their perspective is integral to 
the final evaluation given the role each played from 1986 to 1894. It is included because it sheds 



light on some of the more subtle complexities of their experience with RPE. A more complete 
version is in the appendices. 

1. The Experience of the Bank s f  Uganda Development Finance Department 

When W E  began in 1986 the DFD was the department through which the project was 
implemented on behdf of the Ugandan government. 

RPE was the f m t  credit project administered by the DFD. b was their fast experience 
overkeing the process of an intermediate term loan project frsm application appraisal and 
approvd, &sbursement, tracking and reporting, and finally recovery. W E  created a relationship 
between the ICIs and the D m  that had not existed before. As with any central bank, the Bank 
of Uganda had a supe~isory  relationship to commercial banks. But W E  placed the staff of the 
DFD in the position of being the final authority on the work submitted by the ICI staff- It put 
them in the position of being implicitly responsible for supponing the development of the XI'S 
capacity to administer inttrmediate tern lending and foreign lines of d t .  It also meant that 
they would have to interact frtqucntly with I b l  staff because of the n a t m  of the loan process. 
In sum, the DFD staff of tight found tkmselves administering an intermediate term lending 
process for the fusr time; they were supervising, interacting with, and had authority (at least in 
principle) over commercial banks involved in WE; and they were learning the guidtlines and 
operational procedures of USAID and how to comply with them. 

Though it was the &p8~menfs  fmt hands-on experience with credit implcmcntation, individuals 
in the department had training and backgrounds in various aspects of agricultural production, 
banking and government. A number of officers in the department had attended a three-month 
training course at the University of Bwcdford in the U.K. on project management, identification, 
appraisal, and monitoring. 

When W E  began, agricultural research and extension services were practically nonexistent, and 
the marketing and infrasnucturt systems had been severely weakened by years of civil saift. 
The RPE design did not create a working relationship among the Ministry of Agriculture and 
Animal Resources, the Bank of Uganda and ICIs, nor did it seek to increase the Ministry of 
Agricdturc's capacity to monitor and supervise agricultural credit delivery. The rcsvit is  that 
between 1986 and 1988, the D m  received most of its direction on how to administer W E  
through project implementation letters (PILs) initiated by USAID. USAID was its primary source 
of information and guidance regarding the diverse issues and probiems associated with 
agricultural credit and its administration. One serious shortcoming is that USAXD managed W E  
through its Pmject Development W i c e  and l a m  its General Development m ~ e  (GDO). The 
agricultural division within the Mission was not involved in the design or implementation process 
of RPE (this was me to the end of the project). Hence, the PILs wen being generated by an 
office whose primary area of expeatise was not banking, agriculture, or agricultural credit delivery 
systems. 



relations hi^ Issues 

Between 1984 and 1987, the nature of the relationship between USAID and the Bank of Uganda 
took shape as USAID managed the overall administration of the p z ~ k t  through directives 
contained in 34 PILs sent to the DFD. As the i m p l e m e n ~ g  institution of RPE, the BFD had 
its own ideas about how to appraise projects. At t i m a  there were differences between the 
department's view of how to administer W E  and USAID'S view. The DFD, for example, had 
a strong interest in monitoring. Individuals in the department wanted to be able to check some 
of the applications submitted by the ICIs when something struck them as questionable. 

According to DFD officers, U S A D  encouraged them to focus on administering RPE by directing 
their questions and concerns to the ICIs. Their role (Development Finance D e p m e n t )  as 
USAID perceived it, was not to do site visits or to be involved in monitoring and appraising 
applications from the standpoint of what was happening on the ground with the fanner. That was 
to be the role of the ICI staff. Their job wa to focus on the administration of the project (this 
included much of the paper work associated with xeporting requirements and tracking) and to 
duly appraise the applications sent to them by the ICIs. When questions arose regarding what 
was contained in an application, the DFD staff should rely on their own experience and 
knowledge and also speak to the appropriate ICX. 

The result of this deftnition of roles and responsibilities &tween the DFD and the ICIs is that 
there was a lot of t d x c  back and foxth because of differing views a b u t  what a particular farmer 
needed and the overall viability of his business plan. This also delayed the loan approval process 
as the DFD staff would sometimes change the commodities package requested in the application 
and the particular ICI involved refuted the change. 

The problem that arose, according to Development Finance Department officers, is that the 
technical adviser had no authority over the ICIs and he was unable to get them to comply with 
the procedures he wanted them to follow. The poor working relationship between the technical 
assistant and the ICIs and the fact that these probPems occumd relatively early in the history of 
the project and were not rcso9ved, contributed significantly to the difficulties in the long-run 
administration of RPE. It also shows that capacity building is not just a function of having 
technical assistance in place with know how. The person(s) providing the technical assistance 
must gain the confidence and trust of the p u p s  they seek to assist; otherwise, their suggestions, 
no matter how good, will not bc successfully implemented. 

Development Finance Department officers state that by 1991 when the problems in RPE had 
multiplied and were becoming increasingly serious, they at the Bank of Uganda, hoped they 
might work more closely with the ICI staff to put recards in &r and work on some of the 
weaker aspects of the loan administration process. P L  101, dated August 1991, had already 
limited the credit line because of these problems and new lending was prohibited. According 
to DFD officers, however, USAID discouraged them from working with the ICIs and told them 
that they would contract Technoserve to help ICI staff in monitoring, evaluation, and loan 
collection procedures. A loan recovery target of 70 pexcent was discussed. Instead of assisting 
the ICIs, Technoserve was brought in to provide technical assistance to the Nile Bank. The lack 
of a satisfactory explanation on the part af USAID for why Technoserve's assistance was 
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provided to Nile Bank and not the ICIs as originally envisioned is still a point of contention 
among the Development Finance Department officers, It is worth noting that PIL 123 dated June 
23, 1993, officially terminated the RPE credit program. On the very next day, PIL 124 dated June 
24, 1993, was issued informing the Development Finance Depment  that Nile Bank would be 
participating as a fourth commercial bank in the RPE project. 

~ 2. The Uganda Commercial Bank Development Finance Credit Group 

Administration~Management Issues 

The Development Finance Credit (DFC) group at the Uganda Commercial Bank was created in 
1983 to administer external lines of credit for development finance. By 1986 when RPE was 
initiated, DFC had already had experience administering large external lines of credit from the 
World Bank and the EEC. The DFC had about 80 staff members and was divided into five 
depamnents: accounts, procurement, agriculture, indusay, and loan implementation monitoring 
and evaluation (or LIME). RPE applications were handled and processed along the same 
channels as any other mdit application handled by the group. This meant that at different stages 
in the application process, each application passed through one of the various loan departments. 

In the early stages of W E  there was pressure on the part sf the Government to utilize the funds 
providtd by US AID as quickly as possible. As a result, the Uganda Commercial Bank did not 
insist that W E  applicants meet the lending criteria and guidtlines. The primary requirement was 
that the applicant own land which could be used as collateral. 

relations hi^ Issues 

One of the problems USAID had faced at the very beginning of RPE was that the project was 
originally designed with Grindlays and Barelays banks as the implementing institutions. Thest 
banks declined to participate in RPE. At the last minute, the two government owned banks, I 

Uganda Coinmemial Bank and Uganda Development Bank were asked to be a part of RPE. Thc 
timing of the invitation and the initiation of the project did not allow for an adequate assessment 1 
of each institution's capacity to administer such a program. The project paper dated May 9, 1 
1885, stated in a section on institutional analysis that the Bank of Uganda ~ltquestcd that Uganda 
Commercial Bank be included in W E  and that the request had come during the final stages of 
preparation of the project paper; thus, there was not enough time to complete an assessment of 
its institutional capacity. I 

A report submitted by the technical committee on agricultural financing (which consists of 1 
officers from Uganda Development Bank, Uganda Commercial Bank, Bank of Uganda, Bank of i 
Baroda, and the Ministry of Agriculture and Animal Industry) noted that before 1986, funding 
for term loans to the agricultural sector were practically nonexistent. Because of the lack of 
available funds, some of the applications had been pending at banks (which included Uganda I 

Commercial Bank and Uganda Development Bank) for quite some time. The creation of RPE 
opened up a line of credit that fit the needs of this very group of applications. The number of 

~ 
applications in response to the announcement of RPE was, therefore, very large. 



As with the Development Finance Department, the number and quality of was ~ S Q  

perceived as an adminisnative burden. 

3. The Ugancia Development Bank 

Administratisn/Managememt Issues 

When RPE began in 1986 the Uganda Development Bank. Operations division had already 
acquhd experience in managing agricultural credit projecis. 

Between 1972 and 1980, the Uganda Development Bank financed a number of agriculturai 
I development projects. These included crop fanning, dairy farms, animal feeds, ago-pessing, 

and poultry. In a speech by the managing director of the Ugan~da Development Bank to the 
Uganda Commercial Farmers9 Association, it was noted that the majority of loans made during 
this early period wen repaid and were repaid on time. Agricultural production was still buoyed 
by the prosperity experienced during the 1958s and 1940s. Under these conditions, a reasonable 
retum on agricultural invesrments was possible. Problems began to arise during the latter part 
of the 1970s for a number of reasons including a raging inflation rate. Agricultural productivity, 
along with other sectors of the economy, began to decline. As a result, the number of Uganda 
Developmcno Bank loans to the agricultural sector decreased. 

Interest in agricultural investment began to rise at the beginning of the 1980s, but the resowes 
for financing agriculm wen primarily fnrm external lines of credit. In the mid-eighties, 
Uganda Development Bank managed a six million dollar line of c~ltdit for agricultural loans to 
fanners. RPE began in 1986. 

According to Uganda Development Bank officials, a number of problems and issues had a 
signir~cant impact on the nature of their experience as one of the implementing institutions of 
WE. 

Relationshiv wit!! A D  

One issue is the way they were included in RE. In shon, they were "strongly encouraged," at 
the last minute, to be a part of RPE. Secondly, the allowable profit margin for the barb  was 
too low. The combination of these two factors has strong implications for incentive and 
motivation. The other problematic area was their relationship with USAID. Their assessment 
is that USAID did not help them build their capacity to administer intemtdiate tern d t  as 
a participating ICI under WE. Thircfly, the PILs wcrc too numerous. The rubs of how and what 
was to be d ~ n e  kept changing with each successive P& and this caused confusion. They never 
knew what to expect. Fourthly, the adminisrration of RPE was too bureaucratic. Finally, all of 
the problems stemming fmm the procurement arrangement, confusion regarding the determination 
of the grace period, the setting and timing of interest rate calculati~ns on foans, farmers' 
perception that W E  was grant money and why was interest being charged on "fke" funds, 
significantly complicattd the administration of RPE. 
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A ~ ~ r a i s d  Issues 

In retrospect, Uganda Development Bank officials readily admit that their depmmenr was 
weakest in the areas of implementation and monitoring. In addition,-rh~re was a tendency to be 
overly optimistic in the appraisal process. This optimism is linked to the very real problem of 
what one official called "the gap between reality and economic theory." Ugandan farmers in 
1986 were essentially at a level where they were more familiar with managing small holdings. 
Given this, small incremental increases in capital equipment and credit would have been best. 
However, when a farmer was developing a business plan to be submitted under WE, it appeared 
to be ~nolxnically and theoretically possible to increase productivity by significant mounts  
based on economic estimates of yields for a particular amount of inputs and land. So a farmer 
might argue that he could produce " x" amount of maize on "y" acres of land if he only had a 
tractor, plow, and other inputs, for example. Theoretically, the relationship between x and y 
exists. The problem is that increasing production is not just a function of acquiring inputs. Also, 
it is important to investigate what the numbers and the theory are based on. Crop estimates were 
based on results attained at research stations. However, the conditions at these stations were 
essentially "ideal." Uncertainties associated with drought, bad weather conditions, disincentives 
due to price controls, and ineffective management are all factors that impact production levels 
in the real world Hence, one of the problems associated with the appraisal process in W E  was 
that decisions made about production levels wert essentially based on theoretical parameters 
without adequate consideration of the problems affecting the farmer. 

In m o n  instances than nor, many f m e r s  and loan officers as well, were unaware of the broader 
issues and factors that influence and actually determine production levels. Consideration was not 
given to the farmer's ability to effectively manage a commen:ial fann (which q u i r e s  a vastly 
different set of skills and how-how fiom small holder farm management). Questions were not 
posed about the farmer's knowledge of the activities he must undertake before using, and also 
in conjunction with, the inputs he expected to acquire under WE. What appears to & 
economically and theoretically feasible in terms of levels of agricultural productivity, is difficdt 
ta manifest in reality, because the factors that can affect outcome in the real world are not 
factored into the models and theory. 

Another factor noted by Uganda Devebpment Bank officers was that many RPE loan ncipients 
wert farmers only in thtary. In many cases, a civil sewant gained access to or a q u a  land and 
applied for an RPE loan. Tkt individual requested a tractor, plow, and numerous other large 
pieces of capital without being aware of what was required or how to use them. Even if he 
employed someone to manage his farm, this person generally lacked the necessary skill and 
know-how. 

One of the assumptions that worked its way into the loan approval process was that fanners wert 
better off if they w e n  made to be as self-sufficient as possible. Uganda Development Bank 
officials note that it was this kind of thinking that led appraisal officers to approve a particular 
package of capital equipment to fanners. In fact, a standard package was allocated to crop 
farmers. This package eventually consisted of a tractor, disc plow, maize sharer, lorry, irQn 
sheets, and cement. This was not initially the case, however. For example, a farmer ~ c e i v e d  
a tractor. But later on, he complained that he was losing his money to middle men wha were 
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transporting his goods to markets. The bank decided to give him a l o w  or pick-up along with 
the tractor so he could provide his own transportation and rut costs. The next pmblem hat arose 
was storage. The bani<'s sdution was to provide the fanner who got a maor  and a lorry or 
pick-up with cement and iron sheets so he could build his own storage facilities as needed. The 
combination of these items was a package. 

One result of their experience with RPE, according to Uganda Development Bank off~cers, was 
that they became more cautious about appraisal. They became better able to assess the individual 
applicant's capability and plan, and they learned to apply a different set of criteria before 
recommending that an applicant be provided capital equipment. They stated that they had learned 
that cenain crops were not viable, and they had a better understanding of what to finance in 
p8Bficulw sectors, as well as what was necessary in order for a particular crop to k productive. 
They also realized the importance of the input and assistance of agricultural extension. 

4. Conclusions on Perspectives of Implementing Institutions 

In conclusion, the implementing institutions have a mixed view sf their experiemes with WE. 
The experience of the participating ICIs revealed the complexities and dSficuXties inherent in 
agricdtural lending. In order for such lending to be eEective sustainable, m a y  variables 
have to function smoothly in relationship to each other. 

A~~ra isa l  

There wen numerous actors involved irr the iagjminismtkm md managcmefit of the project 
institutional level. For example: USAID checked over m a y  of the appliclsations, as &id the 
of Uganda and the ICIs. 

Working relationships, amongst as well as within these institutions, were critiedly i 
the overall success of the project. For example, one technical advisor was unable to 
many of his suggestions because he did not gain the ss~afidence required to get the c 
of staff. Each ICI and the BOU had clifficaakties h their rdationships with USAD. MOTP;OV~P, 
the Bank of Uganda staff had difficulties in their rdati.oaships wit% the ICIs. 

The bankers themselves needed a broader base of knowledge a d  praxicd c 
to approve the applications with plans most likely to be redid, They ne 
ability to discern which crop activities and inputs could be most successful. 

The Development Finance Department in the & was working wi& ia f i t  major 
mcdium-tern lending project and was phccd kt the ,w~i~on, as hplemendng Agent for the 
GOU, as both manager and coonlinat~r fsr the di-+y-t~.r'aay eperation of 
of Uganda had responsibility for reviewirrg and apprcwing loans that had 
by the ICIs. This was time consuming, and teoublesome w h e  Xb. The Bak of Uganda would 
make changes in farmers' requests since it had same saff wrth farming experience. USAID did 
not create a process by which these diffnculaies could be resolved. 



Development Finance Department staff wanted to go into the field, but the Mission declined 
permission stating that this was the responsibility of the ICIs. This was in theory correct; 
however, there wen many sub-bornwen who only saw their banker once, and a number who - 

saw their banker not at all. 

The Development Finance Jkpaaanent at the Bank of Uganda was overloaded in terms of 
complicated workload and procurement responsibilities for which they initially had no expertise 
or experience. 

The Bank of Uganda was responsible for accounting for all DFF and LCF loans, and for the local 
c m n c y  project support expenditures through the LCF. Lastly, the Bank of Uganda was in the 
middle of the procurement muddle, had direct dealings with all concerned and was supposed to 
know the whereabouts of all commodities ordered. The Bank of Uganda was a principal, rather 
than a coordinator, in procmment as it issued the work orders and was sometimes the consignee 
of record. Given the complexity of its role vis-a-vis the ICIs, the Bank of Uganda would have 
benefitted from a procurement specialist. Although the Bank of Uganda was promised one via 
PIL, one never arrived. 

The ICIs differ considerably in their organization and experience. When the project started, the 
Uganda Development Bank and the Uganda Commercial Bank had some tern-lending experience. 
Both chose to manage their respective responsibilities centrally; the Uganda Development Bank 
from its Operation Division, and the Uganda Commercial Bank through its Development Finance 
Credit Group. Both had difficulty with the position of the Bank of Uganda and would have 
preferred more independence in managing the project themselves, and their relationship with 
USAID. 

Except for a few months assistance in the beginning at the Uganda Development Bank, neither 
of the ICIs received the quality or quantity of technical assistance they thought had been 
allocated to them. 

However, bankers were supposed to know how to lend money, which means knowing how to get 
it back from the borrower. The evaluators noted that the loan approval by committee without 
individual lending officers being responsible, or in the case of the Uganda Commercial Bank, thc 
branch managers being responsible, resulted in low recovery rates. Accompanying the absence 
of punishment for approving loans which went sour was a lack of reward for collecting loans, 
which someone else or a committee approvcd 

The Uganda Commercial Bank should be chastised for its pcm allocation of W E  Project-supplied 
vehicles and other equipment. There was no excuse for pleading a lack of vehicles f ~ r  site visits 
and for loan collection. 

2. Procuremend Issues and Management of Commodities 

According to borrowers, the ICIs, the Bank: of Uganda, and USAID officials, procurement and 
management of the imported ~ommodities once a loan application had been appr~ved was the 
most complex aspect of the project, and perhaps the most damaging to sub-borrowers. The 



delays in receiving commodities and the problems caused by the introduction of the concept of 
bulk purchases resulted in serious problems for the farmers. 

A contract with African-American Frocuremen Center, Inc., New York, was signed in February 
1987 following competitive bidding. The initial work order (Work Order or PICK) for the order 
of commodities under the W E  was signed on August 21, 1987; the USAXD Letter of 
Commitment in favor of Citibmk was not issued until November 24, 1987, and letters of crtdit 
in favar of suppliers could not be issued by Citibank until it had received USAID'S payment 
commitment. The supplier did not enter the order into his production schedule until he received 
assurance of payment, the Citibank Letter of Commitment. Other problems in producer delivery 
schcdubs, inland and ocean freight, clearing Mombasa or Dar es Salaam, and inland freight to 
Kampala resulted, as stated in the mid-term evaluation, in the arrival of only 10 of 308 items 
ordered ten months after the issuance of the first work order. Subsequent work orders did nat 
fare much better. 

A procurement study was called for and performed in July 1988 by Mr. Shashee Joshi, C.P.M., 
who made a number of recommendations which were adopted. However, the recommendations 
of the mid-term evaluation regarding the use of a different freight fixwarder other than the one 
selected by African American Procurement Center, which according to Mr. Joshi could not handle 
the volume of work, were not. hblems related to the arrival and ex@tious handling of goods 
from their arrival in Mombasa or Dar es Salaam, through to Kampala, were never satisfactorily 
resolved. 

It should also be noted that the USAID Project Officer was overly involved in the process of 
procurement, since the Mission was the consignee of record on every shipment. Procurement 
should have ken  a subject of intensive training and pparation by all c o n d  well before the 
first work order was prep& and submitted. As many problems as possible should have been 
foreseen and p~oceclms to remedy them, what action was to be taken by whom, worked out 
before the fact. This did &lot happen. 

~ 3. Impact of Commodities on Loan Recipients 

In April 1994, IMPACT Associates, Ltd, was commissioned by the USAID Mission to conduct 
an end-use commodity survey to determine the c u ~ m ~ t  location and condition of the commodities 
procud under W E  and to establish their past aid present use. A sample of 50 enterprises 
dispersed among 13 districts was selected. What follows arc the findings of the survey team as 
presented in its final report to the Mission. 

Commodities in the agri-business and agri-industry categories are generally more accessible 
because they art "urban" based. Most commodities (50%) were found to be in working condition 
with 45 in nonworking condition. Of the 266 cattle received by 14 farmers in the survey sample, 
only 98 or 43% were still alive. Many of the Friesiacs that died did so without leaving offspring. 
Only 44% of the equipment had been regularly serviced, though some farmers (28%) had 
engaged full time technical personnel to help maintain their equipment. Fifty-eight percent of 
the farmers in the sample reported an increase in their output due to commodities received undtr 
RPE and 28% did not. - 



The survey team noted that there was a considerable discrepancy between the initial use of 
equipment and its actual use, particularly in the transport category. The diversion of commodities 
to other uses was most common for items like lorries, tractors, and Toyota pick-ups of which 
68%, 35%, and 39% respectively, were in commercial use. 

One reason given was that many of the projects were located in Emote mral mas, and this 
meant farmers had limited access to markets for their goods. Qther reasons fm the diversion of 
commodity use were high interest rates, the diversity of commodity use and functional mobility 
of some equipment, and the low rate of return for agricultural investments. Some projects were 
ilo longer viable and fanners chose to use their commodities for commercial purposes. Forty- 
three percent of the commsdities are at present king used for their intended purpose; 11% were 
diverted to commercial use: and 15% of the items were transferred to other locations, were sold, 
or were from abandoned projects. Some of the reasons for commodity disuse included natural 
constraints, structural discrepancies, delivery of wrong specifications to loan recipients, wear and 
tear, and poor management on the pan of some borrowers. 

The final evaluation tern completed a total of 12 site visits. Of the 12 fanners visited, at least 
four of them had received commodities they had not requested. At least one farmer did not . 
receive the commodities he had requested and was unable to execute the work intended under 
his original business plan. All 12 of the fanners visited had used the cement they received under 
RPE to build structures related to their farm operations. As previously stated, dairy farmers 
suffered she greatest loss of productive inputs under RPE. The site visits revealed that 
consmctive use had btcn made of the transportation equipment. I 
The evaluation t a m  identified two difficulties resulting from the way commodity procurement 
was managed--specifically bulk purchases. Bulk purchase was not part of the initial project 
design. But the 1988 procurement study recommended bulk purchase of a number of 
commodities. The bulk purchase of lonies, for example, in advance of a specific q u e s t  for a 
lony by a sub-bmwer, was what probably resulted in the concept of the "package". I 
The "package" concept was developed in the Uganda Commercial Bank, and was a p e d  to by 
the Bank of Uganda, but was foisted upon subsequent sub-borrswers and may not have been 
uniformly suited for each circumstance. The package included a lony, tracoor, and various farm 
implements. The banks made the selection of the "package" which the farmer needed, and the 
farmer had little or no say in the matter. The ICIs paeparcd the project plan and budget for the 
farmer and structurtd the cash flows to demonstrate the farmer's ability to repay the loan. That 
was why, for example, some sub-borrowers had water pumps but didn't have a supply of water 
(several didn't have the electricity to run the pump either). 

Another problem which wasn't created, but was exacerbated by bulk purchase, was the staggering 
of arrivals of commodiities ordered. Staggered shipment was one of the recommendations in the 
Joshi report, and forms a part of the bulk purchase concept. This meant that a sub-bonower was 
almost certain to receive his tractor before his plow arrived, or the reverse. The foreign exchange 
value of the loan was calculated in UShillings when the fzst item to arrive cleared customs, so 
interest started accruing on assets purchased which were unusable until the other components 
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arrived. Complaints about the serious impacts of this aspect of RPE were universal among those 
sub- bomowers questioned. 

They provided at least partial explanation of the problems with the use of commQdities found in 
the survey. 

Delay in receiving commodities is one of the principal reasons given as a cause of default: cases 
in which interest became due before the commodities were received and put into production. The 
matter was not addressed by USAD until PIL 54 was issued in March 1989, and the ICIs did 
not adjust to the new grace period regme for some time. 

A sub-borrower delinquent in his payments would not be eligible to receive further assistance 
from the ICI until his arrears had becn covered. In many cases, this was impossible because the 
sub-borrowers lacked wsrking capital and, as a result, these projects were never to achieve their 
potential (see Visits, Annex 1). 

4. Training Findings and Analysis 

Training was one key input sf the project that required separate attention. The evaluation team 
assessed training in the banking and fanning sectors: 

Banking -- The individual participant9 s assessments 
-- The effect on the administration of RPE loans 

Fanning -- The type and quantity of training provided to farmers 

Interviews with numerous individuals in the Bank of Uganda and ICI staff who received training 
under WE, revealed the following: 

a An overall very positive response. Most respondents stated that they had gained 
a great deal h m  the training they received. 

m Not only did they benefit individually, but they felt that they were able to rcm 
to their jobs and apply what they had learn4 in very concrete ways. In addition, 
they s h a d  their knowledge with fellow workers and staff. 

m At least two individuals xccived promotions and have assumed positions of 
p t e r  responsibility as a direct result of the training they received. One 
individual has becn promoted to the position of manager of a newly created loan 
appraisal and implementation division at his bank. Another was promoted to the 
position of assistant chief manager and has been given more responsibilities in one 
of the bank branches. 

One loan agpraisd officer participated in a study tour of commercial farming in 
Zimbabwe during which he had an opportunity to study the lending system for 



large commercial farms. Since his return he has appraised three large commercial 
flower projects and one of them is now exporting flowers to E m p e .  

While beneficial to the participants, the training did not significantly improve the capacity of the 
Bank of Uganda and the ICIs to administer W E  loans, because it was not coordinated with or 
designed to a-ss these programs. 

The majority of the workshops and seminars attended were not pzut of a training package 
designed to fit the specid problems associated with RPE lending nor were they based on an 
assessment of the strengths and weaknesses of the s m f l  s f  each ICI and the Bank of Uganda. 
Hence, Bank of Uganda and ICI staff training, though it was beneficial in relation to other 
aspccts of credit administration, did not help improve RPE loan administration. 

The r n i d t m  evaluation conducted in 1988 stated that "Only minor efforts have been spent on 
training. At the present time, no one has yet developed a training plan indicating the types of 
mining needed and when, where, and how the training should be provided. Given the state of 
knowledge and experience of the staffs at tRe ICIs working on WE, it appears that only very 
specialized training would contribute much to W E  project execution at this late date. What is . 
needed is on-the-job training in methods and procedures, particularly as they relate to 
implementation ... A comprehensive training plan should be prepared for the mminder of 
the project. It should indicate the deficiencies to be corrected, the kind of training desired, 
and how the training will contribute to pmj& gsals and objedives." This recommen&tion 
was not irnplementcd by USAD. 

The majority of the mining received by staff at the Bank of Uganda and ICIs was short term 
( h m  one week to eight weeks j and occumd between 1991 and 1993. By this time the problems 
in administering RPE loans had become serious and numerous. While the topics of training 
seminars and workshops appeared to have been appropriate, and it appeared that the appropriate 
staff attended (senior bank sficers, appraisal officers, etc.), most of the c o m e s  and seminars 
carne too late in the project to have a meaningful impact on the problems and the direction that 
had already developed in the adminisgation of W E  loans. 

Many of the individuals who received t rAing  in 1992 or even as late as 1993 returned to their 
jobs and by then had little or no relationship to RPE loan administration because the foreign 
exchange financing of commodity imports for W E  subloans approved or conditionally a p p v e d  
had already been limited to no mare than $15.5 million as of PIL 101 in August of 1991. In 
addition, even though there was still a considerable amount of work to be done supervising, 
monitoring, and collecting W E  payments, the rules informing the Bank of Uganda and the ICIs 
of the administrative actions they should take kept changing with each PIL. 

For example, PIL 103 (September 1991) established crioeria and feasibility analysis requirements 
for use of the remaining $8.75 miliioa cif &t project crtdrt line. The PIL informed the Bank of 
Uganda that the credit line could only be nsed to finance subprojects involving one or more of 
the preference items listed in the PIE. P L  107 (June 1992) fomaliztd the prohibition of 
charging compound interest on swbloans as of April 1, 1992. P L  11 1 (November 1992) 
informed the Bank of Uganda that an incentive mechanism for early payment of loanshad been 
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established. Rebates for borrowers who had repdd by a particular time we= to be given. 
Cdculations associated with the different rates of rebate were included. PIE 113 (November 
1992) laid out procedures for annual inventories of all commodities held by R E  sub-borrowers 
with ongoing or abandoned projects and of all undistributed commodities cmntly held in 
warehouses. PIL 123 issued in June 1993 prohibited my further lending under WE. 

Had consistent training with follow-up for ICI and Bank of Uganda staff taken glace at the 
beginning of the project (1986 to 1988), it could have possibly had a positive impact on the 
project's direction. 

. b. Farming 

Table 6 below shows the type and quantity of training provided to farmers between 1989 and 
1992. 

Lorry operators 17 Tractmflony operations 

Dairy farmers 42 Dairy farming 

Tractor operators 52 Tractor operator's workshop 

Laxtiolls: Uganda and Karya 

Interviews with farmers revealed the following: 

II Most expmsed the opinion that the training they received was not cffectiQk In 
December of 1989, a total of 44 aastsr and lmy operators received training in 
aactor~lorry operations. Approximately a year and a half later in July of 1991,52 tractor 
operators attended a workshop on tractor operations. However, between 1989 and 1991 
a total of 134 tractors and 121 lorries wen received by farmers. Those farmers who 
participated in the 1989 training did not have a way to learn mart about their tractor or 
other related equipment for over a year after receiving the equipment. 
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In addtion, fanners netded more than just equipment and training in how to use is. They were 
receiving large infusions of capital to produce yields significantly larger than any level of 
production most had ever achieved. Farmers needed training in management, planning and 
logistics so they could more effectively manage their status as commercial farmers. 

The mid-term evaluation noted that out sf the 52 applicants that were going to receive tractors, 
only 16 had any experience with them. The evaluators argued that by using tractors and 
increasing their hectartage, farmers were, in effect being transformed from small holder fanners 
to large commercial fanners. "Such a transformation requires different management, planning, 
logistics. This will be impossible to accomplish before several years." (p. 24) The point is that 
given that farmers were not familiar with tractors, h e y  needed more fnquent, hands-on, extensive 
Paining in ordcr to be able to use the equipment they received most effectively. 

In June 1990 a second amendment to the project was signed. This amendment increased the life 
of project funding and extended the project to June 30, 1994. The project amendment proposal 
states, "The revised budget provides a subsmdal amount of funding for in-country Paining ... 
training in management, machinery use, maintenance and repair and a simple enterprise 
accounting system will be provided to subborrswers!' (p. 16) This project output was not . 
achieved and there is little evidence that USAID addressed the problem in a ahsugh€ful, 
csm~rchensive manner. 

D. Effects and Impacts sf RPE 

1. Effects on Medium-Term Lending Capacity in Uganda 

Prior to RPE, there was no intermediate tern agricultural crcdit delivery system in Uganda. A 
cooperative c l d t  scheme (which began in 1961) was the primary means through which crcdit 
was pmvided to the aghiculnual sector. This scheme financed seasonal inputs and experienced 
a relatively high rate of rccovexy. In addition to the cooperative crtdit scheme during the 1960s 
other ex tma l  resources for agriculnKal credit included: tea development loans, tobacco barn 
Isans, MasaWAmkole Ranching Scheme Loans, and dairy development loans. 

By the mid-seventies, fanners received loans k x n  the Uganda Cornmenial Bank under the Agm 
Credit Scheme and the Beef Ranching Development Programme. The Uganda Development 
Bank had also acquired some experience in administering agricultural credit using donor funds 
prior to WE. Nevertheless, the line of a d i t  under WE provided the largest rcsoum available 
for medium term financing for commercial farming. Hence, the participating ICIs were d a t i v e  
newcomers to this type of lending and the risks and pitfdis involved. Domestic funds for term 
lending were not available and most lending had been, and continues to be, short term. 

If the capacity to administer term lending is measwedl in terms of an inmased rate of repayment 
over a period of time, one would concludt that the capacity of the ICIs did not increase and in 
fact, the administration of h e  loan portfolio in many ways became more encumbered as time 
went on. However, one interesting finding was the perception on the part of the participating 
institutions that their capacity had increased. Officials directly involved in the RPE project (some 
of whom had been involved from its inception) stated in interviews that they felt they (speaking 



on behalf of their institutions) had learned a peat  deal from being involved in W E  despite dl 
of the dificultics encountered by the project. As one official nnoted, the banks had not had 
experience with this type of lending but now, years later, they had "learned by doing", and they 
we* in a much better position today than they were in 1986 to administer an intermediate term 
lending program. 

One way to measure the extent to which "leaning by doing" took place is to evaluate the extent 
to which policies and pmeciures have been put in place to prevent some of the more serious m d  
glaring W E  problems from ~ecun ing  in non-WE credit portfolios at the Bank of Uganda and 
the ICIs. In other words, what are they doing differently in terms of credit administration as a 
result of heir experience with W E ?  Some factors to consider include developing effective 
reporting systems for the status of loan portfolios, stanckidzd rules and p d u r t s  regarding 
appraisal, sufficiently high repayment raks, and an efficient management information system. 
Each institution's experience with "learning by doing" is discussd below. 

The Bank of U ~ a n d a  

The Bank of Uganda appeared to have increased its capacity to administer credit as a result of , 

RPE. In October 1991 (two months after the termination of the RPE commcxlisy line of crtBie), 
the Bank of Uganda established the Export Refinance and Export Credit Guarantee Scheme as 
a division within the Development Finance Department (the implementing department under 
WE). The division makes short-term l m s  for n o n ~ t i o n a l  exports. A number of the officers 
who appraised Frojects under this scheme worked on W E  loans. This division produced weekly 
statements in the farm of a memorandum. These statements canmined information on the number 
of applications rtceived and processed, the name of the exporter, bank, commodity, v a k ,  and 
date xeceived It also included the loan approval committee's decision, the date of the decision 
and any remarks regarding the boxrower. Disbursements made during the week to particular 
banks in specifid amounts wcrt also included. Repayments received during the week from 
particular banks in sptclfic amounts were duly n o t d  The memorandum also stated the total 
number of applications received as of the memorandum's date, total number of approvals, 
disbursements, xepaymcnts, and funds approvcd but not yet disbursed. The loan recovery rate 
was also included. In a memorandum dated May 1 1, 1994  the loan recovery rate was 85.796, 
and it had increased to about 88.2% by May 26. 

The export finance division also produces a monthly repoPt. containing the information listed 
above. The loan approval committee meets every Wednesday. Applicants are encouraged to 
submit their applications on Fridays. Mondays and Tuesdays arc used to appraise their - 
applications, and the decision is made at the committee meeting on Wednes&y. The: applicant 
is thus able to find out in one week's time whether or not he or she will be &ranted a loan. Bank 

. of Uganda officials notcd that the recovery rate is high, in part, because lorn officers art better 
at screening applicants as a result of their W E  experience and training. Also significant is the 
fact that export finance is not subject to the same types of risks and unctnainties as agricultural 
lending. 



The Uganda Commercid Bank 

RPE loans have been administered by the Uganda Commercial Bank's &ve!opmena Finance 
Depmtnt .  The evaluators were unable to obtain evidence of improvement in capacity that was 
as apparent as that of the Bank of Uganda and its export finance division. An official noted that 
the departments and committees most involved in the administration of W E  have not changd 
or msQlified their procedures or operations in other axeas of csedit as a result of experience with 
WE. 

The ~earida Develo~rnent Bank 

The Uganda Development Bank does appear to have increased its capacity to administer d t  
programs. It cenaaliaed its appraisal and implementation divisions which produce reports on 
various aspects of the status of a particular loan and the action that needs to be taken. 
Previously, depending upon the nature of an application, the agricultural division would handle 
it or, if it inv&vcd agribusiness, the industry division would handle it. At the time of the 
evaluation, within this new unit then were agriculturalists, agribusiness specialists and individuals 
with other areas of specialization who share knowledge related to appraisal and implementation. 

Uganda ~velopment Bank officials stated ahat they wen much more cautious when appraising 
applications. Mart stringent criitefia such as an applicant's access to working capital and the 
dtgrce to which the applicant had made clear, concrete effort towards the realization of his 
business plan were applied before approving a %om md allocating capital equipment. Uganda 
Development Bank officials also clearly and honestly assessed their own capacity and readily 
admitted that their institution was not structured to finance agri@ultural crtdit to large numbers 
of fanners because the time and effort requirecl and the transactions and administrative costs 
involved in recovering these loans were beyond their capacity. Uganda Development Bank 
officials noted that they realized the vital importance of the involvement of agricultural extension. 
Their experience also helped them be more discerning in assessing viable and non-viable crops. 
The results of these assessments influence their decisions regarding whether or not to fiance a 
particular farmer. All in all, it appears that the Uganda Development Bank's experience (not 
only with WE) has enabled them to make use of a broader base of knowledge and insight about 
the nature of agriculture, and this has ha8 strong and positive implications on their decision- 
making process. 

In sum, the Bank of Uganda and each of the ICIs appears to have learned lessons from their 
experience with RPE. The most significant lessons appear to be in the area of project appraisal. 
To varying degrees, the Bank of Uganda and the Uganda Development Bank appear to haw-ma  
effwtive, operational subloan appraisal and approval systems in place which take into account 
credit history, management capability of the borrower, and the technical and fulanciaUeconomic 
feasibility of subproject proposals. Tracking, ~coniing, and reporting mechanisms associated 
with these systems have dso been deveioped to varying degrees. The Uganda Development 
Bank's pursuit of legal action against approximately 26 EWE borrowers reflects its efforts to 
develop an effective, operational subloan supervision and collection system. 



For Uganda as a whole, medium-term lending capability for agriculture has been improved, but 
certainly falls short of what it might have been if dedicated, professional TA had been available 
to the ICIs and the Bank of Uganda throughout the life of the project. 

--- 
2. Macro Effets on Agricultural Productivity 

Although the team cannot definitively measure production increases within the various categories 
of sub-borrowers, the Mission has accepted the team's assumption that the R E  has been of 
-ufficient size and influence to positively impact national milk and crop production. There was 
a strong initial impact that has not been sustained. 

a. Cattle Yields 

Tables 7 and 8 show that a total of 1,474 beef breeds and milk producing livestock were received 
by farmers under W E  betwos 5988 and 1992. The majority were milk producing cows. 

Table 7 

Beef B r e d  and Milk Producing Livestock 
Financed Under RPE 

l!MB 1992 

Beef Breeds 

Table 8 

Milk Producing Livestock 

* 

TYP Number 
Friesian bulis 16 

I Friesian in calf heifers 816 1 
TOTAL 

Total Number of Livestock 1,474 I 
I] 

Source: Bank of Uganda, Development F i c e  Department 



The following table shows national levels of milk yields and the cattle population. Data for the 
cattle popuhtion inciudes both the Boran and Friesian (considered exotic) cows: 

Estimateel National Milk Production and Cattle Population 

Year 1B9 1990 1991 1992 
Cattle Population (Mill) 4.78 4.95 5.12 5.20 
Exotic 0.14 0.15 0.15 0.16 
Cmssbmd 0.24 0.25 0.26 0.26 
Indigenous 4.40 4.55 4.71 4.78 
Miking Animals (Mill) 
Exotic 0.04 0.04 0.04 0.04 
Crossbred 0.05 0.05 0.05 9.05 
Indigenous 0.44 0.46 0.47 0.48 
Milk Production (Mill lines) 
Exotic 129.06 133.65 138.24 140.40 
Crossbred 71.70 74.25 76.80 78.00 
Indigenous 197.89 204.93 211.97 215.28 

408.74 423.28 437.81 444.65 

Sowce: Background to the Budget 1993-1994, Minisvy of Finance and Economic Planning, June 1993. 

Notes: 1-Cattle population b a d  on Background to Budget 
2-Compositian of cattle population based on Livestock Census Data from 1987 
3-Milk yields based on AgriculW secretariat of Bank of Uganda s w e y  data conducttb biannually 
4-All figures are estimates 

Though the estimates of exotic milking animals remains steady at 0.04 million from 1989 to 
1992, the number of exotic animals increases throughout that period and the quantity ~f milk 
produced by exotic animals increases steadily from 1989 to 1992. The increase between 1991 and 
1992 is smaller than between any other years. This decrease coincides with the finding that the 
Friesian cows weft dying and the increase in milk production would be less significant. 

b. Parent Poultry Stock and Poultry Operations 

Fourteen, or 6.2 percent of RPE loans were for poultry fanning. The find evaluation team 
visited 3 poultxy f m s .  Though one farmer was unable to execute his original business plan 
because he received commercial layers instead of parent stock, the visits reveded that in general, 
poultry farmers experienced increases in production under W E  and benefitted h m  the higher 
selling price of eggs produced by parent stock. Parent stock are still imported to Uganda. 
However, the finding that some RPE poultry farmers are now in their third or fourth generation 
of parent stock (beginning with the original partnt stsck received under RPE) is a positive impact 
of RPE in the poultry sector. 



c, Maize Production 

A total of 112 (49.62) loans for crops (p*arily the production of maize) were approved under 
WE. It is the largest category of loans. The table below indicates the number of crop inputs 
financed by W E  between 1988 and 1992. 

Table 10 

Crop Inputs Financed by RPE 
1988-1992 

TYW Number Number of Spares 
Disc Plow 134 1% 

Planters 
Disc Harrow 
Maize Shellers 
Weeder wlCultivmr 

Groundnut Lifters 14 

TOTAL 589 

Source: Bank of Uganda, Development Fmce Deparunent 



National levels d maize production both in terms of area planted and tons of production 
increased significantly from 1988 and 1989 as indicated in Table 11. There were decreases in 
both aspects between 1989 and 1990 but production and m a  planted began to increase ag&n in 

- 

1991. While the c ~ n m b u t i ~ n  of W E  farmers to total maize production is difficult to quantify, 
the 1 12 farmers who received crop loans and the 3 1 mixed crop loans made under RPE probably 
conmbuted to national levels of area planted and production during this period. 

Note: 

Table 11 

Area Planted and Production of Maize: 1988-1992 

Area Planted Production 
Year ('000 hectares) ('000 tones) 

1988 345 440 

Estimates arc, of economic production, i s .  after making allowance for post-harvest losses. not of hamested 
production 

Source: Ministry of Agriculture, A n i d  Industry anrl Fisheries and Statistics Department, MFEP 

d. Transportation Equipment 

The following table shows that a total of 471 uansponation vehicles were financed by RPE. 

Table 12 

Transportation Equipmat Financed by RPE: 1988-1992 

Year Number Number of Spares 

Tipping Railers 136 107 
Tractors 134 108 

Tam Eony 121 8 3 
Pick-ups and spans 7 1 
Nissan Pick-up 5 

Tata Pick-ups 4 

TOTAL: 471 

Source: Bank of Uganda, Development Finance Department 



National levels of new registration of transportation vehicles are indicated in the following table: 

New Registration of Vehicles by Type, 1988-92 

Private (includes project vehicles for all 
years and diplomatic vehicles for 1992 only) 

Pick-ups & 4-wheel drive 

S o w :  Planning Unif Ministry of Works, Transport and Communication 

Though the national transportation data covers the entire country and loan recipients were 
concentrated in Luwero, West Nile, Lira, Masaka and Mbarxara, it is appanznt that a significant 
increase in new transportation vehicles occurred between 1988 and 1989. An RPE audit covering 
the period of January 1, 1988 to June 30, 1991 showed that transportation equipment (lonies, 
tractors, and other vehicles) had a total value of $8,150,368. Whereas, an audit for the period 
June 1, 1991 to May 31, 1993 showed that tractors, lonies, plows and trailers had a tctal value 
of $489,408. These figum show that there was a significant decline in the number of 
transportation commodities financed by RPE after 1991 and the largest increase was during the 
period between 1988 and 1991. The influx of transportation equipment under RPE contributed 
to the increase in the national level of transportation equipment between 1988 and 1989. 

Whether this resulted in changes in agricultural productivity is problematic. 

While productivity initially rose, the increases were not sustained for reasons related to poor 
weather conditions, decreases in the market price for output, farmers' lack of experience with this 
type of lending, lack of agricultural extension and support, and the loss of productive inputs. 
Poultry and agribusiness enterprises appeared to have fared much better and did not experience 
the multitude of problems encountered by d a q  and crop farmers. 

3. Impact on Loan Recipients 

The impact of RPE on individual loan recipients was both positive and negative. Of all the 
parties involved in RPE, loan recipients experienced the most problems. The majority of fanners 
wRo received a loan experienced at least one, if not a combination, of the following problems 
to varying degrees: 

I delays in project appraisal and loan approval; 



inappropriate sequence in the delivery of commdti 
production problems; 

es which caused major 

delays in the delivery of commodities after having already expended funds in 
preparation far their arrival; 

receipt of commodities not ordered but for which they are now in debt; 

nxeipt of commodities in poor condition; 

insufficient number and inappropriate type of spare parts; 

insufficient working capital to finance everyday needs and maintain equi 

inconsistencies in the determination of the grace period being applied to their loan; 

a cantinually escalating interest rate which, because of compounding, significantly 
increased the total value of the loan (simple interest was instituted in 1992); 

little or no relationship to a loan officer or agricultural extension agent who could 
troubleshoot with the banks on their behalf regarding their problems; 

increases in the amount of their indebtedness because of changes in the exchange 
rate; 

decline in expected income because of differences between input prices sand the 
reduztion in producer prices due to changing market demand; 

in~bility to pxloduce according to an original business plan because the bank did 
not supply the commodities they ordered; and 

decreases in expected profit due to the loss of productive capital which was not 
replaced. 

Despite these difficulties, when asked if they had received any benefit whatsoever from R E  
some farmers answered affmaavely and noted that the impact of RPE was not totally negative. 
Many of those interviewed stated that prior to RPE they did not have access to a line of credit 
for intemediate term lending, nor did they have foreign exchange to purchase imparted 
commcxiities necessary for large scale commercial farming. RPE was implemented in the wake 
of a period of civil unrest and there was very little credit available for this type of lending. The 
extent to which the commodities enabled them to increase output by inmasing the amount of 
cultivated land or adding productive inputs is considered a positive impact 

Farmers who weae interviewed stated that at least initially, within the first year ar so of receiving 
commodities or animals under WE, their productivity increased. As a result, their demand for 



labor increased and women and members of the larger community benefitted because they f m d  
employment and also because of the increased availability of milk or other produce. Loan 
recipients (and their families to some extent) benefitted from the fact that cement was available 
under RPE, and farmers were able to rebuild homes which had been devastated by the war. They 
also noted that in general, the infusion of tractors, lorries, and pick-ups impraved the 
transportation system in the mal areas and gave them (and even some non-WE farmers) access 
to other markets and trading centers, Hence, at the macro level in terms of the initial increases 
in output, construction for residential and business purposes, and uanspomti~n, the impact can 
be said to have been positive. 

The overall impact of W E  on fanners was far less than it could have been for the following 
reasons. One was that many of the increases in prociuction and income were not sustained. This 
was particularly true for dairy farmers who lost most (if not all) of the imported exotic cows 
purchased under RPE. Fanners who received Friesian cows initially experienced a significant 
increase in daily milk yields. One farmer whose daily milk yield had been between 100 and 120 
litres a day decreased significantly after his cows died. The widespread decrease in milk 



production because of the deaths of the Friesian cows made the increase in income and 
employment temporary. 

Secondly, for many fanners included in the evaluation site visits, income generated by W E  was 
not a source of investment for their enterprises because the lack of working capital farced them 
to use their income to maintain their enterprise or salve their problems associated with production 
(e.g. pay for a veterinarian). Additional macro level problems such as decreases in the selling 
price of maize left them with little income to invest in the expansion of their operations. 

Thirdly, the impact of RPE on fmners was dso negatively affected by changes in selling prices 
for particular crops. Loan recipients who planted maize during 1986 or 1987 did so with the 
expectation of receiving a high price. Crop loans were the largest category under WE (1 12 our 
of 226 were crop loans). The incxeased supply of maize caused output selling prices to fall. 

The earlier section which discussed the impact of W E  an the participating ICIs noted 
banking sector was not experienced in the type of lending set up by WE. The same is 
farmers. Many borrowers were not accustomed to receiving agricultural credit from com 
banks and the large mounts of capital equipment they received was unprecedented. Their 1 
of experience with this type of lending is the fourth reason why they were unable to effective 
manage W E  loans. 

A fifth reason why the impact of RPE was less than it could have been was that, prior to WE, 
farmers had no access to agricultural research and extension services. W E  did not change this. 

Hence, to the extent that farmers did not develop the capacity to manage increased output and 
commercial fanning, increase their knowledge of Row to use capital intensive equipment 
effectively, and acquin positive experience with intermediate term lending from commercial 
banks, the impact of RPE was lessened. For farmers who already had expcxlence with 
commercial farming, commercial banks, and managexid know-how, RPE was probably more 
beneficial. Nevertheless, it was the experience of the average RPE farmer that clearly highlighted 
the interconnectedness of problems involved in fma~chg agricultural production. 

For example, under R E ,  a dairy f m e r  who received 25 Friesi;in cows was unaware of the 
amount of water they consume, so he made no provisions for water. He was also unawart of 
the amount and type of nuuients they needed, so he had also not taken cart of this aspect of his 
production. Thus, when the cows came, he was essentially unprtpartd to manage them and to 
provide what was needed. As his cows began to die, he was unable to find solutions. This 
sce~mio highlights pmbiems in the appraisal of the dairy fanner's applicauon; problems with 
the lack of agriculturai extension and mearch; problems with management capabilities; and 
even problems with project design and the lack of participation. 

4. Impact on Women 

The precise impact of RPE on women is difficult to ascertain for a number of aeasons. Thc first 
is that all but a few of the loans (approximately 4 or 5 )  were given to men. Second, less than 
seven percent of Ugandan women own land and therefore most did not qualify to receive RPE 



loans. Women constitute approximately 80 percent of the agricultural labor force. They typically 
manage their husband's farms and harvest the crops. Because of the lack s f  a g r i c u l t d  
employment data, it is not possible to quantify the extent to which the employment of women 
increased due to WE. In addition to harvesting crops and managing the farms, it is primarily 
women who engage in small and medium-scale trading. What we can say is that given their 
position in the agricultural economy, increased production of maize, beans, and other crops 
produced with W E  loans would have affected the demand for their labor and this has 
implications for increased income. 

While difficult to quantify, farmers (except dairy fanners who tended to employ men) who were 
interviewed stated that inmased yields led them to employ more labor to harvest the increase 
and many of those employed were women. On same occasions where women were not able to 
receive payment in cash, they were paid in kind either with clothes or school materials for their 
children, 

In general, the midterm evaluation did not address women's issues nor were women a targeted 
group of the original design. This is a serious omission given the project's emphasis on 
alleviating rural poverty and increasing income and productivity. 

Though it does not appear that RPE, at any time, focused attention on gender issues or attempted 
to institutionalize gender-related concerns in the project design and implementation, women's 
issues did receive some attention and funding. A total of 14 women, ten of whom were from 
the Bank of Uganda and the ICIs attended a two-week course entitled, "Leadership and 
Management Skills for Women" in April 1993. 

Using W E  funds, four women participated in a study tour of credit schemes for women in Kenya 
in September 1993. Two of the four participants were from the Bank of U g a n a  the other two 
were from the Uganda Women Finance and Credit Trust. The one-week study tour gave them 
an opportunity to learn how financial services for women were provided in Kenya. They alm 
studied the m d i t  delivery system and numerous projects aimed at providing access to credit and 
financial services for women. One of the Bank of Uganda participants interviewed stated that 
she found the study tour extremely helpful and she is now involved in a study of women's access 
to credit in Uganda's financial and non-financial institutions with the hopes of using the findings 
to foxmulate and recommend policies to the Bank of Uganda. 



IV. RECOMMENDATIONS ON CLOSE OUT ISSUES 

With the end of the RPE Project approaching, the time to change tactics, add resources, or make 
modifications in project methodology is past. There are a number of open items and issues to 
be discussed, and decisions to be made before September 24, 1994. 

A. The Status of the Project's Working Component9 

The evaluitors have been provided with specific questions regarding the status of some of the 
project's working components and the future actions which the Mission needs to take to resolve 
these questions before September 24, 1894. 

1. The Devellopment Finance Fund (DFF) 

The DFF is controlled, by virtue of possession, by the Bank of Uganda, but the ownership is 
unstated. Tke DFF was funded from two principal sources, a UShl500,000,000 grant from the 
GOU, and seconciiy, by an additional reserve requirement on the deposits of the commercial 
banks operating in Uganda which was to be calculated on the level of deposits of each bank at 
the end of each calendar year. 

Without benefit of counsel, the evaluators recommend that, in the absence of coverage of the 
matter in Statutory Instruction 6, the funds be rctmed to :he commercial banks at the 
termination of the project in proportion to the amounts which each bmk, respectively, has 
contributed to the DFF over the years. Statutory Instmetian 6 should be canceled as there will 
be no further need for the DFF after the conclusion of the project. The basis for this conclusion 
is that the commercial bank payments were made more as an additional reserve rtquirement 
rather than a tax, and that the contributors have been receiving periodic payments of interest from 

- the Dm. Thc GOU payments to the DFF were in grant form, as required by USAD's Grant 
Agreement, and a n  &-,refon consi&red to be without obligation of repayment. 

The future repayments of Shilling loans made out of the DFF which an received either through 
normal repayments by sub-borrowers, or through the eventual pwchase of non-performing assess 
should be deposited into the LC3 for future relending 

Discussions regarding the disposal of DFF funds, and the eventual closure of the DFF, should 
take place beween USAID, the Bank of Uganda, and perhaps the GOU prior to the end of tht 
project. 

91. The Local Currency Fund (LCF) 

The LCF is another matter. The intention of the RPE Project was that the LCF be fomed to 
receive loan repayments from the participating ICIs when loan repayments were received from 
the sub-borrowers. These funds would then be relent to other sub-borrowers for the purposes of 
continuing development in the agricultural sector. 



The fund is owned by the Bank of Uganda, with no obligations of repayment to USAD. 
However, the Bank of Uganda is bound by the provisions of the Grant Agnrment and the 
purposes of the RPE Project to which it ascribed, to continue to utilize these funds as long as 
they last for purposes mutually agreed between USAID and the Bank of Uganda, as agent for the 
mu. 

Therefore, discussions between USAID, the Bank of Uganda, and possibly, the GOU should take 
place to reach a mutual understanding as to the future use of LCF funds. 

3. The hTon-Performing Assets Recovery Trust (a Bill before hriiament) 

Such discussions regarding the LCF are especially important in light of the upcoming 
parliamentary debate on the formation of the captioned Trust which is to purchase non- 
performing assets from the Uganda Commercial Bank, and possibly from the Cooperative Bank. 

We have been told that the debate in the Parhament will probably not take place during this 
session. That will postpone decisions on the operation of the fund, the essential details, until well 
past the expiration of the RPE. However, it may be possible to reach an understanding 
concerning the return of funds relating to the financing of imported commodities under RPE to 
the LCF. 

The funds from the Trust which are used to purchase non-performing RPE loans from the Uganda 
Commercial Bank should logically flow to the LCF to cancel the Uganda Commercial Bank's 
liabilities to the Bank of Uganda. This would boost the balance of the LCF considerably. The 
expansion of Trust activities to include the Uganda Development Bank could add additional 
balances to the LCF in the future. 

We recommend that USAID remain as well informed about the status of the Non-Performing 
Asset Recovery Trust Bill as possible, and discuss the matter with the Bank of Uganda, GOU, 
and perhaps the World Bank before both broad decisions and operating details become finalized. 

B. Other Issues Lo be Worked Out 

1. The Issue of Compund versus Simple Interest 

Given the exmme complexity of this issue, which includes the Bank of Uganda, the ICIs and 
the sub-borrowers, the evaluators conclude that a status quo solution is probably the most - 
reasonable and least costly. The parties should accept that "what has k n  paid has ban paid 
even if this prejudices those that have made payments on their loans during the era of compound 
interest 

Ow conclusion is based on the following undeniable fact: reladirely little, in terms of the sums 
loaned, has been repaid. Only 15 of 175 loans at the Uganda Commercial Bank have been fully 
repaid, 6 loans froan among 75 at the Uganda Development Eank, and all of the 6 made by the 
Bank of Baroda. 



2. Future Loan Collection and Repayment 

Notwithstanding the fume activities of the to-be-formed Non-Perfoming Asset Recovery Trust, 
many RPE loans will remain outstanding on the books of the Uganda Commercial Bank and the 
Uganda Development Bank. 

The evaluators recommend that &scussion take place between the Bank of Uganda, the ICIs, the 
future Administrator of the Nm-Performing Asset Recovery Trust, and the Commercial Farmer's 
Association (USAID is out of the lending business under the W E )  to resolve the situation. 
Focus should be on a &termination of the degree of non-performance which the Trust will 
recognize, and then consider offering the remaining sub-brrowers either: 

a. the collection of principal only, or 

b. a date is selected and the amount to be collected is frozen as of that date without 
the further accrual of interest. 

All of the funding for the project, except for the exua commercial bank reserves required under 
Statutory hsnuctim 6, were in the form of a U.S. G~vernment grant and a Government of 
Uganda grant. The only loser, if further loan repayments not received, is Uganda's ability 
to continue making agricultural sector, or agri-business sector loans, or other loans detcmined 
by discussion between the Bank of Uganda and USAIP) (set A-2 above), utilizing the balances 
in the LCF. 

Repayment of a pornon of the amounts due is better, in terms adding resources for the fume 
operations of the LCF, than no repayment at all. 

- - - 



LESSONS DERIVED FROM THE WPE PROJECT 

Lessons Related to Project Management, Design, and Administration 
--4 

In the case of complex projects, particularly those in which institution-building is a key 
objective, USAID Mission management should be supplemental by another comprehensive 
and long-term management mechanism, e.g., an institutional contractor. 

In the case of the W E  Project, the lack of an institutional contractor as had been planned 
forced the Mission to manage the project directly; inhibited the Mission's capability to 
obtain TA Specialists; and meant that bank staff and farmers did not obtain pre-loan 
pxparation and training. 

The design of W E  did not a d k s s  the issue of loan recovery and repayment. 

A11 possible recourses lending instituti~ns have at their disposal to increase loan 
repayment rates should be carefully researched and incorporated into the project 
during the design phase. This might meam providing assistance to legal institu5ons or 
the legal department of the lending institution. It might involve establishing and 
accepting new or nontraditional forms of collateral or creating mechanisms that reward 
repayment and loan recovery. It might mean structuring the disbursement schedule so 
that the size of the loan and payments are made incrementally. Ultimately, cndit is a 
contract between the borrower and lender. The design should incorporate mechanisms 
by which Phis contract can be enforced. 

The design established a complicated procurement and appraisal process between the 
Bank of Uganda and ICIs. 

Agricultural credit projects should be designed in such a way that the prcmss from 
application to disbursement and ultimately collection is as simple as possible in order 
to minimize administrative and transactions costs for both the implementing 
institution and the loan recipient. The more complicated this process becomes, the 
more bureaucracy that is created to administer it. This p i a m  an additional burden 
on the management capabilities sf the implementing institution, 

It is questionable to what extent fanners clearly understood the rules associated with W E  

The rules governing the relationship between loan rtcipients and the implementing 
institutions must be clear to all the parties involved from the Beginning of the project. 
Continued effon must be made throughout the project 80 clarify these rules and be sure 
that all concerned or affected have the same unkrsmding. This means, for example, that 
borrowers should know how interest on their loans is king calculated. The b w e r  
should be able to easily obtain infaanation on the outstipnding principal and inmest. 
Implementing institutions and borrowers should have the same understanding of the rules 
regarding repayment and the consequences of late or nompayment. 



The design of W E  brought together institutions that were not used to working together 
and it took time to develop a cooperative working relationship. 

It should not be assumed that agreement on a common objective by different institutions 
(e.g., Ministry of Fhance, Ministry of Agriculture, and the Central Bank) means that they 
will be able to work together to achieve that goal throughout the duration of a long 
project. They may not normally work together and possibly would not choose to work 
together were it not for donor requirements. Institutional differences in culture and 
decision-making processes should be taken i n t ~  c~nsideration during the design and 
throughout the implementation of the project, Careful attention should be given to the 
way in which the project ma te s  relations of power and authority that might lead to 
conflict and rtduce effectiveness. Mechanisms must be established that enable institutions 
to work through their differences. When these mechanisms do not exist, the targeted 
population is the most negatively impacted by the difficulties between the implementing 
institutions (and donors). 

The assumptions about farmtrs and the bmks that were incorporated into the design of 
RPE were never really evaluated. 

Throughout the implementation of a project it is important to carefully check and revise 
assumptions (usually spelled out in the logfhme) made duing  the design phase about the 
behavior, incentives, and decision-making processes of those involved in the project. Far 
example, the following assumptions w e n  made about the factors; that influence farmers' 
ability to repay (weather conditions will allow them to produce projected yields, they 
know how to use the inputs efficiently, the yield and the selling price will be high enough 
for them to make a profit so they can repay the loan, continue to invest in their enterprise, 
and maintain their standard of living); incentive to repay (they are profit maximizers so 
profit would motivate them ZQ want to use the inputs provided by the project in order to 
produce more), and decision to repay (they will not divert income to other sources). 
These assumptions worked their way into the project design and implementation. 

Following through on this example, the same set sf questions could be posed regarding 
the factors that influence a bank's ability, incentive, and decision to increase its 
effectiveness in loan administration and its rate of repayment. Given that commercial 
banks an profit-srientcd institutions, the allowable profit margin for their involvement 
in an agricultural credit project either reduces or i nmas t s  their i n ~ n t i v e  to aggnssiveiy 
p m u e  l m  repayment. Commercial banks have a history of being hesitant ts lend to 
fanners because the risks and costs art high while expected profits are low and uncertain. 
This history and these incentives must be talcen into considepation. 

The lack of TA at the beginning of W E  and the fact that even when TA arrived it was 
not the most effective TA had a lasting impact on RPE. 

The lack of appropriate staff in project management and technical assistance positions 
(paniculirrly at the beginning of a project) significantly decreases the long run impact of 
the project. 



The midterm evaluation could have k e n  a turning point. There is a significant body of 
experience from all the other credit projects that have been tried which could have been 
tapped for ideas about how to make a difference. 

Donors must make greater effort to learn from the experiences and lessons of previous 
agricultural credit projects implemented by themselves and other donors as well. The 
design of new projects should more carefully and analytically utilize the lessons derived 
from previous evaluations of similar projects. Attention must be given to how to ks t  
utilize and follow-up on findings of midterm evaluations, reports, or studies that have 
relevance to a particular project. 

Lessons Based on People-Level Impacts 

In a study of the end-use of commodities purchased under RPE, researchers revealed that 
there was a difference between the goals and targets of W E  and the aspirations and 
desires of the farmers whose own perception of their needs was much more basic. 

Participation of the targeted group is a critical element for project success and 
susoainability. Without their participation (during the design and implementation) a 
project can not and does not adequately reflect their priorities, needs, and objectives. 
They should help define the goals and objectives of the project and also help find 
solutions to the problems that arise during the course of the project. This participatory 
process contributes significantly to the long-tern? sustainability and overall success of a 
project. The less the targeted group participates, the greater is the probability that the 
project will experience many problems and may compleoely fail in the process. 

10. Social and cultural variables have an impact on project outcome and donors should make 
an effort to identify and understand them. 

An agricultural credit project such as W E  is impacted by, for example: attitudes towards 
credit-and formal financial institutions; perceptions of grant monies as "free" money; 
agricultural household decision-making processes that determine how income will be usxi 
and the priorities among different uses; inexperience with the "culture of borrowing" from 
formal institutions; perceptions of the benefit to be derived from repaying credit received 
in the informal sector versus credit received from a commercial bank with grant money; 
and the "time" in the sense that W E  began after the war and farmers may have perceived 
WE as a sort of free assistance from the government. I 

11. Meaningful capacity building can only occur when the parties involved share the same I 

perspective on the goals to be achieved, the priorities among these gods, sind the means 
by which they will be achieved. ~ 

I 

~ 
Without mutual agreement on these basic, fundamental aspects of the process that brings 
parties together, capacity building cannot take place. Individuals whose skills and 
experience put them in a position to offer suggestions will find themselves with no 
authority to have them implemented nor will they be able to get the cooperation of the 



group(s) they seek to assist if this mutual agreement has not first taken place. A critical 
prerequisite to capacity building is that everyone must participate equally in defining the 
nature of the problem to be solved and the process involved. In other words, the 
definition of exactly what "capacity" is being developed musi-b'e mutually derived. 

Lessons Based on the Relationship Between Institutional Capacity Building and the 
Management of External Lines of Credit I 
C m h l  attention must be given to the ways in which agncultud credit delivery systems 
that use commercial banks to administer external sources of funds impact financial 
intermediation. I 
Donor financed lines of credit, even when implemented through indigenous institutions, 
function to same extent outside of the mainsntarn of banking operations because they 
create their own separate category of financial administration and bureaucratic 
management (e.g. PILs and pmurernent). The greater the separation between the 
problems affecting the mainstream operations (e-g. efficiency in check clearing, solvency, 
deposit mobilization, customer service and confidence) and those associated with donor . 

financed operations (e.g. repayment rates, attainment of targets, adherence to guidelines 
and regulations), the less sustainable is donor impact on financial intermediation. When 
the project finishes and the donor line of credit leaves the institution, what aspects of its 
expcaience with administering the donor line of m d i t  increase, support, ~r contribute to 
its mainstream operadons and growth. Depending on how the project is designed, and 
depending upon how it is managed, the goal of increasing the capacity of commercial 
banks to administer intermediate term d t  using donor funds may not necessarily 
conpibute to (and in some cases may decrease) their capacity to effectively function in 
their primary role which is financial intermediation. 

13. Fundamental questions such as: 

How can financial institutions effectively mobilize savings that will be used to I 

finance agricultural growth and productivity? 
r How can the linkages between financial inptrmediation and agricultural 

development be strengthened? 

are not addressed often enough by donor finzinced agricultural mdit projects that channel 
funds through commercial banks. Donor intervention can actually w&n the already 
difficult relationship between financial intermediation and agricultural development if it 
causes commercial banks and other financial, institutions to substitute donor support for 
locally mobilized savings. 

Lessons Related to the Use of Donor Lines of Credit to Increase Agricultural 
Productivity and Income 

14. Lack of credit is not the only or necessarily the key constraint to increasing agriculmal 
productivity and income. 



Credit driven solutions that fail to adequately consider related problems in 
marketing, infrastructure, extension services, research, the macroeconomic 
environment, and agricultural policy may exacerbate farmers' problems rather than 
provide sustainable long-term solutions. 

15. The problem of rural poverty (or increasing rural income) is not resdved or 
addressed by credit driven projects if the result of the project is a one-time increase 
in liquidity (or inputs) and not the development of a relationship with an institution 
that can provide the farmer with continued access to finance as needed. 

16. Donor-sponsored agricultural credit projects often include the alleviation of rural poverty 
as an objective. Given that the kind of credit available under RPE had not existed before, 
it is possible that farmers relied to some extent on informal financial markets. 
Consideration must be given to other options for determining the starting point for efforts 
to increase agricultural productivity. For example, could RPE have incorporated some 
aspects of a financial system (informal finance) the farmer was already f,miliar with. 

More research needs to be done to understand the strengths and weaknesses of rural 
financial markets and the extent to which these markets can be part of the solution 
to the problem of alleviating rural poverty and increasing agricultural production 
and income. 
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ANNEX 1 

FIELD VISITS -- 
The evaluation t e r n  split-up on May 23 and 24 and, each together with a principal of Impact 
Associates, made site visits to the properties of 12 RPE borrowers. The selection of borrowers 
covered each of the main productive categories: crops, mixed farms, beef, dairy, horticultural, 
and agro-industrial. Seven borr~wers were those previously interviewed by Impact Associates 
in their April study on the end-use and condition of imported commodities. The remainder were 
selected from among lists of borrowers provided by the Commercial Farmers' Association and 
by the Uganda Commercial Bank. The sample of borrowers was also chosen to provide some 
geographic dispersion, four dismcts located within a day's travel of Kampala. 

Robert Laport and Chris Kyerere, Impact Associates 

K'l NA Farm, Masaka District, Mr. Nakedde, Owner 

This cropping property is 161 acrzs of which 80 are being farmed. The owner sold a smaller 
piece and purchased this land before applying for credit under WE. The 80 acres producing 
were all cieared from bush, pareidly on local currency borrowing from UCB under the DFF. He 
now has 15 acres in cassava, 8 acres in maize, 4 acres in soya, 3 acres in passion fruit, an acne 
in apples on a trial basis (working so far, the m e s  flowered), and an acre in avocado. He also 
has about 10 acres in banana and 3 acres in sweet potatoes. 

Mr. Nakedde obtained approval on his loan in 1989 and purchased a lorry, tractor, disk plow, 
planter, harrow, and weeder. In addition, he obtained iron sheets and cement for farm buildings. 
He never received the cement. The tractor is operable, but several of the implements don't work 
well in the terrain. He needs a bar cutter to attack the bush. 

Before last year's drought, he was earning about US$300 per week during the passion fnnit 
harvest, and $100 per w x k  from chiles. The passion fruit was ruined in the drought and is now 
being replanted. Last year he earned UShI 1.2 million from maize, UShl 700,000 on cassava, 
UShl 1 million from potatoes. 

Prices are highly volatile. Passion fruit earned UShl 100,000 in April and USh1 6,000 in 
for roughly the same amount. Maize and cassava prices also show considerable, but no 
dramatic, changes. Mr. Naked$e made the statement that sometimes prices realized in K m  
don't cover gasoline costs. 

The farm employs 8 permanent workers and as many as 15 casual laborers for clearing 
during harvest. In addition, wives are sometimes employed at harvest time. 

He has repaid about UShl 3 million against his loan over time. The farm is not quite bre 
even due to the drought last year, and Mr. Nakedde does not have additional capital to m 



improvements n e e  He is a consulting engineer by profession, but claims that he would like 
to make the transition to full-time fanning. 

All production can be considered incremental due to RPE. The small farm that he sold was out 
of production during the civil war. 

Bayita Farm, Masaka District, Mr. Stephan Matova Bayita, Dir. 

This is a poultry operation whose primary income is the sale of eggs, and secondarily, layers. 
when afrrr about one year of production. layers arc sold and replaced by new chicks (due to the 
k r c a s e  in yields after one year). 

Bayita is nnn by three brothers who, with their wives and childnn, do  all the routine work and 
keep the books. From time to time they employ casual labor for consrmcaon or other heavy 
work. One of the brothers rs an accountant. The brothers purchased a Toyota pick-up fmm their 
own cash flow. 

Equipment imported to build or repair existing. war-damaged chicken pens, concrete and iron 
sheets. was impOned in 1990 under RPE. Seven hundred chicks were imponed in the fint batch. 
The flock was inaeased over time to 3,000. It presently stands at 2.000 as 1,000 layers h d  
recently been sold. Replacements are expected from Zimbabwe within a month, 

Production with 2,000 birds is 900 eggs per day (30 trays). Production is accumulated and taken 
to market evexy 10 days with 300 trays. They sell through an agent. The truck then r e m s  to 
the fum afm having purchased animal feed. At UShl2,500 per m y .  grossing UShl750,OOO pr 
trip, poultry feed costs about UShl370.000, so the gross profit each trip is about UShl380,00Q. 

They have been making payments on the loan at UCB; our respondent did not know the present 
status of the loan. They would like to expand the business to 10,000 birds. At present, they 
have pens for 4,000 bids .  To expand the business. they need a water supply and a Lorry. 

The RPE Rojeca can consi&r this production as totally incremental since, prior to 1989, while 
the Bayita family owned the land, they were engaged in coffes and bananas on a small scale. 

Bmib Famiem & Traders Ltd, Masaka District, Mr. BuJibo, Pres. 

Property is 297 acres of which 180 a m s  she in bananas. In addition the farm has 15 acres in 
inter-cropped maize and beans, 1 acre in cassava, 1 acre in sweet potatoes, and 1.5 acres in 
mulkrry mes. As the farm is more than halfway between Masaka and Mbama, the country IS 
somewhat m a  open. so clearing is not a problem. The main problem is a lack of water, the 
nearest well being about 3km. &stan=. 

They produce matoke from banana on the farm and sell to two agents who come to the farm 10 
buy regularly. In addition, they sell banana on the stem. 



The entity taok out a loan in 1989 for the full crop package, tractor, lorry, implements, et al. 
About UShl 6 million has been repaid, but Mr. Busibo says that they are further behind than 
when they started. He believes that producing silk will help the cash flow. He expects to begin 
soon as the mulberry trees are mature. He has been getting technical assistance fiom the 
Kawanda Agricultural Research Institute and can both obtain w o m s  from and sell output to the 
Institute. 

The lorry is mainly used for commercial purposes but says that breakdowns and spares are very 
expensive (it is k i n g  repaired now). The tractor maintenance is also expensive and a problem. 
He cannot use his sprayer for lack of water. 

Mr. Busibo lives in the small town about six kilometers from the farm. Essentially, he is full- 
time on the fm, and he employs 12 workers full-time. His wife is a director. 

He operated as a proprietorship prior to 1989, but states that RPE assistance has been responsible 
for large increases in output. For instance, he had only planted 1 acre of maize plowing by hand, 
and produced 8 to 10 bags per season. Now, with a tractor, he plows 15 acres and produces 70 
to 100 bags per season (two crop seasons per year). Formerly, he produced 30 stems of banana 
per month; now he produces 500. 

Mr. Busibo is hopeful that his new silk venture will work out. He would also like to exploit his 
unused land by bringing in cattle. However, he can? consider that until he has his own water 
supply. The Impact consultant stated that the cost of drilling a borehole is between US$6,000 
and $8,000. Mr. Busibo does not have this kind of money to invest. He feels that he is 
operating at about the break even point without considering loan servicing. 

Nile Roses, Kampala District, Mrs. Sarah Ssenyonjo Serfusa, Dir. 
Mr. bmau (Kenyan) Proj. Manager 

We had been given Nile Roses name by UCB and visited since this is the only purely 
horticultural project in the RPE portfolio. However, because we had not been properly 
introduced, and were making a "cold call," Mrs. Serfusa was not forthcoming with detailed 
financial information as there are many would-be competitors nosing around. 

The dollar loans which Nile Roses has taken were provided by DFCU which we were told is a 
project of the East African Development Bank and the IFC. RPE provided local currency from 
the DFF through UCB. The project was started in 1993 and has k e n  established one year. The 
principal owner is Jewish, and technology is primarily Israeli and Dutch. 

Production is 4,060,800 stems annually starting in September and extending through May. 
Production is entirely for export, and this first crop is being shipped via Sabena Airlines three 
times per week to a buyer in Holland. The principal is presently in Europe seeking other 
markets. Plans are to increase production to 10,000,000 stems annually. Operations close down 
for three months in the year except for tending the growing roses. 
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I The Doctor lives on the f m  with I'lis 16 workers (there is no farm house). They have chickens 
and about 4 a m s  of banana which provide their food. We has not been able to pay either interest 
or priticipal on his loan, so the ariginal UShi 432 thousand loan is now a debt of UShl 10 
million. Nevertheless, the Doctor believes that he can break even in about two years and begin 
to service the loan. 

Dr. Turqrakikayo could use one of !he rotary cutters which many borrowers have, but don't use, 
since they are unsuitable for clearing bush. The Doctor only needs to control the elephant p s  
which continually mes to overgrow his paddocks. 

While RPE didn't contribute greatly in this instance, being involved in only a small loan from 
the DFF, it is a valuable lesson in 1:hat it shows how bankers ignorant in farming had the upper 
hand in controlling a person knowidgeable in the field in which he planned to practice. They 
didn't provide sufficient resources in a timely fashion, and the client never got ahead in the 
game. Inflation, of course, helped create the unfortunate circumstances which persist today. 

Tatmda Animal Feeds, Kampala, Mrs. Ann Mugerwa, Director 

Professor Mugerwa, Dean of the Department of Agriculture at the University, and his wife run 
this business. Mrs. Mugerwa is the primary operating executive. They applied for a loan 
through UDB under the RPE in 1987 and finally received their mill in 1990 when they were able 
to stan business. 

Ppoftssor Mugerwa developed a formula for poultry feed which includes oyster shell, maize, 
maize bran, fish meal soya beans, cotton-seed or sunflower-seed cake, vitamin supplements, and 
salt as  inputs, and which according to his wife, has gained a good reputation among poultry 
farmers and is in demand. 

They make 1 to 2 tons (14 to 28 bags) of feed per day, a fraction of the capacity of the mill. 
In 1993 they sold 300 tons. They presently employ four people and sell through two distributors. 
Why are operations at this low level if the product is in demand? Transportation difficulties. 

The Mugerwas originally asked for a lorry in their imported component package, but this was 
turned-down by UDB. They were given a one-ton pickup truck. Neither the loan officer, nor 
the loan cornmime, could see that one ton of input equals one ton of output (since all the mill 
does is mix component inputs), so that the sale of one ton of feed requires two tons of transport, 
one ton in and one ton o u t  Production of two tons per day requires four trips by a one ton 
pickup, two nips for inputs and two trips to distribute the product output. The Mugerwas have 
asked repeatedly for a lorry and have always been t m e d  down. 

In 1983 a firm named Ugachick entered the market and has gained a sizable piece of market 
share because Taten& could not supply the market. Mrs. Mugerwa states that the Uganda Feed 
Corporation, a parastatal just down the street, is not very competitive due to problems of quality. 
Given the number of lgnies foisted on farmers who would only have need for a lorry a small 
percentage of the time, one finds it difficult to understand the refusal of the bank to provide 
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I Katikamu Dairy Farmers Cooperative Society 
Mr. Wilson Muwazi, SecretaryfManager and Mr. Maggwa Kibuuka, Member 

Katikamu is a dairy cooperative. The cooperative had initially sought to apply for a W E  loan 
from UCB as a cooperative but were told they had to apply as individuals. A total of 18 member 
received W E  loans in 1988 but most of the Boran and Frisian cows they requested came in I 

1992. Each individual requested their own commodity package. One individual received as 
many as 'I 1 cows and the least received by any individual was 3, Many did not get what they 
wanted, and Mr. Musaazi stated that the allocation depended on the bank's assessment of the 
individual's application. Most of them have died, though not all. Six F m e r s  lost all s f  their 
cows. Many of the commodities individual members received are no good to them without the 
cows so the equipment is sitting idle. 

Before the cows died, milk yields were about 200 to 28Q limes a day, and they were sold at 250 
to 260 UShl per litre. One benefit Mr. Musaazi noted was that the supply of milk in their own 
homes and within the community increased. In addition, the increased income earned Erom the 
supply was used to pay school fees and buy clothing for children. Employment also increased 
as they hired labor to maintain fences, look after the cows, and do the milking. Women are 
members of the cooperative though none of them received a loan because they did not have title 
to land which was required. In general, women were not employed. Now, milk yields art 
roughly 35 to 60 litres and they sell it at: 300 shillings, so supply has decreased significantly, 
although the price has increased. Mr. Musaazi stated that the cooperative is now optrating at a 
loss. The cooperative sells the milk at 300 UShl per litre and the individual member receives 
280 UShl, so the cooperative retains 20 shillings as profit. Each member b m g s  the milk 
collected to the cooperative and receives a lump sum of money at the end of the month. The 
cooperative has been in existence since 1966 and requested the W E  loan to rehabilitate their 

Mr. Musaazi noted that some of the animals they received were buls, not heifers, and some of 
the Boran which were supposed to be in-calf were empty. There were probkms from the very 
beginning. The fmt group of cows came at the dry season and could not handle the weather. 
The cows w m  old and were unable to adapt. Drinking water for the animals was also a problem. 
The loans to cooperative members total about 76 million UShl (principal only) and they have 
repaid about 5 million. 

Allied Farm Ltd., Kampala, Mr. Karya Rugodtwe, Managing Director 

The visit with the managing director was necessarily brief because of a prior engagement on his 
part. Allied Farms is a poultry farm. Allied received 5 million UShl for warking capital and a 
loan of 38 million. Mr. Rugookwe stated that he has paid 21 million but still owes 118 million 
in interest. He received an RPE loan ~ a u s e  he had experienced problems getting day-dd 
commercial chicks, so he wanted parent stock to generate his own supply of commercial chicks. 
ltEe noted that the parent stock chickens he received under W E  were of gmd quality. He now 
employs 12 people (which is a b u t  a 50 % increase over his previous RPE level), sells eggs, and 
raises parent stock. Mr. Rugookwe readily admitted that the benefit of RPE is that he achieved 
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his god which was to produce day-old chicks. But the escalating interest rate and inconsistencies 
and problems in the repayment period have caused difficulty. 

Nehemiah Products, Kampala, Mr. Charles Male, Manager 

Mr. Male has been in poultry fanning since 1975. He requested an W E  loan to expand his 
poultry operations. At that time he had commercial layers. He wanted to use the W E  loan to 
get parent stock of layers and broilers. His request was denied, and instead he was given day-old 
commercial layer chicks. This caused numerous problems. One problem is that the chicks came 
in batches ins tea  of coming all at one time. He had also requested material for a hatchery but 
did not receive it. The bank from which he received his loan, UCB, told him that because his 
propeny was residential, they could not approve a hatchery. A tray of 30 eggs from a 
commercial layer sells for about 2500 UShl, whereas a m y  of 30 eggs from parent stock sells 
for about 6000 UShl. Hence, Mr. Male's profit is much lower than he had expected. In addition, 
he noted that the cost of feeding and maintaining the chickens is the same regardless of the type, 
so his operating costs have remained the same but his profits have not increased. He employs 
6 people. 

Mr. Male received a pick up which he still uses to work on the f m ,  and the cement was used 
to build 3 buildings to house the chickens. 

Beforc W E  he had 500 commercial layers, and he produced 10 trays of eggs per day. Now he 
has about 3000 (about 2450 of which arc commercial layers and 600 or so  arc parcnt stock) 
chickens in total and produces a little more than 50 trays of commercial layer chicken eggs a day. 
Though his production is greater, he is not making the profit he expected because the trays sell 
at a lower price than a tray of eggs from parent stock. He is on about the third generation of 
commercial layers but he plans to phaseout the commercial layers and work only with parent 
stock. Mr. Male used his own funds to buy parent stock and now has about 660 of them (200 
of which are cocks). He estimates that in August he will get the eggs of the parcnt stock and 
they will probably yield about 13 trays a day. The larger community benefits fiom his farm in 
that they use the litter for fertilizer. He did not feel he had benefitted much Prom RPE because 
he did not get what he wanted 

Maggwa Dairy Farm, a subsidiary of Kalega Enterprises, Kampala 
Mr. Eriya M m i ,  Assistant Manager 

Maggwa farm is actually owned by one of the ministers in the Ugandan government. The 60- 
acre farm is relatively new and has been around since about 1988. T h e n  arc 10 employees. The 
assistant manager had only been working there for one year so he was not sure of the total 
number of Frisian cows and other inputs the farm had received under RPE, but he did knQw that 
al l  of them had died except for five. There are now a totai of 30 cows on the f a .  The 
remaining 5 arc aged and he stated that he felt they would soon die though they still produce 
milk. The farm p+uees about 70 lines of milk per day and sells the milk in Kampak at 380 
shillings a liter- 



The cement received under RPE has been used to consauct three buildings, one of which is a 
staff house. The pick-up and water pump are in good condition and are being used. 

Kinoni Produce Lt$, Mr. Bruno Matovu, Owner 

Mr. h t o v u  was one of the first group of W E  loan recipients having received his loan in 1988 
from UCB. He applied for an WE. loan to rehabilitate his enterprise. He stated that he reaived 
a package of commodities he did not request. What he requested was a tractor. Me nccived not 
only a tractor but a planter, disc plow, disc harrow, weeder, sprayer, lorry and other items which 
he is anable to use. The disc plow arrived in May and the tractor in October which caused 
problems. 

According to Mr. Matovu the lack of working capital has been a major consuaint. In 1989 he 
had a good crop of maize which is what his f m  produces. His demand for labor increased and 
he mployed people from the local population on his farm. He had approximately 60 employees 
about 15 of whom w e n  women. He paid them 10,000 UShl for harvesting the maize per tractor 
trailer. Two women could do this in one day and get 10,000 each. The problem he faced at that 
time was that the selling price of maize was 30 UShl a kilo. When he was planting it was selling 
for 150 USkl. Mis income from his maize production was considerably less than expected. By 
2990 he had no mom working capital and did not have enough money to continue to cultivate 
maize. That is when his problems began. 

The land his farm is on was initially bush. Mr. Matovu r e d y  admits that RYE helped him get 
started Because of the lack of income, he is only using about a third of his land for cultivation. 
A b u t  350 to 360 ams are idle though a total of 500 acres had originally been cleared. He is. 
presently using about 80 acres. 

- 
He sold some of his land and received about 3 million shillings. Mr. Matovu has decided to 
experiment with a variety of crops. He now has about 70 axes of maize cultivated this sewn 
and about an acht each of banana and coffee. He also cultivates cassava. He employs 22 people 
who work on a contract basis for a given period of time. Mr. Matow eventually hopes to be 
able to get a maize mill to p d u c e  maize flow. 

Summary 

Our visits have highlighted most of the good and the bad in the execution of the RPE Project 
over the years. The visits included both Qc novo operations, operations which have been 
rehabilitated, and operations which existed previously, but whert the owners have taken 
advantage of W E  to change their venue and/or the focus of their productive enterprise. 

The f a r m  and other cntcrpnses have experienced increases in production of their nspective crops 
or products without exception. Farm employment has increased in almost every instance. 

However, none of the early sub-borrowers have k e n  able to repay their loans and are, at least 
financially, worse-off than they were before they became involved with RPE. Possibly only Nile 



Roses, which stamxi operations last year after some semblance of macro-economic stability in 
the economy began ro be felt, will be in a position to handle its debt burden. 

Problems with procurement are virtually unanimous. Farmers failed to receive equipment needed, 
or were turned down at the ICIs at the time of the initial loan application. Others received, and 
assumed debts to pay for, equipment that they didn't need or couldn't use as they did not have 
the proper infrastructure. 

The 12 f m s  visited during the course of this final evaluation represent a sample of 5 percent 
of the universe of W E  sub-borrowers. The sample was not random given the time and 
transporntion conssaints of the evaluators. We also wanted to make use of the Impact 
Associates principals who had done the imported commodity end-use survey as they could 
increase our eficiency considerably and overcome the language bamer which turned out to be 
essential in the majority of the cases. 

- 
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PROVIDED UNDER THE RBE PROJECT 

Lmg-Term Technical Assistance 

The oxigical Project Paper called for 17 person-yeas of long-term TA, but this was reduced to 
7 person-years. The approximately seven person-years have been supplied through the personal 
services mechanism by the following advisors: 

CreditSpeciadist DavidEdding 6127186- 10/30B 1 5.3 years 
Supv & Collection Dr. P.R. Behl 7/25189- 313 1/61 1.6 years 

Mr. Edding was originally assigned to the UDB where he assisted in the consolidation of the 
Livestock and Crop Departments in the Agricultun Department, a condition precedent under the 
Grant Agreement. Thereafter, he was assigned to the Development Finance Department in the 
BOU. He provided important assistance in helping to set up loan appraisal mechanisms for BOU 
and assisted in the accounting system development. However, as has since been learned, Mr. 
Edding was not a "credit specialist." He had never been aaincd as a banker. For this reason, 
the BOU people were very kind, but silent, in response to questions regarding Mr. Edding, and 
the only positive comments were, "When you had a question about computers, ask Mr. Edding." 
He had not won their confidence on matters of making or collecting loans. 

Dr. Behl spent his 20-month TA in the Development Finance Department of the BOU where he 
p r e p a d  manuals on loan supervision a d  collection. He also panicipated in a number of 
workshops and seminars which were considered very successful by his supenrisor. However, Dr. 
Behl was of Asian origin which, according to several sources, inhibited his ability to be of real 
assistance to the Project. 

TA consi&rd to be important as reflected by a number of PILs was not forthcoming: 

m the need for a procurement specialist (PIL 12 of 10186); 
m the same again (PIL 25 of 7/87); 

PIL 27 of 7/87 mentions need for agricultural credit TA in each of the publicly-owned 
ICIs (two additional specialists); 
the need for a long-term d t  advisor for UCB and an agricultural credit field specialist 
to work with UCB branches and customers (PIL 29 of 8/87). 

This is not the complete list, but it highlights the Mission's efforts to deal with problems of 
various types which surfaced as the W E  Roject gained momentum between late 1986 and 
throughout 1987. With the exception of the 20-month contract for Dr. Behl, none of the 
additional expertise considered desirable in the PLs was obtained. We find little evidence that 



vigorous attempts to obtain additional long-term TA were made; we d s o  find little evidence s f  
complaint by the ICIs except on procurement issues. 

The Project Paper does not mention the reason for the reduction of TA time, nor the reason for 
doing away with the institutional coodination which is a component in the original &sign. One 
can only speculate, in hindsight, that the urgency to mobilize W E  upon the re-opening of the 
Mission in the Spring of 1986 following the civil war did not give sufficient time to carry-out 
the protracted pmctdures required by connacting regulations. 

Short-Term Technical histance 

In 1986, Deioitte-Touche was contracted to provide assistance to the Bank of Uganda to revie 
their data processing and accounting system, and to adapt it for project use. Deloitte th 
the appropriate BOU personnel in its use. The cost of this TA was $62,058. 

Deloitte-Touche assistance to the Nile Bank was contracted in 1931 to review the NCR computer 
system in the bank. While current accounts had been on-line since the inception of the bank, and 
internal general ledger accounts were being produced, the Deloitte-Touche team found that the 
system was considerably under-utilized, and numerous applications valuable to bank management 
could be obr;tincd if the system were properly more fully utilized. The team did some re- 
programming, and left with a number of recommendations which have since been partially 
implemented, 

In 1993, Technoserve subcontracted some credit training at Nile Bank and invited Managem 
Advisory Services, Seattle, to teach a series of courses. While USAID was not directly ir~volv 
MAS'S payment was indirectly made by the RPE Project. 

David EEdding was given two consecutive 45-day short-term contracts to extend his stay aftc 
expirati~n of his PSC with the BOU. 





ANNEX 3 

INTERIM AND FINAL FINANCIAL AND OPERATIONALAUDITS 

Rice Waterhouse, Nairobi, was contracted to do two inrerim and one final audit of Project 
accounts. The frst was performed in January 1989 and covered accounts from the inception of 
the project through March 31, 1988. 

As of 3/31/88, the use of W E  funds from inception had been: 

lending. However9 the audit goes on to s%:z that procmrh~ent is a problem. Comm 
not received on a timely basis. It recommends that sub-bsrrswers procure their own comm 
with assistance from BOU where practicable. 

It states that the W E  technical advisor is not effectively utilized, and recommends that 
reassigned to BOU. 

Sub-borrowers are deficient in the maintenance of accounting records and ~comrnends 
develop a mechanism to provide TA in this respect to the sub-borrowers. The ICIs 
accounting system is also deficient; the audit recommends that USAID require BOU to 
an accounting system for the Project immediately. 

The audit identifled one problem that was to plague the project throughout. The late de 
of imported commodities, and the fact that individual orders were received piecemeal, 
in (a) cost ovcmms as the Shilling loan counterpart is calculated at the time goods clear c 
and devaluation resulted in larger than projected loans, and (b) installments on loans be 
to become due before the project began production. Lastly, goods received on a W/O were 
distributed to the proper sub-borrowers. 



The first audit noted that conflicts on loan repayment existed and that capitalization of interest 
was being handled differently by the ICIs. Whereas the BOU loan agreement called for 
capitalization of interest during the one-year grace period (as established by USAID), UDB did 
not as is their practice. The loan agreement called for semi-annual installments of principal and 
interest, but UGB tried to collect monthly repayments and UDB quarterly repayments. Since 
local procurement occurs before the receipt of imparted commodities, there was general 
misunderstanding on when loan repayments should start. 

Other problems noted were a lack of site visits to sub-borrowers, improper loan documentation 
by UCB, and the misuse of project vehicles and other equipment by UCB. 

2nd Audit March 1992 

A number of the same criticisms were raised in the second audit. Key is the apparent inability 
of the Development Finance D e p m e n t  in the BOU to extract discipline and stanclardization of 
procedures among the participating ICIs. Payments to the BOU are delinquent, and record 
keeping in the ICIs is inaccurate and incomplete, particularly with respect to the location and 
usage of project support commodities. 

A spot-check of the end-use of imported commodities revealed: 

m Some are operative and productive -- others were in disrepair. 
PI There was the unauthorized sale of imported commodities in three instances. 

Some sub-bormwers were unlikely to repay loans. 

Between January 1, 1988 and June 30, 1991, commodities totalling $11,574,683 had been 
accepted for financing under the RPE Project. Major categories of imports ordered were: 



Local Currency Fund (in '000 UShl) 

Principal Interest Total - 
Bank of Baroda 99,911 16,317 1 16,229 
UCB 2,325.1 10 3 16,034 2,641.144 
UDB 1,070,180 1 14,274 1,184.454 

Total 3,495,201 446,625 3,941 827 

Bank of Uganda reported arrears of over 60 days at UShl 514,288 

Development Financing Fund (in '000 UShl) 

Principal Interest Total 
UCB 558,014 9,8 15 567,829 
UDB 146,759 6,838 153,597 
B a d  -0- -0- -0- 

Total 784,773 16,65 3 72 1,426 

Arrears for 60 days or more on BOU's Books UShl 3,478,371 

3rd and Find Audit April 1% 

The final audit included reviews of the Imported Commodities Credit Line (ICCL), the LCF, and 
the DFF, all as of May 31, 1993. Audits of the activity in the LCF and DFF were fiom inception 
on May 14, 1986. 

Imported commodities under ICCL between July 1 ,  1991 and May 31, 1993 totalled $715,951. 
This brought the total of imported commodities financed by RPE to $12,438,494 horn inception 
to May 31, 1993. 

The Local C m n e y  Fund's (LCF) Accountability Statement prepared by PW covering the period 
3/14/86 to 5/31/93 reflects total revenues $3,781,036, total disbursements $2,725,946, and e 
balance of $1,055,090. Revenues are principal and interest loan npaymcnts for commodity 
imports, and ~demption of and interest on treasury bill investments. Disbursements are new 
local cumncy loans, the purchase of masury bills, local currency expenses to support the project, 
and inter-fund transfers. A small amount of LCP; expenditure, maintenance on W E  assets 
$1,089, was considered ineligible. 

The Development Financing Fund @W) Accountability Statement covering the same period 
(3114186 to 5/31/93) showed revenues of 3 12,874,268, disbursements of $ 12,052,992, and a 
balancc of $821,276. Revenues were contributions from GOU, the 5 percent additional reserve 
on deposits with commercial banks, as calculated annually at the end of the calendar year, the 
redemption and interest earned on masury bills, and repayments made on the local cumncy 
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portion of W E  loans. Disbursements were the local c u e n c y  component of W E  loans 
($2,476,090), interest paid on the commercial bank reserves, the purchase of treasury bills, and 
inter-fund transfers. Ineligible costs totalled $2,846,926 of which $2,@5,555 represented the 
payment of interest on reserves which had not been covered in the operatianal procedures for the 
DFF. Disbursements unsupported by proper documentation and approvals totalled $478,015. As 
of May 3 1,1993, contributions to the DFF by Ugandan commercial banks were delinquent in the 
amount of UShl 5.4 billion. 

In July 1992, an account was opened locally with Grindleys Bank to effect the purchase of a few 
additional commodities. The account was funded from the LCF. This account had deposits of 
$183,170 (of which $182,744 came from the LCF), and disbursements through 5/31/93 were 
$165,097 (of which $165,074 were for commodities). The balance in the account on 5/31/93 was 
$18,073. 

The audit closes with a number of observations on the internal operations and control structun, 
most of which had been made in the previous audits but had not been fully implemented. A 
primary criticism was the absence of an RPE Qperations Manual. The findings show that an 
RPE manual called for in the orignal PP was never prepared, and the early TA provided BOU 
by k l o i t t e  Touche in setting-up accounting procedures n a y  only have been partially effective. 
PW's final audit strikes mainly at the lack of a commodity import tracking system; the creation 
of such a system mentioned in the second audit was underway, but had not been completed and 
put into service. 

The fact that the accounting system is in discrete Lotus files and not linked to the BOU's general 
ledger accounting system was once again raised in the final audit. This remains the case as s f  
this Final Roject Evaluation. 

The: audit makes one final and probibly unworkable recommendation, that the amounts owing 
to the DFF from the country's commercial banks be vigorously pursued. With the end of the 
RPE Project in sight, the actual ownership of RPE funds is in doubt. While the GOU made a 
direct contribution the DFF under the terms of the Grant Agreement, the commercial banks w m  
obliged to make payment to the DFF in the form of an additional reserve requirement on 
deposits. 

Commodity End-Use Survey 

In 1994, IMPACT Associates, a local consulting fm, was contracted to perform an end-use 
survey of the commodities imported under the p r o w .  The survey covered 5 0  entities from 
among the universe of sub-borrowers. 

Many of the findings of the survey are included in the section on Project Impacts in the body of 
tRis evaluation. 
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ANNEX 4 

I ISSUES RAISED IN THE MID-TERM EVALUATION OF JUNE 1988 



The breakdown of the project status to which loans were applied, the expansion of going 
concerns (45 percent of the dollar amount), the rehabilitation of war-damaged enterprises (47 
percent), and new enterprises (8 percent) was deemed to be in accordance with project guidelines. 

The evaluation questioned the amount of machinery (tractors especially) being purchased for crop 
and mixed fanning as the acreage projected to be cropped was a multiple, over 10 times, the 
acreage fomer2y cultivated by the applicants. The evaluator predicted under-use, use for o ~ ? e r  
purposes, or sale to generate "windfall profits." 

The evaluator also questioned estimates for milk production, stating that it may take some years 
for projected levels to be reached. 

Major criticism of loan appraisals, which improved markedly after TA became available to the 
ICIs, center on (a) a lack of credit experience sf the borrower, (b) experience with project 
activiries not clearly elucihted, (c) no phasing of implementation schedules which all occur 
within one year, a d  (d) overly automated production parameters which produce overly optimistic 
results, replacing judgement. Crop production estimates obtained from agricultural research 
centers, where crops were grown by experts under ideal conditions, were used to forecast yields 
to be achieved by the sub-borrowers. Price estimates wzre based on the Kampala market but 
didn't take into account the cost of getting the produce to market. Nor did the loan appraisals 
take into account the downward movement of prices as economic conditions improved and the 
supply of produce increased. 

A comment, not qualified as of great importance at the time, was that of the 82 loans studied, I 
I 

only 24 (29 percent) were approved for farmers. The remai:lder went to government officials, 
commercial people, professors, bankers, and military officers. The evaluator recommended that 
prioritizing the handling of loan applications take place on the assumption that influence was 
exercised in the fvst 82 cases. 

The African-American Purchasing Center (AAPC) was selected from among 90 bidders to act 
as procurement agent, and a contract entered into with BOU an February 6, 1987. At the time 
of the mid-term evaluation, five work orders for commodities purchased by sub-borrowers had 
been issued to AAPC. 

WIO Number Date Amount 

1 8/2 1/87 $1,750,000 

3 8/26/87 
-- 

3,752,760 
- 

4 12/24/87 61,000 - 

5 5/12/88 65 1,000 

6 5/12/88 575,000 

Total $4,753,760 

Note: W/O#2 was for institutional purchases for the project 







ANNEX 5 

SIGNIFICANT PROJECT IMPLEMENTATION LETTERS 

Significant Project Implementation Letters (PILS) 

On May 22, 1986, (PIL 6) accepted existing UCB and UDB lending manuals as satisfying the 
condition precedent requiring a Project specific "Operations Manual." This was to have been 
prepared by a TA advisor (none wert yet in place), or according to the original PP, by the 
institutional TA coordinator. The Operations Manual would have covercd accounts to be kept 
for the project and reporting, in addition to s tanMzed loan analysis criteria for use by the 
participating ICIs and the BOU. The effort to stan-ze lending criteria is a subject repeated 
many times in subsequent PEs throughout the active life of the lendmg side of the Project, and 
problems in this regard may have been ameliorated somewhat had standardized criteria and 
methodology been established at the outset. 

On October 14, 1986, PIL 12 sets forth basic procurement methodology in advance of the 
selection of a purchasing agent and TA in the form of a PSC contractor who had only recently 
arrived in Kampala to assist the ICIs and their customers on procurement and credit issues. The 
very complex procurement area has been a problem throughout. This early explanation of 
procurement guideline requbements is indicative of the pressure of demand for imported 
agricultural capital inputs. 

The additional TA promised in PJL 15 of January 14, 1987, which would have providecl a PSC 
contractor in UCB and UDB within four to six months, in addition to the contractor transfened 
from UDB to the BOU, was never forthcoming. The participating KCIs never received resident, 
long-term TA. One additional long-term credit supervision specialist was contracted in 1989 for 
a %month term. That individual was also assigned to the BOU. 

TA was also the subject of PIL 27 of July 7, 1987, which lamented the lack of usage of USAID 
funds under the Grant. Slow loan appraisal at UCB received mention, and the provision of two 
long-term agricultural credit specialists for UCB (further elaborated in PIL 29) was suggested, 
one of whom would concentrate his or her efforts in working with-UCB credit officers and their 
clients in the field. We find no evidence that UCB was provided with these TA resources. The 
expected outcome of this assistance was the xeduction of loan application processing to four-to- 
six months. - 

While the timely processing of loan applications by the ICIs represented a problem, the Mission, 
concerned that sub-borrowers might be unable to repay loans if the official FX rate wire unified 
with the patallel rate, instituted through PIL 20 the requirement for demonstration of an economic 
rate of return in the loan application. As the Mission received no response from the ICIs, the 
subject was revisited in PIL 30 on September 8, 1987. An "economic rate of return" was 
subsequently clarified and defined by PIL 33 in November. It: required measuring the expected 
income smam against costs for imported equipment calculated at the Parallel FX rate (a multiple 



of the official ratc) as well as the "financial rate of return" which used the official FX rate. 
These two IRR calculations were required for all subsequent project ban  applications. 

By March 9, 1989, when PIL 50 was issued, loan approvals and crtdit applications in the 
pipeline e-&d the ~".1it  rnmmnrnt nf the Rniect. then 515.5 million. The Mission advised 
the ICIs and BOU to c _, , _ , 
additional project funds would become available. 

ra-. r.,...r".-"' -' --' - - -J-- -' --- .- - - - 

:ontime a ~ ~ r o v i n e  loans uo to a total of $23 million in the anticipation that I 

P1L 55 of March 14. 1989. revens to the need for s m M z a t i o n  of loan appraisal p d U l ' C s ,  I - - -- -- - - 

the evaluation of the experience of the applicant and farm managen, and the need to make on- 
site visits. It also fmed the amount of the loan representing the Ushilling counter-value of the 
doUar i m p r t  at the EX me at the time that the commodity c l e d  customs. It fuxther spefified 
that loan repayments would be applied fvst against past-due interest, then intcrcst, then past-due 
principal, and finally, against principal. 

According to P L  74 of January 5, 1990, use of the Local Cumncy Fund (LCF) was to k 
limited to relending to agricultun, local cost support to the BOU and the ICIs. and local cost 
support for the long-term TA personnel. "Specific uses" of the LCF were to be cleared with 
USAID. In this PIL, mention is made that no new loans had been approved since 1988 when 
amlications exceeded the $15.5 million limit in effect at the time. (The credit limit under the 
project had subsequently been increased to 923./3 rnrllron). 

As repayment experience under the commodity import program had been poor, the Miorion 
issued PIL 123 on June 23, 1993 to formally end the credit portion of the RPE project. 



ANNEX 6 

PROJECT PAPER AMENDMENT 3 
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ANNEX 7 

LET OF PERSONS INTERVEWED 

Mr. Keith Sherper, Mission Director 
Ms. Holly Wbe, Director, General Development OEfice IGDO) 
Mr. Patrick Fine, W E  Project Manager, @DO 
Ms. Jackie WaWrweya, RPE Project Management Assistant, GDQ 
Dr. Robin Phillip, Economist 
Mr. Bmo Komakcch, many years involved with W E  Project 
Mr. Peter Downs, Uganda Desk mcer, Africa Bureau, U S A W  

Mr. Emmanuel F. Bajunirwe-Buts ya, Development Finance Department 
Mr. Mugumya Bantura, Senior Bank Officer 
Ms. Agnes Kmya ,  Principal Bank Officer 
Mr. Fred Karyeija, Principal Banking Qfficer 
Mr. B.M. Esambim, Manager, Development Finance D e g m e n t  
Mr. Ackllis Okema Akena, Ag. Director, Development Finance Department 
Mr. A.N. Nab, I.D.A. Advisor, Development Finance D e p m e n t  

- Mr, Opio, Ac~ouatant, Development Finance Depanment 
Ms. Lydia Semogcrcre, Development Finance D e p m e n t  
Mr. Joseph B. Wusimbi, Development k p a n m e n t  

Uganda Commcercid Bank 

Mr. Augustine KyonQO, General Manager, Development Finance Group 
Mr. Ben 0. Opiny, Chief Mgr., Agricultural Products, DFC Group 

Uganda Development Bank 

Mr. Fazal J. b u j j a ,  General Manager Operations 
Mr. A. Sematimba, M a n a p  
Mr. Oktllo-Dinga, Principal Banking Wficer 
Mr. Kibitige K. Moses, ManagdAppisd 





Ms. Ann Mugerwa, Dir., Tatenda Feed Mill, Kampala Ago-Ind. 
Mr. Ndugga Musazi, Kangave Progressive Farm, Luwero 

Katikamu Dairy Farmers Cmp. Society, Euwero Dairy Fanns 
Mr. Karya Rugookwe, Allied Farms Etd., Kampala Poultry Farm 
Mr. Charles Male, Nehemiah Products, Ltd., Kampala Poultry Farm 
Mr. Eriya Musoni, Maggwa Dairy Farms Ltd., Kampala Dairy Fann 
Mr. Bruno Matovu, Kinoni Products Ltd., Luwero Crop Farm 

IMPACT Associates, Ltd. 

Mr. Christopher K yerere 
Mr. Andrew Turiho 


