TERMINATL REPORT
OoF
ESTABLISHMENT COMMIITTEE OF THE .
UGANDA ACRICULTURA L FINANCE AGENCY

LU AFTA)

#
(oo RGREEMNT L7 0102 A 00 -850

a

By Lewvs (larK . Cisded AK75O4,
¢t al
//:e R« ¥4

July 1987




CONTENTS

Bacitground

Up-datine June 1985 UAFA Document
Ownership Structure

Capitalisation

Memorandum and Articles of Association
UAFA Branch locations and Expansion Plan
Casht'low and break-even budzéts for UAFA
Management and Systems Manuals
Automation of UAFA management Svstems
Agricultural Input S:tuation Studies
Cost of PRoduction Studies (Farmmodels)
Farmer profile studies

Training

Concluding Remarks

Annexes .

e _‘:' - :': R !‘ . wL ' R o
1. Terms of Reference '5f the Establishment Camnittee.
k]
2.  Itinerary of the Establishment Committee.

3. List of Members of the Est:b!ishiment Committee.

Page



TERMINAL REPORT
OF
THE ESTABLISHMENT COMMITTEE OF
THE UGANDA AGRICULTURAL FINANCIA., AGENCY
(UAFA)

July 1987

THE BACKGROUND

The Board of Directors of the Bank of Usanda approved the
establishment of UAF\ in December 1985. Following that decision Management
2f rhe Bank at its meeting in March 1986 detailed its Development Finance
Department to provide leadership for organizing and facilitating the
setting up of UAFA by opening up a desk within the Department for that
purpose,

At the Departmental meeting held on March 27, 1986, a nucleus
committee was establ:shed under the chairmanship of J. Nsereko to work out
in dertail the modalities of establishing UAFA as a corporate entity,
Specific terms of reference of the committee are annexed to this report.
Between April 1986 and March 1987, the committee he.d twenty four working
meetings and the product. of that effort constitutes this report, During
the period, USAID provided two rounds of Technical assistance under the
provisions of USAID/ACDI cooperative agreement for about 40 man-months to
assist the committee with its work.

UP-DATING JUNE 1985 UAFA DOCUME.IT

The Inter-Agency High level credit committee in June 1985 prepared a
document which outlined the salient features of the proposed smallholder
credit system. That document was discussed by shareholders vis Bank
Managers, Marketing Boards and Cooperative Unions Prospective owners
raised a number of questions and issues necessitating a thorough review
namely ownership structure, capitalisation, management, interest rates,
disbursement and loan recovery. The Establishment committee was
specifically asked to address these issues. Given the technically Ubroad
spectrum  of the assignment, the initial committee had to be enlarged to
assume an [Nter-disciplinary, inter-Agency outlook in its composition and
include  people familiar with Agricultural Financing, banking, accounting
and audit syvstems, e:ooperatives and compsny law, To this effect, members
of the enlarged committee were drawn from the Ministries of Cooperatives
and Marketing Adriculture, Animal Industry and Fisheries, USAID/ACDI and
the Bank of Uganda. The full list of members of the establishment
committee is presented in the Annex to this report.



OWNERSHIP STRUCTURE

Ownership was aadressed during April and May 1986 in conjunction with
the design and preparation of the memorandum and articles of association of
UAFA. The 1ssues shareholders had raised in July 1985 and which the
committee addressed included: the dominance of commercial banks in the
ownership of UAFA; Cooperative Unions which should hold shares in UAFA,
constitution of rhe Board of directors and whether Marketing Boards are
permitted to invest unds in the manner proposed.

The committee in dealing with these issues recognized the need for

dialogue with sharehoclders. However, lack of a GOU decision on UAFA and
the apparent reluctance of MCM to {acilitate contect with grassroot members
of the cooperative movement precluded the desired refinement. As a basis

for dialogue and a G decision, the committee recommended the structure as

presented in the draft memorandum and articles of association with the
following observations: . '

(i) The dominance of commercial banks should be retained

{ii) Marketing boards are by law allowed to invest in ventures
outside their normal business when they have surplus funds or
funds not immediately required, provided further that the
responsible Minister permits them to do so. For example, LMB
(Lint Marketing Board) Act, section 13 (1) provides that '"the
Board may invest any money under its control not immediately
required in such investments and securities as are allowed by
law for the investment in trust funds or with the permission
of the Treasury in any other investments, securities or.
loans.” UTGC (Uganda Tea Growers Corporation) Section 9(3)
provides that "The Bcard may with approval of the Minister
invest any money of the Corporation not readily required for
use by the Corporation in any securities approved by the
Board.” UTA (Uganda Tea Authority) Section 8(2)({d) provides
tnat "The authority may invest any surplus funds in any manner
pernitted by law or in any project approved by the Minister
after consulting with the Minister responsible for Finance."

CAPITALISATION

The main task the committee had to handle was determining the criteria
and basis of allocating shares to the respective owners. A technical sub-
committee was sef. up consisting of J. Kyamanywa of the Agricultural
Secretariat, D. Sercbe/Kakaire Tampa of BOU accounts Department, D. Mubalya
of the Savings and Credit Section of MCM, F. Karugonjo of BOU Legal office
and Thomas Carr the USAID/ACDI credit planning advisor. The committee
studied audited financial statements of commercial benks, Marketing Boards,
Cooperative Unions and Institutions during April-June 1986 and recommended

shareholding ratics as contained in the draft memorandum and articles of
association of UAFA.



For commercial banks, the deposit position as of 3lst December 1985
was used as the determinant of their respective shareholding ratios. The
only problem here is that with some banks such as the UCB, the derived
subscript.ion exceeds 25% of the paid-up capital. However, without a formal
dialogue with UCB, and in the absence of a GOU decision on UAFA, the

establishment Committee was precluded the opportunity to pursue this matter
any further.

Whereas the basis for commercia, banks was distinct and easily
quantifiable, that of Marketing Boards and Cooperative Unions was diffuse.
Of the Boards, as of December 31, 1985, only two. CMB and IMB had
financ:al capability and funds of their own to invest in UAFA - to the
extent proposed. There was no clear basis therefore for allocating shares
to other boards viz ™MB, UTA, UTGC and Dairy Corporation (DC). The two CMP
and [MB would take all the shares in the ratio of 99:1 respectively.
Desirous not to leave any Board out of UAFA o~nership and hopeful that at
some future date the capital strength and a better command of resources
would be acquired by weaker boards, the Committee subiectively recommended
the ratio of 4:2:1:1:1:1 to OMB, tMB, PMB, UTA, UTCC and DC respettively
out of the 5% share allocated to Merketing Boards.

For the Cooperative Membership, the Committee met with similar
proolems., Using the 1985 ACDI Cooperative Survev Report arnd MCM Union
perforrance rating criteria, it" was still difficult to assess the
capabllity of Unions equicably. The first problem was that not all Unions
had audits as of December 1985. The second related to differences in
accounting systems adopted by the Unions. The third presented itself in
the ACDI Survey Report which had not takéen into account the fact that some
Unions had in their audits revalued their asgets while others had not.
After appraising various approaches and options, the Committee found it
logical to wuse 1984 as the base year and the MCM Urion grading criteria
consisting of annual business turnover, operating profits and net +orth.
Accordingly, National Cooperative Institutions (UCCU, UCTU, WCI, and UCSCU)
were placed into two grades A and B to acquire ownership in the ratio of

3:1 respectively out of the 10% UAFA share for such unions. District
Cooperative Unions in grades A, B end C were allocated each 160, 50 and 30
shares respectively. All together 24 district cooperative unions mostly

coffee and cotton were ccnsiderca for share holding participation in UAFA.

These four groups of shareholders would capitalise UAFA to the extent
of Shs. two billion (two hurdred million) over a three year period in the
ratio of 70:10:15:5 (Banks, National Cooperative Institutions, District
Cooperative Unions and Marketing Boards).

By amendment No. 1 of 29th July 1986 to the FPSP the USAID/GOU locgl
currency capital contributicn from the special accrunt, will be treated as
a d&rant to the private equity shareholders of UAFA on a ¢~e to one
matching basis tied to paid up share capital. In the event that there is a
temporary shortfall in the pzid up equity share capital of the private
shareholders of UAFA, the GOU through the Bank of Uganda will make up the
deficit, pending repayment by the private equity shareholders of these
furds advanced by the Bank of Uganda on their behalf.



However, since the GOU decision on UAFA has not been received, issues
relating to capitalisation and USAID grants still require refinement
through dialogue with shareholders of UAFA. Proposals by the
establishment committee provide the basis for that dialogue.

MEMORANDUM AND ARTICLES OF ASSOCIATION

In June 1985, Bank of Uzanda asked its lawyers Mugerva and Matowvu
advocates to provide a legal opinion on the proposed structure, ownership
and management of UAFA. Their opinion was provided on 12th June 1985 (Ref.

890/357/85)° with a draft investment agreement. The establishment
committee in pursuit of its TORs used that document in April-May 1986 to
prepare a Memorandum and articles of associition of UAFA. Fred Karugonjo

of the Legal Office of BOU examined all releant aspects of Company Law and
arafted the Memorandim and articles of association which were discussed and
reviewed in four rounds by the establishment committee. Using ACDI manual
preparation budget. the draft document was computer processed and

rrofessionally bound in .June 1986. Copies of the draft Memo and articles
wf association were distributed to commercial banks as a basis for securing
their agreement to incorporate UAFA. Districtution to other shareholders

~as precluded by ‘IM’s reluctance to permit contact and dialogue with
Unions and Boards.

UAFA_BRANCH LOCATIONS AND EXPANSION "PLAN

The task of determining UATA operational areas and oxpansion plan.
constituted the core of the estreolishment committee effort. To facilitate
a2 comprehensive ard professional apprcach to the problem, USAID upon the
request of BOU Development Finance Department, provided a credit planning
specialist Tom Carr during May-August 1986. Assisted by Kiwanuka-Mayega
of MM, Tom Carr reviewed statistical data in the June 1985 Cooperative
Survey Report and derived parameters and criteria for determining UAFA
areas of operation and expansion plan. Thiough a series of working
meetings, the establishment committee discussed the variables and proposals
and out of the options and scenarios presented, concluded that there is no
better network in the country to deliver production credit to smallholder
farmers close to their localities outside the - cooperative structure.
Consequently eight Cooperative regions were identified for Uganda as a
wvhole, Each of thzse regions would have located in it a UAFA branch (8
branches all together),

The opening of branches per year would assume a 2:3:3 regional
expansion programme targeted at covering the entire country within three
years, Tnere would be sociesy expansion of 50:50:50 for all eligible
societies affiliated to the Urion to be reached in three years 1rom the
start-up yvesr. There would be loan expansion of 50:50:50 for all eligible
members to be covered in three Yeers from the start-up year.
Considerations and proposais on branch locations and expansion programme
form part of the UAFA Cradit Planning manual. This manual prepared by the
Credit Planning advisor Tom Carr was processed and professionally bound
using ACDI manual budget. Ccpies were distributed to commercial banks
early this yeair along with the Memo and urticles of association. It has

not yet been possible to distribute the same to Unicns and Boards for
reasons stated earlier.



CASHFLOW AND BRFAK-EVEN BUDGETS FOR UAFA

Bank Managers when presented with the June 1985 cashflow projections
noted that key parameters were over and/or under stated and overly
optimistic. They therefore suggested that parameters such as salaries,
interest and default rates be reviewed and adjusted down or upwards to
arrive at more realistic projections. During July-August 1986, the
establishment committee constituted a technical sub-committe which included
Tom varr, Larry Wisniewski, and J. Cardner of ACDI, J. Nsereko, M. Matovu
and Kakaire Tampa of BOU to review financial projections of UAFA. Using
statistical data from MCM on the historical cooperative credit scheme and
considering provisions of the BOU credit Guarantee scheme, a weighted
default rate was Jderived. The technical committee reviewed salary
structures of all financial institutions in Uganda including BOU and
adopted weighted but competitive salary structure for UAFA. Assumptions
were up-dated on stuifing, sources and cost of funds, loen volume, premises
and equipment to de'ermine annual variable and overhead costs of the UAFA
headquarters and branches. Break-even scenarios were prepared, discussed
and reviewed in several rounds by the establishment committee. Tom Carr,
the ACDI credit Planning advisor completed the wsrk and a formative
financial plan/break-even budget was finally discussed by the establishment
commn, ttee on August 3, 1986. Financial projections capable of guiding ah
investment decision were processed and ~onstituted Memo C in the credit
planning manual prepared by the ACDI credit planning advisor Tom Carr.
That document was distributed to commercial barlia early this vear.

MANAGEMENT AND SYSTEMS MANUALS

The basic tenet of a credit programme is pragmatic and well conceived
systems, policies and procedures. A major task of the establishment
committe was to conceive such systems to guide the establishment and
operation of a credit delivery programme for smallholder farmers in Uganda
of course taking cognisance of the conflict between the demand and supply
sides of credit. That is, while the demand side craves for softening
bolts and easing credit procedures, the supply side on the other hand
advocates tightening those same bolts to guarantee loan recovery and
institutional wviability. That reconciliation was no easy task for the
establishment committee. Upon the request by BOU Development Finance,
USATD fielded two ACDI systems specialists L. Wisniewski and J. Gardner in
May-August 1987 to assist the committee with manual preparation. These
were assisted by MCM counterparts familiar with operations of the
historical cooperative credit scheme J Mpungu and L. Kyazze. These were
later joined by A. Mbangi of IPA whom ACDI contracted out of the ACDI
manua! budget to assist with certain aspects of Accounting and audit. Their
work which extended over a four months period centred on specific credit
functions namely management, Accounting, Audit and field operations.
Drafts of their work were presented in twelve roinds to and for discussion
and review by the establishment committee.



On September 5, 1986, final drafts of the manuals were presented and
discussed by the Committee. Tom Carr and Lew Clark of ACPI carried out the
editing and reprodiction of the four-volume manual in June 1987. Each
volume covers a major function of UAFA" operations: Voiume 1| Management,
Vol.2 Accounting, Vol.3 Internal Audit and Vol. Field operations.

We now have on hand these four volumes which together constitute the

systems which should be put in place to support the successful launching of
UAFA on receiving a GOU decision.

AUTOMATION OF UAFA MANAGEMENT SYSTEMS f

As the establishment committee worked on UAFA systems (Management,
accounting, audit, and loan procedures) it became increasingly clear that
UAFA would face an uphill struggle in clearing its loan transaction load if
loan processing and accounting were manual rather than an dutomated
funct.ion. In recognition of the need for automation, the establishment
committee prevailed upon USAIL to provide under ACDI cooperative agreement
a computer systems specialist to assess UAFA’'s computer requirements.

In October 1986 USAID/ACDI fielded Edward Murrary to work with the
establishment comm:ttee and determine computer needs of UAFA. The
consultant  observed that during the pilot stage of UAFA's phased
development programme, the »ansaction load will be about 400 per day and
as UAFA gets to full implementation, the load could grow to as much as 3600 -
transactions per day and possibly even three times that number when all
eligible primary societies ave participating in the programme. If UAFA
assumes responsibility for providing loan eccounting for primary societies,
as may well be necessary to ensure that the programme works effectively, it
will be possible to handle th is load only through the use of computers.
The key to UAFA’s success lies in the analysis of large amounts of date to
manage its cash, fulfil its input coordination requirements, maintain up-

to-date accounting records and properly analyse the risks involved in
loans.

During + the course of his work and in addition to analysing UAFA’s
computer (hard and soft ware) requirements, Murrary assisted in stream
lining and strengthening management systems as: they related to data
processing requirements and ease of reference.

The Murrary report entitled "Review of the Compute: Requirements of
UAFA" was compiled and reproduced by ACDI Washington and copies are now
available with the establishment committee for distribution. On receipt of
that report, USAID in Januarv 1987 approved the purchase of two IBM
compatible micrc computers for UAFA Head office. These were acquired in

May 1987 and are in the custody of the USAID Mission Kampala pending a GOU
decision on UAFA.




AGRICULTURAL INPUT SITUATION STUDIES

Small farmer credit is predominancly farm-inputs oriented. Questions
of farm inputs presented themselves in almost all of the establishment
committee's planning tasks. To address these questions a technical sub-
committee was designated to tackle probleins related to farm inputs. This
sub-committee which assumed an inter-agency composition was chaired by
S.Mukasa of BOU and drew representatives from MCM, MAF, MAIF, UCCU, and
USAID/ACDI. The wultimate goal was to enable UAFA to know what could be
made available where and at what prices sc that the in-kind credit
component  of the credit programme could be estimated and availability and
distribution better (ocordinated. A comprehensive list, identifying sources
of inputs, both locally produced and imported was researched and compiled.
All  sectors involved in production and importation of inputs were listed

(commercial, government, donor agency, cooperative and NGO }» contact
names and addresses were included a'-ng with type of business and related
products. Surveys on input availability and retail prices were conducted

at various farm shops in Kampala, Jinja and Luwero, later hoped to be
extended to Masaka and Mbale. Recommendations on UAFA's role in the input
supply process and strategies were made. The complete work of the Inputs
Sub-committee is compiled and constitutes Memo D/Report 4 and Memo

F/Report 6 in the UAFA Planning Report by the ACDI Credit planning
specialist referred to earlier.

COST OF PRODUCTION STUDIES

The establishment committee had as cne of its tasks to determine cost
and profit parameters of various enterprises (crops/livsestock) and to work
out farm models for use in agricultural lending. A sub-committee chaired
by S.A. Okello MAF and composed of D. Lubega MAF, T. Kiwvanuka-Mayega MCM,
Akenda Ondoga BOU and Tom Carr USAID/ACDI conducted farm surveys in Jinja,
Iganga, Kamuli, Mukono and Luwero, collated production statistics and
prepared farm production models for 17 of the 30 or so crops commonly grown
in Uganda. Their analyses provide a basis for ranking the crops in the
model according to their profitabilities and the extent to which they would
benefit from loan funds. The results of these studies make it possible to
estimate loan break down ratios with regard to cash and inkind components.
The formular used does present a reliable method of projecting input
requirements (volume and value) for a credit programme in a given district,
or ecological zone 1n Uganda. Working papers and reports on farm models
and cost of production have been compiled by the establishment committee
and are now available for use in preparing and/or appraising loan
applications.



FARMER PROFILE STUDIES

The establishment committee recognized that in order to have credit
tailor-made to the end-user, production behaviour related characteristics
of the farmer and his environment had to be delineated to facilitate
targeting of UAFA services. Using various statistical reports including
the report on Uganda census of Agriculture 1966 and actual house hold
surveys conducted in Jinja, Iganga, Kamuli, Mukono and Luwero during
October-November 1986, Kiwanuka-Mayega of MCM compiled characteristics of a
typical farmer in tio of the start areas for the UAFA credit programme viz
East Mengo and Busoga. Farmer profiles derived provide a firm basis for
characterizing the recipient of UAFA credit. The profiles included: age,
sex, size of holding, enterprises, cultural practices and farm income.
According to the profiles, UAFA will be dealing with predominantly
subsistence farmers. The profiles are reproduced in Memo G/Report 7 in
the UAFA Planning Report by the ACDI Credit Planning specialist and
contain very useful baseline .information. )

TRAINING

Training directed at building capacities 1s a critical input in a
credit programme. To address this problem, the establishment Committee
desivrated a training and Education sub-committee in December 1986 to
coordinate and facilitate the plaming and designing of that programne .
The sub-committee was necessary due to the number of institucions invoived
with the planned rural agricultural credit programme and also to ensure
that all sucli institutions have the opportunity and forum to make
contributions and to share expartise,

To achieve the objectivity and professionalism necessary, the sub-
committee wss formed from the two line Ministries which are directly
involved in the formation of the credit organisation and which are directly
concerned with the welfare of the farmer namely the Ministry Agriculture
and the Ministry of Cooperatives and Marketing. The sub-committee chaired
by T. Kiwanuka-Mayega of MCM, and consisting of A. Nyamayarwo MM, S.A.
Okello MAF, J.W. Mpungu MM, L.M. Kyazze MCM, E. Onega UCA and T.H. Carr
USAID/ACDI assessed training needs and designed a Training,'education manual
for various target groups including: shareholders, UAFA management and
staff, involved Ministries Input related commercial firms/donor agencies,
primary society officials, farmers and the General public. The Training
and Education proposal for UAFA credit programme was prepared and formatted
according to target groups, their respective training requirements and the
sequence in which they should occur. The prcgramme is arranged in three
phases. The first is a ccmbination of a public relations programme and an
information/education/orientation of programme. The second phase concerns
the training of UAFA management and staff using the manuals designed for
UAFA operations (Management, Accounting, Internal Audit and field
operaticns) and the Memorandum and articles of Association. Phase three
relates to the field zomponents of the credit programme at the grassroots
level involving recipients of UAFA credit {Cooperative societies and farmer
members) and extension staff (MCM, MAF and MAIF) whose job is to provide
support services to borrowers. The training/Education Manual 1is now
avallable for use when YAFA is given tske-off orders.



The Governor, f 4th August, 1987,
u.f.s, The Director, DFD T

J. Nsereko,
CRairman UAFA Establishment Committee,

Ref: DF/42/85

TEEMINAL REPORT OF THE UAFA ESTABLISHMENT COMMITTEE

Mr. Governor, I submit the terminal report of the TAFA
establishment coxmittee which started its work in earnmast in
April, 1986. This committee was charged by BOU Management
with the task. of facilitating the launching of UAFA, The
report which ig attached underscores what seems to be a fact
that UAFA a3z s concept and system has come to an unceremonious
end and has @ither been shelved or cast aside, Hithserto,
inspite of BOU and your incessant effort, it has not been
possible tp gev a definite answer from the GOU aa to whstiher
UAFA would or would not be sanctioned-the precipitate of this
impasse hes put the committee in disarray and it has in effect
been disbanded., In Annex 1 I present for your reference the
chronelogy of the UAFA decision scenario since 1983 to-date,

Governor may recall that UAFA represented ar Intere
ministerial, Inter-Agency Cooperative effort to facilitate
the establishment of & small holder producticn credit system
based on the salient features of the kigtorical Cooperative
‘Creédit Scheme (CCS8), UAFPA was to have been a farmer semsitive,
non-parastatal entity jointly owned and controlled by the
cooperative movement and the baaking system as a whole.

Hr. Governmor, Agriculture being the lead sector wherely a
slight increase in productivity nets a dramatic impact in the
GIP I don't think the Bank of Uganda, given its mandate to
nurture bouysnce in the economy, should give in on the UAFA
pProposal. We as a Central Bank should endure with UAFA as a
concept and systsm until it is translated into reality. It
is not the institutiecn in the physical sense that we ara conce-
rned about. What is at stake, and indeed a key ismsue, ia
putting in place a pragmatic and self-sustainirg system for
production credit to small holder farmers who carry the burden
cf Uganda's economy.

The task of mobilizing financial resources and delivering
credit to small holder farmers is specialized and enormous,
It cannot recsive sufficient attention and impaect if it is
treated as a surrogata unnex to a single bank such as the UCB or
CBU, Acting singly, any commercial bark which takes it on will
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soon discover that it is a loss leader to be discarded at the
earliest opportunity., Thisg ié-primarily because the undert
carries with it a very high inherent social charge calling upon

& Joint and cooperative effort in which the government may have

a8 big initial role to play. Certuinly we need to avoid a
situation of trial and error and demonstrate some semblance of
seriousness in the eyes of the farming public. The fundamental
premise and indeed the botton line is that if the CCS is to be
revitalised, it needs to have an institutional home stronger

than that which could be provided by even the largest bank irn
Uganda. It would nued to be lean, efficient, cost effactive

and able to gein access to funds from the domestic money market
exceeding the capacity of the cooparative movement snd the largest
commercial bank, The design embodied in the UAFA concept attempts
to cause this to happen. .

Unfortunately, 'due to circumstances beyond the control of
the UAPA establishmant committee, the committee was precluded
the opportunity to have dialogue with and explein what the UAFA
small holder credit programme was al) about and to orient the
coopsrative novement at the grassroots level. Without the
benefit of the background and facts concerning AFA's proposed
structure and oredit programme, the coopeorative muvement was
denied the opportunity to prom¢te and defend the effort which -
could have produced substantial econemic and finencial benefits
for rural people and for Uganda, _

It is cleur that smeli holder farmers have in the past and will
in the future carry the burden of the Ugandnn economy. With
unfavourable input/output price relationships, prolonged delays
in payment for izportant crops, lack of access to purchused .
inputa, lack of eccess to production and development-credit .from
viable credit institutions with which to purchase inputs
farmers haves been deniod the opportunity to increase their
productivity and incemas and to adequately capitalise their
ceopsrative movement,

It is hoped that the work which went into the development
of the UMAPA concept as a system, including the preparation of the
manuals and planning documents will not g0 in vain. With or
without external essisivance, UAFA is the kind of project the
Government of Uganda should sanction and support,

Against this background, I now turn to specific activities
.aod accomplishments of the committee. The main task was to
study and attempt to crystallize all aspects relating to the
incorporation and successful launching of UAPA .including
formulating proposals for the preccurement and distribution of
farm inputs to end-users of UAFA credit facilities. Mr. Govermor, .
. with tho apsistence of USAID/ACDI consultants, all pre-incorporation
foundation documents end manuals named in the attached report
are available to guide the incorporation snd implementation cf
the UAPA credit system. Given the terms of the establishment
committee, the work that remains to bas done can only be under-
taken after the GOU has sanctioned the incorporation of UAFA.

'0-0/3
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Due to extended deluys in getting 2 GOU decision, USAID/ACDT
technical agsistance personnel and all counterparts on the
UAPA establishment committes have since July 1, 1987 heen
redeployed by the Ministriesg of Cooperatives and Marketing

and riculture.

Besides withdrawtgg érsonnel from the committee, it was
agreed between USAID ghe Ministery of Cooperatives and
Marketing that eightt of the ten Suzuki vehicles granted to
UAF4 be hended over te MCM to be replaced with new anes by
on recelving GOU sanctioning of UAFA, These eight
Sugukis have already been collected from Luzira Upper prison
where they ware kept for safe custody since June 1985 ang

. handed to MCM. Two vehicles were left with BOU to support one

golrg work of the UAFA establishment effort,
We also have in custody 50 bicycles granted by USAID/FPSP

" to UAFA, two IBM type-writers and vehiclea spare for the ten

L 4

Suzuki vehicles., Thare may be a need to-transfer these items
in a formal and documented manner. . L suggest this because
certain officers in MCM have approached me about re-allocation
of equipment and vehicle spares provided to UAFA by USAID,

It had been asgreed betwsen USATD and MCM during October
1986 that out of the generated ¥FPSP funds, Shs, 50 million be
put into UAFA pre~incorporation acccunt to supplement BOU/JAFA
budget. Following instructions by USAYD/MCHM, the account was
opened by BOU to pay for specific expenses such as pilot area
surveys and per dgem to MCM/MAF counterparts, However, due to
failure to receive signatories from MCM, the account never
beceame coperaticnal and it has since been closed, During
Cotober 1986 and January 1987, the Chief Accountant on the
strength of the USAID/MCM letter to open the account, paid
expenses of the UAFA pilot area survey (Shs. S5¢52m/~) and
counterpart re-imburgement ellowances for October-Jen
(Bks, 5.76m/=)s It will be in order fon BOU to claim
Shs, 11,280,000/« (112,800/-) from USAID/MCM out of the FPSP
ganarated funds,

It would bo desirable for you, Mr. Governor, to ensure
some formel and emoota dissolution of the UAFA estcblishment
effort and in the disposal of comumodities grarted by USAID to
support the lavnching >f UAFA, To this effect, you may convene
8 meeting to up-date ocncarmed parties on the status and future
of UAFA in an effort to elicit =a propriate decisions with regard
to a GOU decision, the fate of UAFA vehicles, spares, bicycles and
typewriters.

voseph Nsereko
CHATRMAN UAFA ESTARLISHMENT COMMITT .

4
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CONCLUDING REMARKS

After vears of intense effort, the work of the establishment committee
has reached the final stage of dialogue with potential shareholders and has
come close to instituting a system that could address the smallholder credit
problem. This report has outlined basically what has gone into the
establishment effort, It must be pointed out that the work on the UAFA
programme was a long four year struggle involving personnel from the three
line Ministries ramely MCM, MAF a1d MAIF including MPED and several
USAID/ACDI advisor ard consul tants, During this time period UAFA concept
had to be sald to three different GoU administrations, two different USAID
admiristrations and two BOU administrations. '

It is unusual ard ironical that a country such as Uganda so dependent
on smallhclder agriculture does not have a national agricultural credit
system to serve the needs of the key producers of Uganda’s wealth, The
propriety and roles of the Uganda Commercial Bank and the Cooperative Bank
in bridging the credit gap are overstated. Perhaps these could serve ag a
Stop gap measure but not as a long term strategy. If an institution is
contemplated in the future, it would be inconceivable to ignore the
structure and features contained in the UAFA concept. UAFA represented an

Inter-Ministerial, Inter-Agency Cooperative effort to facilitate the
establishment of a smallholder production credit system based on the
salient features of the historical Cooperative Credit Schem=z (CCS). UAFA

was to have been a faurmer sensitive, non-parastatal entity jointly owned
and controlled by the cooperative movement and the banking system as a
whole. IT is not the institution in the physical sense that UAFA design is
concerned about., “hat is at stake, and indeed a key issue, is putting in
place a pragmatic and self sustaining system for preduction credit to
smallkolder farmers who carry the burden of Uganda’s economy. :

The task of mobilizing financial resources ani delivering credit to
smallholder farmers is gspecialized and enormous. It camnnot receive
sufficient attention and impact if it is treated as a surrogate annex to a
single bank such as the UCB or CBU. Acting singly, any comercial bank
which takes it on will scon discover that it is a loss leader to be
discarded at the earliest opportunity especially if there is a political
change often attended by shifts in key personnel. This is primarily
because the undertaking carries with it a very high inherent social charge
calling upon a joint and cooperative effort in which the government may
have a big initial role to play. Certainly we need to avoid a situation of
tria. and error and demonstrate some semblunce of seriousness in the eyes
of the rfurming public. The fundamental premise and indeed the bottom line
is that if the CCS is to be revitalised, it neeas to have an institutional
home stronger than that which could be previded by even the largest bank in
Uganda. It vould need to be lean, efficient, cost effective and able to
gain access to funds from the domestic money market exceeding the capacity
of the cooperative movement and the largest commarcial benk. The design
embodied in the UAFA concept attempts to cuuse this to happen.

It is hoped that the work which went into the development of the UAFA
concept as a system, including the preparation of the manuals and planning
documents will not go in vain. With or without external assistance, UAFA
is the kind of rproject the government of Uganda should sanction and
support.

:/ \2//



The work of the establishment committee cannot proceed any further
without receiving a positive GOU decision on UAFA. Consequently, the
following tasks and activities remain outstanding: (1) Convening
shareholders meetings and inducing them to accept the UAFA concept and sign
the Investment agreement (Memorandum and Articles of Agsociation); (2)
Calling Capital subscription for UAFA (capitalising UAFA): (3) Registering
UAFA as a Limited Liability Company, (4) Constituting a Board of Directors
for UAFA, (5) Recruiting Msnagement and staff; (6) Identifying and
securing premises for UAFA branch locations and (7) conducting training
preceeding credit operations and disbursement. On receiving GouU
sanctioning, UAFA could be translated fiom concept to reality (operations
stage) within a period of 6-9 calendar months. ‘

10
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ANNEX 1

TERMS OF REFERENCE OF THE UAFA ESTABLISMENT

COMMITTEE

To review and up-date the June 6. 1985 proposal for the establishment
ot Laky,

To aesign svstens and prepare operations, accounting and audit nanuals
which are sens'tive and responsive to situations in rural Uganda.

To nesidn pragmatic, simple but effective lending procedures and
programmes .

To design  such  forms. as will be required based on systems and
procedures developed in 2-3 above.

To propose a manpower requireme=nt and developmznt plan including job
descriptions for UAFA personnel.

To review the background information relating to the organizational
structure of 1A%A and the nature of its planned lending operations and
rural savings programmes.

To review the financial statistics and other information relating to
National and District Cooperative Unions and primary Cooperative
societies as contained in 1985 Report on the National Cooperative
Survey.

On the basis of 7 above to recommend Cooperative Unions and societies
which appear to have the financial and managerial characteristics
which would make them viable candidates for inclusion in the UAEA
credit programme for each of the initial three years,

To identify ard provide decision data for gelecting UAFA branches and
axpansion programme.

To design a Corporate plun including the research and planning
functions for UAFA.

Prepare and process a draft Memorandum and Articles of Association for
UAFA.

o prepere proforma financial plans and budgets.
To review the up-dated UAFA proposal with commercial Banks, Apex

Cooperative Lnions, District Cooperative Unions and Marketing Boards
and finalise the proposal.



14.

15.

To prepare a comprehensive Training/orientation programme.

To identify and make propcsals on any other matters and issues
incidental to the successful incorporation and implementation of UAFA.



ANNEX 2

ITINERARY OF THE ESTABLISHMENT COMMITTEE (APRIL 1986 -JUNE 1987)

April 4, 1986
April 10, 1986
April 10, 1986
April 11, 1986
April 15, 1986
April 13, 1986
April 16, -1987
April 17, 1986
April 17, 1986
April 24, 198r
April 28, 1986
May 2, 1986
May 3, 1986
Mayv 3, 1986
May 15, 1986
May 23, 1986
Mev 29, 1986

First working meeting to review TORs and draft the
agenda for action.

Negotiated technical assistance for manual
preparation with Rowland Thurlow ACDI  Eroject
Officer for Africa.

Second meeting of the establishment Committee.

Met UNDP Assistant Resident Representative Mustapha
Hamid Jaff to establish present position of UNCDF
(UGA/85/C002 & UGA/85/C06) and any other funds which
could be channelled into UAFA.

Collected 50 bicycles granted by USAID to UAFA from
Kawempe UCCU warehouse and stored them at Mbuya
USAID/ACDI Flats.

Explored availability of safes with chubbs agents -
Industrial area Kampala.

Met with World Bank Resident Representative Grant
Slade to discuss pessibility of World Bank long term
Technical Assistance to UAFA {Development of Rural
Credit),

Negotiated EAGEN premises for UAFA.

Third working meeting of the establishment canuitteé.
Fourth meeting of E/Committee.

Met with World éank Chief for African Region M.

Altaf Hussein as followup on discussions held wi*h
World Bank Rep. Grant Slade.

Fifth meeting of E/Committee.

Met Italian Commercial attache Giovanni Storchi to
discuss possiblity of UAFA acquiring safes from
Italian Aid to Cooperative Unions/societies
especially out of the 300 safes UCB was purchasing
from Italy under the grant.

Sixth meeting of E/Committee.

Seventh meeting of E/Committee.

Eighth meeting of E/Committee.

ACDI Consultants met with BOU Governor for briefing.



May 30, 1986

June
June

June

June

June

June
July
July

July

August 8,

August 22,

6, 1986
13, 1986

19, 1986

23, 1986

26, 1986

27, 1986
1, 1986
11, 1986

25 1986

September 5,

September 11,

September 15,

September 17,

September 22,

October 27 -
November 6,

October 31,

1986

1986

1986

1986

1986

1986

1586

1986

1986

Ninth meeting of E/Committee.

Tenth meeting of E/Committee.

Eleventh meeting of E/Committee.

Met Permanent Secretary of the Ministry of
Cooperatives and Marketingt for a progress brief on
UAFA.

USAID Mission Director I Coker held a debriefing

meeting with ACDI Consultants prior to his
departure.

Chairman and ACDI Consultants travelled to Entebbe
to brief the Commissioner of Agriculture’ Mr. A.
Osuban and staff concerning UAFA organizational
status.

Thirteenth meeting of the E/Committee.
Fourteenth meeting of E/Committee.
Fifteenth meeting of £/Committee.
Sixteenth meeting of E/Committee.
Seventeenth meeting of E/Cormittee.
Eighteenth meeting of E/Committee.
Nineteenth meeting of E/Committee.

ACDI Consultants met BOU Governor for debriefing
prior to daparture at the end of their assignment .

Negotiated the second round of USAID/ACDI technicai
assistance with Rowland Thurlow ACDI Project Officer
for Africa.

Negotiated ACDI technicel Assistance with ACDI Vice
President Ron Callehon.

Met World Bank Resident Representative Grant Slade
to discuss Terms of Reference of World Bank
Agricultural Credit Mission.

FPilot Area surveys of Jinja, Kamuli, Iganga, Mukono
and Luwero.

Edward Murray ACDI Computer Systems Consultant
commences work on UAFA’'s computer requirements.




November 21, 1986

November -

December 9, 1986

December 19, 1986

January 6, 1987

January 9, 19387

January 13, 1987

January 16, 1987

January - March 1987

January 6; 1987

January 13, 1987

March 6, 1987

April 26, 1987

April - June 1987

Twentieth meeting of E/Committee.

World Bank Agricultural Credit Mission - by Sant
Dasa.

Twenty First meeting of E/Committee.

Meeting with  commissioner for Cooperative
Development to arrange for dialogue with
shareholders (Unions and Boards).

Meeting with USAID Mission Director Podol to review
UAFA Status,

Meeting with Commissioners of Veterinary,
Agriculture, Ccoperatives, and Marketing to review
UAFA Status. :

Twenty Second meeting of E/Committee.

World Bank/GOU Agricultural Task Forces programne
{Group 10: Agricultural Credit). - World Bank
mission - by Richard Saunders (Dr.).

Twenty third meeting of E/Committee.

Distributed UAFA Planning document to all
executives of commercial banks.

Twenty fourth meeting of E/Committee, :
Distributed training document for conduct of a
comprehensive orientation and training programoe to
UCA.

Editing and Comple:ion of manusls.



ANNEX 3

MEMBERS OF THE UAFA_ESTABLISHMENT COMMITTEE

From Bank of Ugzanda (BOU).

1. J. Nsereko - Development Finance Department
2. P.Owani-Olet - - do -

3. D. Serebe/Kakaire-Tampa - Accounts Department.

4. M. Matovu/l.Bitwire - Banks Supervision

5. S.K. Mukasa - Develomment Finance Department
6. F.E. Karugonjo - Legal Office

7. J. Kyamanywa - Agricultural Secretariat

Ministry of Cooperatives and Marketing (MCM)

8. D. Mubalya

Savings and Credit Section

9. J.W. Mpungu . - -do-
10. T. Kiwanuka-Mayega - —do-
11. L.M. Kyazze - -do-~
12. A. Nvamayarwo -~ Training/Fducation Section

Ministry of Agriculture and Forestry (MAF)

13. F.A. Ojacor -~ Development/Production Sections
14. "A.S. Okello ~ Credit Section
15. D. Lubega - - do -

USAID/ACDI Advisors/Consultants

16. L.E. Clark - Credit Advisor/Chief of Party ACDI
17. T.H. Carr - Credit Planning advisor/consultant
18. L.P. Wisniewski - Credit Systems consultant

13. J.W. Gardner - Mansgement systems consultant

20. E. Murray - Computer systems consultant

21. A. Mbangi - Accounting/Audit Consultant  IPA

Kampala-Uganda

Uganda Cooperative Central Union (UCCU)

22. H. Nanyonio ~ Projects Research/Planning
23. J.L. Picho - - do -

Animal Industry and Fisheries (MAIF)

24. F.R. Munyigwa (Dr.)

Ugandn Cooperative Alliance (UCA)

25. E. Onega -~ Training Officer
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UGANDA AGRTCULTURAL, FINANCE AGENCY (UAFA)
TRACK HISTORY AND RATIONALE

INTRODUCTTION

The UAFA is a financial Institution proposed and designed to reach
small farmers with production credit. It reflerts a deliberate effort *o
harness and redirect financial resources within the banking system towards
agricultural production using proven cooperative and group lending
techniques. While =mall farmers produce over 90X of Uganda’s exports and
renrder support to commercial banking 2ctivity through deposit accretion,
crop finance and foreign exchange dealings, the amall farmer sector remains
starved of institutional credit. This has remained recognized since
1950 when the Uganda Savings and cREDIT Bank (USCB) now UCB was astablished
with a sole aim of reaching "African" farmers with credit.

Upon the establishiment of the Cocperative Bank (CBU), in 1964, some
of the African farmer credit funds in USCB were pagsed on to the CBU to
agurment  in 1974 what is now referred to as the historical Cooperative
Credit Scheme (CCS). That scheme though considered succesasful during ita
early years on the basis of itsg repayrwent performance never reached more
than 5 percent of the target recipiente. The CCS though still alive is in

virtual state of dormancy due to .he impact of the Amin years on the eccnoay

and the stagflaticn that ensued ereding the fund to abject nothingnesg,

The only money for lending ig pregently provided by few district
cocoperative unions for on lending to primery societiesm in the respective
Union area and the amount involved is a pittance in relation to the
magnitude of production credit needs of small farmers. Outside the OCS, no
institutional credit reaches the small farmer who spells the difference
between progress and stagnation in Uganda. We shall retiotn to  this
scenario later. However, the puint to note is that UAFA 1B designed and
structured to accommodate measures to overcome logistical failures of the
past in as far as they relates to management and access to depsndable’
gources of funds fcr credit to small farmers. Efforts are bzing nude to
put the Small farmer credit 8ystem viz UAFA on .'the national Grid of
financial resource flows - the broad domestic money markert:. '

THE TRACK HISTORY OF UAFA

In 1983. following the return of the USAYD Mission to Uganda, efforts

were made to find a pragmatic and efficacious way of reaching small farmers
with production credit. Group lending through the Cooperative Movement was
considered to the be best option using the CCS. However, it was noted that
lack of funis was a major impediment to the expension of the CCS. Efforts
were then initiated to find a way to revive the CCS on a scale which would

have a significant :mpact on agricultural productivity. It became clear

that lack of access to funds would still be a major constraint. It wag
obvious that a “one short" infusion of external donor funds would not
produce the desired result of 8 growing and eventually very large
institutional production credit programme for the mmsses of smallholder
farmers, It was clear to personnel from the Savings and Credit Section of
the MM that the Mini=try could never gain access to the large volume of
funds required, given the competing demands for limited funds available to
the Ministry, This was recognized as early as August 18, 1983 when a
working committee from the Savings and Credit Section submitted a proposal
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the Ministry, This was recognized as early as August 18, 1983 when a
working committee from the Savings and Credit Section submitted a proposal
to the Commissioner for Cooperative Developmert entitled, ‘THE PROPOSED
OOOPERATIVE FARM CREDIT SYSTEM," It was that proposal which was the source
of the ideas, which when expanded on by the Goverrment of Uranda Task Force
for the Development of the Rural Credit System which began its
deliberations on November 24, 1983 under the Chairmanship of the Governor
of +the Bank of Uganda, eventually led to the conclusion that the CCS
approach had continucd merit out that it weuld have to be institutionalised

In « financial nstjitution which could gain access to the indigenous
finar~ial resources of Uganda.

Earlier in 1983, USAID, in search for a suitable delivery system and
financial intermediary through which development loans could be made under
USAID Commodity generated funds (FPSP) and the Rehabilitation of Productive
Enterprise (RPE) Project, USAID fielded three studies on the CBU, one in
April by Deloite Haskins and Sells, the second in June by M.J. Carter and
the third in August by Technoserve Inc. Rased on the bleak situation made
ciear by these studies, USAID concluded that a financial institution other
than CBU should sought to become the financial intermediary for FPSP
generated funds and RPE project. The stud’es indicated that where as the
CBU was ostensibly organized es g Bank for Cooperatives, it had drifted and
evolved into largely a Commercial Banic and it not only alienated itself
from the Cooperative Movement but its status had degenerated to the point
of apparent insolvency requiring an estimated U.Shs 1.2 billion in
additional capital to restore its financial soundness. Later reports . one
by Bank of Uganda and the other by the CBU Auditors indicated that th~
problems were more serious than USAID studies had earlier thought. The
loan and other required write-offs were likely to bx much more than U.Shs.
1.2 billion. Even administered loans which Deloitte felt were reasonably
Secure, appeared questionable especially with respect to Cotton Factory
rehabilitation loans. Most disturbing was the fact that "items in
transit” ccnstituted 47% of CBU's assetg,

Upon this background efforts to identify an alternate and suitable
home for the emnll farmer credit system intensified. The need to
establish an institutional home for the OCS outside of the MCM was re-
affirmed by forty credit officers from the Miniatry of Cooperatives and
Marketing and the Ministry of Agriculture and Forestry when they met for a
week long Conference at Rubaga in January 1984, These credit officers who
as 8 group had some 370 years of experience with the CCS expressed the view
that the CBU would not be a suitable institutional hcme for the CCS. They
recommended the establishment of a new Cooperative Institution to be known
as the Uganda Cooperative Farm Credit Services (UCFCS). In their report,
delegates underscored the necessity of having an autonomous Apex.
Cooperative Credit System in order to reach masses of small farmers with
institutional credit. They noted that the Cooperative Bank was then and
would not in the near future be able to provide production credit to small
farmers and that an autcnomous Apex Farm Credit Institution would be the
most feasible approach to provide dependable credit.

Following delegates reccmmendations y MM, constituted a Task Force -
to examine the propossls, That Tesk Force unanimously endorsed the
proposal to establish the UCFCS as an apex Cooperative entity having
linkage albeit a weak one to CBU along lines of an autonomous subsidiary
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instead of being a mere department of the CBU to provide an independent
command of resources and freedam of action. It further agreed that the
task of providing farm credit requires efforts of Government, donor
agencies, and all financial institutions in the country in order to ensure
constant flow of capital funds for lending to small farmers. All these
parties should be involved in deciding the type of institution which will
administer the funds. The Ministry (MCM) eccepted the proposal to elevate
congiderations of CCS/UCFCS to an inter Ministerial Committee including

the Ministries of Finance (B.0.U.), Planning and Econocamic Development
(MPED), Cooperatives and Marketing (MOM) and Agriculture and Forestry
(MAF) . The Permanent Secretary MCM took the matter up and requested the

Governor BOU to constitute a High Level Credit Committee under his
Chairmanship to review and make recommendations to the Government.

As a consequence of deliberations relating to the UCFCS and
subsequent alternate proposals including the poesibility of establishing
the Uganda Agricultural Finance Agency (UAFA), Governor sought approval
from H.E. the PResident/Minister of Finance to conatitute a High Level

Credit Committee. The Governor's argument in his letter of November 26,
1984 was and quote:

"USAID is prepared to channel Shs. 300 million from the
funds genervted under the Food Production Support Project
(FPSP) into a financial Institution to provide production
credit services to s=mall farmers N Following
discussions between USAID Mission Director. amd Minister of
Cooperatives and Marketing, USAID proposzed the formation
of a Subsidiary Entity to the CBU in which the above funds
would be invegted to provide & capital base for on-lendirg
to small farmers.

I would support the formation of a subsidiary eptity if it
would have its own Board, staff, aocounts and would be
she’tered from the constraints now obtaining in the CBU.

There seems, however, to be a legal constraint in allowing '
the new entity to be a wholly-owned subsidiary of the CBU.
As & subsidiary of the Bank, the organisation would be
subject. to the terms of Section 9 of the Banking Act which
states that, "a bank shall not, with its rescurces in
Uganda, acquire or hold any part of the share capital of
any financial, agricultural etc. undertaking exceeding
25% of its paid-up capital and reservea. The CEU's paid-
up capital and reserves are roughly about Shx. 596 million
(after revaluation) and may rot, therefore permit capital
investnent on a scale required to est=blish a subsidiary.

Further, I sam also of the opinicn that the small farmer
oriented preduction credit system will need to have access
to steadily increasing amounts of funds for its capital
base and for expanding its lending operations to meet the
needs of a large proportion of Uganda’s credit-worthy
small farmers. We need to luck beyond the possible access
to the limited amount of external donor commodity
generated funds suwch as may be available’ through the USAID



and to find wavs of facilitating the orderly flow of funds
from our Commercial Banks into the small farmer credit
system, T™'s can be done if Commercial Banks are
actively involved in the scheie, if necessary, by
providing appropriate incentives.

Therefore, i+ may be sdvisable to make the new entity
a joint venture of all the comnercial banks. At the
grassroots level, however, the credit services to small
farmers can be most efficiently and effectively delivered
by maxing loans to credit-worthy primary cooperetive
societies ftor on-lending to their creidt-vworthy farmer
members in . manner similar to that employed under the
historical CCS, The CCS approach involved loans being
made in kird in so far as possiblz, close supervision of
cooperative societies and their borrowing members and the
provision of  marketing services to facilitate loan
collection.

If the new entity is organized as a joint venture of all
the commercial barnks with the CBU taking only a portion of
the shareholding, it could be done under the Banking Act .
The joint venrure entity could be an "Agricultural Finance
Agency"” which  could not only secure share capital from
member banks but also draw on erxperienced staff fram all
the promoter banks without unduly straining the manpower
resources of the CBU. It is assumed that experienced
credit personnel fron the Miniatry of Cooperatives and
Marketing and from vhe Ministry of Agriculture and
Forestry would also be avaijlable for employinent by the
Agricultural Finance Agency.

The Agency would also need to suuplement the capital

fund by accepting deposits ... snd obtaining credit
facilities from banks and other financial institutions to
ensure a viable lending base. It will therefore, be

better if the new entity is modelled on the lines of a
credit institution which can accept time deposits from the
public L0 augument its resources. It should not.,
however, resort to coamercial banking which is fraught
with greater risks, requires more seesonred menvower and
high security operating systems.

The above approsch would have the dual advantages that the
loans to farmers would be fumnelled through their primary
cooperative societies along historical CCY lines and the
Agricultural Finance Agency would be well positioned to
gain access 'o both domestic and external sources of funds
needed to sustain an expanding loan portfolio.

The foregoing approach which has been evolved by the
Bank of Uganda has been informally discussed with the
Mission Director of USAID, Mr. Coker and he has welcomed
it as being more advantageous in all respects. I
understand from Mr. Colter that if the proposed



Agriculturul Finance Agency can demonstrate that its
credit  support is reeching the deserving small farmers
and the credit sgystem has been effective in improving
their productive capacity, USAID would be prepared to
infuse additional grants of up to Shs. 700 million in the
next two vears and also mobilize support from other
external donor agencies.

I therefore, request, Your Excellency, for your
agreement tor me to coustitute a small committee
including the officials of USAID, to go into the mechanics

of the propozal and give recommendation for further
action."

Following the Governor's letter, the Ministry of
Cooperatives and Marketing echoed the wisdom of the
proposal as expressed in the Acting Permanent Zecretary
N.K. Kebba's letter of December 11, 1984 and quote:

“... this letter is to update you concerning the results
of the meeting held today relating to the tnatitutional
framewors or structure under which production credit
services will be provided to the messes of small farmers
who produce the bulk of Uganda's farm commodities for
domestic consumption and for export.

I wish to advise you that there was unanimnus agreement
among those who attended todny’s meeting that there ia an
urgent need for the small committee which you, by your
letter of 26th November, 1984 have requeated Hiz
Excellency the PResident/Minister of Finance for agreement
to constitute, There was firm agrees~nt that such a high
level committee is required to facilitate a final
decision as to the structure of the financial Institution
which is most likely to be able to launch a sustainsble
and  expendable production credit service for small
farmers. The approach you have suggested in your letter
to H.s Excellency appears to offer the dual advantages of
providing credit services through viable primery
cooperative societies at the grass roots level while at
the same time taking full advantage of the financial and
manpower resources of the banking commmity,

Those in attendance today recognize that small farmers Jdo
not have access to dependable sources of production credit
and there iz an  urgent neced for a viable
institution/system. Therefore, if His Excellency agrees
to the appointment of the small high level coammittee you
have recommended, you may count on our strong support to
plan, organize and implement the agreed upon credit
institution as expe”itiously as possible,



Not withstancing that affirmative commmication, the Minister of
Cooperatives and Marketing was not yet satisfied with the proposal and held
divergent views on the matter as reflected in the loose minute from

Permanent Secretary J.A. Okodoi to the Minister dated December 20, 1984 and
quote:

"I understand ... that the decisions ~f the Task Force on
the Revised Rexcovery Programme were not available for the
meeting ... on the 11th December, 1984, I wonder whether

it 1s possible for that record to be availed to me to
study, otherw se, I proceed as follcws:-

Much as our “Ministry may wish to defend the Cooperative
Bank and. 'o insist that it be the institution to handle
farm credit, it is obvious from the present strte of
affairs, including the recent detention of the Deputy
Gzneral Manager and' the Chief Accountant, that the '
Cooperative Rank 1is not yet in a position to regain the
confidence of the Bankers and the Organisations which
might wish to contribute funds to the credit scheme.

Therefore, the more we resist the majority
recommendations as of 11lth December, 1984, the lessg
chances we “wve 'or obtaining funds for the reactivation

of the Scheme

It is my considered view that we should not lose sight of
the target of the proposed Credit Scheme, namely, the
rural farmer to whom our focus is increasingly directed.
I suggest that we relax our attitude and accept the
reactivation of the Scheme through a most acceptable
arrangement of all parties concerned. I am saying this
because, as vou are aware, Sir, this Scheme has ever been
dear to H.E. the President'’s heart. Therefore, the more
we sgspend time on discussing the future iocation of the

Scheme the greater the chance of our coming under fire in :
early 1985,

Having said the above, I request you to agree that the
Task Force proposed by the meeting under reference be
accepted by this Ministry in the interest of speeding up
the progress of reviving this scheme. I personally do
not see how we could break through the Bank of Ugands,
UCB, USAID, etc. short of going with their agreed
recomnendation that a Task Force Committee { the last one
on this, T hope) delve into th is matter. Of course, we

shall ¢*ill have the chance to discuss their ideas before
they aras impl. mented."

As more intL:nsive and elaborate discusgions were held within and
outside MCM and Bank of llganda, an inter-MiniBterial/Inter—Agency Committee
Meet.ing was convened on March 22, 1985 under the Chairmanship of the
Governor to consider the possibility of establishing the Uganda
Agricultural Finance Agency (UAFA).



Given the proposed support roles of Bank of Uganda in the
establishment of UAFA, the matter was presented to and later approved by
Munagement  and the Board of Directors of the Sank of Uganda.
Recommendations were firmed up on January 8, 1986 in a Cabinet Memorendum
and submitted to the Secretary to the Treasury for a government decision.

On April 2i, 1986 the Secre-ary, before he could fair the Memorandum
for his Minister raised two issues one relating to the justification of
setting up a new institution instead of using the CBU and the other
questioned the wisdom of the Bank of Uganda being involved and holding

shares in a financial institution it is supposed to exercide surveillance
on as and quote:

"... Before a memorandum is sent to the Cabinet, I
personally would want to clarify two matters both relating
to policy and princip}e...

I am not sure whether it would be appropriate for a

Central Bank to get involved ... in the manner you
propose. A Central Bank by its nature is supposed to
safeguard and in a way is the embodiment of a country’s
financial integrity. I believe commercial banks

themselves are prohibited from acquiring shares in
Companies be:cauge, I supposed, allowing them to acquire
such shares could probably force them to eventually get
compromised ......

The question of policy is equally important. I have noted
that the Minister of Cooperatives and Marketing is
proposing to do something about the crippled CBU. You
are cware that the CBU has never had a capital base to
talk about and that since 1974, the bank has been
literally plundered by menagement teams usually
politically selected. On top of that the bank was forced
into opening of a branch network all over the country it
could not possibly sustain, apart from the fact that the
bank has always lacked trained and efficient staff, The
Minister of Cooperatives and Marketing now proposes to
make the Bank a Cooperative Institution which should not
accept deposits from and render services to the public.
It is therefore necessary to coordinate that policy with
the establishment of this agency because establishment of
both inatitutions could lead to misallocation of resources
and.... would wish to avoid that.

I would suggest that you put these views to the Board of
Divectors of the Bank who approved the establishment of
this Agency so that a more coordinated policy emerges,
taking into account the policies the Govermment apparently
wishes to initiate in th is aree."



On 6th May, 1986, Covernor responded to the issues raised in the

Secretary y to the Treasury’s letter as follows:

"

+++ to encourage Agricultural PRoduction in the country
there is an urgent need to introduce a farmm credit
agercy. .. designed to give apecialized attention to
production needs of small farmers. The success of such
an  agency requires the participative support  and
cooperation of all the established benking institutions in
the countrv, This would enable the Agency to have a
capital base and access to the money market to facilitate
transfer of funds f{rom the banking system to the f{arm
credit system thereby providing a viable lending base.
The pronosed Agency will not only be a mere financing
Agency but has to distinguish itself as a progregsive
develcpment finance institution that should facilitate
innovation and adoption of scientific farming practices..,
to increase agricultural praduction.

As you rightly point cut... the CBU given its present
constraints is not in position to provide the above
support. The process of regtructuring and

rehabilitating the Bank, however well conceived and
hecessary, will take a long time before the tank can take
on additional credit schemes. For the time being the barnk
is m making arrangements to consnlidate its operations,
rationalize its branch network and reduce its operating
losses.

Regarding ownership of the propogsed Agency, I wish to
clarify that the Bank of Uganda will not be a permanent
shareholder. ... In the event that subscciptions to the
shares issued... are not forthcoming... to the required
level, the Bank of Uganda may be requested to invest in
the shares to the extent of shortfall in subscriptions.
The Bank of Uganda under Section 21 (2) (d) of the Bark of
Uganda Act 1966 is authorized to subscribe to the shares
of Corporation established by or with approval of the
Government. .. for the purpose of facilitating the
financing of economic development. The shares held by
Bank of Uganda shall, however, be s0ld to eligible
institutions as and when the latter are able to acquire
them.

The proposed participation by commercial banks is intended
mainly to enable the Agency to have recourse to the
financial resources and expertise of the banking system as
a whole including CBU. Provisions of the Banking Act 1969
Section 9 (b) (ii) allow any bank or any credit
institution to acquire or hold sny part of the share
capital of or make any other capital investment in any
financial or commercial organisation set up for the
purpose of promoting development in Uganda provided such
shareholding is approved by the Minister of Finance. As



a shareholder, the CBU should eventualy gain a majority
shareholding and directorship position in UAFA directly or
indirectly and or through the cooperative unions if it .
solves its problems.

The proposal to establish UAFA was examined by the
Ministries of Agriculture and Forestry, Animal Industries
and Fisheries, Cooperatives asnd Marketing and also by the
commercial banks and credit institutions in Uganda and it
was axreed that establishment of the Agency would enhance
the development of credit facilities to the agricultural
sector. [t is proposed that the Agency would also be
involved in mobilizing rural savings which will asgist
Government development efforts...."

Meanwhile, the Joint Covernment of Uganda/World Bank Task Force on
Agricultural support services (Food Crops) had submitted its Interim Report

to APC (Agricultural Iolicy Comnittee) in which they recommended to.

Government to expedite the establishment of the small farmer credit system
with special reference to UAFA tc address the production credit problem.
The APC accepted the reccmmendation ard presented it to the Planning and
Investment Sub-Committee of Cabinet on Tuesday July 8, 1986. That
Committee chaired by the Minister of Planning and Econonic Development and
composed of among others, the Ministers of Finance, Agriculture and

Forestry, Cooperatives and Marketing and Governor Bank of Ugande approved

the Task Force recommendation to establish UAFA and directed the Secretary

to Treasury to fair the UAFA memorandum for his Minister to present. to
Cabinet for a Government decision.

On the following day July 9, 1986, the Secretary to Treasury
communicated his inability to Governor to fair the memorandum for

presentation to Cabinet. This was in reaction to Governor’s reply of 6th
May 1986 and quote:

"

++« My own views on thig subject... have not
changed. What vou state in ycur letter, however, 1is
surprising. You said that vehicles have already arrived
in the country including personnel for purposes of
implementing the Agency. I cannot understand h how legal
and administrative steps can be finalised to the extent of
making commitment of that nature before the creation of
the Agency :tself has even reached the Cabinet.

This seems <o be a problem I cannot possibly handle
because I would not know how to introduce the subject in
the Cabinet Memorandum."

On receipt of a copy of the ST's letter, the Director Development

Finance Department of the Bank of Uganda suggested to Governor on 14th
July 86, as follows:

"Governor may consider convening a meeting with the
Secretary to the Treasury so as to thrash out the issue
and merits >f establishing UAFA. It appears that the
matter cannot be made clearer in mere correspondence......"



On August I, 1986, Governor rendered a further explanation to the

Secretary to Treasury’s querry and reluctance to fair the memorandum as
follows:

You are no doubt aware that in 1984 the USAID
offered to channel Shs. 300 million from the funds
generated under FPSP into a financial Institution....
Following discussions between USAID Mission Director and
Minister of Cooperatives and Marketing, USAID proposed the
formation >f a subsidiary entity to the CBU in which the
above funds would bz invested to provide a capitals base
for on-lending to small farmers.

It was discovered that amongst cther things there was a
legal barrier in allowing the new entity to be wholly

owned by the CBU... .In addition, the CBU was not manasged
‘n & manner conducive to effective supervision of
additional projects. It was then that decision was made

to make the new entity joint venture of all compercial
banks with the CBU taking only a portion of the

shareholding. Such szrrangement is acceptable under the
Banking Act....

The Board of Directors of the Bank of Uganda at their
meeting held on Thursday December 19, 1985 unanimously

approved  the proposal to establish... UAFA. The same
meeting was attended by B3ecretary to the Treasury as a
Board Member. The cabinet Committee on Investment

Programme also recently endorsed the estabhlishment of UAFA
as a means of channelling resources to the small borrower
in the rural areas.

Apart from Shs., 300m ... the USAID indicated willingness

to provide a tctal of Shs. 1.0 Lillion (generated from

sale of 11,000 bicycles they brought into the country in ‘
1984) for use by the new entity. The USAID also agreed to
provide ten four-vwheel drive vehicles, nineteen motor-
cycles and fifty bicycles and tu meet the cost of
maintenance and operation of wvehicles. The vehicles
provided have not been registered until the Cabinet
authorized the establishment of UAFA.

The proposal to establish the Agency is only at a
preparatory stage. Neither legal nor administrative steps
have been finalised as such. The USAID hag availed
financial resources, vehicles and technical assistance for
use when the Agency is established.

It would, therefore be appreciated if the matter could be

finalised by the Cabinet to ailow establishment of the
Agency."”
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The Secretary to the Treasury was still not convinced and on August
7, 1986, he again re-affirmed his objection and quote:

"...This subject continues to come up because
clearly no policy decision has been defined on this
matter. On my part I would wish to repeat what I said at
the beginning and this is as followa:

a) I have no problem with the agency as such. However,
the agency =hould be created with capital raised from
different commercial or development banks in the country
in full consultations with the Miniatry of Cooperatives
and Marketing, with the assistance of USAID. The
Cooperative Bank which should be the best channel for this
type of financing does not have sufficient capital but -
that is why I have insisted that the Ministry of
Cooperatives and Marketing be fully involved.

b) I pointed out and I would like to repeat it that the
central bank which is the guardian of the country‘s
financial integrity should not be directly involved in
promoting business. The central bank could €NCOUrsge
financing in certain areas by acting through commercial
banks and if necessary giving guarantees. In a way this
is how crop finance should, for instance, be handled. 1In
this case, however, this agency is supposed to be located
in the central bank itself and I am not sure that I agree
to such a proposal. This is my position and in fact this
is what I indicated to you right from the beginning.

On the following day, August 8, 1986, the Minieter of Finance
convened a meeting to be briefed and up—dated on salient projects and
programnes . The meeting was attended by the Secretary to the Treasury
(ST), Governor Bank of Uganda and the Director, Development Finance
Department of the Bank of Uganda. Among the projects disgcussed was UAFA.
Clarification was made on establishment of the proposed Agency (UAFA). The
role of Bank of Uganda in the managing of UAFA was defined and ngreed that:

"(a) The Agency shall be a limited Liability Company with
its equity shares made available for subscription to all
financial Institutions, Cooperative Unions and Commodity
Marketing Boards.

(b) The Bank of Uganda would pley a promotional role by
providing office accommodation to UAFA in a rented
building and stationery in the initial period after which,
the shareholders will take up full responaibiliiy,

(c) The Cabinet Memorandum on the eatablighment of the

Agency was to be faired and presented to the Cakinet at .
its next meeting." .
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On the following day August 9, a public pronouncement was made by
the Cooperatives and Marketing Minister Dr. Crispus Kiyonga about UAFA at
the 22nd AM of UCCU at the International Conference Centre as follows:

"Government  is to channel all farm inputs and implements through
the distribution system of the Uganda Central Cooperative Union
(UCCU) when the newly established Uganda Agricultural Finance Agency
is implement.d. UAFA will give through the Cooperative structure
farm inputs und implements on credit in kind."

On August. 21, 1986, the Minister of Finance when presenting the

198687 budget to the National Resistance Council noted and proposed a8
follows:

In addition to growing government deficits to f finarnce
consumption and services, a large portion of bank credit
went to finance commercial activity and speculation. Even
where production was possible, credit to finance it was
not available in banks because there were more profitable
ventures in commerce and speculation for banks to finance.

The financial institutions, therefore, ignored Agriculture
and Industry because it did not pay as well. This
government is determined to reverse the trend.

Mr. Chairman, some of the measures that have already been
taken to correct this unhealthy situaticn included the
recent setting up of the Rehabilitation of Productive
Enterprises Programme which, with supporting foreign
resources supplied by the United States Government, will
specially finance Agriculture and agro-related industries.

Before the end of the year, another organisation to be
known as Uganda Agricultural Finance Agency (UAFA) will be
set up with he single objective of financing agriculture."

It is apparent from the budget speech that the UAFA proposal had
been elevated to a government level decision beyond a single Ministry to
reverse. It is also clear from the debate of the budget propeosals that
Government raised no objection to the proposals.

As delays in approving UAFA continued, Governor on lst September
1986 wrote a reminder to the Secretary as follows:

"The subject matter has attracted lengthy correnspondence
in the past. Recently, it was agreed with the Minister of
Finance that the proposals be pit to cabinet for approval.
As you are aware, the Government economic policies are
designed, interalia towards moderaizing the agricultural
sector so as to increase production and raise the level of
industrial and agricultural production. Credit is needed
for modernization of agriculture for it serves as a
crucial element in acquisition of capital assets and
adoption of new technologies that go with it ....
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For the majority of farmers in Uganda, the main source of
short term credit is the delayed payment for agricultural
inputs allowed to them by th their cooperative societies.
In order to increase agricultural production, it is
imperative to ensure a steady flow of credit for farm
production. The Bank of Uganda, Ministries of
Cooperatives and Marketing, Agriculture and Forestry,
Planning and Economic Development Finance and USAID have
been examining ways of increasing agricultural credit to

small farmers, and have formulated proposals for
establishment of a separate entity known as Ugandn -
Agricultural Finance Agency  (UALA). .. i enclose a

memorandum  setting ocut details of the proposals to
establish the Agency. The Board of Directors Banit of
lUgands, at its meeting held on 19th December 1985
unanimously approved the proposal. The Board resolved
that the Bank of Uganda takes appropriate steps to
establish the (UAFA) and provide such financial and
technical assistance aas may be considered necessary by
providing office accomnodsticn to UAFA'’s Headquarters on a
non-charge basis for a period of three years, meeting the
cost of stationary and related items.

e the Minister of Finance mentioned the
establishment of UAFA, when he was presenting the 1986/87
Budget on August 23, 1986,

It vould be appreciated if you could initiate necessary
action to get cabinet approval for establishment of UAFA,
The promotional role by Bank of Uganda in the project is
based on section 21 (b) of the Bank of Uganda Act 1966 as
amended by Decree No. 1 of [986....."

On September 23, 1986, the Permanent Secretary, Ministry of
Cooperatives and Marketing asked the Governor Bank of Uganda to up-date
him on the latest position and quote:

"Please refer to your letter ... of 1/8/86 to the
Secretary to Treasury Ministry of Finance concerning UAFA.

I should be most grateful if you could let me Mmow the '
latest position. My Minister’s view is that this fund

should eventually be absorbed by the Cooperative Bank.

Would you please confirm that if the share capital of the

CBU is increased to an acceptable level and the Bank is
efficiently maneged, then UAFA would eventually be
absorbed by the CBU."

On October 28, 1986 Governor responded as follows:-

"The UAFA Establishment Committee which is composed
of officials from the Ministries of Agriculture and
Forestry, Cooperatives and Marketing, the USAID and Bank
of Uganda has completed the preparation of the UAFA
Project which 1incorporates the physical and financial
aspects of rthe Agency and a draft memorandum and Articles
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of Association of the Agency. With technical assistance
provided by USAID, the Committee has also prepared the
Management, Accounting and Audit manuals and is at present
engaged in quantifying the credit gap in the pilot areas
which have ‘een identified as the initial operational

areas of UAFA. Since technical assistance is already on
the ground, the remaining pre-incorporaticn activities
would be undertaken as socon as Government has given its
approval.

[f UAFA is established along the lines proposed, it would
be the shareholders of UAFA viz the commercial banks, the
commodity marketing boards, and the cooperative unions
which will consider any proposal involving the merger of
UAFA and the CRU.

Following this reply,'the PS. Ministry of Cooperatives and Marketink
wrote on November 11, 1986 as follows:

"Contents of your letter have been noted with great
interest. As [ have already indicated to you, our bacling
the establishment of UAFA ig conditicnal on the fact that
at some appropriate time, tha shareholders of UAFA will

positively consider proposals involving the merger of UAFA
and the CBU."

The exchange of comments within Bank of Uganda revsaled that at this
point. in time it would be premature and counterproductive to contemplate or
promote a merger. It is most unlikely that commercial banks would be
willing to consider Farticipation in UAFA if they know they will be under
pressure to divest their interests in UAFA in a few years in favour of the
CBU. Tt simply would not be worth the bother for them to get involved.
Without the participation of commercial banksg, the essential linkage with
the Ugandan financial market would not exist and the objective of providing
a viable and eventually very large production credit system for small
holder farmers would not be achieved. However, Bank of Ugenda noted that
there is a simple solution to this matter. All that would be needed to
increase the farmer-cooperative level of ownership and control of UAFA
would be for the CBU, either slone or on behalf of the other participating
Cooperative Unions, to purchase additional shares in UAFA. This would be
a practical approach, but the incentive to do so would be contingent on the

success of UAFA and the success of the CBU in becoming a strong "Bank for
Couperatives."”

Meanwhile, during October-December 1986, the Government of Uganda
agreed with the %orld Bank to provide a consultant (Mr. Sant Dass} to
review the proposals to reactivate production credit to small farmers under
the auspices of the APC {Agricultural Policy Committee). The consultant's
impressions were presented and discussed by APC on December 9, 1986.
Interim conclusions and recommendations were as follows :

"In view of the urgent need to provide credit facilities
to the small and medium farmers in Uganda the Government
is presently considering setting up a new specialized
agency (UAFA) to cater to the production credit needs of
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the farmers who are not Leing served by existing financial

institutions. The Bank of Uganda has since provided
expert and secretariat asgsistance for giving a concrete
shape to the proposal. The World Bank has been

approached by the Government of Uganda to look into the
feasibility of the proposed Institution.

It is true that there is a felt need for providing credit
to farmers to enable them to procure esszential
agricultural .nputs and services, as none of the banking
institutions in Uganda are today meeting this need. The
main function of the btanks has been to provide funds for
the procurement, movement and processing of major crops
like coffee and cotton from farmers to the relevant
marketing  boards generally using the cooperative
structure. Provision of esgsential inputs has not
received their attention mainly for the reason that it
involves making unsecured loans to the small and mediumn-
size farmers who have no tangible security to offer.

The Mission reccgnizes the need for providing production
credit to the [armers, but it is of the view that first of
all it is nece=ssary to attend to certain macro-level
problems in the eonomic scene of Uganda.

The Mission feels that in view of existing constraints
there is need for a very cautious approach to the question
of setting up a new financing agency for serving the
farmers.

The first attempt should be to use one of t*the existing
Institutions for the purpose in view. This approach will
be less time-consuming and there should not be much
problem in utilisizing existing staff and branch network

of one of the institutions such ss the Uganda Commercial
B l .0'
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A follow-up Mission in January-April 1987 (Uganda Agricultural Task
Force Programme) reviewed the production credit scenario and at the
Agricultural Policy Committee (APC) meeting at Jinja held on April 10-11,
1987 wdopted and recommended a three pronged approach to agricultural
credit as follows;

"The task of providing credit to farmers is a huge
and diversified one. Also several channels will create a
degree  of competition and allow for variations in
approach, The Uganda Commercial Benk (UCB) and the Uganda
Development Bank (UDB) schemes for agricultural credit to
small farmers should be complimented by establishing a new
institution (UAFA) to serve the cooperative movement.,'

On  27th Decomber 1986 Hon. Sebaana Kizito, the Minister of
Cooperatives and Markering following a meeting with the USAID Mission
Director and the '!SA Ambassador to Uganda expressed the views of the
ministry as follows:

"o I  noted with appreciation the various
activities of your agency in aid of cur cooperative
movement .

For a long time, there has been discusrions between
various organs of the Covernment of Uganda and your Agency
concerning (UAFA). It is my understanding that your
Agency would make funds available to aid small farmers and
that you congider setting up a special agency to
administer these funds. When we held our discussions, I
made it clear to yvou that the idea of your agency bringing
in funds to help our farmers is very much welcome.
However, I do not consider that it isg necessary to set up
a separate Agency for the administration of these funds.
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AS vou know, ip Uganda, we have a Cooperative Bapy which
ls owned by the vaTious Cooperative Unions in t}e country,
Cooperat jve Movement in the country is organized in such g
WAY  that v ‘armers are members of the inovement.
Thergfore. the Cooperatijve Movement is wide spread and ig
fairly representative of the farmers of thisg country,
Consequently. I consider that the Cooperative Bank which '
has a good network of tranches in the coumntry and which

! admit that urrently, the Cooperative Bank has got some
problems of management but thege are being taksr care of
and  Tam confident that the steps I am taking wyj) enable
the Bank to strengthen itg management and to became more
effective, lesides, ' at o recent meeting which was hel
by severa] big Cooperatijve Unions, (at Magaka ) they
reiterated thejp confidence in the Cooperative Bank and
Fledged to strengthen the capital base of the Bank which
would go g long way to make it g thoroughly strong
financial institution reedy to gerve the cooperat.ive
movement , Such a body would no doubt be the best
administrator of the funds in question."

What the view seems to have loat sight of ig the fadt
that Cooperatjve Unions and Societies are net borrovers from the banking

produce the endurunce desired as these would 80on run out. What jg most
desired ig g credit gystem firmly connected to resource flows of the

On January 11, 1987, Director Richard Podol of USAID replied Hon.
Sabaana Kizito ag followg: -

"This letter ig in response to your letter dated December
29, 1986 ang as a follew-up to the December 19 meeting
Ambassador Houdek and I had with you, I appreciated the
opportunity to discussg matters relating to USAID’s program
of assistance to the Ugandan Cooperative movement, As you
Know, our bilateral program has a long history and I wish
to assure you that we will continue to assist programs and
activities which will result in significant and enduring
benefits for the Ugandan people. Given the fact that
approximately 90 percent of the volume of farm products
for domestic consumption and for export is produced by
smallholder farmers, and an °stimated two-thirds of
farmers are cooperative members, we recognize that a
viable private enterprise oriented cooperative movement
%ill enhance the economic well being of farmers and the
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Since you ra:sed the issue of the future of the Uganda Azricultural
Ffinance Agency (UAFA) as the institutional home for a revived and
modernized version of the Cooperative Credit Scheme (CCS) I believe that I
should present the hackground leading to the desire to create UAFA,

UAFA has a longz history. AID"s decision to support it's
establishment was reconfirmed in the July 29, 1986 amendment to the Food
Production Support Project agreement signed by the Minister of Finance and
myseif. The pertinent. section of the agreement reads as follows: '

"The GOl wil. ensure that the (UAFA) is registered as a
limited liab: ity company under the provisions of Uganda’s
company Act b

Thvis, we are dealing with an agreement between your
Government and mine that involves several other ministries
- Finance, Agriculture, Livestock and Planning - as well
as the Bank of Uzanda. Changing that agreement may well
require :oncturrence at the Cabinet level as well as by my
own Governmen-..

Based upon nrior approvals we have already expended
corsiderable funds on technical and capital agsistance to
UA <A, In fact the roots of UAFA and our involvement go
buck to 1983. [t is my understanding that although the
Cooperative (redit Scheme (CCS) successfully demonstrated
a workable approach under which loans were made to primary
socrieties for on-lending to credit-worthy farner members
it never reached more than five percent of those eligible.
Lack of funds was reported to be a major impediment to the
expansion of the CCS. In 1983 when efforts were initiated
to find a wmy to revive and expand the CCS on a scale
vhich would have a significant impact on agricultural
productivity, it became clear, once agsin, that lack of
access to funds would be a major constrait. It was clear
to personne! from the Savings and Credit Section of the
MCM  that the Ministry could not gain access to the large
volume of funds required, given the Government 's
budgetary situation. This was recognized as early as
August 18, 1983 when a working committee from the Savings
and Credit Section submitted a proposal to the
Commissioner for Cooperatives Development entitled, "THE
PROPOSED COOPERATIVE FARM CREDIT SYSTEM". That proposal
was expanded by the Task Force for the Development of the
Rural Credit System which began its deliberations on
Novemver 24, 1983 under the chairmanship of the Governor
of the BOU. The Task Force’s conclusion was that the CCS
approack na! merit but that it would have to be placed in
an  institution which could gain access to the financial
resources of the Commercial Banks.
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The need to establish a home for the CCS outside the MCM
was  reaffirmed by forty credit officers from the Ministry
of Cooperatives and Marketing and the Ministry of
Agriculture and Forestry when they met for a week long

conference at Rubaga in January, 1984. We also see a
continuing role for the Co-operative Bank (CBU). We
beliaeve that the CBU could,
if its finencial condition and other factors permit, be

revitalized as a true "Bank for Cooperatives.” &Even so, I
suggest that you may wish to review the enclesed August,
1983 report by Technoserve, Inc. relating to the CBU, and
the reports of M. J. Carter and Deloi te Hasking & sells
which should be in MCM files. A 38 pecialized "Rank for
Cooperatives” would have a large and challenging role to

finance the ayri-business requirements of the cooperative .

movement . By agri-business finance I mesn working
capital for unions and societies including crop finance
and  capital funds for facilities (i.e. buildings,
factories, scorage, and materials handling and processing
equipment), <transport vehicles and tractor hire services.
For example, in 1985 thc CBU rrovided only 16 percent of
the crop finance disbursed by commercial bants ard this
represented 96 percent of CBU’s advances to agriculture.
Since demands for crop finance may be expected to increase
during the years ahead, crop finance lending by itself is

likely to require more fur.s than the CBU -will be able to
command .

Again we think that only by mobilizing the commercial
banks will sufficient credit be avnilable to amall
farmers, as opposed to co-operative needsg. Thus, there
is an erroneous presunption that the establishment and
expansion of UAFA woul” have a negative impact on the
future of the CBU. On thie c v:trary, these institutions
would compliment each other. The UAFA lending program
would provide loans to primary societies to enable them to
on-lend to their membors for preduction increasing
activities. This will result in a grecter demand for
inputs and for marketing and processing services through
the cooperatives. In order to finsnce these input and
marketing services the unions and societies will need *o
heavy demands on the Co-operative Bank for agari-business
finance,

It should also be pointed out that the CBU is expected to
become cne of the founding members and shareholders in
UAFA. The financial extent of its shareholding
{ownership) would only be limited by its financial
capacity and willingness to participate. This invol ement
of the CBU will help to assure that UAFA is cooperative
oriented and farmer sensitive. The participation of
other apex and district unions would also contribute to
the achievement of these ends.
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Al that wculd bhe needed to increase the farmer-
cooperative level of ownership and control of UAFA would
be for the Cooperative Bank and/or the apex and district

unions tn the purchase additional shares in UAFA: This
would be a practical approach, but *he incentive to do so
would be contingent. on the success of UAFA and the success
of the CBU 1 becoming a strong "Bank for (ooperatives,"

In summary, 'te basic premise underlying the necessity for
direct involiement of the commercial banks 1s that the

commercial bianking community has the bulk of the funds
available forfending. Only these banks can provide the
funds needed tor full capitalization of the institutional
hgme_gj_&he_ECS:__Ihg_ggmmercig} banks have made it clear
;hat_}hgx_yxlL_ng;_mgkg_&bg};_ﬁpggs avallable to the Co-
operative Bank. (iven appropriate incentives and with the
facilitating role of the Bank of Uganda, there is a
reasonable chance that they will co-operate in forming
UAFA, In addition to funds, we believe these banks would
have a strong interest in providing their expertise to
promote the erficiency, financial strength and integrity

of UAFA. \s a businessaman you can appreciate that they
would want 'o do this in order to protect their investment,
Likewise, the nvolvement of the farmer cooperative
movement  could  help to assure that UAFA will be
cooperative oriented and farmer sensitive. This would be

the best of both worlds.

You can now see why we have supported the creation of '
UAFA. After years of intense effort the work of the
Establishment Committee has reached the final stage of i
dialogue «ith the potential shareholders (i.e.
cooperative unions, marketing Boards and commercial

banks) . [t is essential that your concern be resolved

soonest and final decisions made on the respective role of

UAFA and the CBU. Delay means a loss of credit to the

farmers in this critical period in Uganda's history. It

is also important to keep in mind that the planting season

is fast approaching. We are ready to meet with you or

with the Establishment Committee if it can help resolve

the situation,”

n  January 13, 1987, the Director of Development Finance Bank of
Uganda  convened .+ meeting with the Commissioners of  Cooperatives,
Marketing, Veterinaury Services and Agriculture to arrange for getting the
feelings of the proposed UAFA shareholders. The meeting noted and agreed
as follows:

"Because of the felt need to increase input supply to
farmers to increase productivity a system to avail credit
facilities to small farmers has to be established.
Because of the many risks in agricultural credit, as many
institutions as possible should be involved so as to:
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(1) lmprove accessibility to resources in the
commercial banks.

{ii) Spread risk sharing and lessen the burden of
losses,
{111} Fiase availability of suitable personnel., Thus

the need to set-up UAFA to be Jointly owned by the banks,
marketing Boards and the unions and access the backing of

the countrv's financial system, cooperative movement and
marketing institutions.

However, some ot the authorities involved have divergent
views on the 'AFA concept and system. For example:

(1) The Secretary to Treasury feels that instead of
creating a new institution, the Cooperative Bank should
be rehabilitated and strengthened. The UAFA

establishment committee feels that because of the many h
high demands on CBU's resources to finance on-going
processing «and marketing of produce, CBU cannot provide
adequate  production credit. Hence the need for a
specialized ‘nstitution (UAFA).

(ii) fThe Ministry of Cooperatives and Marketing
view is that UAFA and CBYJ should be merged some time after
take-off. However as UAFA is planned to be a limited
liability entity, such a merger is a prerogative of the
shareholders. The Ministry also feels that USAID/FPSP
funds should be placed with CBU. Here the problem is
that such funds are limited and may not make the desired
impact over time.

(iii) Cooperative Unions (6)resolution at the
Masaka meeting rejecting Government decision to establish
UJAFA. From the Masaka minutes, it is evident the Unions
were not clear on the UAFA concept and the role of Benk
of Uganda in the venture. The six unions cannot be taken
as  being representative of the entire cooperative unions
in the country, Further no one should think that there
are any ready resources being denied the Cooperative Bank
or that unions have funds of their own to transfer to the
CBU as they are net borrowers of the banking system.

To expedite the establishment of UAFA, dialogue

should be initiated with all shareholders particularly
cooperat.ive unions and societies."
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CBU

On January 27, 1987, Hon Sebaana Kiz:to re-affirmed MM's view for

R. Podol as follows:

Cooperative movement are private entities.

“Iam grateful to you for the long explanation you have
given of the origins of this agency (UAFA). I 21 sure
that in Uganda we have too many parastatal organisations.
The NRM government has taken some steps to identify the
parastatal bodies that have got to be scrapped mevged or
sold to private business enterprise. Although an
announcement was made to create the above Agency by the
Minister of “inance in his last budget speech, I do not
think that we should not feel free to look at the question
of UAFA afresh.

when & decision to create UAFA was taken, and ...
when the Minister of Finance announced the Government's
intention to get up the Agency, the state of the
Cooperative Bank and indeed its future was uncertain., We
now know the state of the Cooperative Bank and we have
taken steps to ensure that it will have a good financial
future. Therefore, I wish to reiterate my earlier
statement that the Government feels that the Cooperative
Bank will be in A position to administer funds that UAFA
worild have administered.

In  your letter (1llth January 1987), you have
mentioned that commercial Banks have made it clear that
they will not make their funds available to the
Cooperative Bank. I am not expecting them to make their
funds available to the CBU. What I am expecting, however,
and which I am certain of, is that Cooperative Unions have
expressed their confidence in the CBU and they have
pledged to support it financially, first by purchasing
more shares in it and secondly by banking with it. As the
Cooperative movement in the country mobilizes a 1ot of
funds and as these funds are now kept in the comuercial
banks which you have referred to, when they are removed
from such Banks to the CBU, it will not need the support
of the commercial banks.

In conclugion, I wish to state how weary I am of
setting up more new organisations. Taking into account
the experience we are discovering , I think it is better
to strengthen the existing institutions, to see that they
are on sound financial footing, to see that the management
is re-structured and strengthened, and to see that they
really serve this nation in accordance with the objectives
of the NRM cvernment."

to administer USIAD/FPSP funds in his letter to USAID (dission Director

In all foundation documenty of UAFA, the agency is conceived as a
private company limited by shares although there iz indirect government
participation through UCB, and Marketing Boards. The CBU and the

is a small farmer credit institution.
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On 25the February 1987, Permanent Secretary S.B. Rutega of MM
~Tote to the Secretary to the Treasury comnunicating the points and
decisions arrived at a meeting convened by him to determine the future of
UAFA. Those who attended the meeting included Govermor S.J. Kiggundu,
Commissioner P.K. Batarinyebwa, Senior officials from the Ministries of

Agriculture, and Finance and the General Manager of the Cooperative Bank. -

The ST was advised as follows:

"1, The USAID participation in the formation of UAFA was -
after a request from the Uganda Government. The decision '
took a long time to be arrived at. Any structura), change
concerning UAFA wculd necessitate protracted negotiaticns
which would take =a long time to finalise. It g,
therefore, important that the present arrangenents should
not be unduly altered in order tc save time,

2. The re-organisation of the Cooperative Bank Ltd, which
is currently going on will take between 6-9 months to
complete. While this exercise is going on therefore, the
operations of UAFA should continue;

3. The credit facilities which will be provided by the '
Cooperative Bank Ltd. and UAFA will be complimentary and
not competitive,

4. The 10X shareholding in UAFA which is supposed to be
taken up by the Cooperative Unions can temporarily be
purchased by the Bank of Uganda while the Cooperative
Unions concentrate on re-organizing and financing the CBU

5. At some stage when the CBU is ready to purchase shares
from UAFA, it will be authorized to do =o.

6. After the UAFA ig Tully operavicnzl it wiii operate
83 an independent body and Will not appear to be seen
operating as a branch of the Bank of Uganda.

It is therefore clear that UAFA can go aheed with its work
while the CBU is being re-organized. At an appropriate
time in future, the two institutions can be merged if it
is considered nacessary, I have accordingly advised my
Minister to discuss this issue with your Minister so that
the future of UAFA can be settled without any further
delay. You nmay wish to advige your Minister accordingly."
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On 9th March, 1987, Governor S.I. Kiggundu wrote to the ST adviasing

him on the decisions reached at the Farmers House meeting of 24th February
1987 as follows:

“At a meeting held in the Ministry of Cooperatives and
Marketing on the 24th February 1987, it was recommended
that the Ugarda Agricultural Finance Agency should be
established 'o complement the efforts of the CBU, in
extending production credit to the farming public. Please
refer to the minutes of this meeting which were sent cut
by the Permanent Secretary, MCM for emse of reierence.

It would, therefore, be appreciated if you would, please,
expedite the presentment of the Cabinet Memorandum for
discussion. ! append an amended draft memorandum for your
consideration.”

On  the 1lth March i987, the ST J. Kahoza responded to Governor
Kiggundu’s letter as foliows:

"..v. I received the minutes of the meeting in the
Ministry of Cooperatives and Marketing on 24th February,
1987, I have passed on these minutes to the Minister of
Finance who asked a number ‘of questions on the minutes
which he had apparently received. Certainly, I have to
wait for his further instructions."

On 17th  March 1987, the Chairman/Managing Director of UCB
communicated their intentions to Governor Bank of Uganda to lauich the
amall Rural Farmers pilot scheme and requested as follows:

"Since this i1 the first time that UCB has undertaken such
large scale rural credit programme, we are soliciting
views ... on the proposed ... scheme. We would appreciate
your comments...."

On 20th March 1987, the Governor Bank of Uganda responded to the
Chairman/Managing Director of UCB as follows:

I am glad to learn that you will scon be launching a
"small Farmers Pilot Scheme" for assisting Rural farmers.
I wish to draw your attention once again to the fact that
Government has already set in motion the process of
establishing rhe Uganda Agricultural Finance Agency (UAFA)
which is alreandy at an advanced stage. UAFA is intended to
make credit readily available to rural farmers. USAID is
asgisting this effort and it is hoped that all commercial
banks will put funds into its capital outlay since they
will own the agency jointly.
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By copy of this letter, I am requesting the Director
Development Finance of the Bank of Uganda to arrange a
meeting with you in order to provide you with further
detnils ,roardins  UAFA. This is to try to avoid
unnecessary Jduplication of effort since the objectives of
UAFA are also directed at reaching the rural farmers."

On the 6th May 1987, Dr. F.A. Mwine of UCB responded to Governor
Kiggundu as follows:

[ wish to agree with your Director of Development Finance
that most commercial Banks have shown negative response
towards demand for credit by farmers so much 80 that there
can be no talk of duplication in this sector even if all
banks came out tomorrow to provide credit for production
in the agricultural sector. As you lnwwe, all credit
currently attributed - to agriculture is for processing and
marketing what banks don’t help to produce in the first
instance!

I have noted some similarities between UCB Scheme and UAFA
and can only say that this is how it should be if correct
studies have bteen made. Nevertheless, I wish to state
that our long experience with the ccoperatives has not
been very happy. I believe two, that whenever you find a
good cooperative society or union, you will heve found
good individual farmers. We shall certainly lend to
groups but our preference will be individual farmers.

We recognise the advantage of peer pressure for repayment
of loans but lending to groups is not necessarily a pre-
requisite for peer pressure to work in a rural setting.
We have designed associations which will bring together
borrowers :uder the scheme at various branches for
purposes of education.

We have noted the repeated reference to Grameen Bank of
Bangadesh but wish to point out that Grameen Bank
experience is different and not. necessarily relevant in
our context. I: the Grameen Bank concept, credit is
extended for any legal income generating activity, whereas
here we are talking of small rural farmers who have land
to cultivate. The target group under Grameen Bank is
overwhelmingly landless. I should also point out that we
have recruited our own extension officers precisely

because we know the limitations of Coveinment extension
services ......
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Finally [ wish to point out that .... we are talking about
active prodicers and what we are saying is that they
should be ssisted to do what they do better for
everybody’s bwenefit.,  AFter all, there is no dispute that
this sector rorms the backbone of this economy. Our view
is that we should stop peying them lip service. There is
room for UCB scheme and the UAFA and many more to
participate.”

Earlier, on 18th March, 1987 Governor Kiggundu wrote to ST Kahoza
urging for a government decision on UAFA as follows:

"Further to my letter of 9th March 1987 and yours of
l1th March 1187, I have had further discussiong with the
Director of JSAID, Mr. Podol on this matter.

I advised him on the:present status of the project. He
will be travelling to Washington on FRiday and he wanted
to have something more definite on this matter ag they
will be having discussions in the first week of April
regarding the future of credit finance in Uganda, among
other countries, He thought that a more definite stand
would help him raise more funds for rural credit.

Please convey this position to the Minister. It may help .
if he can proceed to get cabinet approval for this

project soor so that word can be commmicated to the

Director of !USAID before the above-mentioned discussions

take place.”

During the second week of April 1987, USAID received the FPSp
Evaluation Report which obgserved and recomnended as follows on
Cooperatives in Ugardan Agriculture and USAID support to establish UAFA"

"After the 1979 Liberation War, Uganda’s Cooperative

Movement stood out as a functioning Institution at a time

when most other national-level institutions were defunct

... There are several desirable attributes of cooperatives

which should allow them to play a significant future role

in input supply end output marketing. First, the
cooperatives are farmer-owned and oriented. Seccend, the
cooperatives have a reasonably well articulated network of '
primary societies and district unicns through which inputs '
can be delivered and output marketed in the ma jor
producing areas. Finally, about one-third of the
cooperative muvement has remained financially viable and

credit worthy despite the political and economic uphesavals

of recent yvears and can serve as the nucleus of a
compercially, oriented agricultural input and marketing

system ....... to ensure that farmers receive good service

at fair prirrs everywhere in the country......
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Accomplishments and impact of the Food Production Support

Project (FPSP) were weekened by ... the ACDI work on
establishing ... UAFA to provide agricultural credit,
Right now is not the best time to launch a new financial
institution ... but from a broader perspective it is clear
that Uganda needs a more comprehensive financial ‘
Infrastructir:  that (g responsive to the capacities and '
needs of the rural, agricultural population. However, it

is possible that too much effort was devoted to
egtablishing UAFA at the expense of other objectives,
especially assisting the Development of planning in the
Ministry of Cooperatives and Marketing ....

the credit programme should not be allowed to dominate
the (FPSP) project and careful consideration should be

Eiven to vwhether there is a real need for US technical
assistance ..., .

The planning Advisor, who is currently working at UAFA,
should return to the MCM planning Department on a full
time basis to assist in the trangition to a follow-on
activity, particularly by further analysing the 1985
cooperative survey and by helping to organize the planning
Department. :

Consideration should be given to whether the credit
advisor who is currently working at UAFA, should return to
the MCM planning Department to assist in essessing the
viability and effectiveness of existing cooperative union
credit schemes and to undertake other actions that might
be useful townrd planning the follow-on project.

Final decisions on support for UAFA should be deferred
rending (a) approval by the APC, (b) provision of funding
in the GOU budget, (c) agreement of commercial banks to
invest in UAFA, and (d) macro-economic stabiligation and a
return to reasonable inflation and exchange rates.”

On 21st April, 1987, USAID Agriculturai Development Officer (ADO)

Ken Lyvers wrote to Permanent Secretary S.B. Rutega as follows:
"... concerning the consultants, ... part of the team
effort should be directed to the planning unit of the
Ministry of Ccoperatives and Marketing. Thig would be in
line with the recommendations of the evaluation team. I
have asked the credit Advisor (Lew Clark) and the Planning
Advisor (Tom Carr! to prepare a work plan this week, which
will allow completion of some of the high priority
activities of the establishment Committee, but will kLo =
the planning advisor spend a high proportion of his time
with the Ministry of Cooperatives and Marketing Planning
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Unit by the »nd of June .... USAID wants to ensure that
the UAFA esrablishment Committee continues to function
until a final dJdecision is takep by the Cabinet on the

status of UAFA. We are hopeful that this decision will be
taken by Mid “ummer, "

JUSTIFICATION FOR UAFA

This far the project path of UAFA has been long, painful and fraught
“1th reversals and inaction short of a YES or NO decision tantamount to a
waste of resources.

The UAFA concept has generated divergent feelings and issues. It is
being asked whether UAFA is necessary. Whether it is not better and
cheaper to absorb the special services of UAFA within the product and
service range of :xisting- banks. It is further aaked whether the
authority proposing UAFA has established any sizeable credit gaps which
Justify the services of the proposed Agency., If gaps exist, why have
existing banks failed to fill them up? If they have failed because of
financial limitations - how will UAFA overcome these limitations, at what
cost and with what effect to the banking industry in Uganda? If existing
banks have failed because of managerial short-falls - how can it be proved
beyond reasonable doubt that UAFA will have beiter personnel and
management? Those against the launching of UAFA argue that the d decision

will dissipate resources which should be consolidated. It is further
argued that instead of re-appraising existing institutions' failures and
shortcomings and :2stricture their operations and gystems to adequately
reflect the deposit and credit requirements in all sectors of the economy,
there is a tendency or syndrome to introduce new institutions which no

socner than they are introduced prove the exact replica of those they
replace.

As planners, we cannot dismiss this view. We recognize some of the
views are raised against a background of weaknesses and threats while
others are based on purely technical and logistical grounds. What is most
important is to look for evidence in support of these contrasting -
arguments. The question is where and how does one go about looking for
evidence on each of these issues? On the credit side one needs to examine
registers of each tank to establish the profile of borrowers to whom banks
extend their facilities. The results of these exercises would then
indicate whether existing banks in Uganda are meeting the deposit and
credit needs of the target segment UAFA is being started to serve.

We need to make some important but sensitive observations. ~ The
first is that inspite of the Charter or Act by which a beank is established,
once that bank tests the convenience and profitablility of a well to do
recipient gegment, it is difficult to bend its operations towards the small
depositer and small borrower viz the disadvantaged and difficult segment of
our society. This ie the situation in which existing banks in Uganda find
themselves. The ‘'rdinate and act establishing the Uganda Credit and
Savings Bank (UC3'), later to became the Uganda Commercial Bank (UCB),
expected  the instituticn to attend to the savings and credit needs of the
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"little" natives. “ince 1954 operations and the portfolio of !!CSB and UCB
in the "little" nati.e's sesment have continued to decline and to-date, let
us tace it - UCB has no por‘folio for the disadvantaged segment of our
society. We recognize the existence of various 'ines of credit especially
the =mall scale industry and Agro-credit schemes, but these do not go to
the small borrower UAFA has in mind. Beneficiaries are medium and

commercial farmers and industrialists. The loan registers in UCB testify
to this. Those who have been closely associated with these schemes claim
*hat beneficiaries have their heads over the crowd. They are tall people

financially.

It is possiblv difficult for UCB to provide evidence that it caters
to the savings and —redit needs of "small" people and certainly it is not
'ganda Commercial i..nk's intention to concentrate on providing financial
services to this sector. Indeed UCB at one time was anxious to be .relieved
of ‘'small"” accounts. Now what has caused thig? It is basically the
nature of UCB'3 resources and exposure to the rich and convenient segments
of our banking publi.:, especially after the positioning of 1973. The bank
has made commendable headway in commercial and big business dealings, but
asking it to develon skills and attitudes needed to serve small savers and
borrowers is unlikely to produce the desired result. Currently Uganda
Commercial Bank has no “technology” and conduit to deal with the
disadvantaged segment nf the unbanked public and it is improbable that it
will be possible tn persuade the bank to revise its corporate policy to
deal with the masses of small savers snd bor-owers. UCB is aiming higher
and it would be bvu! business to become involved with making large numbers
of production loans “o the masses of smallholder farmers.

Turning to the Co-~operative Bank the story is similar. The
provisions of the Co-operative Act under which the Co-operative Bank was
established aim at, among other objectives, extending financial benefits to
the smallest actor within the Co-operative Movement. This objective was
partially fulfilled (perhaps five percent) through the sixties and early
seventies with the Co-operative Credit Scheme in which the CBU fulfilled a
minor supportive role until the bank went commercial in 1976. From then.
on, the banks’ attention was progreseively diverted to the easier and more
"profitable” segment of the big depositor, big borrower to the tatal
disregard of the simnallholder farmers' credit requirements and the near-
total disregard «( the agri-business finance requirements of the
cooperative movement. In the process, the bank lost the trust and
confidence of its owner-member cooperatives and the masses of smallholder .
members of primary cooperstive societies.

The Uganda Development Bank h as no provisions to cater to the
credit needs of small borrowers. The Decree is silent with respect to
servicing the production credit requirements of smallholder farmers but
articulates on "good business" practice especially when one looks at
sections 3a - b of the UDB decree and 20 - 21 of the by-laws, The decree
and bye-laws require UDB to invest cautiously in all leading sectors of the
economy fcllowing proved practices of lending. Since its inception UDB's
lending practice confirms that operations have been confined to medium and
commercial borrowers. As stated earlier UDB, guided by statutory backing
has been exposed to the convenience of dealing with large borrowers. Like
UCB  and the Co-operative Benk, asking UDB to bend its operations to the
special requirements of the masses of smallholder farmers would sound like
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asking them to engag:- a reverse gear. UDB has a further limitation in that
it has no deposit r--lat:onship with borrowers or non-borrowing depositors.
The administration f small loans calls for this relationship. Although
the develoment bank concept is pre-dominant in the less developed regions
of *he world, these banks were established to be recipients of foreign
loans and grants “or on lending in development (medium and long term)
sectors less attract.ve 1o commercial and merchant banks. The situation of
LDB parallels this tradition but it is an approsch attended with problems
ot local resource mobilization leading to a narrow or restricted capital
hase . The masses of smallholder farmers in Uganda will be difficult to
reach with the narrow capital base of UDB. A further important limitation
of the Uganda Development Bank is its lack of proximity to the recipient
masses, Uganda Development Bank has no net-work for servicing the credit
needs of small borrwers and developing this network is about the same as
starting a new baruc.

Finally, when we turn to foreign based banks, we note that those
banks have a commercial orientation and it is not logical to expect that
they will have the motivation and financisl incentive to provide production
credit to the masses of small farmers who account for the bulk of Uganda's
Agricultural production.

It is clear that none of the existing banks is catering to the
production credit needs of the masses of smallholder farmers who account
for the bulk of Uganda's farm products. It seema most unlikely that these
Banks will, on an individual basis, initiate production credit programmes
to satisfy the dem:nd of smnllholder farmers. Thus, there is an urgent
need for the establishment of UAFA, which is to be launched with a clear
philosophy and methodology for dealing specifically with production credit
requirements of smallholder farmers who as a group comprise the foundation
of the Ugandan economy. Although this sector is difficult to reach, UAFA
when linked with strengthened input and marketing services of the
cooperative movemeni. offers reasonable prospects for success.

JUSTIFICATION FOR THE INVOLVEMENT OF THE BANK OF UGANDA

The propriety and legality of the proposed role of the Bank o»f
Uganda in facilitating the establishment of UAFA and in becoming a
temporary, but rc.ertheless, defacto shareholder is consistent with the
provisions of the Bank of Uganda ACt under section 21 (2) (d) of 1966.
Indeed, the act urges the Bank of Uganda to spearhead developrent by
opening up frontiers capable of rendering support to bouyance;rthe economy .
It is not in the long run interest of UAFA or the small farmer members of
primary societies for the Bank of Uganda to be permanent shareholder in
UAFA. Hence, the goal is to have all UAFA shares subscribed and paid-in
by the long-term owners from the beginning and not by the Bank of Uganda.
The Bank of Uganda intent and commitment is basically to cause action to
happen and make up on a temporary basis only if absolutely necessary, any
short fall in the paid-up capital stock which the commercial banks may be
unable to pay in inmediately. Thus the goal of UAFA would be to retire the
Bank of Uganda shar:s as soon as possible. The Bank of Uganda shares would

be purchased by bants or other eligible shareholders or the shares might be
retired directly when the UAFA has the caparcity to do so.
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JUSTIFICATION FOR THE INVOLVEMENT OF CCMMERCIAL _BANKSH

The  establi hmer.t ind  expangion of a financially viable

ingstitutional proi tion creiit system for small holder farmers is one of
the essential pre-ri.quisites to increasing agricultural productivity and
profitability. “his view is logical in spite of the fact that due to the

prevailing high rate of inflation, the lending institution will be burdened
with negative returns covering interest-loan charges to its borrowers.
This 1s one of the umportant, if not critical, reasons for the credit
institution to have the support and understanding of the Minigtry of
Finance dan the Bank of Uganda as well as the direct involvement of
Uganda’'s Commercial Barks which, through their deposits, comprise the
Ugandan financial market. [n Ugands, the moncy market is the commercial
banking community nd it is the deposits, hneld by the banks and the
assers of these turkz vhich could provide a substantial percentage 1;the

funds needed to pltalise the institutional home for the Cooperative

Credit Scheme (CCS: nd to provide funds for lending.

JUSTIFICATION FCR UAFA AS A JOINT VENTURE AND SPECIALIZED CREDIT
INSTITUTION

The nature of commercial banks resources is short term, 8o is their .

lending and investment pattern. Clearers give short term financing by
nature of their deposits but they also control a Sizeable percentage of
financial resources of a leng term nature represented by the core. A close
analvsis of commerc:al banks portfolios and resources indicates that there
tends to be a core ranging between 10 - 40% which is in effect idle for
varied periods and -hich could be redirected into long term investment in
agriculture and possibly industry. A properly structured financial
institution which . ommands the confidence of commercial banks’ if it
specialized in small farmer credit, could use these core funds in a Jjoint
venture for the development of Uganda. Presently neither the Cooperative

Bank nor the Ugandn Development Bank could attract Commercial Banks long
term funds represented by the "Idle Core."

Agriculture requires specialized lending techniques ard support
systems. In Europe sectors requiring long term lending are atterdad to by
specialized subsidiaries or corporations of clearers (Commercial Banks)
often in a consortium manner and often with support of central monetary
authorities. The '::nd n U.K. is for clearing banks to invest their long
term resources ('hi: core) in specialized subsidiaries which develop the
necessery capability to attend to such investment ventures. In Uganda we
have the example of firindlays Bank with its specialized merchent subsidiary
- Grindlays International.

There should be nothing to preclude the Involvement of the Bank of
Uganda in continuing to fulfil its facilitating role vis a vis the UAFA

establishment effort. For instance, the Reserve Bank of India initiated
similar institutions which started as departments of the Reserve Bank and
as time went on thev became separate self-sustaining entities. The cases

in point are the \gricultural Refinance Corporation of India and the

Industrial Developme it Corporation of India now the biggest and most viable
corporations.
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The financial success of UAFA will also require a steady inflow of
deposits and borrowings if it is to Support a growing and eventually very
large loan portfolio.  The agency should strive to achieve a capital mix
with sufficient lower cost sources of funds/credit in order to minimize its
average cost of ecapital and to provide a secure interest spread. To this
end, financial institutions in {ganda should ke induced to lend to UAFA at
or «lose to the "prime" rates of interest. Government should participate
actively to promote access to bilateral and multilateral sources of grants
and credits to spur “he AUFA credit programme effort.

The primary source of income will be the interest charged and
collected on loans and advance? To help to ensure the viability of UAFA,
the lending decision must be based on project viability coupled with prompt
and timely loan repayment as overdues tie-up funds and erode the capacity
for capital employed to turn over with the desired frequency and return.
For this to happen, the Agency must employ personnel who possess the
capability to appraise projects, monitor the use of credit and secure loan
repavment , It is here where societies have to be appraised —arefully to
prevent improper pressure from being used to influence loan decisions. It
is here also where =fforts must be made to narture institutional linkages
especially between credit, production inputs and marketing. It is expected
that the Cred.t Guarantee and Refinance Fund in Bank of Uganda will
undergird UAFA which plans to utilize those facilities.

Training of personnel both within and without UAFA has to be taken
seriously if the Agency iz to reach its objectives. Since training is
expensive for an infant institution, technical assistance should be
negotiated to assist in the training of UAFA staff and build-up the
required capabilities, Similarly, Government ought to play its role in
providing and strengthening support services such as research, extension
and marketing.

Evaluative researach relating to the smallholder productin credit
programme will be needed on a continuing bases in order to guide UAFA's
course and to facilitate adjustments. Like  personnel training,
evaluative research is expensive, Technical assistance should be
identified to cover the cost and technical requirements of this function.

Technical assistance of vary ing types is needed to ensure that

UVAFA is properly launched. The most critical input requirement is
managaement pere-nnel . [t is important during the initial vears of UAFA's
life that some line personnel be secured under technical assistance. This

would enable the Agency to make savings on its .-mge bill, get off to
faster start and serve the psychological function of stressing the
seriousness of the UAFA establishment effort. The replacement of technical
assistance personnel should be staggered or phased over a period of time
drawing Ugandan personnel from staff who have demonstrated their competence
and integrity. Failure to secure technical assistance may weaken UAFA's
projected viability.
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January

November 26

December 11

ANNEX 1

CHRONOLOGY OF UAFA DECISION SCENARIOS

LSAID mission returns to Uganda with aid to support
increased agricultural production and productivity and
became inveolved with CIP/FPSP  and RPE pro.,jects.

{~AID searches for sultable credit delivery svstem to
avsorb RPE grant funds and CIP/FPSP generated funds.

USAID study on Cooperative Bank (CBU) Deloitte Haskins
and Sells,

U'SAID study on CBU by M.J. Carter.

LSAID study on CBU by Technoserve Inc.

USAID concludes CBU cannot be used as the intermediary
“or #PE  funds and that a Financial Institution other
'Aan (BU was needed.

™M savings and Credit Section submits a proposal to

Looperatives commissioner to institute The COOPERATIVE
FARM CREDIT SERVICES (CFCS) System.

Inter Ministerial/lnter-Agency Committee set-up under
Chairmanship of Governor Bank of Uganda. Committee
concluded that CCS (cooperative Credit Scheme) approach
had continued merit but had to be institutionalised to
gain access to resources of commercial banks.

Rubagn Conference of Credit officers from MCM and MAF
re-affirmed the need to establish an Institutional home
for CCS and proposed UCFCS (Uganda Cooperative Famm
Credit Services) as an autonomous apex credit system
outside MCM and the Cooperative bank.

fiovernor BOU seeks approval from 1.E. The
President/Minister of Finance to constitute High Level
Credit Committee. ’

F3/MCM  confirms Governor’s action to set up High Level
Credit Committee as a necessary forun to facilitate a
inal decision on the structure the financial
iastitution should assume and which could most likely
altract, sustain and expand production credit to small
farmers.

- 4"



1584

1983

1985

1486

1986

1386

1986

1986

1986

1986

1986

1986

1986

1986

vecember 20

March 22

December 19

January 8

April 21

May 6

July 8

July 9

jugust 1

August 7

August 8

August 9

August 23

September |

“" M Minister querries the logic of setting up High Level
“redit  Committee under chairmanship of Governor instead
of  putting USAID grant funds into CBU which 1is the
Institution set up to handle farm credit to small
rarmers within the cooperative movement,

Inter-Agency Credit. Committee approves the UAFA concept.,

! Boara of Directors discusses and approves UAFA
proposal.

Batl - Governor submits draft Cabinet Memorandum to the
secretary to the treasury for a GOU decision on UAFA.

ST/MF querries logic of setting up a new institution
instead of rehabilitating the CBU and BOU involvement in
a commercial entity,

BOU  Governor explains to ST and justifies the proposal
and BOU roles,

ArC  presents its recommendaticns to set up UAFA to the
Planning and Investment Sub-committee of the Cabinet.
‘ommiztee directed ST to fair Cabinet Memorandum for
" nis-er to present to Cabinet for a GOU decision.

ST/MF reiterated to BOU Governor that his view had not
changed and he could not therefore fair the Cabinet
Memorandum for the Minister.

BOU Governor clarifies the issues as a sequel to the
ST's querries and urges him to fair the Memorandum.

ST re-affirms his reservations and objection on BOU
involvement in UAFA. He stressed the need for
consgolidation and strengthering of the CBU.

Minister of Finance convenes a meeting to be briefed on
UAFA. He directed ST to fair the Memorandum for a
Cabinet decision.

MM Minister announces to UCCU at AGM the formation of
UAFA as a GOU decision.

1986/87 Budget Speech where GOU decision to establish
JAFA was announced. Speech elevated UAFA proposal to GOU
l2vel beyond a single Ministry to reverse.

=7 lovernor reminds ST to expedite a Cabinet decision
~iressing the fact that establishment of UAFA had
nlready been endorsed by all parties concerned including
MIM,



1986

LYRE

1586

1987

1987

1987

1987

1987

1987

September 23-

October 28 -

December 9 -

Dec:ember 27 -

January 11 -

January 13 -

January 27 -

February 24 -

February 25 -

March 9 -

PS/MCM  asks BOU Governor to up—date him on the latest
pesition  indicating  that his Minister's view was that
FAFA funds should be absorbed by the CBU and that if

' vas rchabilitated and UAFA established it would be
ssible for the two to merge.

Gcvernor submits a status report to PS/MCM and indicates
that it 1is the prerogative of CBU & UAFA owners to
decide the merger.

APC/World Bank Mission discusses UAFA proposal and
recommends that 1n  view of existing wacrc-economic
constraints, there is a need for a very cautious
approach to the question of setting up a new financial
institution for serving farmers. Proposed further that
t*e first attempt should be to use UCB for the purpose
i view wuntil inflation and exchange rates were
avdressed by the GOU.

™ Minister seeks USAID approval for funds ear~marked
£.r UAFA to be absorbed by the CBU. He emphasized that
CBU was the Ideal home to serve farmer members of the
Cooperative Movement.

USAID Mission Director documents UAFA origins in his
reply to MCM minister. He stressed bilateral GOU/USA
government commitments to set-up UAFA in the amendment
'" the FPSP agreement. He emphasized further that
L-AID had already expended considerable funds on setting
ur: UAFA.

BOU  Director of Development Finance convenes a
Commissioners’ meeting (MCM, MAF, MAIF) to arrange and
enlist dialogue with the proposed shareholders of UAFA

and to urge the Ministry of Finance to expedite a

Cabinet decision on UAFA.

MCM Minister re-affirms his Ministry’s stand for CBU to
administer USAID/FPSP funds earmarked for UAFA in his
reply to the USAID mission Director’s letter of 11/1/87.

PS/MCM convenes a meeting at Farmers House to determine
the future of UAFA (attended by BOU, CBUJ, MCM, MAF, and
MFY.

PS/MCM  communicates decisions of the F/house meeting to
ST  and advises him to seek his Minister's decision on
UAFA as all concerned parties had agreed to have UAFA
established.

.U Governor requests ST to expedite a Cabinet decision -

.o UAFA.



1487 March 1

1987 March 17

1487 March 18

1387 March 20

1987 April 10-1]

1987 April 16

1987 April 21

1987 June 30

57 advises Govermor thust his Minister still asked
questions about the F/House decisions and that the only

thing to dc was to wait for instructions from the
Minister.

LUCB introduces a new dimension and asks BOU governor to
~omment. on the UCB  small Rural Farmers Pilot Scheme.

tovernor writes a reminder to ST ur<ing him to expedite
1 GOU decision on UAFA.

tovernor comments on UCB pilot scheme and stresses GOU
ieclsion to establish UAFA had already reached an
advanced stage and that undue duplication should be
avoided.

APC/World Bank Mission meet at Jinja and recommend a
three pronged approach to the small farmer credit
problem embracing the launching of UCB pilot scheme LDB
Jro-industrialist based small farmer scheme ard the
~stabilshment of UAFA.

F’'SP Fvaluation report advises UTAID to go slow on UAFA.
Proposed rcduced emphasis on credit/UAFA and a transfer
of TA personnel to MO Planning Unit. Report noted that
right now is not the best time to launch a new
institution although from a broader perspective it is
clear that Uganda needs a more comprehensive financial
Infrastructure responsive to the capacities and needs of
the rural agricultural population. Recommended further
that final decisions on support of UAFA should be
d»ferred pending: {a) approval by the APC (b)
F'rovision of funding in the GOU budget (c) agreement of
commercial banks to invest in UAFA, and (d) macro-
economic  stabilizition and a returnm to reascnable
inflation and exchange rates.

3AID/ADO implements FPSP Evaluetion recommendations and
advises on transfer of ACDI Credit and Planning advisors
from UAFA to MCM Planning Unit as of July 1, 1987.

UAFA  establishment Committee completes its work and
disbanis till a Cabinet YES or NO decision on UAFA IS
reached. MM and MAF staff returned on a full time
‘x1sis to their respective Ministries.



