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PHILIPPINES COOPERATI\~ l~RKETn~G PROJECT

TE1U!INAL P.EPORT OF TIlE CONTP.ACTOR

AID Loa~ No. 492-T-051

Project No. 492-0300/CN-OOl

Contract No. AID 492-0300-008-HCC

This report is beinr submitted in fifty (50) copies to the Bureau

of Cooperatives Development, iunistry of Ar.ricu1ture (BCOD/t~A) of the

Government of the Republic of the Philippines (GOP) by A~Ticultural

Cooperative Development Jnt'l. (A(·~~J WashinBt~r ~ ~.: U.S.A., hereinafter

referred to also as tlthe Contractor) C! pursu•.u. Article 4.2 of a certain

host-country contract beomen the (',op and ACDI t-nth an effectivity date

of October 4, 1979, hereinafter referred to as lithe Contract r
:.

1. BACKGROUND

The Contract "7as desip,Iled to implement the technical assistance

co~·ponent of the Coo!>erative !tarketing Project (~1P) \-lhich ,~as a

bilateral undertm{in~ beo1een the (oP and the United States Government

through its Agency for International Development (USAID) mission in

the Philippines in act~ordance with a certain Project Loan Agreement

dated 11ay 3, 1978 and subsequently a~nded on February 15, 1~79.

Under the tert'lS of L'le Contract, the Contractor Has obligated to

provide not less than an aggre~ate of ninety-six (96) person conths

of in-country technical a5lsistance as follows:

\
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a. Lonp,-Term Consultants

(1) One Senior CooperatiV2 Uarketinr Specialist who woul q serve

as the Contractor's Chief of Party and per£orr. the follCK-Jinr.

functions~

(a) Assist in developinp, an effective technical assistance

pror,ram for area marketing cooperatives receiving

financial and/or managerial assistance under the project:

(b) Help develo~ ) test~ evaluate and systematize effective

supply and 1'!I8rketing operations for area marketing

cooperativeo, 1:i th these operations being integrated

with the national cooperative and p,overnMent roarketinr.

progratTlS~

(c) Serve as liaisen betueen the iMPlementing aeencies of

the ~roject in orde.r to enhance coordination. In

addition~ the Senior Cooperative !farketinr, Specialist

shall rartici~ate in the planninr. and development

of the coonerative marbatinp information system ll.id

the central Elarketing a.'PJ.d supply outlet desi~ated

to be created under the 1>roject.

(2) One Coo~erative Finance S~ecialist uho woulcl ~erforrn the

followinr functions:

(a) Serve as Cooperative Finance Advisor to the Central

Bank's Cooperative Finance Group and the Committee

for Coo1>erative Finance;

(h) Assist in the deterr.dnation of the policies on the

developnent of the cootlerative finance pro~ram
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I:lI1d shall submit recommendations or sugr.estions

for ;.ts improvement;

(c) Assist in designing long-range developMent plans

for the growth of the National Cooperative Finance

System;

(d) Participate in planning and conductin~ training

prop,rams for key personnel of the said system covering

such areas as cooperative finance and financial

manaRement.

(e) Assist the Cooperative Finance Group and selected

coo'Perative rural banks' personnel in conductinr. fea

sibility studies for potential borrower cooperatives.

b. Short-Tem Consultants

(1) One Cooperative Finance ~lanagement Specialist "mo l10uld

assist in developin~ and conducting trainine programs on

cooperative finance manap.ement for key national level

trainers and cooperative managers and staff merrhers of

project assisted cooperati~~ rural banks and area marketing

cooperatives.

(2) One Cooperative J-tarkefinp, Information Systems Specialis t

to assist in the development of effective cooperative

m.:lrketin~ information systems to be set up t1ithin the

Cooperative Foundation Philippines, Inc.
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(3) A central cooperative rnarketinr. and supply team of consultants

to conduct a detailed and economic feasibility study on the

establishment of a central cooFerative marketing and supply
•

coroplex to serve the cooperatives.

(4) One Central Cooperati~'"e f!arketing anJ Supply Sreci.alist

who would assist in the establishment of a central cooper-

ative marketing supply and distzibution outlet.

2. SCOPE bF THE PPDJECT

The Cooperative lfarketinR Project was des7.gned as an intensive

undertaking to provide financing for an improved cooperative marketing

system for essential agricultural co~odities produced by small farmers

in the Philippines. Specifically, the CMP was directed touard

improving a nucleus of scme fifteen (15) Area Uarketin~ Cooperatives

(AlICs) organized on a provincial level, that 170uld serve the needs of

approximately 90 ~OOO small farmer meubers for supply of farm inputs

and marketing of farm outputs.

Accordinr,ly, the CUP would assist the targette:' existing cooper-

ative institutions, including the Cooperative ffarketing System of the

Philippines (ClISP) an existing apex institution established to supply

marketiny, and farM input needs of the AMes, to overcome basic defi-

ciencies in availability of financing, technical expertise and l'l8na-

r.erial capabilities. A ",ide range of assist:ance ,~as to be provided,

including financing for investments for physical facilities; long-term
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and short-term seasonal or commodity loans for Horking capital;

training for persons in positions of responsibility ~ and technical

support.

Largely, as a result of recommendations contained in a mid-project

evaluation study conducted by the Economic Developemnt Foundation (KDF),

an indigeneous consulting firm, which was completed in ~lovetrber 1981,

it was determined to expand the financing component of the project

to make similar financial assistance available to Sall18hang Mayons (SNs) ..

SNs, being the baltangay level primary coor~ratives uhich are the

owners of the provincial level secondary Al!Cs alld Cooperative Rcral

Banks (eRBs), are an integtai element in the overall cooperative deve

19pment program, but until August 1980 vere not permitted to enJ!age

in any economic activities for their own behalf. Follotring considerable

effort to develop the framet~ork for including SNs in the CUP financial

assistance pro~ram, it was approved by the National Econondc Develop

ment Authority (NEDA) ad the USAID in August 1982. However, because

such financial assistance was not incorporated in the Project Loan

Agreement, it was determined that project loan funds provided by

USAID could not be used for that purpose. Funds for such financial

assistance must come from 001' counterpart loan funds which were already

deposited with the Central Bank of the Philippines and very adequate

for the purpose. However, because of the need to utilize all avai

lable manpower resources to colllPlete financial assistance to AU(;s

prior to the Project Asaistance Completion Date (PACD) of Narch 31,1983,
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it was decided to nostpone full implementation of the 8N financing prcg·

ram until after tllat date. Initially ~argetted for fifiancial assistance

are 80~ 210 SNs located in 14 widely dispersed provinces.

Another very important element of the CUP ,",as ;0 deve1o!> a cooper

ative finan,. institution whiCh initially would serve the financial

ne~ds of th~ AMes participatinR in the project. Provided it was

determined to be serving a real econOt!li.c need and could potentially

become a viable entity t it was envisioned that this embryonic insti

tution uould eventually oe transformed into an enduring central or

apex cooperatively mmed bankinR ins ti. tution caterinp to the unique

financial needs of cooperatives in the Philip~ines.

Financial resources for the implementation of the CHI' came from

basicly two sources. The U.S. r,overnment provided $6,000,000 on a

loan basis pursuant to a Project Loan A~reement t~hich was for specific

purposes including loan, ~uarantee and trust funds for borcouin~

cooperatives, expatriate teclmical ass,istance and certain commodities.

TIle GOP and participat:m~ agencies supported the CUP with $6,668,000

in counterpart designated to be used principally for in-kind support,

in-country support of consultanta, researct, training and education,

cooperative equity build-up and loan funds, for borrowinR cooper

atives. The latter amounted to Pl6,372,OOO which will be utilized

by the CFG smsequent to the PACn and yhich is currently invested

in Government securities by the CFGp
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3. PROJECT IMPLEttENTATION

Pursuant to a condition Tl'ecedent contained ir. the Project Loan

Agreement. the participatmf' host-countJ:Y agencies \Yere required to

dev,-lop a Project Implementation Plan (~li). Such a plan was deve

loped and incorporated in a lfemorandum ot Agreement executed on

August 15, 1978 by the fott!' 'etian Ltgents invoived in project imple

mentation. The host-country action agents included the Bureau of

Cooperatives Development {BeOD), the Cooperative Foundation of the

Philippines, Inc. (CFPI), the Cooperative ~farketing System of the

Philippines (C1-1.8P) and the Central Bank of the Philippines (CB).

The PIP, in addition to defining specific roles and responsibi

lities of the parties, also called ··for the establishment of two

Committees. One committee, called the Inter-Ap.ency Coordinating

Committee (ICC) whose membership was composed of representatives

from eac.q of the four action arencies with the Director tJi BOOn desig

nated as Chairman, the Executive Director of CFPI as vice-chairman,

and the General t!aua~er of CU~P and the Director of the CB' s Depart

ment of Rural Banks and S:lvings and Loan Associations (DRBSLA) as

~egu1ar meti:bers. Also, Q. representE'tive !)f the NEDA "7as included as

an ex-officio metrber of the ICC. As the name implies, the ICC was

charged with the responsibility to insure SD'ooth coordination betueen

project co:nponents and amonR implernentin~ agencies and for insuring

overall prcject implementation according to plan.

The other committee established pursuant to the PIP vas the Corn

mittee fo'( Cooperative Fi.:..s:r.ce (CCF). 'The C~F T'lenbership cocEisted
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of the Director of the t>RBSLA/CB who was desi~ated as C1airman, the

Director of HOOD as vice-chairman and the £:tecutive Director of CI'PI

as meuber. These l'M!1!'bers we.re to appoint blo other persons as

rep.u1ar members, one to represent the Cooperative Rural Banks (CRBs)

and the other to represent the Area t-farketinp Cooperatives {Al-J::s). Tht1

CCF had the responsibility to prepare for Uonetnrj Board approval:t

detailed loan policies and procedures for the lendir.g component of

the C~P. bdditionally, the CCF was responsible for the review of

the credit and related services required by cooperatives on an annual

basis and for recommendinp. plans and programs to meet those needs

in order to assure a Cooperative Finance System (CPS) u:iiCt'1 is reliable

and responsive to the growth of cooperatives in the Philippines.

Also created by the PIP and in satisfac,tion of a condition pre

cedent inche Project Loan Ap.reement was the Cooperative Finance

Group (CFG). The C~ was to be established within the rKSSLA/CB,

to perform a major operatin~ role with the responsibility for the

administration, exte1"'.sion and supervision of short, intermediate and

long-term financial assistance in-.;luding tl'ust fund inveatr.ents

to qW\lifying MICs in .::ccordance with the policies t:Dd procedures i!

deterr.ined by the CCF and approved by the !'1onetar}~ Board.

'Ihe BeaD was ,to ~e the focal point for project implementation

with the Director of BCOD.":heing designated as ,theP.rojoct Manager and

Chairman of ,·th~ . lCC;- 'The BeOD was also charged '(nth e·e~.ral other
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responsibilities which generally and briefly included: legal regis

tration of ,uiCs and CRBs; providing technical staff to assis'&' in

development of participating cooperatives together with menbership

education. traininA and organizational devp.lopment to some 1~500

Samahang Nayons (SNs) l-7hi:h are meJrbers of these cooperatives; finance

research proposals and t!1ana~ement training to be conducted by CFPI

in support of the development of a cooperative marketing system;

continue its support for cooperative management development tt.rcugh

its l-Ianagement TrainioR and Assistance Prl)~ra1!l (UfAP); and p,=,ovide di:ect

or contractual technical assistance to A._,.,; as determined by CFPI or CFG.

The CFPI was designated in the PIP to serve as the main arm of

the ReOD in administerinr. the project. Specific responsibilities

included: monitoring CB adtldoistration of the financing componebt;

conducting pertinent ~esearch; providin~ manar-ement developmen'i: servi

ces: conJuctmg or making provision for financial and management audits;

and developing a msrketi.u~ information system to be administered by

CUSP.

The CUC;P would serve as the central agency to coor~,i.'1ate cooper

ative marketing activities including intelligence for all project

supported Al!Cs and would assist in assessing the business operations

of these cooperatives.

The CD, throu~ its newly established CFG, tJas responsible for

the administration of the financial component: of the ClIP t for providinB

adequate trainin~ for the CFG staff in the spe~alized field of
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cooperative finance, and to make available a portion of its earnings

to provide further funding for certain activities assigned to CFPI.

The NEDA was ttl senoe as the Philippine Govenuoont agency to

~~itor overall project implementation.

The USAID likadse uould be the primary u.s. Govem~nt agency

to monitor overall project implementation.

Thusly, the host CC'tmtry aRencies particip<¥tinZ in the project

provided for a complete and sound structure tc achieve the f;oals and

objectives of the CMP.

4. START-UP STATUS

At the beginning of the Contract period (Octobar 1979) $ the lon~

term consultants found ta'le existing situation to be as described

briefly in the follolri.ng paragr!iphsw

The ICC lt~ established and holding monthly meetinr.s on a

regular basis. It had also eptablished a workine sub-cormttec known

as the ICC Technical Committee.

Th~ CCF was also established and functioning and hC:ld developed

the Rules and Regulations Governing the Operations of the Cooperative

Finance System and bed r~ceiv~d app~oval of same from the Monetary

Board.

The CFG was establ: ...hed by the CD pursuant to Office Order No. 170,

Office of the Governor, on July 5, 1978 but was relatively inactiv~

pending arrival of the ACDI long-tent Cc~t)erative Finance Specialist:.

The same Office Order designated certain CB staff met!1bers to sen-e
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as Chief Executive Officer, Executive Officer, Fiscal Officer,

Business Analyst (2), Lenal Consultant, Engineering Consultant

and Secretary and appoil~ted the three senior officers of CFG as

members of the Loan Committee. However, of the aforelOOntioned staff,

only one Business Analyst was on a fuil-time basis, the other Business

A.Y\alyst was on D. lJ11g-tem leave of absence for educational purposes

and all others were assigned on a part-time basis. AIBO. only three

of the CFG staff werv3 situated in a somewhat contiguous area within

CB, because of their othe.r £ad more major CB responsibilities)

causing some dif(:~ulties in communication and coordination within

the F.roup. Howe~r, it appeared ready to st"~~t.

The BeoD had established a Project ~~agement Staff pursuant

to lfinistry Order No. 79-15, t-finistry of Local Government and Com

munity Development (In..CCD), datdd January 16, 1979. This staff con

sisted of Project Uanager, Project Coordinator, Chief of Education

and Training Unit, Chief of Administrative Support and F'lanning Unit,

Project Bud~et Officer and Chief of Monitoring and Evaluating Unit,

all of which were part-time assignments at the stdff level. DeOD

had also detailed a number of its other regular employees, I'1Ostly

on a part~otime basis, to support the above mentioned staff. The

BeOD had commissioned the Agricultural Credit and Cooperative

Insti tute (ACel: located at UPLB to conduct a baseline study of the

15 tarRetted AUes/CRBs/SNs. This study was nearing completion ~~'~n

the consultants arrived. The BeoD had also conducted several
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workshops/seminars to orient Al1C/CRB directors and staff in the tar

getted areas on the alP and for management training purposes. How

ever, this training, etc. turned out to be largely lost effort as

it t·1as learned later that most of the originally targetted Ales

were no longer viable and therefore could not qualify for CHP financial

assistance.

However, very early during the Contract period it became apparent

that the BCOD would have difficulty in effectively it'lplementing a

cooperative development prop,:ram and in fulfilling some of its respon

sibilities U!\der the aw. First, the BCOD Has a part of the Uinistry

of Local Government and Community Development (lfi..c'..cD) which by its

nature hed a socio-political orientation. Secon~, BeOD was established

as a staff bureau within the lti.nistry which had virtually no line

functions and accordingly weak linkages with tL", regional and provincial

level offices of In-GeD. Therefore, it would he very difficult to have

much influence on implementation of its programs nor an effective

delivery mechanism for on-site assistance to AliCs, CRRs and SNs.

In October 1979, the C7PI was leaderless since the tt~o principal

officers had recently left. It had only three or four regular pro

fessional staff, had serious budget problems and t·las therefore not

in a position to undertake its responsibilities under the ~W. It was

not clear but it 8p'(leared that CFPI, prior to October 1979, had parti

cipated in some of the training efforts of the BeOD and had assisted

at least one Alre in developing its request for financial assistance

from the CFG.
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SimilaTly, the CUSP was neither properly organized nor managed nor

was it's financial condition such that it could effectively perform

its assigned functions. In fact, fo~ all practical purposes, Cl$P

was insolvent largely as a result of over-borrowing from the Govem-

ment's Cooperative Development Loan Fund (CDLF). Most of its earlier

borrouings were investe(; in a larp.e S\per Palengke Complex in Uetro

Hanila which included a retail l4.!vel supemarket, other retail rental

units and a movie theater the latter segment of t~hich t"as incomplete

due to lack of funds~ The supermarket was leased to the 11etro ttanila

Cons~8 Cooperative (InlCC) which operated it together with another

nearby retail s\-rermarket leased by C!fSP and suh-leased to NUCC.

Due to poor performance of the '!MCC, it was seriously in arrears on

its lease payments making it impossible for CMSP to service its

highly leveraged debts. Apparently, some sporadic attempts had been

made by CUSP to market products and supply farm inputs for AHCs.

HCM6~er, these proved unsuccessful as the AlICs dealt with either had

no confidence in CUSP or they tehmselves were in dire financial

straits and unable to pay their obligations to CUSP.

Another si~ificant start-up constraint was the fact that tIle long-

term consultants quickly learned that out of the 15 originally tar-

getted AHr.s, only about three appeared to be still viable and potential

recipients of CMP financial assistance. Apyarently, some 40 plus

AllCs had been registered nationwide by the BeOD but it; appeared that

only about 25 were operating and with some exceptions, the BOOD had
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inadequate financial data to determine the viability of thode ope

rating Attes. Likewise, it was leamed that a number of the 20

re~istered and operating CMs t particularly fu the originally

targetted areas, were having nperating problems and some bl.ld lost

their discoUDting privileges with the CB and were therefore ques

tionable participants 89 conduit lender under the CUP.

5. START-UP l}·(.BLEltS OF THE CONTRACTOR

Tuo sip,nificant pr~blems were encountered by the Contractor's

long-term consultants i~diately upon their erriv~ in-cccntry.

The first related to the difficulties they had in tryinr. to secure

adequate housing and furniture and appliances dm~ almost entirely to

the unrealistic budgeted allocations for same. After spending an

undue amount of time 8earchin~ and in negotiating art increase in said

budget allocation with the NEDA, the consultants were able: to find

appropriate housing. And, \lith the assistance of Dr. Ronald Pollock,

the USAID Project Officer, the consultants were able t~ obtain ade

quate surplus USAID furniture. All of this took several months to

resolve satisfactorily and in addition to the nep,ative morale aspects

whit:h it caused the inputs of these consultants was seriously affected

during that period.

As already stated above, the other maj or th~ consuming problem

for the consultants was in rep,ard to the inadequacy of the in-country

peso support budget being provided by BeOD and NEDA especially the

line items already cited. On Novenber 5, 1979, ACDI, throus;h its
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Chief of Party, made a fornal written request for revision of the

support budget and supplied revised estimated costs in accordance uith

the provisions of the Contract. However, the necessary upward revision

of this budget was not formally concluded until May 22, 1981, nearly

19 months later. All durinp. this period, the AcnI Chief of Party was

compelled to spend an inordinate amount of his valuable time pursuing

this matter in addition to the time required to obtain slifficient fUl~ds

to meet the ongoing needs of the consultants. On more than oue occasion,

the consultants were unable to pay recurring obligations in a timely

manner due to lack of funds.

Uost of the foregoinR problems ,particulaxly the larp.e quantity of

time requi~ed of the ACDI Chief of Party to resolve them, were either

directly or indirectly related to the necessity to work under a Host

Country contractin~ arranp.ement when neither the BCOD nor the consul

tants were accustomed to dealing with such arraTlp,ements. Perhaps in

the future both the GOP and USAID should Rive serious consideration

to working out different arrangements Ymereby the limited and valuable

time of the consultants would not be taken up to such a dep,ree by

aucn a i.. tnistrative matters.

6. SUPPORT OF TIlE PROJECT I!!PLEttENTING AGENCIES

As is so often t the case in such a project unexpected problems

arise or constraints develop wich could not possibly be foreseen

when the project was designed and which have varying degrees of impact
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on the degree of on~oing progress of the project as "Tell as in

achieving its original p.oals. The CUP was no exception. Uost of the

problems were beyond the control of the particular agencies but in

many cases these problems were recognized and resolved, albeit not

always with the spEed desired by the sometimes impatient expatriate

consultants. As a result, the CUP was able to achieve, in the end,

a large part of its original goals and objectives. However, perhaps

it would be best to hir.hli~ht and document some of the major problems

which frustrated the implementing agencies and the Contractor's consul

tants together with bow they t.,ere resolved or not resolved during the

course of the project.

The BeOD and the C111' manap,ement underwent some major changes

which tended to correct at least some ot the structural deficiencie~

rioted in section 4 herein. In Hay 1980, the BeOD was transferred from

the lfL~CD to the lti.."dstty of AY,ricultute (UA). This led to several

months of relative inactivity yhiie the staff of BeoD undertook to

orient and train tbe !fA regional and provincial level staff of the UA

on the BeOD responsibilities, programs, etc. This move did not solve

one problem. The BCOD remained a staff brueau under the same Director)

Clemente E. Terso, who because of his position and lac!.. of line authority

in the field was unable to harness and utilize the vast human resources

of the some 15,000 ~fA. technic?4I1S. Also, during the transition period,

BeOD lacked adequate bud~et which hindered its effectiveness. This

problem was partially resolved hovlever, when in August 1981, rus.

Nelia T. Gonzalez, Assistant Minister, MA 8S3umed leadership of the
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BooD as Officer-In-Charge in addition to her other duties. Mrs. Gon

zalez also became Project :lanagl~r, CUP and Chairperson of the ICC

replacin~ Director Terso. This change added considerable vibrancy

to the project manar,ement. llrs. ("~zalez has also been very active in

travelling and improvin~ the much needed linkages with the regional,

provincial and local levels of the HA as veIl as with a ntmi>er of

.Mtcs, CRBs and SNs and because of her influence las been able to

noticeably contribute to the success of the project.

Despite these and other hano.caps. the BeOD was successful in

accomplishing the tasks assigne.. to it in the PIP. Among its note

worthy achievements, the BCOD in June 1980 organized a group of task

forces including staff meui>ers from BCOD, CFPI, CUSP top-ether with

the long··term ACDI consultants and the USAID Project Officer to make a

"quick and dirty" field survey and analysis of all operatin[! Al-ICs

which vas very effective in redefining the viable AliCs that could be

targetted for CMP assistance. It later initiated 8 new baseline

study in those potential areas which was contracted out to the CFPI.

In November 1980, the UA authorized SNs to enR8P.e in economic activities,

whidl were previously prohibited, thereby allowinR SNs to become

stronger and more active supporters of their AlICs. BCOD with assistance

from the CFG and the CFPI also developed an effective miform accounting

system and manual for AllCs. In August 1981, follotJmR competitive

bidding, BooD contracted the ECCIlomic Developaa:t Foundation (EDF), an

indigenous consulting firm, to conduct an in-depth evaluation of the
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CUP. The results of this study, uhich was completed in Novemer 1981,

hi~lir,hted many of the weaknesses and constraints of the project all

of which were promptly dealt with the Pruject ltanager and the ICC •.
Among other things the ICC) in January 19£2; replaced the CUSP

as a participating action a~ency in the C1W with the National Food

Authority (NFA); drastically adjusted the responsibilities of

the CFPI more in line with its capabilities which at the same time

removed a very serious constraint to the lending activities of the

CFG; and initiated the development of a parallel rre-gram to provide

c;;r.tncial and technical assistance to support the economic activities

of the sns, the primary cooperatives which are owners ;,f the Al!Cs

and CUBs. All of these dlan~es tORether with the ne~'1 leadership and

status given the BCOD as previously mentioned were instrcmental in

moving the project off dead-center, however late it was, mtd providi1J.g

the basis for reasonably achievin~ the principal goals in the waning

mouths 0 f the CUP.

Additionally, the Pr.oject Manager was instrumental in getting the

TeChnical Board for A~ricult~rol Credit (TBAC) to undertake an in-depth

feasibility study to explore the need and the potential basis for the

eventual establishment of a cooperatively owned apex or national banking

institution on a permanent basis to provide for the tmique financial

needs of cooperatives in the Philippines. This study, the cost of

vhich was borne equally by the BCOD, the CFG and the TBAC, commenced

in October 1981. It was cor~leted for all practical purposes in August
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1982 and the need and support for such an institution from a relatively

broad spectrum of cooperatives was clearly evident. Houever, as of

this writinfh the feasibility study has !lot been released by TBAC

pendin~ resolution of the specific recommendations.

The CFPI undecwent a series of convolutions which virtually

nullified any attempts to have it perform its assigned functions under

the PIP. As previously indicated, CFPI was leaderless and Yith a

skeletal caretaker staff when the lon~term consultants arrived in

October 1979. In January 1980, Deputy Uinister Rosendo lIarquez from

the ULGCD was appointed its Executive Director on a part-time basis.

This proved to be a continuation of the same however, largely because

CFPI's sole source of funds was the interest inco~ from a P2,OOO,Oao

trust fmid. In February 1981. ltr. Anthonj l-lartin was appointed Executive

Director and on the basis of promises of a substantial increase in

trust funds, he proceeded to develop a relati~ely large staff. Mr.

Uartin was successful in obtaining an additional il2,000,OOO of trust

funds early in his administration but the promised '6,000,000 of

additional trust funds has not materialized to this date. Overstaffing

quickly resulted wich together with considerable internal tensions

amc.ngst the staff caused 1-fr. ttartin to resi~ in November 1981. He was

illlDediately replaced by Dr. Rodo1fo l-iatienzo on a part-time basis

since he is also the Director of ACCI. Due to continued inadequacy

of financial resources, the CFPi underwent substantial staff reduction

and returned to a skeletal organization. Given this scenario, CFPI could

hardly be expected to be an effective force in the Ofp.
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As a result of these handicaps, a serious obstacle to implemen

tation of the cCFG's lendinr. program had developed since CPrI "1as

responsible fOT assistinp. AllCs in the development of their loan requests~

feasibility studies, etc. so the ICC temporarily transferred that

flnlction to the CFC in January 1982. At that time, the ICC also

transferred CFPI' s responsib iIi tics under the PIP for training and

research activities to the BCOD and ACCI untll 6uch time as CFPI was

capable to reassumu them.

Despite all of the forep,oinr., CFPI was successful in providing some

sporadic but meaningful contributions to the CHP. Some of these included:

providin~ leadership and/or assistance to the BCOD in conductin~ various

training prof!rams for Arecs and ~~s) assistancf. to BCOD in developing

a very good uniform accounting t!1anual for NICs; development of a

mana~ement audit and technical assistancq. task force which it pilot

tested and subsequently implemented on A limited ba..c;is: assisted in

the field survey of AMCs to evaluate them for potential Ci'W financial

assistance; and cOD~4cting the second baseline study of AiICs, CRBs

and SNs.

The ~ffiP was almost ~otally ineffective durinp, the entire contract

period and as previously indicated, it was eventually replaced by

the NFA as an action ap;cncy under the project. The 10nA-term consul

tants, especially the Senior Cooperative l'farketin,' Specialist,

repeatedly provided specific suggestions to CUSP ~anagement on ways
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to correct its organizational and financial problems t but these were

effectively iRDored. It is interestinr. to note that the basic prob

lems of CUSP as outlined in Section 4 herein were similarly iden

tified in 1975 by Grip.sby, et a1 in their Cooperative Rice narketin~

Study and were hiphlighted as potential it"lJledi~entG to the OIP in

the USAID Project Paper for the CHP in 1977. At any rate, the C-1SP was

not capable of uti1izinR the $675,000 of CMP funds eamarked for it

to build a modem marltetinR/supp1y center for AHCs nor ~~as it able to

become an apex marketinR a~ent for the AUCs participatin~ in the OlP

as ori~inally planned. This left a larRe ~ap in the achievement of

the marketing ~oals of the project. The CUSP Temains a dormant,

teChnically bankrupt cc -poration.

The NFA which joined the C!P as an action agency in early 1982

quickly filled some of the void left by CUSP. Through its represen

tative, Director Ramon De Jesus, the NFA has been very cooperative

and effective in assisting A!1Cs and SNs in marketing their rice

through the Government's rice pro-' .ement pro~ram. While this type of

marketing assistance can be' ry belpfu1 to AlICs at this stage in

their development t -1t is clearly not a long-term vehicle for the

development of an effective private sector marketing system nor does

it provide the'basis for maximizing returns to the country's small

farmers.

The Central Bank and its CFG have been consistently reliable

and effective in the performance of their responsibilities under

the PIP. The 1endinft operations of the CF(; were extremely s10\-7 in
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getting started mostly as the result of CFPI' 8 i.nability to assist

the potectial borrower in the preparation of their applications,

supportinR feasibility studies, etc. To a degree, this slow start

lo1as beneficial in that it provided the long-term consultant some

time to develop the necessary legal and pro~edural aspects on whiCh the

CFG had previously received only minimal guidance. It lias also a

period during which the CFG was able to do a considerable amount of

missionary/promotional work with potential CliP participants. llollever,

to illustrate the slOt"1 start-1JP, when the ACDI Cooperative Finance

Specialist arrived iu OctJber 1979, the CFG had three applications

for financial assistance. Of those, one was withdrawn by the applicant

for reconsideration and restibrnission later, one was not processed due

to the applicant·s internal dissensions and inability to satisfy eFG

requirements, and the thi1:'d,after considerable rm.1Orking of the

feasibility data, becsme the first loan approval in July 1980. The

next loans were not apr-roved until Jlarch 1981 and as of December 31,

1981, over two years into the contract period, the CFG had closed

loans with only th ree N·tCs and had approved laons to a fourth Al1C

whiCh were subsequently closed in April 1982.

Beginning in early 1982 when the CFG ass1.DDed CFPI's responsi

bilities for promotion and assistance to potential borrower~, the pace

of lending activities accelerated dramatically. The result being that

as this report is being written in mid-lfarch 1983, the CFC had approved

financial assistance to 11 MIC borrowers and were in the process of
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evaluating applications from two more AMes plus one regional fede

ration of AMes which are expected to be approved prior to the PACD.

Also, the CFG had made addi tional loans at significantly -' .er levels

to some of the previous borrCMers. Thus, the CPG will have virtually

achieved the CUP goal of providinR financial assistance to some 15

AMes and will have utilized some 91% of the loan, Ruarantee and

trust funds from the USAID loan. More importantly, the CFG lendin~

h:lS been administered in a very sound and constructive manner \'7hich

will bode well for the solid development of tbese cooperatives.

Attached as Appendix A is a St.mJ:llary of all loans p'ranted by CFG and

those pending at the conclusion of the contract period.

The real challenges for the CFG remain in the immediate future.

Whil~ th~ CFG has been very effective in evaluating and granting loans

on a sound busis, it has yet to prove its mettle in the servicing

(supervision) and collection of those loans. Since most of the loans

ha~""'e been granted during the past year ,relatively feu maturities have

occurred and there has not been adequate time for the inevitable

problems to have surfaced. It is in these at'eas of lc.:m administration

that the eFG staff has had the least expo,ure and experilmce and

at the same time, it is ~lhere greatest potential exists for the early

demise of the lendinr. system if not properly manap,ed. ACDI ~ s short-

term Cooperative Credit Specialist bas highlighted in his terminal

report several aspects of loan administration which will need close

attention in the future and a copy of his report is attached as Appendix B.
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In viewing the ins titution-building aspects of the ClIP, it can

be said that many of the basic building bloC'.ks appear to be firmly

in place. However. much more needs to be done before this embxyonic

apex financial institution can. evolve into such as envisioned as a

long-term output of the ClIP. In this regard, the lon~-term Cooperative

Finan~ Specialist presented an in-depth positio~ paper to the Project

lfanager in October 1982 in wbich he revieved the significant insti-

tutional progress made by the CPS/CFG ~o datE'. the strengths and

l1eaknesses of the finan~ing sy'stem and made several specific recont-

mendations on restructurinR and strengthening ae system to keep pace

tlith the changing character and developing needs of this interim

financing institction as well as the need to begin explorin~ sources

of additional funding for the CFG. A copy of the Consultant's paper

is attaChed hereto as Appendix C.

In recognition df the needs exposed in the foregoing paper»

the Project Manager has, (1) initiated a request to the USAID for

extension of expatriate technical assistance to continue the advice,

counsel and skill transfers related to the institution building and

effective loan administration aspects of the CPS/CFG, (2) initiated

a request to the Govenlor of the Central Bank to strengthen the CFS/CFG.. '

alonR the lines suggested by the consultant, (3) initiated requests to

the Asian Development Bank (ADB) and the German Cooperative F~undation.

Priedrich-Ebert~'3tiftun~(PES) for additional loan fWlds. All of theoe

requests are currently meier cOl:laideration by the respective agencies.
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The ICC functioned in a very effective manner as the ClIP

cool'dinatin~ and policy rna..1tin~ body throughout the contract period.

The ICC met on a reRUlar monthly basis and was responsive to the wns

tantly chanr-ing needs of the project especially beninnin~ in early 1982

8S the tett~o cf lending activities increased. It dealt effectively

with thp reco~ndations of EDF's project evaluation which led to

several significant changes includin~~ restructuring of the ICC as

previously outlined; chan~ed the marketing assistance emphasis away

from the failing ct!SP oto direct assistance to AlfCs and the development

of federatian of AJiCs on a regional bas:is: broadened the lendin~

pl·og-.ram to lnclude paTc~llel financial assistance to SNs; 3Ild revised

the PIP to reflect nc<=ded chanp"cs. The Technical (working) Committee

of the ICC also f\nl.ctioned very effectively on an as-needed basis

as it evaluated and made recommendations to the ICC on a number of

matters. The CCF met concurrently with the ICC and acted on matters

assigned to it as necessary including recommendations to the lfonetary

!joard for changes in the Rules and RegulatiOI'is of the CPS and deve

l(l~ing and recon:mending to the Uonetary Board the new Rules and

Regulations for the SN financing prof.!ram.
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1. CONTRACTOR's INPUfS/OUTPUfS

As stated in Section 1 at the outset; ACDI aRreed to provide

96 person-months of technical consultants to assist their respective

Filipino cotmterparts in the effective implementation of the ClIP.

The two long-term consultants l-lere initially provided for three-year

terms to respond to their terms of reference previously described in

Section I except that one cO~'ultant, the Cooperative Finance Spe

cialist, was extended an additional 6 months so that a total of 78

person-months were thereby supplied to the CHP.

However, because of the constraints, changing circlDllStance13, etc.

already described, with one exception, all of the short-term consul

tancies "7ere changed to meet the currently percEdved needs of the project

with the prier approval of the Project UanaRer in ea{'.h instance.

Accordingly, the Contractor provided a total of 20 person-months of

short-term consultancies bringing the total teclb'1ical assistance to

98 person-months. This represented two extra months which it should

be emphasized the Contractor provided within the limit of the original

budget contained in Section 6.l.A of the Contract. Each of the shart

term consultants prepared a terminal report for the Project ~mnager

;n which their full findings and specific ..ecommendations were pre

sented. Following i.s a brief summary of the technical assistance

inputs provided by the ~-:ontractor.
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Cooperative Business Specialist - l-lac E. Whitsitt (4 months,

January - l!ay 1981). In accordance with his terms of reference,

tlr. t-lhitsitt was able to successfully compile two operating manuals

for use of his counterpart agency, the CFPI. One manual described

the procedures and methods on hOl'T to -:onduct economic feasibi1itv

studies. The other was a similar type .aanual on how to conduct

management audits of AlfCs. Unfortunately, during the period of

Ur. Whitsitt's consultancy, the CFPI was underr.oinp. onf )f its

mana~ement and staffinr, transitions which made it very difficult for

him to t~~in his CFPI counterparts on the use of these valuable manage

ment tools. Despite such difficulties, lIr. Whitsitt Has able to conduct

two traininr. l1eminars l1{th CFPI etaff on the use of the feasibility

study manual and th~ seminars on the management audit process in

addition to one seminar with the BCOD and CDLF staffs. He '-Tas also

able to make one field test of each manual to~ther ~.Jith assigned

CFPI staff meni>ers.

Cooperative ~~rketing Information Systems Specialist - John W.

Smith (4 months, January - ltay 1981). This was the only short-term

consultancy vhich l-Tas able to be implemented as called for in the

Contract. Mr. Smith was assigned however, to the CUSP to design this

system instead of to the CFPI as designated in the Contract. l1r. Smith

was successful in developing a very effective marketin~ intelligence

system and data bank at the apex level together 't~ith a detailed ope

ratinr. manual. But, it could not be adequately tested in terms of
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providing marketinA information for either the CllSP or the MICs

marketin~ throu$dl it. the intended beneficiaries. since the CUSP was

virtually dormant due to its financial problems. However, in addition

to training a counterpart IITS technician in the CHSP, Hr. Smith also

conducted training seminars on the uses and benefi ts 0 f the sysLem

for the management of CliSP arid the eFFI. In an attempt to provide a

modiclDll of marketinr. information to Al-ICs. Ur. Strdth ",as also ins tru

mental in securing several sinp-Ie-sideband high frequency radios which

fell into disuse after an earlier FAO/UNDP project for installation

in some AUCs in the Mindanao area uhich were trying to tlork to~ether

but were hampered by poor communications. Ue also made mutually bene

ficial arranr.ements to tie-in those radios to the Bureau of Agricul

tural Economics (BAECON) in Hanila to disseminate marketinp. inte

lligence to those AUCs in addition to communicating with each other.

Shortly after Ur. Smith's departure. the tlIS vas transferred from

the CUSP to the BooD where it is believed the data bank has not been

maintained and it is therefore serving no us~ful purpose at the present

time. While it appears that development of the IITS tl9S pr.amature because

of the inability of C:fSP to maintain and utilize it as origi:1ally inten

ded. the basic development work has been accomplished and it could pro

bably be resuscitated with a minimum of raaources.

:Ooperative Development Specialist - Uark A. Van Steenwyk

(2 months. Februa1."y - April 1982). In accordan~ with his terms

of reference, lIr. Van Steem.ryk t~as stationed in Ilavao City and directed

to 8S9ist Attorney Romeo Serquina, llanap.er of the l'torth Cotabato Aile
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and the Regional Director, ~~ in the development of a regional fede

ration amonest the Alles located in eastern lIindanao which had already

been working top.ether on an informal basis. This was a very welcome

a&dignment because it was one of the few attempts at building an

economic organization on a felt-need basis from the bottom up as

such organizations should be. And, because of llr. Van Steemryk' s lonb

experience in working to1ith Alles and SNs in the Philippines, he to1aS

able to acco11lplish a great deal in a short period of time. At any

rate, Hr. Van Steenwyk effectively brought together the potential

organizers of the proposed regional federation through a series of

meetings and on-site discussions and evaluation of potential needs and

desires. He also assisted in developing a lo~ical plan and strate~

for the organization and early development phases of such a federation.

Additionally, he assisted in developing a set of Articles of Incor

poration and By-laws, "rhich could well serve as models for similar

federations. Prior to Hr. Van Steenwyk's departure, the Federation

. of Agricultural Marketinr. Cooperatives of Mindanao (FAUCOl-1) was orga

nized by six AlIGs in eastern Ui.ndanao. Unf\lrtunately, so far, most

of the organizing MfCs have been tUlsuccessful in raising the required

initial paid-ifi capital and this new federation is therefore not able

to be registered and operate as such. It is believed hOto1ever, that

in the near future, at least two of the organizing Moles will be able

to raise the necessary capital to get the FAHCOH ·...-egistered with the

BeOD ana can thereafter become operational at least on a minimal scale.
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Cooperative r-tarketing Iilformation Specialist - John l-1. Smith (4 motnhs,

June - October 1982). On his second short-term assignment under the

CUP, Ur. Smith was initially expected to develop an HIS for the

FAUCOn federation in Uindanao similar in nature to the :·3ystem he

previously developed for the CMSP. His permanent duty station t~as

in Davao City in the temporary offices of FAHCOl-! located in the Region

XI !-fA offices. His principal counterpart was Attorney Romeo Serquiiia,

Manager of the North Cotabato MtC. The timing was shortly after the

organization of FAJltCOM. Hovever, after 3D initial survey, it was

quickly learned by l1r. Smith that there was little likelihood FAMCOU

would be a registered and operating entity in the very near future

since apparently, only two ':)f the organizing ~s to1ere themselves

still viable. As a result, Hr. Smith's terms of reference were dras

tically reviseC' "Jith the approval of the Project lianager. For the

remainder of his consultancy, !tr. Smith then devoted his efforts to

attempting to develop a strategy to help revve the failing potential

participants in the FAMCOU. These efforts tlere concentrated on the

Surigao Del Sur Al1C. Hith the assistance of his counterpart, Attorney

Serquiiia, Mr. Smith, after many meetings with the AHC leaders and

management, the SU leaders and other interested parties appeared to

develop smstantial enthusiasm for rejuvenating the M!C. Although

the AlIC has many problems to overcClme, such as lack of equity capital,

a very heavy debt burden to the CDLF and a lack of trust on the part

of the farmer members due to past poor performance and large losses, a

strategy was developed to ~de the AUC in overcomine at least some of

those problems.
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Cooperative Credit Specialist - Philip L. Brown (6 months,

October 1982 - ltarch 198:). As the '('1Orkload of the CFC was building

to a crescendo durinp, the closin~ months of the CUP, 1ir. Brown ,.,as

brou~~t in to provide additional assistance and r-uidance to the CFG

in its lendinp, activities includin~ traininp, of the CFG, CRBs, MICs.

An equally important a&8i~nment of Mr. Brown's was to assist in deve

loping appropriate loan procedure manuals as trainin~ and reference

aids. Hr. Brown travelled extensively with the CFG business analysts

observing and counsellinr. the CFG, CRB and AUC staffs and in the

process developed an analytical report on the CFG's one problem loan

uhich included many appropriate and helpful sURP,estions in relation

to dealing with that problem ;ituation in an effective manner.

Mr. Brown also drafted and asseMbled three much needed loan procedure

manuals - one on commodity loans, one on seasonal loans and one on

long-term loans - all of which have been submitted to the CFG and

should prove to be very useful to them. Mr. Brown's terminal report

contains a number of observations and recommendations related to improving

the CFC;' s operating procedures primarily in the loan servicin~ area

as well as highlighting the need to strengthen the role of the CRB

lenders and their staff capabilities. Because of the currency of these

matters and as previously mentioned, lire BrOlm's terminal report is

attached hereto as Appendix B.
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Senior Cooperative Jo1arketing Specialist - Georp.e Voth (36 months,

October 1979 - Septemer 1982). Hr. Voth was one of the t110 lone-term

ACDI consultants who also acted as the ACDI Chief of Party. His res

ponsibiliti4s were as outlined in Section 1 herein. Debpite concerted

efforts on his part in evaluating and furnishing recommendations to

rejuvenate the CUSP, his intended primary cOlDlterpart anency, the OiSP

was at no time durin~ the contract period capable in terms of financial

or management capacities to receive the major degree of technical

and financial assistance earmarked for it in the project design.

Therefore, in the early stages of his consultancy, lIr. Voth was totally

inhibited and frustrated in his attempts to assist in the development

of the apex marketin~ or~anization.

Largely as a result of rtr. Voth' s travellin~ to several MICs,

conferring with NFA officials and many others, it was determined that

lacking an effective marketing entity at the apex level, the most

practical route throu~ which to provide marketing assistnace was

through the development of regionally oriented federations of AMes

in geographic areas where groupin~s of operatin~ and viable AliCs were

located. The first such Rrouping l~as found in the eastern part of

l-tindanao where Mr. Voth concentrated his efforts for an extended period

of time and which culminated in the organization of the F&ICOl1 as

reported previously. And t in the process, :1r. Voth provided counsel

to the North Cotabato A'¥.C in its efforts to assist small rubber pro

ducers by establishin~ assernblare and initial processin~ capabilities
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in contiguous groupinp.s of SUs. Subsequently t and shortly before

his departure, ~r. Voth alao participated in initial organizational

meetings of another regional federation of Al·:Cs in the western Visayan

area of Panay Island and Negros Island. This second federation has

actually surpassed the fimt one in that it is notV' duly reRister~d with

BCOD, is ready to commence operations and in fact, has an application

for financial assistance currently under evaluation by the eFe.

(See Appendix A).

Throughout the contract period, Mr. Voth in his role as Chief

of Party, maintained continuous liaison with all of the otp implementing

agencies, particularly the Project llanager, and thereby contributed

much ta its overall coordination. In addition, Hr. Voth relllained

sensitive to and effect.ive in adjusting the short-term technical

assistance inputs to the changing needs of the project.

Cooperative Finance Specialist - P~chard A. Neis (42 months,

October 1979 - Ullrch 1983). Hr. tleis ",as the other long-tenn consul

tan,· provided for in the Contract. In fact, his term was extended

an additional six-months» to the PACD, as it become apparent that the

lending activities of the CFG would accelerate substantially during that

period. Mr. Neis also assumed the responsibilities of the ACDI Chief

of Party for the period of the extension. His primal'Y responsibilities

were '~ outlined in Section 1 of this report, all of which uere

accotrplished in a very effective manner. loire Neis nas assigned as

advisor to the CFG and the CCF and was officed in the Central Bank.
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His initial efforts were directed toward the developl'lE!nt of some

15 basic legal and loan doclI1'I1'ents including loan 8Rreement formats,

trust receipts, collateral control reports and others. Subsequently,

he also provided the CFG vith custodianship agreements including

monitoring reports and procedures and made substantial revision to

the CPC' 8 Special Time Deposit (STD) Agreement which is the basic

a~reement under which the eFG provides funds to the eRDs ;or lending

to the NICs and in the future to SUi}. Mr. Neis also developed

extensive policies for the CFG on the critical aspect of loan servicing.

Hr. Neis travelled extensively to AliCs!) eRRs, SNs with the CFG

field staff of business analysts pro"tiding advice and counsel to them as

needed in all matters pertaininst to loan development, loan evaluations,

loan closings and especially loan servicing. Considerable training of

the total crG staff was also -lccomp1ished t"ithin the Central Bank on

matters related to credit analysis of loan applications, preparation

of credit reports and loan pact"aging. Because of the small <::Itaff,

this training uas done largely during Loan Coll1mi.ttee meetings and on

a one-on-one basis. lir. Neis also participated as a resource person,

along with other menbers of the CFG staff, in several seminars and

training programs conducted by the BCOD em matters related to the

eMF' and the CFG.

In ad~ition to the tect~ical assistance provided to the CFG on

operational matters related directly to loan administystion, Hr. Neis

also rendered considerable advice on the institution building aspects

of the Cooperative Finance Sy:stem (CFS). The desiRDers of the CtlP
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envis!;med that the CPS through its operating arm, the CFG, would

become the basis for a lasting institution that would someday be

transformed into a s~ecialized central or apex bank for cooperatives ~

In June 1981, Mr. Ne1s initiated a recommendation including proposed

outline and budget to the Project Manager that an in-depth feasibility

study be conducted amongst all types of cooperatives in the Philippines

to determine the long-term need and feasibility of creatinr- an ap~Y

financial institution to serve the peculiar needs of cooperatives.

As mentioned earlier, this study was undertaken by the TBAC, nho

frequently sought his counsel. At various times throu,;tout the C~IP,

ltr. Neis has submitted recommendations to the Central Bank and the CFG

on the institutional aspects of the CFG particularly in relation to

changing staffing and organization needs. Recently, in October 1982,

Hr. Neis presented a major paper· to the Project ilanager entitled,

itA Position Paper on the Further Development of the Cooperative Finance

System, Central Bank of the Philippines''which was mentioned earlier in

this report and is also attached hereto as Appendix C. In this paper,

Mr. Neis placed major etrq)hasis on the leed to strengthen the institu

tional and operating aspects of the CFS/CFG, including a number of

specific recommendations related thereto. These recommendations

are still under consideration by the BCOD, the ICC and the CB and if

implemented, should provide for a sound transition of this embryonic

institution (CFS/CFC) into its next and more prominent sta~e in its

development. Coincident therewith, Ur. Neis also made specific recom-
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mendations to the Project ltana~er in reg:>rd to the perceived need for

a continuation of expatriate technical assistance to the cps/eFG

as it moves into the further critical phases of its development.

nds recommendation is actively beinp. persued by the Project Manager.

It should also be noted tt~at in June 1980, Ur. Neis submitted to

the Project Mar.ager another paper entitled, "A Position Paper on

Financing Area Marketin~ Cooperatives in the 1lhilippines. II Uhile

this paper was prepared in response to an ant~cipated major infusion

of GOP loan funds into the cooperative development program which

never materialized, the paper does present some interestin~ concepts

related to more effective coordination and administration of Govern

ment lending programs for cooperatives whiCh still seem appro~riate.

In addition to the foregoing specific inputs of the ACDI consul

tants during the contract period, the long-term consultants as well

as the short-term consultants while in-country, partie,,··.-· f'~.j regularly

in the monthly ICC and CCF meetings, the ICC Technical Co~ttee

meetings and numerous other conferences, meetings, etc. related to

the alP and cooperative development in ~neral. The lOI1~term consul

tants also fumished the BCOD with detailed semi-annual reports on

a timely basis as specified in Article 4.1 of the Contract.

Although not directly related to the ACDI Contract, mention

should also be made that a significant amcnmt of technical assistance

for the CMP was also provided from otheL sources. A p~rt of the

original project design provided that the Integrated Agricultural

Production and lfarketinp, Project (IAPl-IP) would supply an expatriate
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cooperative mansftement spf!cialist. to assist AlICs participati:~g in

the CMP with their mana~ment probleus. This assistance was supplied

by Kansas State University, the IAPMP Contractor, in 3tanley J.

Bednarczyk for a 15 month period, May 1981 - July 1982. Mr. Bednarczyk

was assigned to work with the BeOD and CFPI to provide mana~ment

assistance and training for MiCs participatin~ in the CHP. During the

course of his consultancy, lIr. Bednarczyk t~·avelled extensively and

was very active at the grass roots level. Early on, he monitored and par-

ticipated in the CPrI management audit of the Bulacan Alle which cotmner.(~d

before his arrival. During the period Septetrber-Decenber 1981, he also

participated as a principal resource speaker in a series of six seminars

in various areas of the country. Three of these related principally

to 3oard-Uanagement relationships and three related primarily to Financial

J.lanagement. These seminars, which Mr. Bednarczyk also assisted in

designing, reached a hi~ percentage of AllCs/CRas which were actua.~.

or potential CUP participants. Early in 1982, Hr. Bednarczyk assisted

the CFPI in developing a manaRement audit and assistance task force.

From March throupJt June 1982, this task force, consisting of Mr. Bed

narczyk and one CPrI staff person, made on-site 'reviews and manQ~ment

recommendations to five A}~s, one twi ..~. The assistance of this con

sultant was "ery helpful to achieving overall project goals.

Also in Novenber-Deceuber 1981, at the request of the CFPI, the

services of tlr. Oren Shelley were provided to the project. Mr. Shelley

who was involved in the initial design of the financial component of

the CMP, was supplied ~or a nominal fee by the Volunteer Development

Corp. (VDC) based in Hashington, D.C. During his brief stay, nr. Shelley

vas inst rumental in developing the proposed rules and re~ulations
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fOT the proposed lending p1:0ttram for SNs. Thus, l1r. Shelley also

made a very significant cont1~bution to dle ~roject..

8. ACCOHPLISHUEIITS

During the course of fhe CliP, many notable achievements ",ere made

which will bode well for the continuing and successful development of

agricultural cooperatives in the Philippines. These accomplishments

were achieved not solely because of anyone individual or ~roup of

individuals but rather resulted from the concentl.ated and coordinated

efforts of everyone involved in the project. Since: "'\..\. ~ ~ ~ (' -; -J

voluminous to mention all of these accomplishrnents$ a brief statement

of the most si~ific8I'=ones follows:

a. Financial assis tance will have ~een provided by the CFG to

13 M·ICs and one f:"deration of Al'tCs which is only one short of

the orig:..nal goal of approximately 15. This financial assis

tance will benefit some 50,461 small farmers either directly _

or irdirectly. The nUlIber of farmers benefitted is e~bstantially

below the original target of 90,000 only because ::he ultimate

benefici~ties happened to be located in areas of lesser concen

tration than in the areas oriAi1!ally targetted. Of Rreat impor

tance also is the fact that this financial assistance was granted

on a sound and constructive basis, as originally intended, which

required substantial counterpart equity investments by SN menbers

in each instance thereby not only improving the financial condition
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of their respective AMes but further DtrengtheniD~ those linkages

as the memers beca~ more actively involved in the planning

and developnent of thl.it" own cooperatives.

b. The directors and man9~ll2nt of participating All:s/CRBs received

smst.rmtial quantities of classroom training as well as some

em-site technical assistance to help ther!! perform t;eir functions

5.,', a more effective manner. This has led to a better understanding

of cooperatives and the need for sound busine.ss managemel't which

together with the financial disciplines impc t. £, by the CFG in

i.ts lendinr. operations has led to a perceptible chansdng of

altitudes 'ruay from the dole-out psycholof!Y of the past.

c. Through similar training efforts t a much greater mderstanding

and appreciation of what cooperat;.ves can do to usist farmers

in gaining greater economic returns thereby improving their well

being and contributing more to the total economy of the Philip1'ines

has also been perceived within the ranks of Government officials

and eq>loyees 't ..~ the national level dCMn to the rep-ional and

provincial levels. 'Ibis training also emphasized the need for

cooperatives to be orgmized and operated on a sorod business-

like basis.

d. A program has been developed and is in the process of implemen

tation which will provide" t:"q ~ith financial assistance on a

80mld and constructive basis similar to that being provided

NICs, tbis should result in SNs being eble to engage in economc
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activitiea which will encourage Rreater fa~r-uemberparticipation

and underdtanding of cooperatives in addition to fu;:ther

complementinp. and stren~thenj.ng the linkages between the Stls

and the MiCs/CRBs which they own.

e. A uniform accolUlting system ",as developed and is in the process

of implementation. This viII be of great aDsistance to making

sound policy and management decisions at the At-IC level and will

greatly assist the CFC in monitoring bOn'ower performance.

f. Considerable progress has been made in establishing marketing

linkages between the AUCs/SNs and the NFA. This marketing tie-up

with NFA viII become increasingly irrportant in these early

stages of development. of the AUCs r:'ce marlc.eting programs.

Having such 1!18rket 3utlets viII also help assure repayment

of ICES Rranted by the CPG.

g. A marketin~ information system has been developed tmich ~dll,

at the appropriate tir1e, be of aubstsntial value to an apex

cooperative marketing organization and MICs in marketinp, their

products in a more effective and profitable manner.

b. Regional federations of AUCs are bec.inning to emerge to capture

the economics r.f Bcale ther~by assistinR AHCs in achi~...-ing more

efficient pxocurement of farm inputs and malketing of thtir

products. 1'1ore importantly. these organizations are being deve

loped on the basis of economic r..eed from the bottom up uhich should

give them a JI'lUch stronRer basis fot" lODr.-term success.
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i. An embryonic but solidly based cooperative financing institution

has been established in the CFG and it has devt=loped adequate t

policies, procedures, etc. commensurate with its present stage

of development. Additionally, the CFS/CFG has been provided a

strategy to further strengthen and enhance its capabilities to

serve eMs and a broader spectrum of cooperatives. If this

strategy is implemented effectively, it should pre~are the

CFS/CFG for the next phase in its ultimate evolution into an

en~uring apex cooperative bankin~ institution.

j. A small but effective cadre of cooperative lendinf! specialists

has been develor'ed within the central Bank/CFG which with proper

management and support is not only capable of promotin~, eva!uatinr.,

granting and servicin~ loans to cooperatives in a constructive

manner but can also serve as a nucleus around wich to continue

building an apex cooperative banking institution.

k. A feasibility study which provides the basis for the future deve

lor-amt of an apex cooperative banking institution is nearinp

completion. This should provicie diTection to Government agencies

and coopt>ratives as they pro~re8s toward the creation of such ~

institution.

1. The groundwork has been laid to provid~ the BCOD and the

cps/erG with further tecimical assistance and funding to continue

providinp financial and technical assistance to a broader scope

of cooperatives in addition to meeting the rapidly expanding
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financial needs of existin~ borrowero. These will be vital

ingredients to the continued successful development of a financinv.

institution and cooperatives in the Philippines.

9 • UNRESOLVED/REI!A1NHm PROBLEUS

tlliile it could easily be said that virtually the same problems

remain unsolved as existed at the outset of the CUP, such a statel'lent

t-Tould be an accurate Reneralization. Hotolever, tlhen one takes the

pains to scrutinize the specifics, one can easily see the tremendous

impact the CMP has had on solvinR these problems. It should also be

recognized that many so-called problems in developing cooperatives

are never totally reBolved, they simply cha.'1~e their character as

pro~ress is made through the different star-es of development. And,

of course, the recognition of problems also means the identification

of ~pportunities for more success in the future. Nonetheless, there

are a number ai remaining or continuin~ problems in cooT'erative deve

lopment in the Philippines, particularly in agricultuTal cooperatives,

yhich need to be addressed in the future as generally outlined below

(not in any priority order):

a. Assisting AMes in developing their own marketing system is a

particularly difficult problem to even get your arms around

becclUse of an already solidly entrenched private sector marketing

system which is tightly controlled and t-Tell-financed by a close

knit minority ~roup. r.ecor,nition must also be ~iven to the
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fact that most private traders have inherent economies in their

favor as they have greater flexibiliLy and are not burdened

with the ~ame de~ree of overhelld as is a coorerativ£ or~anization.

Trying to establish a top dcuDorganization, such as Cr-tsP, proved

to be WS".ccessfu." p4rtly because it was probably premature

but also for several other reasons previously alluded to.

b. Farmers are not beinp, adec;uately served by their A!lCs and CRBs •
.

Uost of this problem is believed to be the result of attel!lptin~

to orgar.ize AMes and CRBs on a provincial level with little re~ard

for natural geographic boundaries, liQits of transportation and

c£Kmccications systems or traditional centers of economic activity.

Other contributing factors eenerally given include, poor perfor-

mance of the AUC or CM ad/or inadequate capital to provide

services. However, inadequate capital has not proven to be a

critical factor since even when capital is provided, only a limited

expansion of the service area occurs. At any rate, many farmers

and farmer leaders appear to be disenchanted because . after bein~

convinced.perhaps by overzealous promoters, to invest their

capital iu • .1 AM(; or eM, they subsequently discover they are

so far lNay that the time and distMce factors become a disincen-

tive for those fArmers to do any business with their own organi-

zations - they feel and see little or no benefit. 'Ibis !,roblem
•

also bas zm obvious effect on the willingness of suell fa1'1Ders to

meet their obligations to invest ldditional an~ ~uch needed

capital in those or~anizations.
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c. Poor mana~e1t•.'t of AMCs and eRBs continues to be a problem and

;-

to some ae~ree \1ill probably be 8 concern ad infinitum. Now that

the SNs are beginninR to en~ar.e in economic activities, this

problem will become magnified at l~ast in the near-term. This

is not an unCOUl!'OD problem in the earlier stap,es in cooperative

development. Good cooperative managers are difficult to find

and hold as they must be dedicated individuals villing to devote

many hours usually for relatively low salaries or other reuards.

The Management Training and Assistance Program (lfIAP) established

pursuant to PD 175 with few exceptions has not been successful

in providing a source of capable cooperatiVE' managers.

d. The institution building aspects of the cooperative financing

institution are far from complete. To a degree, this also

will b. an ongoinp. concern as the institution IIKJves through

its progressive stages of development. In addition, a consi-

derable amount of further training of the CFG sfaff will be

necessary until they reach a satisfactory experienc( level in

all the aspects of loan administration. The biggest challenge

to the eFe staff trill be in masterinp. the techniques of loan

servicing and collection to which they have had only minim&!

exposure to date.

e. The accountin~ and auditing needs of cooperatives is a critical

factor which has not yet been fully addressed. The \nifom

accounting eyster.'l for A!''CS as previously mentioned has been
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developed and it is a p.ood one but it is not yet fully implemente.J.

Aloo. a similar accountin~ system will be needed by the SNs.

Aside from the audits of A"I:s and SNs perfot1l'ied by the BeOn, vhich

are at best infrequant due to lack of budget and are of questionable

quality because of hir.h tunlover of relatively inexperienced

auditors. few AH:s are able to ,afford or see the need to employ

an independent external auditor. Ideally) each cooperati\le

should be audited at least annually by an outside independent

auditor in accordance with generally accepted accounting prin-

ciples. On the other hand. the CRBs ar~ regularly bemp, capably

examined by the CB/DRBSLA. Having Rood accountinp, ir.formation

and at least BlU\ual audits of MlCs and SUs or in fact any future

borrCNers from the CFG viII be essential not only o the bor-

rmoler's management and board Cilrl make informed deeisionG but also

so the CRB and the eFt; can make infort"'...cd jud,cnents en lcc.n £ppli-

U.tiCol.S md to 8Seist thf:t:1 in effective loan monitoring. sct.·vicing
and collection.

f. The"· ;»pears to be a raeed to review the laws. regulations, etc.

related to cooperatives in the Philippines to assure they conform

1ftOre complete'.y with basic cooperative principles. These

include at least Presidential Decree 175 (PD 175). ~ter of

Implementation 23 (LOI 23) as well as the reRUlations promul

gated by the MA/BOOD and the model articles of incorporation md

byl-.,s issued by the MA/BCOD.
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g. There appears to be a continuing need for training and education

of the 111\ staff at all levels not \)nly on basic cooperat~v~

principles but also practical trainin~ ~n the proper institution

building ~pects of all types of cooperatives. The UA field

staff in particular are in an excellent position to assist groups

in the various sta~s of their cooperative organizati"n and sub

sequent development. Hot-rever, a high proportion of the UA staff

still seem to lack suffici.ent knowledp.e of these l!1atters and are

therefore not as effective as they could be.

b. The \:FS is bein~ developed as a continuous and reliable source

of financing for cooperatives. Therefore, in order to fulfill

that commitment and to provide adequate borrowec! capital to

sustain the grolrth and development of the financinr. system and

thl! cooperatives it serves, the sourcing of additional funds

for lending will be an ongoing concern. Eventually, the financinr

system should develop its ability to secure funds largely or

entirely from the private sector. However, during these early

stages of development, the most logical sources of funds are

the Philippine Government and foreip:n donor or development

agencies.
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10. RECOltMENDATIOHS

In view of the fore~oinR, ACDI and its consultants who have been

c:L!eply involved in the C'1P and who have 8 sincere interest in furthering

the cooperative development pro~ram of the Philippines would like to

leave with you the foll<Ning principal but ~eneral recoml!M!ndations

for consideration in the immediate future.

a. In the area of assistinr in the development of cooperative

marketing systems and in vieu of the existinR structure for

marketing fam products perhaps the bes t solution uould be to

allow them to develop from the bottom up. At. thoUSh this is a

slow process, it will be a sounder system in the lon~run. Therefore,

the Government should provide assistance to Alt::s and SNs in

developing markets locally.' then encoura~e and assist in likewise

devel.,;,ping regional federations which in turn will eventually

develop apex or national marketing orRanizations. Obviously, for

best results, this institutional development t5nould not be on a

force-fed basis but rather encouraged on the basis of needs as

ttey are reco~ized. Each Btep in this process will tend to

build added strength and efficiencies and ultimately more eco-

nomic benefits for small farmers.

b. Consideration should be given to encouraging the establishment

of .AMCs and CRBs on a l'nmicipal or multi-municipal basis in order

to increase 8ervices to fanners and to enhance menbershil' involve

ment. A possible alternative 'fould be for existing provincial
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level Ar«:s and CRBs to establish branch ,operations throuppout

the province. However, this may have added risks due to com

munications and transportation limitations thereby making such

operations very difficult to l'1onitor and control if the distance

is too great •

c. Ar·fCs should be encouraged to diversify their operations into

areas other than I!rains, e:specially rice since p.rain I!dl1in~

and marketinp. when operated on an institutional basis is rela

tively low ~rr.ined. Lik~1i8e, the CFG, in providinr Bome balance

to its loan portfolio should avoid an overexpC8ure in the riskier

p,rain milling and marketinJt industry until such time as the agri

cultural cooperatives are able to establish an effective and pro

fitable marketine system.

d. A considerable amount of basic business training will be needed,

ad infini tum, for the boards of directors and l'1anagement of

AlCs and SNs as well as other cooperatives. In the past, the

tendency has been to accomplish this through seminars and vork

shops. While that method of traininp has its value, it is suggested

that much more effective training can be acconplished by utilizinp.

dle task force approach already field tested by the CFPI at

perhap~ little additional cest. Because of their low experience

levels, mana~ment and directors are !!lore in need of on-site

assistance from well skilled technicians to help them solve their

unique local problems and to a.:~8iF;t' them in transferrinR the
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fot"lDlil traininr, to their own institution. It would seem dUst

either the BCOD or the CFPJ ald 88seuble a relatively small

group of such skilled technicians who coordinated with the

CFe activities could ~ffectively provide management audit ser-

vices follCMed by appronriate on-site technical or management

assistance. In the management area, it appears such needed

assistance comes under the ~eneral cate~ories of general manage

Mnt, marketin~ or merchandisinR assistance, financial m8naftement,

accountin~ records and contr'ols and mctrbership relations. The

directors' needs seem to be mostly in board/management relationship,

policy makinr. assistance and techniques of monitoring and con

trolling manaRemcnt performance.

e. L.ikevi&e. the CFe should develop similar. kinds of capabilities as

described in d. above to provide on-site assistance to the CREs.

Because of the unique characteristics of the CRBs, the CFG would

presumably be in a much better position to effectively render

this service than would the BeOn or CFPI or the regular CB staff

for that matter. And, since the CRas forrra a very vital link in

the cooperative finance system being established ,every effort

should be expended in lIlaintaining and improvinr. their individual

inteRrity.

f. Qtlile considerable progress has been made, 8 more concerted

effort should be made to develop a closer, more supportive

relationshir between the C~ and the CDLF. Actually, both are

.erviQ~ the 88Jr.e cooperatiw.$ and have the same ftOals so that
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a cooperative relationship between the tvo can be nothing but

mutually beneficial to them and the cooperatives they serve.

g. The wiform accountinR system should be fully implemented in

all AMes. especially those financed tmder the Ct!P. at the

earliest possible time. Similarly, a mdform and perhaps more

simplified accounting system for SBs needs to be developed and

implemented.

h. A plan or program needs to be developed and implemented to

provide adequate external auditing services for cooperatives

on a regular basis. This might be aCl'omplished by enlisting

a group of private sector CFAs throurJ1out the CO\D1try who with

minimal added training on the uni.:jue aspects of cooperatives

could probably provide very credible auditinR services for cooper

atives. A somewhat less desirable approach would be to asseDhle

a group of CPAs within an orRanization to provide auditing

services for cooperatives on a non-profit feE oasis.

i. The BCOD lhould continue trainin~ of the UA staff 4Uld technicians

at all 1~vels. There renminsa significant lack of knowledge

about what cooperatives are and how they should operate.

j. A determination needs "0 be made as to wllic.h organization will

provide cooperatives with lobbying, research, training and education,

teclmical assistance. leRal assistance t etc. at the apex level.

These kinds of services are currently needed and should be a

pri-vate sector activity. Therefore, this determination should

ultimately bt! made by the cooperative thel!lSelves. At the present
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time, these responsibilities seeD' to be intertwined and uncoordi

nated between the CFPI and the Cooperative \bion of the Philippines

(CUP) snd neither or~anization seems to be performing very

effectively.

k. Institutionalization of the CFG will need to move forvard in

a carefully planned manner. The immediate needs appear to center

arolmd strenf!theninp, the CrG by makinp. it a l'IOre autonomous

unit within the CB and provi.din~ it with full-time manageoent.

It will also require a siP1lificant increase in staff AS the loan

seriliciny workload attendant to the large nunbers of loans

approved in recent months becomes lbvious and as the new SN

lending program simultaneously comes on stream as planned. It

is believed that givin~ the eFG a higher deBree of permanence

and stren(ttheninR its staff would be critical prerequisites to

obtainin~ Deeded additional funds from outside source and in

gaining the technical assistance Rrant requested from the USAID.

Both the existin~ CrG staff as well as new additions to the staff

will Deed considerably more O\\-th~job trainine in loan adminis

tration especially the tedmiques of financing cooperatives.

Since this unique ::ype of trainin~ is not readily available

in-country, the BooD should vigorously pursue its request to

the USAID for a technical assistance grant.
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1. A surviving or successor group viII need to be established to

continue coordination anongst the various a~ncies involved in

cooperative development and to Act as a policy makin8 body for

the CFG. subject to approval of the Monetary Board as appropriate.

This surviving committee could be an outgrowth of either the

ICC or the CtF which vere created under the CUP. HOIIJever. it

is strongly suggested that such a conmittee have a sir:nificant

1."epresentatition from dle end users of the financing systeM in

order to provide more balance to the committee and to help develop

a cadre of leaders.

11. CONCLUDING COIlHENTS

Recognizinp, that the s.lcc.essful conclusion of the 0'1' resulted

from the collaboritive efforts of a nun:ber of people. ACDI and its

consultants would like to express our sincere gratitude for all of

the cooperation. assistance an,~ support we received. t-lithout naming

indiudca1s for fear of omittinr. an important one, tie would espe

cially like to recognize the various contributions made by the

Project Uanagement. BCOD, l'A. CB/CFG. l-1EDA. USA!D, NFA. CFPI and of

course the AK:s and CRBs ,·nth "·hich the ACDI consultants have worked.

Also, the ACDI long-tem consultants wish to express a special note

of thanks to the CB and to so many of its staff who tooIt extra pains

to provide them "dth very comfortable offi~ facilities and vno

accepted them as part of the CB "family".

Perhaps, it also bears repetition that despite all of the

.ueceases of the CliP and the 'l'I1Omentum of activity it has achieved,
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the task of building and 9Ut;tainin~ sound cooperatives and a sound

cooperative financing institution in the Ynilippines will probably

never end. Therefore. the responsibility ,rill fallon those who

remain to capitalize on the achievements and the failures already

made and to continue building those cooperative institutions for the

ultimate economic benefit and well being of the country's small

farmers and other rural poor.

All of us in ACDI enjoyed the challenging opportunity to make

some meanin~fu1 contributions to the successes of the CUP and to the

overall development of cooperatives in the Philippines. We look

fOlWard to providing ft'-ther services of this nature as the need

may arise in the future.

Respectfully submitted,

DONALD H. 'mOl lAS
President, ACDI



APPENDIX A

SChedule of Financial l~si9tance Granted
Under the CHP throupJl the CPS/CFG

A. FINANCIAL ASSISTANCE RELEASED

A!fC (CRB) Date, Amoun t
&Type

Purposes

Finance purch8$es/inventories
of farcilizers, Chemicals, etc.

1. North Cotabato AMC
(CRB of North Cotabato)
Kidapawan, N. Cotabato
100 SNs, 4,500 Farmers

July 1980 Purchase palay, purchase rice mill
Pl,25!l,OOO Commodity owned by ACA in Ui.a.ay&p, build

427,000 L()Ug-Term ne51 warehouse, dryer and office.
200 ,000 Trust Fund

P1,877,OOO

Jme 1982
Pl,OOO,OOO Seasonal
Line of Credi t

Feb ruary 198~
P1,800,000 Seasonal Increase in existing loan
L.\.ne of Credit

2. tHC of Agusan Del Sur
(R\;ral Bank of Tala
cogon) Bayugan) Agusan
del Sur
41 SNs, 2,987 Fall1'lers

March 1981
.. 75P ,JOO Commodity PurChase pa1ay, purchase and

624,000 Lonp,-Term couq>lctc net·7 ricemi1l, dryer,
465,000 'l'rtLC:" Fund office.

'1,839,000

Purchase Pa1ay, provide additional
permanent working capital.

Septemer 1919
II 750,000 Commociity

250,000 Special
Term

'="="~:-:-"=~111,000,000

3. First Iloilo AHC
(CRB of Iloilo)
Sta. Barbara, Iloilo
119 SNs, 4,135 Farmers

UarCh 1981
It 200,000 Commodity PurChase Palay

.fme 1982
II 500,000 Special termanent tlorking capital

Term Loan

4. Central Nueva
Ecija »rc
(CRB of Nueva Ecija)
Cabanatuan, N. Ecija
110 SNs, 5,700 Farmers

April 1982
.1,000,000 Commodity Purchase pa1ay, construct De\-7

2,250,000 Term Loan ricemi.ll.
950,000 Trust Fund

114,200,000
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Replacement of previous commo
dity loan to purchase palay.
In~ludes increase of Pl,OOO,OOO
in amount. Term Loan to increase
permanent working capital.

'2,750,000

January 19~

'2,000,000 Commodity
750,000 Special

Term Loan=-:o::::-:-==-

5. Southern Iloilo All:
(CP.B of Iloilo)
Oton, Iloilo
90 SNs, 3.150 Farmers

.June 1982
• JOO,OOO Special Pemanent working capital.

Term Loan

6. Laguna AMC
(CRB of Laguna)
Sta. Cruz, Lag\Xla
37 SNs, 1,480 Farmrs

Septenber 1982
P 300,000 Special Permanent working capital

Term Loan

Permanent working capital and
refinance indebtedness incurred

Fund in constructing feedmill in
1981.

Novenber 1982
II 500,000 Seasonal

3,400,000 Term
85° 2000 Trust

'4,750,000

7. Inte~rated LivestoLk
and Poultry Raisers
CooF~r ative
(CRB of I-lisamis
Oriental) Cagayan
de Oro City
80 Farmers

B. APPLI~ATIONS APPROVED I~CH 10, 1983 - NOT YET CLOSED

1. Aldan MIC
(eM of Ak1an)
Kalibo, Aldan
130 SNs, 6,645 Farmers

Pl,200,000 Commodity Purchase palsy, construct rice
1,030,000 Term Loan mill, warehouse and dryer.

570,000 Trust Fund
'1,800,000

2. Second Iloilo AtiC
(CRB of Iloilo)
Pototsn, Iloilo
242 SNs, 7,500 Farmers

.1,000,000 Commodity Purchase palay, construct rice
1,000,000 Term Loan mi.ll, WE-rehouse and dryer.

652,000 Trust Ftmd
.2,652,000

3. Davao Oriental Ali..':
(CRB of North Cota
bat(' \ Lupon, Davao
Oria2\tal
56 SMa, 2, BOO Farmers

II 700,000 Commodity Purchase palay and purchase
650,000 Term Loan privately mmed ricemi.ll and
450,000 Trust Fund warehouse.

PI, 800,000



4. Southern Iloilo AMC
(CRB of Iloilo)
Oton, Iloilo

5. Negros Occidental AUC
(to of Iloilo)
Bago City, Negros Occ.
39 SNs, 4,124 Farmers

- 3 -

'1,200,000 Colnmodity Purchase palsy, construct
1,000,000 Term Loan ricer'lill, warehouse and dryer.

765,000 Trust Fund
P2)965,000

~ 420,000 Commodity Purchase palay and milled rice,
300 tOOO Term Loan permanent working capital

P 720,000

C. APPLICATIONS UNDER EVALUATION I\Y CFG AS OF MARCH 10, 1983

4

1. Pi.rs t Iloilo AJoIC
(Present Borrower)

2. Lanao del Norte Al-tc
50 SNs, 2,500 Farmers

3. Federation of AMes
Western Visayas
5 AI~s

4. Bohol AI·I::
162 SNs, 4,860 Farmers,

(Estimate~

Pl,OOO,OOO Commodity Purchase paley, refurbish rice
200,000 Term Loan mill, new warehouse.
450,000 Trust Fund

Pl,650,000

P1,000,000 Commodity Purchase palay, construct rice
1,100,000 Term Loan mill, warehouse and dryer, purchase

695,000 Tl'lJ8t Fund truck, permanent working capital.
P2 t 795,000

Pl, 120 ,000 Term Loan Purchase milled rice, finance
375,000 Trust Fund purchases of fertilizers, invento··

.1,495,000 ries, chemicals, etc., permanent
worki~g capital.

'1,000,000 Seasonal Finance purchases of fertilizers,
Line of Credit inventories, chemicals, etc. and

500,000 Trust Fund permanent WOrking capital.
P1,500,000
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Ul'ILlZATION OF USAID LOAN FUNDS
(1n mllions)

Commodity! Trust Guarantee Total Total 1/
Seasonal Term Fund Fmo Pesos U.S. Dollars

Ftmds Releases , 5.700 , 8.801 , 2.465 , 3.625 , 20.591 $ 2.421
Loans Approved

Not yet Released 6.320 3.980 2.437 2.575 15.312 L609
Applications Pending 3.000 2.420 2.020 1,.355 8.795 0.916

1/

Totals '15.020 '15.201 '6.922 P 7.555 • 44.698 $ 4.946

On funds already released by USAID, the conversion rates from dollars to
pesos were those in effect at the time of release. For loan flmds not
yet released and for applications pending. m estimated conversion rate
of US $1 • pg.60 was used.



Appendix B

IJarch 21 J 1983

Uemorandum

FOR I1rs. Nelia T. C..onzalez, Project lfanager of CHP

T H R U lfario G. Vicente, CFr. Chief Executi \re Officer
Richard A. Neis, ACDr Chief of Party

F F. 0 U: Philip L. Bratm j Coo,erative Credit Specialist

5UBJECT Final Report; Oct. 3, 19£2 - Uarch 31, 19C3

ntis final report summarizes the activities, observations t and recom-

Mendations rendered pursuant to this consu1tant~s six month assignment

uith the Cooperative Finance Group (CFG) of L'te Central Bank of the

Philippines.

Terms of Reference

1. Provide assistance and ruidance to the CFG in all asrc;cts of

, its lending operations including loan development s evaluation

of loan applications and loan servicing and shall submit

recommendations i sugeestions or alternaii~~s for improvements

in the performance of these functions.

2. ProvIde assistance to the CFG in development of apIlropriate

lending procedure manuals as traininp." and reference aids

for Cooperative Rural Banks (CP.Bs) arid borrowing Area

Uarketing Cooperatives (AUCs) and Samahang Nayons (SUs).

3. Participate in training activities for key personnel of the

Cr-'r.. the participating eRBs .and borro't1in~ ft;iCs and SHs.
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4. Perform such other reasonable duties related to the Cooper-

ative Finance System of the CIT as may b,e requested by the

cnp 11anar,er, the CFG, or the long-term ACDI Cooperative

Finance Specialist.

Ac~o~~lishments and Activities-_.....' ~.-..~..;.;.;-....,;~~~~,;;;;,;;---

In accordance \-dth the terms of reference, manuals have been prepared

for use by CRBs ~ AJ-~s, ana SNs as training and refer.ence sources in the

follouing subjects.

- Commodity Loan Servicinp, l1anual

Seasonal Loan Servicing Manual

- Term Loan Servicing lEBnual

In addition, the consultant has accompanied CFG business analysts

on loan development and loan servicing calls as summarized in the follot-1ing

table.

CRBs & AI·1Cs
'\islted

I-!onth of
Visit

CF(.' Business Analysts
Accompanied

Purnose of Visit
Loan Develop. Loan Servic

u ,: II

" II fl I
II II ,t

I
.Jan. '83 Oswald Cervacio & Tony Darjuan I

It " ~. /
" " It /
" II ",: r: II

" 11 II

I
I
I
I
I
/

/
I
I
I

~(\

I
I
I

I

I
I
I
I
I

II

I;
"

II

II

"

..
Tcny Darjuan & rreddie Agsalon

" "
Oct. '82

I:

If

"
II

II

II

* Inc:ludcs Loan Closing Activities.

Al:CASI
Is t Iloilo AIIC
Southern Iloilo AUC
2nd Iloilo A:fC
Iloilo CRB
Aldan A"t'£
Aklan CRB
ILIPCO llov. '~2 Oswald Gervacio £, Hac Rodrir,uez
Uisamis Oriental CRB:1

II "

M:CASI
I-lorth Cotabato AUC
North Cotabato CPJ~

1st Iloilo AIle
2nd Iloilo IJlC
Iloilo CRB
A1·ICASI
ILIPCO
lfiaamis Oriental cr~
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ASSESSt4ENT OF CFG LENDING OPERATIONS

Program Strengths

The CPG is a somdly conceived and protessionally staffed lending orga-

nization,. The lendin~ pro(!ram is based on an excellent eet of legal docu-

ments which include: (a) the nuies and Re(!ulati0l19 for AHC and SN Financing,

(b) Term Loan, Seasonal Loan" and Cotrm3dity Loan Agreements. (c) Equity

Participation Agreement, (d) Special Time Deposit Agreement, (e) Agree-

ment of Pled~p. and Loan Custodianship, (f) and miscellaneous collateral

documento including uort,aRe fo~ and Promissory Notes.

The lending program is cleeigned to offer AIiCs and 8Ms complete,

single source financing while also encouraging cooperatives to build-up

their otm capital through increased paid-in subscriptions of member

common stock. Under the pro~am, a loan is made only after CFG has

co~leted a thoroup:h analysis of a project's merits and the borrowinR

cooperative's financial capacity and managerial talents.

CFG staff meDbers are dedicated to their work, and are very

experienced and hig.'tly kno'l1ledgeable in the field of acco1JDting and in

the technical aspects of the ricet'Jilling and trading business. These

skills have been critical in the development and upgradinR of CFG's

loan portfolio in that IIlOst of the loans approved thus far are related

to rice trading and the most persistent problem (outside of mark.eting)

that has confronted agricultural cooperatives is in the area o! ~intaininf.

up to date and accurate accoU'lting remrds.
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The CFC Loan Portfolio,

As of earl" lfarch 19R2. loans to 10 Alles have been approved and of

these borrowers. only M·ICASI is in financial difficulty. Fortunately, the

portfolio contains only a feu other borrO't-l'ers with heavy debt loads. such

as First Iloilo M-tC, and these N~Cs have all recently e,ddbited i1!'prove-

ments in earnings indicatiDf. even the riskier borr~1ers can reasonably

be expected to retire their debt oblip.ations as scheduled. Thus, at

the present time, no borr0l:7ers other than Al1CASI are sh~Tine ':distress

si~als."

HO'\'1ever, t1:lis lack of problems is a nOr1'\8l characteristic of youn~

loan portfolios and is best vie~ed by CF~ mana~ement as t~eir portfolio's

''honeymoon period." It must be remetrbered that the bulk of cm bOrratlers

have not yet had t.lte first loan payments ~ature, St) repayment habits

have yet to be teste~. In addition, many of tHese loans 4re to inhe-

rently risky borrowers and althou~ all loan decisions made so far seet!1

~ood, unforsp.en adverse events are bound to strike several borrO'L1ers

within the next year or so. These occurances must be expected, espe-

cially considering that CFG lending is tar~ted towards assisting rather

young, rapidly growing AUCs with relatively inexperienced r-umagenent

personnel.

Altbou~ CFG's loan portfolio ,-rill continue to consist of a large

percenta~e of high risk loans for at least several more years, until its

borrouers' operations and managel'lent mature and loan repaynent habits

become established, there are several measures that can be taken by CFY;

to minimize portfolio risk.
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1. lo1hen developinp. 108:1 packa,ges for borroyers, etl'!'hasis could

be placed on financin~ a larAE!r portion of tbeir workinp

capi tal requirements throurh short term loans in lieu of the

present practice of usinv. te~ loan financinR for this purpose.

Because the controls used in t'lOt1itorinp CF~ short tern loans

require frequent and close scrutiny of loan balanceo outstanding

in relation to collateral values t as well as other intensive

servicinp. procedures, the risk of a borrower p.ctt:inp. into

financial trouble without CFG immediately beinp, m:are of it is

rem\)te. And, in cases were problems do arise, loan t'larr,inE:

required on short term loans are sufficiently wide and col-

•
lateIal of such a near liauid nature (inventories and accounts

receivable), that CFr. can be reasonably assured it uill still

be able to collect its loans throu?ft li~uirlation of collateral

vith a minimum amount of time invoived in ler,ai proceedings.

Unfottunately, te~ toans used td finance wOl~inp.

capital du Dot have the abo'\"e collateral controls or other

intensive servicinp, procedures t nor are "term loans easily

liquidated. As a consequent:e, term loans for such purposes

are considered more risky than short term laons and also more

costly in terms of time and money when loan liquidation

becomes necessary.
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2. ·CFG could increase the size of its staff and allow itself

!reater flexibility in both the 8chedulin~ of field tri~s

and in deciding heM many individualD are necessary to "'0

on a particular field trip. These actions "ould sipnificantly

decrease the ~unt of time presently required to process

and approve a loan application, which sometin!s takes 60

days or more. and "ould thereby minimize the likelihood

that delayed loan decisions will adversely effect a bor-

. rat°7er t s operation~. Althoup,h the time element in processinf!

loan applications has not been a critical problem in the

past, due to low loan volume and becau.c;e loans have been

mostly for financin~ the 8tart-up of nen A.l1C enterprises t the

timnr of loans will becor.e very important as CFG·s loan

portfolio expands and matures. In particular, tiY!'inp. uill

be crucisl wen CFG's current borr~Ters start arplyinp,

for follcn-7-on seasonal and commo~ity loans becauc;e delays

in processinf; these types of 10a"lD ~y cause Revere cash flOloT

problems for borrmJers.

Past delays in loan processing have been lar~ely the

result of cre's staffing limitations and of CFC·s conformity

with ~~rtain standard Central Bank operating procedures.

Pre6ently~ the erG staff is too limited in size to ade-

quotely perform all ~he functions associated with administerin~

its loan portfolio, such as loan development activities, loan
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processing, loan servicing. and workinp,-out problem loans.

This staffinr, problen is ar.gravated by certain Central

Bank operatin~ procedures:

(a) eFG business analysts are seldom authorized to

travel if only one applicant or borrower is to be

visited. Thus t ,roble!:l9 that arise in proce6sing a

loan application cannot be 801w<J immediately by a

quid: visit.

(b) Central Bank policy ,,~so requires at le:\st tuo

employees to travel together on business trips

rep,ardless of the trips purpose. CfG;s limited

staff could be utili~ed much more efficiently if

CFG were alloued to dispatdl only one 8 taf f nernber

on certain field trips.

3. The authority to rn~~e decisions regardin~ ~outine loan

servicinr. matters could be delegated by the C~G Loan Co&-

r.dttee to the r.FG Chief Executive (,fficer. All loan

a~reements sip,ned by borr~1ers &\c all special time deposit

agreements signed by lenders contain restrictive clauses that

require err. ap~roval rrior to certain actions or decisions

being f -Uten by borrowers or lenders. Borrowers need eFG

permission to purchase fixed assets t ob tain financin~ from

outside lenders, declare in cash any patronap,e refunds, or

declare cash dividends or interest on its capital stock, and
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so forth. Lenders are not permi.tted without CFG concurrence

to substitute collateral on a loan. execute releases or

partial releases of collateral, restructure loan payments,

etc... At present. only the CFG Loan C01!'lrittee is autho-

rized to make these types of decisions and this may prove

cumberso'me if decisions are needed frequently, which in most

mature loan portfolios is the usual situation.

I.. CFG t s management might consciously try to include in its

loan portfolio more diversified types of borrowers.

Out of a current total loan portfolio of 10 bOrTol.,ers.

8 borrowers have approved loans for building or expanding

ricemill operations. This high concentration of CFG loan funds

in financing or type of enterprise is very risky. CFG has

recently started to diversify its protfolio by including a

poultry and livestock cooperative (ILIPCO) among its borrowers,

and is anticipatin~ shortly to becoJre quite active in lending

to SNs. wherein most loans will be for p·urposes other than

ricemilling.

::-.'\tJever. CFC should not only continue its efforts to

diversify :t.:s portfolio through lending to various types of

agricultural cooperatives$ but also begin exploring the

possibility of expanding its lending authority to include

non-aRricultural cooperative borrowers J such as consumer

cooperatives and credit cooperatives. If CFG is ~iven authority
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to lend to these latter types of borrowers, its portfolio

will not only be improved throu~ the addition of d new

pool of financially sound borrm-lers to whom funds can be

profitably loaned, but eFG t s effo'rts of reducing portfolio

risk throur~ diversification wi~l be given an encouraging

boost.

s. Borrowers' financial positions could be enhanced and loan,

portfolio risk correspondingly reduced if CFG began :)Ssccing

a posture of actively encouragin~ borrowers to retain profits

and not pass Board of Directors' resolutions whicll call for

excessive cash patronage refunds, or cash dividends and

interest on capital stock. \lith the infusion of loan funds

and consequent improvements in the economies of scale for

many of the enterprises financed, profits are being earned for

the first time and borrCRlers are nOlo] beginnin~ to grapple

with deciBions of how these profits are to ~e allocated. It

may be beneficial if CFG aaopted a :>olicy of encouraging

borrowers to handle profits in the foll~~inr. manner: first,

borrowers should allocate profits so as to satisfy all legal

reserve requirements; second, an evaluation of the needs for

other reserves, such as bad debts, should be conducted and

allocations made as appropriate; third, a portion of the

pI.'ofits should be retained in equity ill an amount: at least:

equal to the scheduled debt payments (both CFG and other

term debt); and last, the remaining halance ooy be declared
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as patronage refunds" or dividends or interest on capital

stock. but remittances issued should be in the form of

common stock shares.

Identification of Lending Program \leakness and Recmnmendati~ns

eFG is still a relatively new lendin~ institution and there remain

aTeas in its operations needin~ improvements. Du'ring the initial three

years of its existence" CFG concentrated on desiP,ning its lendinc system

and related forms and doc"ments" training its business analysts" and

developing the present loan portfolio. Now. CFG's efforts should be

slightly redirected tOtJards "fine tuninR" the lending system.

At present, mana~el'ent staffs at many A}(:s and CRBs lack 8uareness

of hon CFG's lending program should operate and what their specific

responsibilities are in relation to the different types of CFG loans

with which they are involved. Furthermore, CRBs are continuously bavin~

problems maintaininft their eligibility as CFG conduit banks thus hampering

CFG lending activities. And, there remain several areas in cro's lending

procedures that might be improved throu"h more routL"le use of legal counsel

as yell as certain procedures in the lending pror,ram that need indepth

legal research. In the remaininr, portion of this Final Report, each of

these subjects is addressed and possible measures to help imr-rove the

lending program rec~nded.

lmoroving AIle and CRB CNareness regardinp, eFces lendir.r; prof!,rat'!

Presently, AlICs and CIUls are inadequately informed reRarding C~'S lending

!»rop.ram. AIle borrmlers are not knouledfteable about the various types of
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reports to·be submitted to the CRB and sometimes Al-~s are not correctly

documenting the activities being performed in relation to a CFG loan.

Similarly, CRBs are not providing all the required reports concerning

borrowers to the CFG, and more importantly, are not noti~ying CFG

when borrowers become delinquent on their loan payments or other subs-

tantial problems occur. For example, on onG occasion, ignorance of

CFG's lending prograc on the part of a eRn t'dlI'lager caused delays in dis-

bursements on two loans, which adversely affected the operntions of

both borr~ers concerned. en another occasion, a eM charr.ed a bon-ower

a 2% service fee in direct violation of the Rules and Regulations

Governing the Operations of the Cooperative Finance System

Several measures have already been t,at~en to iDti>rove both AlIC and

CRB awareness of CFG's lending program. First. CFG staff is devoting

greater attention when closing loans to informinr. all parties concerned

of '~1r specifi~ responsibilities in relation to a particular loan

package. Second. the CFG staff is very conscientious ".hout visiting

AMes and eBBs just a fE!{>1 weeks followin~ a loan closing to solve any

problems or misunderstandings that have surfaced. Third, this con-

sultant has recently c01!1pleted draft' copi~s of three servicin~ manuals

coveriOR all the responsibilities of both MlCs and CP.Bs in regards to

Term Loans, Seasonal Loans and Commodity Loans. Uith distribution of

these manuals to the field, kn(Mledge of CFG's lending prosram an:ong

AUCs and CREs should be vastly improved.



•

- 12 -

The effeaiveness of AUCs and CRBs participating in CFG's lending

program could be enhanced even further, however, tbrouRh tFG pursuing

the following-additional activities:

1. '1.'he CFG could develop a series of comprehensive operating

'"manuals for use by its own staff members. Smjects covered

in these manuals would include policy and procedural quide-

lines for processing and approving loan applications, loan

closing, loan servicing. loan liquidation, loan litigations, etc.

The manuals would provide e:xcellent trainin~ materials for the

new meuber~ joining CFC' ~ staff of business analysts and uould

!fOre importantly help tremendously in all staff meni>ers making

decisions consistent with CFG's policies and operating pro-

cedures.

2. eFG in cooperation with BCOD oould also conduct training

Qcti~ties for AliCs and CRBs in the areas of manag.ement,

accountin'h loan and AIR collection techniques, ricemill ope·

rations~ inventory management, and other relevant subjects.

Of particular importance is the need to train AlIC and CRB

ltana~ers and Boards of Directors in both cooperative prin-

cipals and ,about their respective roles in a cooperative ins-

titution. Another priority is teaching the AlIC aceountin~

staff about the Uniform Management and Reporting and Accounting

Systems .!Ianuel for Area Marketing Cooperatives wich was deve-

loped jointly by BCOD, crr., and CFPI, but has yet to be fully

iD'plemented amonr. the MICe. •

",.j ...

\tt
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3. Furthermore, CF'G could develop a more active end closer 'fOrking

relationship with these CRBs involved in the lending program.

At the time of loan clo9in~, eFG should closely review and

evaluate the effectiveneSs of the eRR management's proposed

plan for disbursing and servicing eFG loans. The individual

at the CD responsible for loan servicing would be identified

and s/he included in all eFt; and CRB discussions and cor

respondence. CFG could assist the CRB in setting-up a loan

monitoring system based on a "tickler file u approach and CRBs

gi.ven guidelines on h~" to or~anize eFG loan files.

4. Because most CRBG have not developed the habit of submitting

reports and remittance& to cre on a r(\utine basis, CFe should

develop at loan c1osin~ a list cf all reports and remittances

due periodically and this list should oe provided to the sec

retary of CFG f s Chief Executive Officer for Il'Ccitoring. When

scheduled reports or remittances become past due, the secretary

as a routine could send telet!.rams notifying the CRB of the

items past due nhile simultaneously notifying the appropriate

eFe business analyst of the del:inquencies. Of course, for

this system to work all incoming mail "~uld be routed through

the secretary of the Chief Executive Officer before dissemination

to CFt? business analysts or filing. Unless CFG staff itself

maintains a strict monitoring system of the CRBs, this consultant

believes ePG's efforts to ilnprove eRB monitoring of /Lie bor

rowers will be ineffective.
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S. When the CFG learns that a CRB is having difficulty with a

particular borrower, CrG should increase its contact ,,7i.th the

CRB and provide frequent verbal and writt,en support for any

jointly agreed upon loan remedies. Because of the relative

inexperience of many CP.B managers in handling loans as compli

cated and large as CFG's loans, this type of support over the

next couple of yean, could be the deciding factor between

the success or failure of CFG's lending program.

Along the lines of these recommendations t there are ~·70 banks

currently working with eFG which nO'l need extra attention. The Iloilo

CRB is one Dank and the other is RBTI. Iloilo CRB is the largest

lender in CFG's loan program, having 4 borrouers and anticipating shortly

to increase its portfolio by another borrouer. loJith the heavy respon

sibilities associated with this number of borrowers, CFG should be

certain that the loan servicing plans of Iloilo CIm are adequate and

that sufficip.nt and competent staff have been assigned to servicing

CFG's loans. For the cr.B's servicing efforts to be effective, it is

recommended one competent individual be hired by the en and assigned

overall responsibility for servicing CFe's loans. In addition, CFG

should dispatch a business analyst to spend several days with the CRB,

reviewing the CFG loans in the Bankt s portfolio and assisting in the

organizati,.)n of the servicing program.

When time permits, the approach recommended for servicing CFG's

loans at the Iloilo cnB could be replicated at other CRBs, particularly

the North Cotabato eRB which will shortly uc! responsible for servicing

2 CFG loans to Al1Cs and possibly srlne St~ loans. ·/l\
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But, even more important than assisting the Iloilo eRa or others in

their servicing efforts, CFG needs to bel» RBTI. As the lender to

CFG's major problem lean AHCASI~ RBTI is faced with a very difficult

situation and is desparately in need of strong crG support. CFG needs

to move very quickly, if necessary using its Central Bank connection:::,

to remove AUCASI's manager from UTI's Board of Directors so as to give

RBTI the it'oedom it needs in cfealinr. with this problem borrower. Next,

an officer of crG needs to sit dawn with RBTI t S manager and jointly

map out a strategy for handling the MICASI loans. Last t CFG should

place all its support both verbally and in writing if needed, behind

kBTl's efforts to implement the jointly developed strategy.

Strengthening CRB Conduit Banks.

Almost every CRB with which the erG is workin~ has at one time..
or another temporarily lost its Central Bank loan redia,counting privi-

ledges and thus also temporarily become ineligible for participatine

in cre's lending program. The most frequent causes for loosing eli-

gibility stem from CPl\n either fallill@ behind on collections of sn

meuber common stock subscriptions due, or the amount of loens out-.
standing in delinquent statu increase beyond 25~~ of a cr~'s total loan

portfolio. Therefore, to stranthen CRBs in general as conduit banks

for CFC' 0 lending program, CPG should improve its existing strategies

for preventing CRB stock subscriptioTlbi from becoming past due and

increase its assistance to CRBs in their efforts to reduce the amount

of· delinquent loans in their loan portfolios.
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In the past, eFe has recommended the followin~ strategy for those

eRRs having problems in collecting SN subscriptions:

1. Initially t the CPJ~ managers and Board of Directors are

requested to visit the SNssnd directly solicit payments

on subscriptions past due.

2. SNs having BSF in rural banks are encouraged to take

. those savings eligible for wi thdraYal and inves t the

proceeds in the CRB. In cases where SMs ,experience

difficulty in taking the BSF out of a particular Rural

Bank, the Central Bank has promised to give its full

support to SN requests.

3. SNs with subscriptions past, due are also encouraged to

execute waiveT' allmling the CRB to sell the delinquent

subscriptions to other SNs desiring a larper i~vest~nt

in the CRB.

Uhen implemented by CRBs t the above approach has been relatively

successful in temporarily improvin~ collections of stock subscriptions

c!t;e. However s in situations where collection problems keep recurrin~

or are anticipated to recur, the CFG could consider recommendin~ to

the CRB that a special meeting of stockholders be held for the purpose

of voting a decrease in the CRBs capital stock by amending the Articles

of Incorporation. Another option available is for the CRB to d~c18re past

due subscriptions in default and to sell the subscriptions at auction.

Houever, before takinr. actions to amend the articles of inc.orporation or

declare subscriptions in default, the CRB should al~lays consult with

legal counsel.
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In regards to helping a CRB decrease its loan delinquency rate,·

CFG has not been very active. This is due to CFG' s limited resources and

not to an) unwillingness to tackle in detail this cOtrf.Oon problem of CRBs.

Curing a delinquency problem is extremely difficult and requires a great

amount of time. Loan approval and loan servicing procedures and policies

need to be analyzed, the competence of bank staff assessed, and overall

bank organization and management under.s tood. Only then can strategies

for eliminating any identified deficiencies be effectively developed and

implemented. In t:le future, CFG liill need on occasion to become involved

in this type of assistance t especially with those elms which are active or

large lenders of cre loansa

When a CRB that is participating in evc's lo"n program looses its

eligibility for an extended period of time be~ause of unpaid subscriptions,

loan delinquencies, or other reasons, 8I1d CFG believes· the CD' 8 problems

cannot be overcome in the near future. CFG should consider invoking ce.rtain

clauses in the STD agreement (s) signed by the CaB, whereby eFG is empowered•
to terminate its relationShip with the Bank and assume direct control of

all CFG loans held by the CD.

~mproving CFG's Use of Le~al Counsel

CPe's lending program could be improved through using the legal counsel

available 6t both CFG and the eIBs on a more routine basis, and through

having CPC's attomey research and provide an opinion on certain legal

procedures such as those associated with collateralizinR a loan or

forclosing on collateral. For example, requiring the opinion of CFG's

legal counsel on each loan applicant's eligibility to borrow and on the
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enforceabilil~ of the terms and conditions of specific STD agreements

nnd loan agreements may help consider~bly in ~voidinr. aome very costly
.

errors. Sbd.larly t CRn counsel t s reviev of all collp.teral documents on a

particular loan to determine that the borrower has le~&l title to the

collateral ~ t1l.!~t the CREs lien can be performed, and that the priority of

the CRB's lien is in accordance with the loan agreements ~~y 41so protect

CPG and the CRB from co1!'l1!littinp some m~jor mistakes.

Besides requiring these types of opinions on a routine basis, CF~' s

attorney could research and give advice on the followin~ questions:

1. Does an assignment of inventory tlnd accounts receivab le

satisfy 3 lo~n agreement's requirecent that a ch~ttel

mortf!aRe be taken?

2. Does an Ilssip;n.ment of inventory :md accounts receivable

carry the same veiiht as a chattel mort~llge in regards to

estl\blishin~ liho has priority amonr. a ~rou, of creditors?

3. Are the loans in a CFr. financial p8ck8~e fully cross collll-

teralized when a lien on inventory and accounts receivable

is established throup..h an assip.nment in lieu of s chattel

mortgage?

4. mlat are the procedures that CPG must follow wen enforcinr.

the various clauses of its STD. :\greement?

S. lnUlt are the legal ,rocedures for e CRB decl3.ring on AIle

borrower in default, cornrnencin~ forclosure procedures, and

liquidatinr, various t}T!>es of collater'l1?

r'
I

!
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6. What legal res~onsibilities does CFC have in regards to AUC

investments in the Gu~rantee Fund?

There are 1I1a'!.y other leJ;~l questions that could be rcser..rched, but

the questions presented above seem to be those most pressinr. at this

stage of CFG's development.

ConcludinG Remarks

Many of the obs~rvations and recommendations e~ressed in this Final

r~1')ort are not neu and in fgct, many of the items discussed ~ere first

brou~ht to the attention of this consultant by CFG staff members J parti

cularly Om-7aId r~rvl\cio and Tony Darjuan as tlell llS others. That much

work rem3i.ns to be done tOt-1srds imn:ovinp, CFG es tl lending institut10n

is not an indication that substantial progress lias not already been

accomplished but is instead only an indication thAt CFG is still a fledg1inr

institution with relatively modest resources, p~rticu13rly in the 3rea of

8taffin~. Taken in perspective. CFG has done e veT}· ~ood job and hAS already

bep,UI1 to lay the foundations for the eatablish:'Cnt of a sound lendinr ins

t;itution. Houcver, CFG must not nat OD its paot succc:ss~ but should

vigoro1,;81y push fOlWard tcwards nore acc.t"1q)1isbrecnts. This Final Report

has been vritten '\lith the,; intent thgt sone of thc id~$ cXf'yesscd here-in

":"'..4y be helpful in erG identifyin~ 808cific sraas in its lending system

that might be further imp~oved.

. }
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ABOtrr THE At'l'HOP.

The author is a consultant on coor.erative finance, en~ar,ed

by A¢cultural Cooperative J\evelo~ment International, t-1ashinRton,
DC (ACDl) uhic1- cur~cntlv has a contract with the r.ovemrent of
the ~ili"pines to furnish certain technical assistance for the
Philippine Cooperative }~rketinp. Project (04p).

Sinee October 1979, the aut.hor has been sssip,ned to the
central Bank of the PhiliDnines, t~ila as a lonR-te~ wnsultant
to the Cooperative Finance Croup (CFr.) of the Central Bank to
assist in develo?nmt of a Coonerative Finance ~ystetr (CPS) which
vas mdertaken by the Rank as one of the partici!,ants in the 011'.
Therefore, for l~e Dast three years, the author has had wide
exposure to the proness and nroblem of cooneratives in t.he
J'hiliDf)ines as nell as th·'" ~ha11enp.es associated llith the deve
loptlY.!nt of a sound, c ..mstructive and endurinr CPS - one of the
major objectives of the C''P. O~h8r o~rsa8e .~rience of
the author in=luded several weeks in 1977-7P. as conaultant to
the Geraera1 ?!anaper of 1:'!NAl'CIACOOP which is an &f)ex banl~ for
coo~eratives in ~o~ota, Co1o~ia~ S.A. And, very early in his
career, the author was in Ja1"'aD:- in both a military and civilian
capacity durin~ the U.S. Occu~ation fro~ 1946 to 1~~1 assistinp
coo~eratives to reorp.anize and recover fro~ the consequences of
nt·, II.

For sotre ?~ years 1"rior tC' his current assiP.l\rnent, the author
r-ained a vealth of knm·:,led~e an" experience in both the line and
staff functions of a cooperative lendinp institution. This included
~rovidin~ loans and financial counselin~ to a wide variety of coope
ratives from the stt\al1est and newest develooinp. cooperatives to
some of the lar~st and 1110St sophisticated cooneratives. This
eXl'erience vas p.ained in the Snrinp,field (Hass.) Bank for CooJ)e
f'3tives of the U.~. Farm Credit Systemuhich specialir:es in 1endinr.
to farmem and co~neratives and wherein the author rose from the
f1osition of Business Analyst to Senior Vice President and Chief
OreratinR Officer.



AcnI

BCOD

cn

CBr

ccr

CDLF

crPI

CFS

cr1\

- A~ricu1tural Coonerative Develop~nt International.
Hash inr,ton , DC

- Area !.farltetinp Cooperative

- Bureau of Cooperatives Development. t!i~.":9try of
Agriculture

- r.entral Bank of tbe Phili~pines

- Central Ban1t Institute

- Cot!"l!'ittee for Coonerative Finance, Cooperative
JA.arketinsz Project

- Cooperative Develom"teDt Loan Fund. ~!inistry of Aprieulture.

- Coonerative Firlanc:e Croup, Central Bank of th~ PbilinJ)ines

- Cooperative 'Foundation of the Philippines: Inc.

- Coonerative Finance ~stetrl, Cooperative "arketinp Project

- Philinninc Cooftp.rative !1arketinp. Project

- Coonerative '-arketinp SystcrJ of the Phili~~ines

- Coonerative Rural Bank

DnB~LA - l\ensrtffent of r..ural ~anks and SavinRs and Loan AS8ociatiora.
Central Bank of t."\!! J'hilinpin~s

ICC - Inter-ARency CoordinatinR Committee, COOrterati~ t4.ad:ettng ~:tec:t

ftA - J'inistry of /-p'riculture

fmc - Nationsl (Apex) BanI: for Cooperatives

NEnA - National Economc and Developtrent Authoritv
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1. PURPOSE:

1.01 The purpose of this paper is to first, present a review
of the devclonment and status of the Cooperative Finance
Systetn (CFS) and its operatin~ arm t the Cooperative
Finance Group (eTC). and Bcco~d, to present this Cott
sultant's reconmendations for the further development
of the! CFS in order to J'I'lOre effectively Met:t the r.rMn~

needs of cooperatives and Cooperative Pural Banks (CP.Bs)
as the CFS t'lOws: into its next major staetC of development.

1.02 it should be ~ointed out at the outSEt that this p~~er io
intended to deal nri~arily vith those asnects relatinr.
to the delivery of financial 8saistance to cooperatives
as a part of and 8 futt're outp,ronth of the Coonerative
l!arketing Project (C''P). Therefore, ann for PUI1lOS("~S

of brevity, it will not directly address th~ activities
and contributions to the deve1oP1'leDt of cooperatives that
have been or will be provided in the future isy the other
apencies l'lir: lcipatinp. in the etep. Needless to say.
the c?ntinued 8tron~ support of those ap.encie~, especially
the Bureau of Cooperatives Development, l'inistry of A~ricu1ture,

and the National Food Authority, on a coordinatcrl basis, will
be absolutely essential to the future ~owth And success of
cooperatives in the Philippines.

2.01 The cps/c~ was crnated lly the ~~el. Bank within the
Department of P.ural Banks enci Si1vin~t: and Loan Assoc.i.llti,gns.
(~p~SLA), pursuant to Office Order No. 170, Office of the
Governor, on July 5. 1~7R at which time it "las chan~ed

~ith the ad~nistration of the loan t Auarantee and trust
~Ulds of the Cooperative tiarketiny, Project (OW). The
Cl~t created as a Tp.sult of a bilateral a~r~e~nt be~een

the Repoo1ic of the Philippines and the United States of
America, dht.!d lta~· 3, 1') 78:

- 1. -
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'-.04 Also as a "art of the CUP IJrlPlel'lentation Plan, the
Co1!l:'ittee for Cooperative Finance (CCF) \1M created
cons;.otinp. of thp. fol lowin~.:

Director, ~/"P.RSL" - ChaiI1l'an
Mrector, 'Rr.oD/u/\ - Vice Chait"Wln
RxecutiVP. Mr., C!lPl - '·'etl'ber
One Representat ve of CRBs - !lerber
One Rcnl'esentatiw of MACs - Uenbcr

The CCF vas established nri1t\8rily to develo1) the
Rule. and Rep.ul#\tio'ls for smtrdssion to tl-.e !"onetary
Board an~ thos(' P.ulcs and Rc1!ulations nOll Rovem the
oncrations of the CPr..

The CCF also has the responsibility to review the
credit And related services re~uired by cooperatives and
to re~ftd plans and pror.ramB to Tl'lect those needs.
The cr.~ therefore acts as the ~licy initiatin~ body
for the eFG. To~ether s they are expected to be on~inr

entities to continue orovidin~ for the fi.nancial needs
of coo!>erativas after the (,.,.~ cOJll)\letion date of J~rch 31 t 1983.

2.0S Another Nljor elell'ent of tile CHP) "as the l'rovision of
96 person wonths of technical assistance. To date, this
has been provided by U.S. expatriate consultants throu~h

Anicultural Coonerative Deve1o"rrcnt Intem:.ltional (ACDI)
under a long-term contract between it and the Phili~~ine

Govemment. In October 1919~ AcnI fielded 0'0 Ions-term
(three-year) consultants to assist \1ith the CUP. 'Dtis
included (',eOTP.C Voth, a Senior liarketinR Snecialist, who
was assilttlcd to assist in the developl'ent of the coonerati'\te
marl~etin~ as"ecta and this eoneultftl'lt, e Coo~rAtive Finance
Specialist, lfho t·!<iS ansiP.l1cd to the eyc to £6sist in .'~"~

lopl"lmt of the Coofterative Pinance System. Additionally,
ACDI vill be providin~ a~proximately t.wenty J)Crson uonths
of short-term consultancies dea1inr, vith specific technical
areas. ,~. votb colI!plcted his tour and left the 1'hilippinee
in October 19P.2. The services o~ this Consultant have
recently been extcnded for six-months and I at" nOt'
scheduled to depart on A"ril 1, 1983.

In addition to the foreP.Oing, the Intc~r8te" AS!ri
cultural Production Uarketinr. Project (IAP~fJ') has nrovidat!
other exoatrillte consultants in su,,~rt 0'= the ow. 'l'hilq
included a CooperAtive r'anaS!Cftlent consultant during the
period froEII t'ay 197e to February 1980 and another similar
consultant frolft Hay 1981 to July 1982.
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3.04 In addition to nrovidinr. loan funds to Al"'Cs throuP.h Cr.Bs,
the c,r, can 8lso invest on a direct basis in the ~ref~rred

stock of -8 borrawinp. A'~ which investments are cateRorized
under the O'P as Tru-;t r-'unds. ~uc" invcstv.ento in pre
ferred stock cannot exceed the unimpaiYcd paid-in member
caoital of Pl.OOO.()()~ "'~ichever is Rrcater per M'C according
to the erlstin~ rules and Rep,u1ations. Tnast Fund invest
1Dtmts are p.enerally. but not necessarily. m3de io. con'; unction
with lonP.""'tem loans to tetIJPorarily au~ent the 1"2l1'bers'
paid-in capital to satisfy CPG's debt to equity limitntions
or to nrovide pertrl8Ilent workinp capital or capital to I'larRin
loans. Redar.tption of the l'referred stock. the source of
which is usually from future c~ital invest1"ents of r.enbers t

is nenerally co-terminus with the lon~term loan up to
a IMxii'\UJ'D 0 f ten-years. Preferred I tod: held by CFG is
non-votinp and bears dividends at 1/5 the rate paid by
the borrower on its c~n stoc~.

3.05 The ,.cnaral credit nolicies of the CFS as set fort:l in
the Rules ~nd 1e,:tu1ations include a policy to provide a
borrower's total financial needs Ybencver possible which
are tailored to the l'eculiar needs of the borrouer. Types
of loans include lonr--tcr~ (up to 10 years) and short-term,
usually for on2-year. Interest rates arc concessionary
at 8X per annum for lonr.-term and 9% per ann..m for ehort
term. Interest iR collecte~ in arrears and no service
charr.es or other add-ons by the CRB or oth,cr T'rit'lat'Y
lender are permitted. All loans are ~enerally collateralized.

3.06 Aside from the concessionary interest ratcR. all loans
are made on the basis of conventional credit criteria.
Applications to~cther ~ith supportinp documentation
(feasibility studieR) for financial assistance. when
endorsed by the ClB. arc thoroup.hly scrutinized and
eva!uated by the CFr. to determin~ if the requested
financinR is sound and constructive. fulfills the needs
of the borrmler and its menbers ~ and full repaynent can
reasonably be expected. Loans approved by the cpr. Loan
Co!ll!'ittea which exc~ed the lendin~ litl'it of the respective
elm 1!lUet be apT'rove~ bv the Jlirector of the DR1\SLA and
confirmed by the t~>netary Board. Eaeh losn ~rantQd is
sub j ect to an ~!l A~ee1l'lent with the C~~ lo7hiclt i1l1Pn8eS'
specific loan servicinp, requirements unon the Bok lL;1

1'1 a Lnan A@reement between th~ Bank and the borrowar
which iqK)scs conventional loan tertI'S, conditions and
other normal credit disciplines upon the borrower.

- 5 -



system and to ~rovide RUidance to their boards and

manar-omcnt as to hon they could qualify for financial

assistance. This, of course, took a r.reat deal of

ti1na t 'Plus the fact that cnLF had limited funds to

lend~ n&\dually led to chaufdnB attitudes t~·7ard this

new lendinp. systet'll. Hhile si~ificant rroy.rcss has

been Mdc in overcmdnp. the llepativc attitudes, it

will need cantinuin~ emphasis.

4.0l As a result, financial assistance has been ~anted to

only fiye (5) /tJ4r.S l\S of ~eotenber 30, 19~:? ~ folious·

I.oana
Closed

Terml
Soecial Term

Loans
(001)' S omi."ted)

COIrm'OdityI
Se880nal Loans

Trust Fund
lQvest~nts Totals

North Cotabato 3u1 pn
Ay.usan del Sur ~far 81

First Iloilo J~r ~l

Central Nueva Ecij a Apr 82

Morth Cotabato* Jun 82

Southern Iloilo Jun 82

~rst 110ilo* Jun 82

Totals

II 427(T)
624(T)

2.250(T)

3Ilt)(ST)

_~5~O_O(ST)

.1.'-SO(C)
7S0(C)
200(C)

l.'lOt) (C)
l,nOO(C)

, 200
465

950

'1.r.77
1,R3!'

200
t.,2!lO
1,00')

3nO
50')

t: Reborrowinr.s or additional loans.

These same borrO'tlers have so far investp.d a total of

.l50.onO in tre ~uarantee Fund described in 3.03 above.

4.03 It is too early to drs", any clearcut conclusions on

repayl'ent performance. the first loans to north Cotabato

and Firat Iloilo have been fully repaid or are bcinp. re~aid

on scbedule. Die loans to Ap,~an Del Sur are presently

de1in~uent due larv.ely to ineffective l'la!\8p.ellWant but also

to some crop failures and lack of '"'e,·:'ership sunport. The

CFG is recently co~leted negotiatinR a rehahi1itation nrop.ram

invo1vinp: loan restructurin~, raisinR additional 1"enber c8pital,

providing SOflle additional financinr. under a custodianship

arranr,et!'ICnt and the inosition of specific tMn8sternent and

financial controls. None of the recently ~ranted loans

to t:he M1Mair AJ.tCa sJwK,,.. abe¥(! J.1We as yet reached any

loan mRturiticA. The canebi1ities of the eve staff

to maintain an effective loan servicinp. r r,~pl ttl' will be

critical to future renayment performance and the quality

of the loan portfolio.

- 7 -
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in the total A1"O\D\t of tl")"ro:xi.rnately .S t 40" /)0:>.
"'hUe the l'rincipal workload for this pro~am is bein~

decentralized to the respective CaBs, it will nonetheless
further tax the liT!'itc-d J"IaD.p017cr 3vsilable to the ePC.

S.!)3 In viewinr, the lon~cr tenn ynarket potential, there are
a relatively larp.e nmrhcr of other cooJlerativcA in the
Philippines in need of financial assistance. For exa1l"P1e,
there nre so~ ~4~ credit cooneratives/unions, 394 con8~r

cooperativcs and 8 number of other ty~s of coof\eratives.
While thes~ arc classified as non-a~ricu1turnlt 1!IR1ly are
located in rural areas and are in fact servin~ farPers.
fishcnen and l.1~ri-bU8iness. And for the mst nart, these
cooncratives arc in a much sounder financial erudition and 8

much more atlvanccd st:tp.c of developTl'ent that arc the
a~icu1tural cooperatives to which the CMP is directed.

6. SOl'E CmJSTP.AUrrS TO THF. 'FtJ!!:THER DEVELOPME~lT O~ r.ooPEJ'J\TlVES Arm
mE COOPERATIVE FUJANCE sYn'J'W·~

6.01 As WIl9 ~vident to the architects of the OP t one of the
serious constraints to th~ development of coo~eratives is
the rather Rcoera! laclr. of knowledp.e and exoerience on the
part of cooperative J"IaIlagetr!Cnt and boards of directors.
This is why one of the Mjor thrusts of th~ Cl1F centered
around the dcvelop~nt of mana~~nt/directorskills. From
the outset of the ClW, the BCOD has actively conducter!
semnars however. only linited success has ~o far been
noted. It is assUT'Cd that the Booil yill continue this
important activity tfhen the C!1P is terrdnated. It has
lony. been felt by this consultant as uell as others that
in order to improve the effectiveness of the formal seMinar
traininv., it nep.ds to be supple~tedwith a concentrated
pro1.r3T" of on-site, one-on-ona technical assistcmce in order
to assist the coof\erative personnel in a"J)lyin~ the "classroot"'·
knowled~e to their Olm situationt1. This is particularly true
in relation to dealinp, with specific operatinp. ~roblems ~any

of which are unique to each cooncrative. This one-on-one
traininp. conce~t was recently tested by the CFPI 'lith
reasonably good results. ActUAlly, the need for traiuin~

and education will probably he never endinp. AS the cooncratives
prop.ress throu~ various 6ta~s in their develop~t. And,
si.lce not all cooperativcs arc in the satre stl\tre at the Bar:<:
time it will call for a consid~rElble Amount of individualized
or tailor-made trldnin,. At this point, the question is,
which a~ncv or entity should be responsible for this
critical co~onent in cooperative develon~ent.
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6.04 This Consultftnt feels, based upon 1)ersonal observationo,
that CR~s are in desperAte need of technical assistance
and trainin,. in basic lendin~ and other bank operations.
l'any cp~s are havinR operatinp. difficulties nne since the
CPS/Cre: is relyinr. on them as its vital link in providinft
finAncial nnsistance to coo~eratives, and if the CRRs are
to become nn inter-ral ~~rt of a future aper. bank for coope
ratives 8S ','ell as continue to provide financiRl assistance
to farmers J it is i~er~tive that CRBs be developed into
stronp. financial institutions. Th<:. eR throuP.b its CBI
apT)(~3rS to be providinp CP.B directors and key personnel with
aden\1ate and on-,oin~ traininp, relative to bankinr. laws,
re,ulations, accountinr./reportinr. requirements, plADnin~,

bo<=\rd/manapp.~nt relationships, etc. lIm7ever, AS is th~

case with All:s IUld SUs, there an~8rs to be a preat lack
of assistance in hclpinp. the CP~ directors and staff !pply the
classroo~ concepts to their evel}'day operations and esoecially
in helpinp them devslo~ basic opEratinR ~rocedureA and tech
ni~ues whi~~ respond to their unique local circu~'ances.
Becaune the key CF~ staff is heinp' drawn frot"! the DRDSLA and
becaune they will he in frequent contact with cr..Bs in the
field, it is felt that the CFG nill be in a much better ~sition

to assist CRBs in ntrenR~~eninr their operations than any other
Rroup.

7. CURRENT AVAILABn.ITY OF FtJl.IDS TO C~C;:

7.01 As previousl~' indicated, the u.s. C-ovemtrent throuM USAID
has made aVAilAble, until '!arch 31, 1983 n total loan to the
Phili."pine Govem1lent of ~6,QOO,OOO. Of thnt amc)lmt, S702,tlOO
was set aside to su~nort th~ -eccssar\' technir.al ~~~'ctR~ce

and to ~rovide cert~~n cc~ftnditi~9 to ~ci~icnt A-en le~vin~
~5,29~,ono for lO;ID~ tT"mt anrl J!uarl'ntee fl-.lltd or a total
amount of ~39,735,O~O (at 7.5 to 1). Addition~lly, tha
Phili~pinc C"-ovemJ"Cnt through the ROOD hes "rovided CFG
with .16,372,ono of loan funds an a portion of it~ counter
part fundinl! of the Pro;ect.

7.02 FollowinlZ is a BU!'I!II8ry of the status of funds presently
available to CFG:
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7.03 As is evi~ent fro~ the foreJtl)inp., the 1M;OT portion of 'the
funds c:urrently available to CFG are eXD~c:tcd to be utilized
in the nesr future. In addition tl) the lJ~C loan r€cipients
nresently antici~~tcd~ there will be R ~rket in t~e ~ry

ncar future for loans to SOl"'e other I'l-fCs J)articul.~rly AS net"
ones are fOt't'!ed. Further, experience Tevp,;\1s that once Em l\!!C
receives its initial loans, and 8Ssumi.np, its oT\Crations are
reasonahly successful, its needs for additional financinp.
usually Ilccclcrate very rat'idly. Additionally, the ini.tial
phase of lendinlY, to about 155 st1s is exnected to reach only ;\
small nronortion of thp. market. It is csti~~ten th~t A total
~f at least 1,,500 stJs (out of 21,0(0) could qualify for financial
Assistance. Therefore, the balance of ftmcfs #\vailable may be
adcClUElte throuP.h 19P3 since thp- exi9tin~ ~unds are on a revolvinr.
basis Mid ~1Ul re1"llin in the ellS. Howc.wer. if the CFS is to
c:ontinue AS a reliable and c.ontinuous source of borrm-1cd funds
for credit-t·,orthy cooperatives an~ if the CPS is to evolve into
a national or apex croperative bankinr. institution AS o.riS!inally
contemplated, the CFr, will need to explore sourC~9 of additional
fundinr in tlte i~diate future. So~ ,",otential sources are the
J'hilipT\ine (",ovem1!.Cnt t nSAID, Asian De,'Clop1'1ent BAnk .. Tlorld
Bank or other si~lar development arcncins.

~ • 'FEA.S IB ILITY OF A NATIONAl. BANK FOR COOPERATIVES ~

8.01 One of the principal objPctivcs of the l'hili!)!-,inc I".ovemrent
in undertakinp, the cr~ was to attetllpt to develop, on R pilot
basis, a sound t constructive, reliable' and cooper3tivcly mmcd
bankinf" institution for develoninp cooperatives. Under th()
cr~, the C~/r:Pr-: 1078S creat~d to test the crp.dibility and
potential viability of such an institution and it was initiE'~ly

directed Bt a lil!'ited nut"beT of Nf:.s and CRRs since these t·ycrc
fledrlin~ orrani~ation8 vit~ the axcatest need for f~ci81

and 1!'I8r.are~ftt assistance;. Th\;: otJ> arc"itp.ctg enviRioned
thRt if successful this I:!lI'bryonic, CFS/CFC would eventually
evolve into n National BanJ~ for Coooeratives (N1\C).

8.02 In furtherance of this objectivc t this consultant instigated,
in a reco~ndation to the Project ~Bna~r in June 1981, the
undertakinp. of an in-denth study into not only the feasibility
of developinp, Rn l\1J\C but if dctcrt"ined to be feasible what
should be the ncce~8ary interim develo~~nt strate~i~8 to be
undertaken by the cpr. thBt should be pr~requisites to the
crcation of Em 'mc on It Bound and viable basis. 'This recom
mendation was favorAbly received by all sectors and the study
co~nccd in October 19A1 by the Technical Board for A~ricultural
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d. Estl\blish~'1nt of an ~TBC Ilt this ti~ iR clearly T\re
1l\Aturc.. The ~"-c feAsibility study is exnccted to
provide an anplCopriatC: lon~term stratcp.y 'Which ~~S

bey~nd th~ intent ~~ thiA ppncr.

e. Since the CF~ is dovclopinp. the basis and eXllerience
for a SOU'ld coo!'erativ.1 finance system, it is th(!
n>st IOf:)ical i'lteritn vehicle 8D~ nucleus fM'" ,,'hich
an tTBC ca.1'\ devclcp.

9. LnfJ.TATIONS OF~ 'RESR1'lT CFC: ST~UCTtj'O.E ~

9.01 Very judiciously. the CFr: was ~ll\ced und~r the tutclafFe and
stJ!lervision of the J\irf>ctor t ~~/D]l.RSLt, dt'rin~ its initial stares
of dnvelo~~t who also provided its 9tnffin~ requiro~ntG.

Non, that n reason:lble l1f!l')unt ("If exncrience hl\5 been ~ained

and a future dire~tlon cnn be more clearly defined, s~~

adjustments seer" ~~propri~te so that the CFG can J"Ore ~dc

qu~tely r,car itself to r.eet the rapidly rr~v.in~ ch3nres and
needs of. coo~erntives. A further corpcllinp fector is the
fact that the superstructure around the; CFG uhich tTas set up
under the C~~, includin~ the services of this consultant, are
all scheduled to expire on '·{arch 31. 1ge3, uhile the CFG is
eJCy)ectcd to survive and hOl)efully mature into an NBC. The
stage for this devclop1'lent therefore needs to b~ s("·t nm7.

Q a 02 It should alsn be recornizeo that the kinds of ,.,~rations and
needs of tr~ CPr, ~re so~~nt unique and f~rei~ to the no~l
bank SUTlcrvisory l1'lrl r~cru.l#\tory function!> of t}1e: CB. Tryinp.
to incot~orAte the CFr. activity into the nO~Rl functions o~

the CB could easily CAuse difficulties for both ~ntities.

It would t~erefore seer- desirable to p.radu~lly ~xtract the
CF(; from the CB. This process should in my opinion be
evolutionary b~causc the CF~ is clearly ~nt y~t capable
of sts.'"ldinp on its Otm. For some ti~ to C01flC, it nill
continue to need the assistance and ~uidance of the CB
together with its prcstis:te and clout as the CF~ continues to
establish ita own credibility. These, I feel, will also be
vital in~edients to the success of the CFG.

9.'')) One of the !!Ost serious illlpcdi1!'entB to the future develonlTJ2nt
of the CFr.. in yny opinion. is the lack of full-tin! manap,erx:nt
and inadeauate staffinp.. This state~nt is not ~~dc in a
critical vein SinC2 until very recently, the level of activity
of CPG could not justify anythin~ differt:nt. The qul\l.ity of
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10. Sl1';,,,,.RY ANn RT~Cm~JlATIONS:

10.01 The CFS mld eFt; Ilopcar to be on thq threshold of be:in~ pro
pelled in 8 very ooAninpful yay tot1ard th(~ ultimte obj"'ctivc
of firmly establishing a coopcr~tively or,.~wd reliable, sound
IUld constructive lendin~ institution tbToU~ which fi1'1ancial
and technical IIBsistancc carl be effectively provided to the
devclopin~ coopC'ratiws in the Philippines. 'Ibis is not
si~ly 1m intervention. Hor'efu1ly. a positive and cons
tructive environt'lCllt can be maintained to petTit the CFr.
to pursue that objective in an llpp.ressivc but carefully
planned and executed ""'UUlcr. An il"tportant part of that
environf')QDt is the ability and willinp,ness to ma~te necessary
chanRcs to tr.Qet its pt'CK\'inR and chllnf!inf!: needs. At the
~resent time, there arc ~o basic needs t..Yhich should be
addressed:

a. There appears to be a need to restructure th;: C,rlMittee
for r~operative Finance (CCF) and its rcs~onsibilities

in viet-1 of ir.!PendinR expiration of the C'tp and its
Intcr-Ap.ency Coordinatinn CornD'ittee (ICC) on t-farch
31, 1983. As pro~ral'l'1led in the OiP IPlpletrentation Plan,
the CPS will bG the only aurvivin~ '·institut~.on" of the
CHP lit the national level. Therefore, the CCF will
need to eleVAte itself to a JrOre active body and to be
able to respond to the perceived ncnds of the CF~.

b. With the ~inp and cbanpin1! needs of the developinr
cooperatives and the developinr, C~S, the crr needs to
be restructured and repositioned within the Cnntrnl
Eank in order to more ad~quatel, ~et th~sp. needs.

10.02 In via7 of the f(\re~in~J this consultl\Dt prescnts the
follO\1in~ rf:coI!lI"£:ndations for consideration:

8. The m1t~rA11 supervision and coordination of the CPS should
be place" under a Special Assistant to t!1e r..overnor of the
CB tmder the Deputy r.ovemor, Supervision and Exnmination
Sector.

b. The CCF Guidelines appearinr, as Attachment I to the ClT
If!I1)lencntntio~ PI;m shQuld be revised to establish the
ccr in a ~"'..; fOrJl1al 1l'lmner as the policy r.lakin~ body (to
act like Ii board of directors) of the CPS/CFC:. Amonf!
other thinr,s, the CCF should be vested with the authority,
sUbjcct to Ibnetary Board approval as ~~proprinte, at least
for the follotrinp,:
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d. In order for thr: CFG to be~in to develop ito Olm chl1rnctc.r,
i1"l:lftC, l'olicics. proc~eturcB, practi.ccn. etc. to ~et the.
needs of this evolvin~ co~perAtive finance system it should.
At this stnp.c. be rm.,nsitionp.d pos a I'IOre autono1"lOUS unit
within the CB reportinp. directly to the CCF and its Ch3ir
TI!a!l, a S~ecial Assist:mt to the (",ovemor, CR. It is
obviously too early to haVE: the CPS strike out on it mm.
The c~ should cmtinuc: to play C1 verv vit:'}l role in ~uidinr

the develoul"ent of the CFS and the CB conn~ction can r.ive
the cpr- R hiph de~r~e of credibility in dealinp. with others.
Further, sone ~ supIlort in the forn of office facilities s

lepal, .csccotmting and other sta~f supoort and in providinr
e limited number of its staff tn the CPr-will be dasirable
for at least tho ne~.r future. H~"evors onc; of thp. CF~'s

l'rit"ary objectives ohC'uld be to beCOME:; sc1.f-sustainin~

witJ1in a reasonable period (\f titre.

e. Perhaps IOOst critical to the CFG if it is pninr to suc
eessfully 1!'!ana~c its rrm7inp.; business and at the sarr~ til"'e
build a 90Hnd financi~l institution to Aeet the needs of
cooperatives i. for the ePG to have ~st of ita staff
~ri>crs on a fu1l-tit'"C basis in the very near future,
~articulnrly its key ~n~r.enent nersonnel. Further, the
eFG staff needs to b~ consolidnte~ in one office location
in order for it to develo!" cohesivenc3s lind effective
conrdination of its ooerations. Hopefully 9 th c Cll can
continue to provide basic office furniture. telephones,
supplies, etc. Other office equipment such as t~~~riters,

calculators, filin~ c'lbin~ts i etc. CRl'\ !,T"'lbp.1>Iy be !"ur
chased by Cl?G froJ" its e:aminp.s.

f. In te~ C'f presently felt CFG staffir.~ needs, it is hiphly
rccot"l1"e1lood that if p08sibl€::. these positions be filled by
CFG st~ff ~Pbers wan arL currc~tly a~sip.nc:c on a part
ti1"C b:lSis. These individuals with nho!" I have worked
closely for the past three years are hirhly qu~lificd

end dedicnted Sld could of course carry with the!" all of
the experience of the CFC tc date. Attached as t~nex A,
is Ii proposed orRanizational ch:lrt for the "new" CPS.
If staffed as !,roJ)Osed, this would result in:

(1) Assirnttent of the follnwinJ! l'art-ti~ staff to t\

fu1l-tiyre basis:

Jferio G. Vicente
Renato C. Quinto
ORcar Lonp,?lon~

Francisco Paule
~~cario rodri~u~z
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h.. In consonmce with the forepoinr. and because of the
critical linkacze nrovided by the CPRs in the r.~, it is
8uftp:ested that the CFr. throuW1 the newly created Ileve
lorment anel Technical ftssist;mce Section be nven the res
ponsibility And authoritv to provide Mnap.e1'll!nt and technical
BSsistance to all CJms. 'l'he term, all s is use~ advisedly.
It refers only to those CRBs which are viable, includinJ! net~ly

orranizect CP.Bs, as asaeed upon between the CFt; 81ld the
DJ'.BSU. It is Dot anticipated that Ole would be able to
staff-Uf) to 8&1va~ CRl\s with serious ~roble"8. lJeither
~ q it contemplated that the CPG would 88St:rre aay of the
basic rta.rmonsibilities of the CB ~n the areas of reJ,!Ul.ation:
supervision, exaMination, traininp- of CF~ personnel on re~
latory and accountinp. IlVltteri.i, et.c.nor should cp~ assume
any of Br.OJ\'s repistration, rep.u1atory or s~ervisory

resDOnsibilities for c:oooe-:ati\les. It is believed thAt
the cr~ which bAve BOMP. unique characteris tics uben cofltPared
to private rural banks can best be assisted in their deve
loprrtent by. 11 similarly ori(~nted entity such as CF~.. Further,
if t~e eRRs are to contitiOO ~ rital links in the CFS or a
successor NBC, successful dewl()l)JYlent of CRRs nill be in
the Syate~'8 own best interest.

i. Presentlv. the CFS Orter3tes under a soundly conceived set
of ~ules atld neP.U1ations aool'ted by the ICC and the t'onetarv
BoArd ,,-"hie;' ate! eaYe~U1ly at:tuned to the ~. HOt~ver, ~
in order tb make adjnetl'elts in the CFC ()1)erations as
C!nvisibbed in this neper and in antici!'tltion of the ter
mination of the C~~, the iolloui.nr- rrincinal revigions
to the Rules 8I.1d Rer-ulad.oM should be considered for
ac1ontion by ~he CCF, ICC and t·bnetary Board:

(1) Provide for remo\ral nf the fi"..ed interPost rates since
interest rates ia the future r.ol,'A be dictated by
costs of flD'lds not not., existinp.. The prnsent rat~

are fixed to borrowinp cooperlltives at 9~ !ler 8Dllum
on short-tel'1" loJ!U1S an~ R% fl-er annUM on lon~tem

loans and the STDs to CPDs bear rates of 4% and 5%
rea"ectivelv. In the future, interest rates s'lould be
estuUsJ:l,ed frcm time to tiA? by the CCF, subject to
8'pf)rova! of the Monetary Board, 8Dd bASed upon cost
of funds. finant.ial needs of the CFG and conventional
rates charfred by other lenders for si1ni.lar loans.
Even if it is feasible to continue t.1te existin~

interest rAte structure. an objective of the CFS shoulc1
be to p.radually r.epart froll'\ these sli>sidizcd rates and
mve closer to rates char~d by others.. Sueh action
would be in the lonr,-term best interests of the CPS
or £ 8 uc..:.essor NBC.
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Since the cm funds are not en funds per 80 this pro
~sed eXf).'m9icm of authority for the r.Jl'(! "'"oultf not
Ilftt)p.I1r to violate any leval constraints of th~ CD. It
should be a stated policy that nhenover sucll authority
is exercised that the CPr. should turn over such loans
to an elinible C}').B at the earliest ~raetica1 til!le. It is
intended that this authority be utilized judiciously 0'1

Ii last resort basis smjcct to the 8pl)roval of the CCP
on Ii cllSe-by-ease basi9. EX1"ericnce to date has demns
trated where Bueh authority could be useful in providinp.
finnncisl 8Bsis"t8llce to cooJ'e"ratives in a more timely
manner and/or nrovidinp. needed additional loans to an
Mol: where the CP.B has beCOMe inelipible.

j. Since it appp-al'3 that the CPS will be in nee~ of. additional
fundinp. in tbe near future and because of the lon~ lead ti1'l'C
necessary tc exrlore, ner,otiate and receive such fundinr,
it is su~~sted thAt the ICC/CCF a2P'ressively address this
I7'.atter et the p-arliest possible tire. The C~ is beinr
built as a continuourJ and reliabl~ source of credit for
cooperatives. In order to fulfill that comt1"JCDt, it
fI·..Bt te nle»sred to constantly pursue VllriOUS sources of
additiona funds in order to satisfy not only the ranidly
prowinp. neec.'s of exist;.n() borro'Pet'S hut MSO for ~rowth and
expansion of the Systefll.

In.r.3 TimnS! and iJIIPlenentation of the recol'l"'Andations contained herein
can be very il"lDortant to the continuation of the CPS in a coor
dinated and successful 1!\8tmer. AsBUl'dn~ the forcr.oinR reco~

menda tiona are ettilsidered tavorably by the ICr. ADd CB, I lfould
su~rest the foilowtnr tiMtable!

(1) Reco1!l'U.'mdations IO.O~ ;j., d., e.,f.,r., An~ h. rel.t!tin() to
the restructurinl! and re1'Osltioninr. of the CFG should
be i'f'IDlcmented ns 800n as J)ossible but hop~flJ11y no later
than J\eceD'ber 31. 19112. '11lis tiPinp. would provide a reuso
nahle al'1OUDt of ti~ for this consultant to provide a9siitance
and puidancc durin~ this r!odficant tran9ition and i:e"r~ani
zatioD pbase.

(2) Th~ ICC/CCF should apl'Oint a sm-eol'll'ftittee to draft tbe
revieions to the CCF Guidelines and structure orof'osed
in reconnendAtions 11).02 h. and c. above for coneideration
by the eel', ICC and 8J'1)roval of the J-tmctary Board. The
revise~ CCP r~delines ean hopefully be in place no later
than l\ecermer 31, 1982.
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'P!'l'1>OSED ~TMJCT.tJp.p, OP CCJ1/crr.

Brief I\eAcrintion of 'Princinal 1?canonsihilitic9
______...;o;..;f~E;;;.;.a·Eb "P..jOT Function

1. C.om:ittee for Coo1)crative Finance - r.es1)omdhlc fnr the overlll1
nerf'ot"'f'!lU1ce of the r.ve; includin~ but not necessarily li1"i.tec1 to
the followinr:

a. ~tablishes lendinp. and oreratino. 1)olicies for CFc1.
b. !'onitors Me' eVP~WJtes the nerfonnnnc:e of the C~ and

connliance with nolicies.
c. F.stablishes ahoTt "nc! lon~r:m~ ,lans for the devclo~l"1Cnt

of the CFS tavElI'd th~ nbiectiw of establishitl'" an an(\x
ba~ fo~ coonerntivp.s.

d. PllUUJ for an~ secures at1eC'u$>tn ftmdinr to meet the np.eds
of the cpe.

e • Apnroves operAt inp budy.ets fro!'! tile eve.

,. Chief Executi~ C'fficer - ",e8nons~.ble for the overall 1"'I!r.a~1"'ent

of tbe crt" inc1udinr. hut not necessarily lit"ited to the folloni.n":

a. Serves 88 Chail"l'!'8n of the Lonn r:Ol!'lI!!i.ttce.
b. Devclol)s oDeratinr nlans and bud.,ets for almTOVf\l by the eC1!.
c. Est8bliahee rumar,e1"ent 'f)o1icies and nrocedurc8 to insure'

(1) Col'""lilince \-lith nolicip.s 2staHlishr>d b., th~ ccJo'
en Ade~ uttte 8ccountinrt and control of CFr. funds and ASsets
(3) Staf Finp And coordination of '!ll CPG functions
(4) Sooo'.1 and ccmstructivc lendinr, scrvicins- Rn~ c"llection

functions sensitive to the needs of bo-.:rot·lers.
(5) Provision of needed credit related services directed

at i1"'Orovinp. the ol'erations of bonoueTS, C~~s, and
credit ooo~er~tivee and ~rovidin~ the~ with neede~ services.

(6) Provides the ecp with adequate rer.ortB end Msists thpl'l

in carryinp nut their ftmctions.

d. J!akes reCOfll'leuclations to the CCF on n~1 flolic:ies or
chan~s to existing nolicies (1irected t0ll-18rd the further
devel()J)t':<!f't and explUlsion of the CFS.

3.. Executive Officer - ~esnt'mSible for the dny-to-day cmerlltions
of the CF~ includinp but not Decassarily li1!d.tc:d to trap, follovi.u~:

&. Serves AS vice-chairman of the LORn COJRJ"ittce
b. Acts for the O1ief V.xecuti~ Of~icer in his ebsence
c. Coordinates AJut sunerviscs the Activities of smoriirtlite stAff officcn;.

Annex A
Attnct-f"Cnt I



7. LerAl Section - ".esnO,lSibi.litics includn but nre not ncces
8~rily li~itp.d to the foll~linr.:

a. LC("t,ql Officer serves as lep:ll counsel to the CCP, the cye;
st~ff end the loRn Co~ttee.

b. Certifies as to the elipibility or continued elicibi.lity
of borrowers, C!'~1Js and cr~dit coo'!>crativee.

c. Prepares All Ip.p~l doc\pcnts for CPG inel ~~:iE'g loan a~eeNDts.

collaterll1 security dor-urcnts l other contracts/ar.reel'l:!nts, etc.
or revisions thereto.

d. Assists in loc~n closin~ on 10'1n collection functionc; ll.B

tmCCSs~ry.

c. Provides assistance an(f. counsel on leval MttCl'S tn
borrowers, cr~s l'.nd credit cOO"'er~tivcs.

A. ~sc1u and Accountinr !;ecti01'1 - P.e&nons;.blc~ for till fisc~!l mid
accountin("t lMtters of the- erG includin~ but not necessarily
limited to the foll{Kt1in o !

8.

b.

c.

d.

e.
c.. .

Fisc.cU Officer sp.rw.s AS a T'lenDer of the l.oan CorllI"'ittee.
revelops And tnaintaiM I\n pccount~"r end rec(\rd-l~eef\in~

systet'! responsive to the needc; of t:he CV('; snd eCy.
r-:anapes the recci"t and diaburnettent of all CFr. funds And
maintains 8pnropriatc chcckinv. OJ:' o1:her nccounts.
Provides accuretp and timely finaDc:lal state!~nt!l ~ports,

etc. for the CCF and the CFG t:annpelrent.
Invests cr~ foods r-umuant to policies or dil:ectives.
~.ecmruneni.s nolicies, 1"lrocedures. etc. to ~i.l1t;dn control
(safety) of CPr. funds and other ,Mfi,ets.

Annex A
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