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PHILIPPINES CONPERATIVE MARKETING PROJECT

TERMINAL REPORT OF THE CONTRACTCR

AID Loan No. 492-T-051
Project No. 492-0300/CN-001
Contract No. AID 492-0300-008-HCC

This report is being submitted in fifty (50) copies to the Bureau
of Cooperatives Development, ifinistry of Agriculture (2COD/MA} of tbe
Government of the Republic of the Philippines (GOP) by Agricultural
Cooperative Development Imt'l, (&€ 7Y, Hashingtgr D ~,. U.S.A., herecinafter
referred to also as "the Contractor,” pursuu. Article 4.2 of a certain
host-country contract between the GOP and ACD1 with an effectivity date

of October 4, 1979, hereinafter referred to as '"the Contract”.

1. BACKGROUND

The Contract was designed to impnlement the technical assistance
co—porent of the Coonerative Marketing Project (C!P) which was a
bilateral undertakinga between the 0P and the United States CGovernment
through its Agency for International Development (USAID) mission in
the Philippines in accordance with a certain Project Loan Agreement
dated May 3, 1978 and subsequently amended on February 15, 1279.

Under the terms of the Contract, the Contractor was obligated to
provide not less than an acgregate of ninety-six (96) person months

of in-country technical assistance as follows:



a. Long~Term Consultants
(1) One Senior Cooperativa “arketing Specialist who would serve
as the Contractor's Chief of Party and verforr the following
functions:

(a) Assist in developing an effective technical assistance
propram for area marketing cooperatives receiving
financial and/or managerial assistance under the project;

(b) Help develor , test, evaluvate and systematize effective
supply and marketing operations for area marketing
cooperatives, with these operations being integrated
with the national cooperative and povernment marketing
programs:

(c) Serve as liaiscn between the irplementing apencies of
the project in order to enhance coordination. In
addition, the Senior Cooperative lfarketing Snecialist
shall particivate in the planning and development
of the coonerative marlketine information system and
the central marketing and supply outlet designated
to be created under the vnroject.

(2) One Coonerative Finance Svwecialist who would perform the
following functions:

(a) Serve as Cooperative Finance Advisor to the Central
Bank's Cooperative Finance Groun and the Committee
for Cooverative Finance;

(b) Assist in the determination of the pnolicies on the

developrment of the ccorerative finance progcram



(c)

(d)

(e)

and shall subuit recommendations or suggestions

for its improvement;

Assist in designing long-range development plans

for the growth of the National Cooperative Finance
Systen;

Participate in planning and conducting training
programs for key personnel of the said system covering
such afeas as cooperative finance and financial
management .,

Assist the Cooperative Finance Group and selected
cooperative rural banks' personnel in conducting fea-

gibility studies for potential borrower cooperatives,

b. Short-Term Consultants

1)

(2)

One Cooperative Finance Management Specialist vho would

assist in developing and conducting training programs on

cooperative finance management for key national level

trainers and cooperative managers and staff merbers of

project assisted cooperative rural banks and area marketinp

cooperatives.

One Cooperative Markefing Information Systems Specialist

to assist in the development of effective cooperative

marketing information systems to be set up within the

Cooperative Foundation Philippines, Inc.
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(3) A central cooperative marketing and supply team of consultants
to conduct a detailed and economic feasibility study on the
establishment of a central cooperative marketing and supply
complex to serve the cooperatives.

(4) One Central Cooperative Marketing and Supply Srecialist

who would assist in the establishment of a central cooper-

ative marketing supply and distribution outlet.

SCOPE DF THE PROJECT

The Cooperative larketing Project was desipgned as an intensive
undertaking to provide financing for an improved cooperative marketing
system for essential apricultural cormodities produced by small farmers
in the Philippines. Specifically, the CMP was directed toward
improving a nucleus of some fifteen (15) Area Marketing Cooperatives
(AMCs) organized on a provincial level, that would serve the needs of
approximately 90,000 small farmer members for supply of farm inputs
and marketing of farm outputs.

Accordingly, the CHP would assist the targette” existing cooper-
ative institutions, including the Cooperative Marketing System of the
Philippines (CMSP) an existing apex institution established to supply
marketing and farm input needs of the AMCs, to overcome basic defi-
ciencies in availability of financing, technical expertise and mana-
perial capabilities. A wide range of assisfance was to be provided,

including financing for investments for physical facilities; long-term



and short-term seasonal or commodity loans for working 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 (EDF),
an indigeneous consulting firm, which was completed in MNoverber 1981,
it was determined to expand the financing component of the project
to make similar financial assistance available to Samahang Rayons (SNs).
SNs, being the bavangay level primary coorz:ratives which are the
owners of the provincial level secondary AlICs and Cooperative Rural
Banks (CRBs), are an inteptal element in the overall cooperative deve-
lopment program, but until August 1980 were not permitted to engage
in any economic activities for their own behalf. Folloxing considerable
effort to develop the framework for including SMNs in the CifP financial
assistance progran, it was approved by the National Econemic Develop-
ment Authority (NEDA) and 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 GOP 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-
labie manpower resources to complete financial assistance to AliCs

prior to the Project Asgistance Completion Date (PACD) of March 31,1983,



it was decided to nostpone full implementation of the SN financing prog -
ram wmntil after that date. Initially targetted for fimancial assistance
are some 210 SNs located in 14 widely dispersed provinces.

Another very important element of the CIfP was o develon a cooper-
ative finance institution wh:;u:h initially would serve the financial
needs of the AMCs participating in the project. Provided it was
determined to be serving a real economic need and could potentially
become a viable entity, it was envisioned that this embryonic insti-
tution would eventually ve transformed into an enduring central or
apex cooperatively owned banking institution caterinpy to the unique
financial needs of cooperatives in the Philipnines.

Financial resources for the implementation of the C!MP came from
basicly two sources. The U.S. Government provided $6,000,000 on a
loan basis pursuant to a Project Loan Apreement which was for specific
purposes including loan, guarantee and trust funds for borrowing
cooperatives, expatriate technical assistance and certain commodities,
The GOP and participatin; agencies supported the QP with $6,668,000
in counterpart designated to be used principally for in-kind support,
in-country support of consultants, researcl, training and education,
cooperative equity build-up and loan funds, for borrowing cooper-
atives. The latter amounted to #16,372,000 which will be utilized

by the CFC subsequent to the PACD and which is currently invested

in Government securities by the CFG.
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PROJECT IMPLEMENTATION

Pursuant to a condition precedent contained ir the Project Loan
Agreement, the participating host-country agencies vere required to
devilop a Project Implementation Plan (§IF). Such & plan was deve-
loped and incorporated in a Memorandum or Agreement executed on
August 15, 1978 by the four ction dgents involved in project imple-
mentation. The host-country action agents included the Bureau of
Cooperatives Development {BCOD), the Cooperative Foundation of the
Philippines, Inc. (CFPI), the Cooperative Yarketing System of the
Philippines (CHMSP) 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 estsblishment of two
Committees. One committee, called the Inter-Agency Coordinating
Committee (ICC) whose membership was composed of representatives
from each of the four action apencies with the Director i BCOD desig~
nated as Chairman, the Executive Director of CFPI as vice~chairman,
and the General Manager of CMSP and the Director of the CB's Depart-
ment of Rural Banks and Savings and Loan Associations (DRBSLA) as
wegular menbers. Also, & representative of the NEDA was included as
an ex-officio member of the ICC. As the name implies, the ICC was
charged with the responsibility to insure spooth coordination between
project components and among implementing agencies and for insuring
overall prcject implementation according to plan.

The other committee established pursuant to the PIP was the Cor—

mittee for Cooperative Fi:srce (CCF). The CCF membership consisted



of the Director of the DRBSLA/CB who was designated as Chairman, the
Director of BCOD as vice-chairman and the Executive Director of CFPI

as member. These mermbers were to appoint two other persons as

repular members, one to represent the Cooperative Rural Banks (CRBs)
and the other to represent the Area Marketinp Cooperatives {AMCs). The
CCF had the responsibility to prepare for Monetary Board approval,
detailed loan policies and procedures for the lendirg component of

the CMP. Additionally, the CCF was respongible for the review of

the credit and related services required by cooperatives on an annual
basis and for recommending plans and programs to meet those needs

in order to assure a Cooperative Finance System (CFS) which is reliable
and responsive to the growth of cooperatives in the Philippines.

Alsc created by the PIP and in satisfaction of a condition pre-
cedent in che Project Loan Apreement was the Cooperative Finance
Group (CFG). The CFC was to be established within the LRSSLA/CB,
to perform a major operating role with the responsibility for the
administration, extension and sunervision of short, intermediate and
long-term financial assistance including trust fund investrents
to qualifying AMCs in zccordance with the policies znd procedures 2
deterrined by the CCF and approved by the Monetary Board.

The BCOD was to be the focal point for project implementation
with the Director of BGOD:keing designated as the Project Manager and

Chairman of -the ICC. "The BCOD was also charged with geveral other



responsibilities which generally and briefly included: legal regis-
tration of AMCs and CRBs; providing technical staff to assisi in
development of participating cooperatives together with menbership
education, training and organizational development to some 1,500
Samahang Nayons (SNs) which are members of these cooneratives;finance
research proposals and management trainieg to be conducted by CFPI

in support of the development of a cooperative marketing system;

continue its support for cooperative management development thrcugh

its Management Training and Assistance Program (MTAP); and provide direct
or contractual technjcal assistance to A...3 as determined by CFPI or CFC.

The CFPI was designated in the PIP to serve as the main arm of
the BCOD in administering the project. Specific responsibilities
included: monitoring CB administration of the financing componeut;
conducting pertinent ‘esearch; providing manapgement development servi-
ces:; conducting or making provision for financial and management audits;
and developing a marketing information system to be administered by
aisp.

The CMSP would serve as the central agency to coordiaate cooper-
ative marketing activities including intelligence for all proiect
supported AlCs and would assist in assessing the business operations
of these cooperatives.

The CB, through its newly established CFG, was responsible for
the administration of the financial component of the ClMP, for providing

adequate training for the CFG staff in the specialized field of
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cooperative finance, and to make available a portion of its eamings
to provide further funding for certain activities assigned to CFPI.

The NEDA was to serve as the Philippine Governuent agency to
monitor overall project implementation.

The USAID likeviise would be the primary U.3. Governmeat agency
to monitor overall project implementation.

Thusly, the host country apencies participating in the project
provided for a complete and sound structure tc achieve the goals and

objectives of the CMP.

START~-UP STATUS

At the beginning of the Coantract period {Cctober 1979). the lons-
term consultants found the existing situation to be as described
briefly in the following paragraphs.

The ICC wzs established and holding monthly meetings on a
regular basis. It had also established a workinpg sub-committec known
as the ICC Technical Cormittee.

The CCF was also established and functioning and had developed
the Rules and Regulations Governing the Operations of the Cooperative
Finance System and hed raceived approval of same from the Monetary
Board.

The CFG was estsbl:_hed by the CB pursuant to Office Order No. 179,
Office of the Governor, on July 5, 1978 but was relatively insctive
pending arrival of the ACDI long-texm Ccoverative Finance Specialist.

The same Office Order designatad certain CB staff members to serve



- 11 -

ags Chief Executive Officer, Executive Officer, Fiscal Officer,
Business Analyst (2), Legal Cousultant, Ingineering Consultant
and Secretary and appointed the three senior officers of CFG as
members of the Loan Commit:tee. However, of the aforementioned staff,
only one Business Analyst was on a full-time basis, the other Business
Analyst was on a lung-term leave of absence for educational purposes
and all others were assigned on a part-time basis. Also, only three
of the CFG staff were situated in a somevhat contiguous area within
CB, because of their other end more major CB responsibilities,
causing some diff.culties in communication and coordination within
the group. However, it appeared ready to star:,

The BCOD had established a Project Management Staff pursuant
to Ministry Order No. 79-15, Ministry of Local Government and Com-
munity Development (MLGCD), dated January 16, 1979. This staff con-
sisted of Project t{anager, Project Coordinator, Chief of Education
and Training Unit, Chief of Administrative Support and Tlanning Unit,
Project Budzet Officer and Chief of Monitoring and Evaluating Unit,
all of which were part-time assignments at the staff level. BCOD
had also detailed a number of its other regular employees, mostly
on a part--time basis, to support the above mentioned staff. The
BCOD had commissioned the Agricultural Credit and Cooperative
Institute (ACCIl, located at UPLB to conduct a baseline study of the
15 targetted AMCs/CRBs/SNs. This study was nearing completion wi=n

the consultants arrived. The BCOD had also conducted several



workshops/seminars to orient AMC/CRB directors and staff in the tar-
getted areas on the CMP and for management training purposes. How-
ever, this training, etc. turned out to be largely lost effort as

it was learned later that most of the originally targetted AlKs

were no longer viable and therefore could not qualify for C!fP {inancial
assistance,

However, very early during the Contract period it became apparent
that the BCOD would have difficulty in effectively implementing a
cooperative develcpment propram and in fulfilling some of its respon-
sibilities wnder the CMP, First, the BCOD was a part of fhe Hinistry
of Local Government and Commumity Development {MLGCD) which by its
nature had a socio-political orientation. Second¢, BCOD was established
as a staff bureau within the Ministry which had virtually no line
functions and accordingly weak linkages with ti.c regional and provincial
level offices of MLGCD. 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 AlCs, CRBs and SNs.

In October 13979, the C7PI was leaderless since the two principal
officers had recently left. It had only three or four regular pro-
fessional staff, had serious budget problems und was therefore not
in a position to undertake its responsibilities under the CMP. It was
not clear but it appeared that CFPI, prior to October 1979, had parti-
cipated in some of the training efforts of the BCCD and had assisted

at least one AMC in deveioping its request for financial assistance

from the CFG.
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Similarly, the CHNSP was neither properly organized nor managed nor
was it's financial condition such that it could effectively perform
its assigned functions. In fact, for all practical purposes, CHMSP
was insclvent larpely as a result of over-borrowing from the Govern-
ment's Cooperative Development Loan Fund (CDLF). Most of its earlier
borrowings were invested in a larpe Super Palengke Complex in HMetro
Manila which included a retail level supermarket, other retail rental
wmits and a movie theater the latter segment of which was incomplete
due to lack of funds. The supermarket was leased to the Metro !anila
Consumexs Cooperative (I1RICC) which operated it together with another
nearby retail sivpermarket leased by CMSP and sub-leased to MMCC.

Due to poor performance of the MMCC, 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 ClISP to market products and supply farm inputs for AliCs.
However, the;se proved unsuccessful as the AMCs dealt with either had
no confidence in CISP or they tehmselves were in dire financial
straits and unable to pay their obligations to ClSP.

Another significant start-up constraint was the fact that the long-
term consultants quickly learned that out of the 15 originally tar-
getted Alffls, only about three appeared to be still viable and potential
recipients of CMP financial assistance. Apperently, some 40 plus
AMCs had been registered nationwide by the BCOD but it appeared that

only about 25 were operating and with some exceptions, the BCOD had
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inadequate financial data to determine the viability of those ope-
rating AliCs, Likewise, it was learned that a number of the 20
registered and operating CRBs, particularly ip the originally
targetted areas, were having operating problems and some had lost
their discounting privileges with the CB and were therefore ques~

tionable participants as conduit lender under the CHP.

START-UP I}CBLEMS OF THiZ CONTRACTOR

Two significant problems were encountered by the Contractor's
long-term consultants immediately upon their arrival in-cceatry.
The first related to the difficulties they had in trying to secure
adequate housing and furniture and appliances due almost entirely to
the unrealistic budgeted allocations for same. After spending an
undue amount of time searching and in negotiating afi increase in said
budget allocation with the NEDA, the consultants were able to find
appropriate housing. And, with the assistance of Dr. Ponald Pollock,
the USAID Project Officer, the consultants were able to obtain ade-
quate surplus USAID furniture. All of this took several months to
resolve satisfactorily and in addition to the negative morale aspects
which it caused the inputs of these consultants was seriously affected
during that period.

As already stated above, the other major tige consuming preblem
for the consultants was in repard to the inadequacy of the in-country
peso support budget being provided by BCOD and NEDA especially the

line items already cited. On November 5, 1979, ACDI, through its
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Chief of Party, made a forwal written request for revision of the
support budget and supplied revised estimated costs in accordance with
the provisions of the Contract. !Nowever, the necessary upward revision
of this budget was not formally concluded until May 22, 1981, nearly
19 months later. All during this period, the ACDI 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 sufficient funds
to meet the ongoing needs of the consultants. On more than one occasion,
the consultants were unable to pay recurring obligations in a timely
manner due to lack of funds.

liost of the foregoing problems,particularly the larpe quantity of
time required of the ACDI Chief of Party to resolve them, were either
directly or indirectly related to the necessity te work under a Host~-
Country contracting arrangement when neither the BCOD nor the consul-
tants were accustomed to dealing with such arrangements. Perhaps in
the future both the GOP and USAID should give serious consideration
to working out different arrangements whereby the limited and valuable
time of the consultants would not be taken up to such a depgree by

such as. inistrative matters.

SUPPORT OF THE PROJECT IMPLEMENTING AGENCIES

£5 is so often, the case in such a project unexpected problems
arise or constraints develop which 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 ongoing progress of the project as well as in
achieving its original poals. The CifP was no exception. lost 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 ClP was able to achieve, in the end,

a larpe part of its original goals and objectives. However, perhaps
it would be best to highlight and document some of the major problems
which frustrated the implementing agencies and the Contractor's consul-
tants together with how they were resolved or not resolved during the
course of the project.

The BCOD and the C!P manapement underwent some major changes
which tended to correct at least some of the structural deficiencies
rioted in skction 4 herein. In May 1980, the BCOD was transferred from
thé MLGCD to the Ministty of Apricultute (MA), This led to several
months of telative indctivity while the staff of BCOD undertook to
orient and train che MA regional and provincial level staff of the MA
on the BCOD 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 lack of line authority
in the field was unable to harness and utilize the vast human resources
of the some 15,000 MA technicians. Also, during the transition period,
BCOD lacked adequate budget which hindered its effectiveness. This
problem was partially resolved however, when in August 1981, Mrs.

Nelia T. Gonzalez, Assistant Minister, MA assumed leadership of the
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BCOD as Officer~-In-Charge in addition to her other duties. Hrs. Gon-
zalez also became Project Manager, CHP and Chairperson of the ICC
replacing Director Terso. This change added considerable vibrancy

to the project manapement. Mrs. Gonzalez has also been very active in
travelling and improving the much needed linkages with the regional,
provincial and local levels of the MA as well as with a number of
AMCs, CRBs and SNs and because of her influence 21as been able to
noticeably contribute tc the success of the project.

Despite these and other handicaps. the BCOD 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 members from BCOD, CFPI, CIISP topether with
the long-term ACDI consultants and the USAID Project Officer to make a
"quick and dirty" field survey and analysis of all operating AMCs
which was very effective in redefining the viable AlCs that could be
targetted for CMP assistance. It later initiated a new baseline
study in those potential areas which was contracted out to the CFPI.

In November 1980, the MA authorized SNs to engape in economic activities,
which were previously prohibited, thereby allowing SNs to become

stronger and more active supporters of their AMCs. BCOD with agsistance
from the CFC and the CFPI also developed an effective uniform accounting
system and manual for AliCs. In August 1981, following competitive
bidding, BCOD contracted the Eccnomic Developgert Foundation (EDF), an

indigenous consulting firm, to conduct an in-depth evaluation of the
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ClIfP. The results of this study, which was completed in November 1981,
highlighted many of the weaknesses and constraints of the project all
. of which. were promptly dealt with the Pruject Manager and the ICC.

Among other things the ICC, in January 19€2; replaced the CHSP
as a participating action agency in the CMP with the Nationral Food
Authority (NPA); 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 pregram to provide
«sgencial and technical assistance to support the economic activities
of the SNs, the primary cooperatives which are owners of the AlCs
and CRBs. All of these rhanges together with the new leadership and
status given the BCOD as previously mentioned were instrimental in
moving the project off dead-center, however late it was, and providing
the basis for reasonably achieving the principal goals in the waning
mouths of the CMP.

Additionally, the Project Manager was instrumental in petting the
Technical Board for Apriculttral 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 unique 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

ijn October 1981. It was completed 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. Howvever, as of
thie writing, the feasibility study has not been released by TBAC
pending resolution of the specific recommendations.

The CFPI undegwent 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 vith a
skeletal caretsker staff when the long-term consultants arrived in
October 1979, In January 1980, Deputy lMinister Rosendo larquez from
the MLGCD 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 income from a £2,000,070
trust furd. In February 1981, Mr. Anthony Martin was appointed Executive
Director and on the basis of promises of a substantial increase in
trust funds, he proceeded to develop a relatively large staff. MMr.
Martin was successful in obtaining an additional 22,000,000 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 which together with considerable internal tensions
amengst the staff caused Mr. Martin to resign in November 1981. He was
immediately replaced by Dr. Rodolfo Matienzo 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 CfP.
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As a result of these handicaps, a serious obstacle to implemen-
tation of the ¢CFG's lending program had developed since CFT'T was
responsible for assisting AliCs in the development of their loan requests,
feasibility studies, etc. so the ICC temporarily transferred that
function to the CFG in January 1982. At that time, the ICC also
transferred CFPI's responsibilities under the PIP for training and
research activities to the BCOD and ACCI until such time as CFPI was
capable to reassume them.

Despite all of the forepoing, CFPI was successful in providing some
sporadic but meaningful contributions to the CIP, Some of these included:
providing leadership and/or assistance to the BCOD in conducting various
training programs for AMCs and CRBs; assistance to BCOD in developing
a very good uniform accounting manual for A'MCs; development of a
management audit and technical assistance task force which it pilot
tested and subsequently implemented on a limited basis: assisted in
the field survey of AMCs to evaluate them for potential CMP financial
assistance; and conducting the second baseline study of AiiCs, CRBs
and SNs.

The CMSP was almost totally ineffective during the entive contract
period and as previously indicated, it was eventually replaced by
the NFA as an action agency under the project. The long-term consul-
tants, especially the Senior Cooperative Marketirn - Specialist,

repeatedly provided specific suggestions to ClISP :anagement on ways
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to correct its organizational and financial problems, but these were
effectively ignored. It is interesting to note that the basic prob-
lems of CMSP as outlined in Section 4 herein were similarly iden-
tified in 1975 by Gripsby, et al in their Cooperative Rice Marketing
Study and were hipghlighted as potential impediments to the C'P in
the USAID Project Paper for the CMP in 1977. At any rate, the CASP was
not capable of utilizing the $675,000 of CMP funds earmarked for it
to build a modern marketing/supply center for AMCs nor was it able to
become an apex marketing agent for the AMCs participating in the QP
as originally planned. This left a large gap in the achievement of
the marketing poals of the project. The CHSP remains a dormant,
technically bankrupt c: ~poration.

The NFA which joined the C!'P as an action agency in early 1982
quickly filled some of the void left by CMSP. Through its represen-
tative, Director Ramon De Jesus, the NFA has been very cooperative
and effective in assisting AMCs and SNs in marketing their rice
through the Government's rice pro~- .ement program. While this type of
marketing assistance can be * ry helpful to AlCs at this stage in
their development, it is clearly not a long-term vehicle for the
development of an effective private sector marketing system nor does
it provide thé 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 respcnsibilities umder

the PIP. The lending operations of the CFG were extremely slow in
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getting started mostly as the result of CFPI's inability to assist

the potential borrower in the preparation of their applications,
supporting feasibility studies, etc. To a degree, this slow start

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

time to develop the necessary legal and procedural aspects on which the
CFG had previously received only minimal guidance. It was also a
period during which the CFG was able to do a considerable amount of
missionary/promotional work with potential CIMP participants. However,
to illustrate the slow start-up, when the ACDI Cooperative Finance
Specialist arrived in Octuber 1979, the CFG had three applications

for financial assistance. Of those, one was withdrawn by the applicant
for reconsideration and resubmission later, one was not processed due
to the applicant's intetnal dissensions and inability to satisfy CFG
requirements, and the thivd, after considerable revorking of the
feasibility data, became the first loan approval in July 1980. The
next loans were not approved until March 1981 and as of December 31,
1981, over two years into the contract period, the CFG had closed

loans with only three AMCs and had approved laons to a fourth AMC

which were subsequently closed in April 1982,

Beginning in early 1982 when the CFG assumed CFPI's responsi-
bilities for promotion and assistance to potential borrowers, the pace
of lending activities accelerated dramatically. The result being that
as this report is being written in mid-Harch 1983, the CFC had approved

financial assistance to 11 AMC borrowers and were in the process of
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evaluating applications from t;o more AMCs plus one regional fede-
ration of AMCs which are expected to be approved prior to the PACD.
Also, the CFG had made additional loans at sipnificantly .- .er levels
to some of the previous borrowers. Thus, the CFG will have virtually
achieved the CMP goal of providing ﬁinancial asgistance to some 15
AMCs and wiil have utilized some 92% of the loan, guarantee and

trust funds from the USAID loan. More importantly, the CFG lending
his been administered in a very sound and constructive manner which
will bode well for the solid development of these cooperatives.
Attached as Appendix A is a summary of all loans pranted by CFG and
those pending at the conclusion of the contract period.

The real challenges for the CFG remain in the immediate future.
While the 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 thoss loans. Since most of the loans
have been granted during the past year,relatively few maturities have
occurred and there has not been adequate time for the inevitable
problems to have surfaced. It is in these areas of lcan administration
that the CFG staff has had the least expo-ure and experience and
at the same time, it is vhere grcatest potential exists for the early
demise of the lending system if not properly managed. ACDI's short-
term Cooperative Credit Specialist has 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 institution-building aspects ot the CIP, it can
be said that many of the basic building blocks 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 CIfP. In this regard, the long-term Cooperative
Finance Specialist presented an in-depth position paper to the Project
Manager in Cctober 1982 in which he reviewed the significant insti-
tutional progress made by the CFS/CFG :o date, the strengths and
veaknesses of the finan~ing system and made several gpecific recom-
mendations on restructuring and strengthening the system to keep pace
with the changing character and developing needs of this interim
financing institution as well as the need to begin exploring sources
of additiotial funding for the CFG. A copy of the Consultant's paper
is attached hereto as Appendix C.

In recoghition df the needs exposed in the fotegoing paper,
the Project Manager has, (1) initiated a request to the USAID for
extension of expatriate technical assistance to continue the adwvice,
counsel and skill transfers related to the imstitution building and
effective loan administration aspects of the CFS/CFG, (2) initiated
_ f‘request to the Governor of the Central Bank to strengthen the CFS/CFG
along the lines suggested by the consultant, (3) initiated reguests to
the Asian Development Bank (ADB) and the German Cooperaiive Foaundation,
Priedrich-Ebert-3tiftunipg {FES) for additional loan funds. All of these

requests are currently under comsideration by the respective sgencies.
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The ICC functioned in a very effective manner ag the CIP
coordinating and policy making body throughout the contract period.
The ICC met on a repular monthly basis and was responsive to the cons-
tantly changing needs of the project especially beginning in early 1982
as the tempo cf lending activities increased. It dealt effectively
with the recurmendations of EDF's project evaluation which led to
several significant changes including: restructuring of the ICC as
previously outlined; changed the marketing assistance emphasis away
from the failing CMSP oto direct assistance to AMCs and the developrment
of federation of AMCs on a regional basis: broadened the lending
program te :include parallel financial assistance to SNs; and revised
the PIP to reflect ncceded changes. The Technical (working) Committee
of the ICC also functioned 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 lMonetary
Board for changes in the Rules and Regulations of the CFS and deve-
lesing and recommending to the Monetary Board the new Rules and

Regulations for the SN financing program.
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CONTRACTOR's INPUTS/OUTPUTS

As stated in Section 1 at the outset; ACDI apreed to provide
96 person-months of technical consultants to assist their respective
Filipino counterparts in the effective implementation cof the CMP.
The two long-term consultants were initially provided for three-year
terms to respond to their terms of reference previously described in
Section 1 except that one conrultant, the Cooperative Finance Spe-
cialist, was extended an additional 6 months so that a total of 78
person-months were thereby supplied to the CiP.

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

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

tancies were changed to meet the currently percecived needs of the project

with the pricr approval of the Project Manager in each instance.
Accordingly, the Contractsr provided a total of 20 person-months of
short-term consultancies bringing the total technical assistance to
98 person-months. This represented two extra months which it should
be erphasized the Contractor provided within the limit of the original
budget contained in Section 6.1.A of the Contract. Each of the short-
term consultants prepared a terminal report for the Project Manager
in which their full findings and specific _ecommendations were pre-
sented. Foilowing iz a brief summary of the technical assistance

inputs provided by the Tontractor.
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Cooperative Business Specialist - Mac E. Whitsitt (4 months,

Januvary - May 1981). In accordance with his terms of reference,

Mr. Whitsitt was able to successfully compile two operating manuals
for use of his counterpart aeency, the CFPI. One manual described

the procedures and methods on how to conduct economic feasibility
studies. The other was a similar type 2anual on how to conduct
management audits of AMCs. Unfortunately, during the period of

Mr. Whitsitt's consultancy, the CFPI was undergoing onc¢ >f its
management and staffing transitions which made it very difficult for
him to i{rain his CFPI counterparts on the use of these valuable manage-
ment tools. Despite such difficulties, Mr. Whitsitt vas able to conduct
two training ceminars with CFPI staff on the use of the feasibility
study manual and three seminars on the manapement audit process in
addition to one seminar with the BCOD and CDLF staffs. He was also
able to make one field test of each manual together uith assigned

CFPI staff mempers.

Cooperative Marketing Information Systems Specialist - John W.

Smith (4 months, January - May 1981). This was the only short-term
consultancy vhich was able to be implemented as called for in the
Contract. Mr. Smith was assigned however, to the CMSP to design this
system instead of to the CFPI as designated in the Contract. Mr. Smith
was successful in developing a very effective marketing intelligence
system and data bank at the apex level together with a detailed ope-

rating manual. But, it could not be adequately tested in terms of
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providing marketing information for either the CIiSP? or the AlCs
marketing through it, the intended beneficiaries, since the ClISP was
virtually dorxmant due to its financial problems. ‘lowever, in addition
to training a counterpart IMI5 technician in the C!MSP, Mr. Smith also
conducted training seminars on the uses and benefits of the sysiem

for the management of CMSP and the CFPI. In an attempt to provide a
modicum of marketing information to AMCs, Mr. Smith was also instru-
mental in securing several sinple-sideband high frequency radios which
fell into disuse after an earlier FAO/UNDP project for installation

in some Al’s in the Mindanao area which were trying to work together
but were hampered by poor communications. lle also made mutually bene-
ficial arrangements to tie-in those radios to the Bureau of Agricul-
tural Economics (BAECON) in Manila to disseminate marketing inte-
lligence to those AMCs in addition to communicating with each other.
Shortly after Mr. Smith's departure, the MIS was transferred from

the CISP to the BCOD where it is believed the data bank has not been
maintained and it is therefore serving no useful purpose at the present
time. While it appears that development of the MIS was premature because
of the inability of CMSP to maintain and utilize it as originally inten-
ded, the basic development work hLas been accomplished and it could pro-
bably be resuscitated with a minimum of rasources.

Zooperative Development Specialist - Mark A. Van Steenwyk

(2 months, Februavy - April 1982). In accordance with his terms
of reference, Mr. Van Steenwyk was stationed in Davao City and directed

to assist Attorney Romeo Serquitia, Manaper of the North Cotabato ANC
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and the Regional Director, MA in the development of a regional fede-
ration amonpst the AlMCs located in eastern ilindanao which had already
been working topether on an informal basis., This was a very welcome
assignment 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 Mr. Van Steenwyk's long
experience in working with AMCs and SNs in the Philippines, he was
able to accomplish a great deal in a short period of time. At any
rate, Mr. 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
desivres. He also assisted in developing a logical plan and strategy
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, which could well serve as models for similar
federations. Prior to Mr. Van Steenwyk's departure, the Federation
_of Agricultural Marketing Cooperatives of Mindanao (FA!NCOM) was orga-
nized by six AMUs in eastern lMindanao. Unfortunately, so far, most

of the organizing AMCs have been unsuccessful in raising the required
initjal paid-ir. capital and this new federation is therefore not able
to be registered and operate as such. It is believed however, that

in the near future, at ieast two of the organizing AMCs will be sable

to raise the necessary capital to get the FAMCOM -~egistered with the

BCOD and can thereafter become operational at least on a minimal scale.



Cooperative Marketing Information Specialist - John W. Smith (4 motnhs,

June - October 1982). On his second short-term assignment under the
QfP, Mr. Smith was initially expected to develop an MIS for the
FAMCO!! federation in Mindanao similar in nature to the -system he
previously developed for the CMSP. His permanent duty station was

in Davao City in the temporary offices of FAMCOM located in the Region
XI MA offices. His principal counterpart was Attorney Romeo Serquina,
Manager of the North Cotabato AMC. The timing was shortly after the
organization of FAMCOM. However, after an initial survey, it was
quickly learned by Mr. Smith that there was little likelihood FAMCOM
would be a registered and operating entity in the very near future
since apparently, only two of the organizing AMCs were themselves
still viable. As a result, }Mr. Smith's terms of reference were dras-
tically revised with the approval of the Project lianager. For the
remainder of his consultancy, Mr. Smith then devoted his efforts to
attempting to develop a strategy to help rev'we the failing potential
participants in the FAMCOIl. These efforts were concentrated on the
Surigao Del Sur AMC. With the assistance of his counterpart, Attorney
Serquina, Mr., Smith, after many meetings with the AifC leaders and
management, the SN leaders and other interested parties appeared to
develop substantial enthusiasm for rejuvenating the AMC. Although
the AMC has many problems to overcome, 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 guide the AMC in overcoming at least some of

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

October 1982 - March 198.). As the workload of the CFC was building

to a crescendo during the closing months of the CIfP, Mr. Brown was
broupght in to provide additional assistance and puidance to the CFG

in its lending activities including training of the CFG, CRBs, AMCs.

An equally important assignment of Mr. Brown's was to assist in deve-
loping appropriate loan procedure manuals as traininp and reference
aids. Mr. Brown travelled extensively with the CFG business analysts
observing and counsellinp the CFG, CRB and ANC staffs and in the
process developed an analytical report on the CFG's one problem loan
which included many appropriate and helpful sugpestions in relation

to dealing with that problem 3ituation in an effective manner.

Mr. Brown also drafted and assembled three much needed loan precedure
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 CFG's operating procedures primarily in the loan servicing 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, Mr. Brown's terminal report is

attached hereto as Appendix B.
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Senior Cooperative Marketing Specialist - Ceorpe Voth (36 months,

October 1979 - September 1982). Mr. Voth was one of the twvo long-term
ACDI consultants who also acted as the ACDI Chief of Party. His res-
ponsibilitids were as outlined in Section 1 herein. Despite concerted
efforts on his part in evaluating and furnishing recommendations to
rejuvenate the CMSP, his intended primary counterpart agency, the CHSP
was at no time during 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, Mr. Voth was totally
inhibited and frustrated in his attempts to assist in the development
of the apex marketing organization.

Largely as a result of lr. Voth's travelling to several AMCs,
conferring with NFA officials and many others, it was determined that
lacking an effective marketing entity at the apex level, the most
practical route through which to provide marketing assistnace was
through the developmeat of regionally oriented federations of AMCs
in geographic areas where groupings of operating and viable AMCs were
located. The first such grouping was found in the eastern part of
Mindanao where Mr. Voth concentrated his eiforts for an extended period
of time and which culminated in the organization of the FAIICO! as
reported previously. And, in the process, !Mr. Voth provided counsel
to the North Cotabato AMC in its efforts to assist small rubber pro-

ducers by establishing assemblape and initial processing capabilities
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in contiguous groupings of SNs. Subsequently, and shortly before
his departure, Mr. Voth also participated in initial organizational
meetings of another regional federation of AlNCs in the western Visayan
area of Panay Island and Negros Island. This second federation has
actually surpassed the first one in that it is now duly registered with
BCOD, is ready to commence operaticns and in fact, has an apnlication
for financial assistance currently under evaluation by the CFC.
(See Appendix A).

Throughout the contract period, Mr. Voth in his role as Chief
of Party, maintained continuous liaison with all of the CMP implementing
agencies, particularly the Project Manager, and thereby contributed
much to its overall coordination. In addition, Mr. Voth remained
sensitive to and effective in adjusting the short=term technical
assistance inputs to the changing needs of the project.

Cooperative Finance Specialist - Richard A. Neis (42 months,

October 1979 - March 1983). Mr. Neis was the other long-term consul-
tani- provided for in the Contract. In fact, his term was extended

an additioral 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 primaivy responsibilities
were 3 outlined in Section 1 of this report, all of which were
accorplished in a very effective manner. Mr. Neis was assigned as

advisor to the CFG and the CCF and was officed in the Central Bank.



His initial efforts were directed toward the developrent of some
15 basic legal and loan documents including loan apreement formats,
trust receipts, collateral control reports smd others. Subsequently,
he also provided the CFG with custodianship agreements including
monitoring reports and procedures and made substantial revision to
the CFG's Special Time Deposit (STD) Agreement which is the basic
agreement under which the CFG provides funds to the CRBs or lending
to the AMCs and in the future to SHs, Mr. Neis also developed
extensive policies for the CFG on the critical aspect of loan servicing.
Mr., Neis travelled extensively to Aifls, CRBs, SNs with the CFG
field staff of business analysts providing advice and counsel to them as
needed in all matters pertaining to loan development, loan evaluations,
loan closings and especially loan servicing, Considerable training of
the total CFG staff was also -accomplished within the Central Bank on
matters related to credit analysis of loan applications, preparation
of credit reports and loan packaging. Because of the small staff,
this training was dore largely during Loan Cormittee meetings and on
a one-on-one basis. IMr. Neis also participated as a resource perscn,
along with other members of the CFG staff, in several seminars and
training programs conducted by the BCOD on matters related to the
CMP and the CFG. -
In addition to the technical assistance provided to the CFG on

operational matters related directly to loan administration, Mr. Neis

also rendered considerable advice on the institution building aspects

of the Cooperative Finance System (CF5). The desipners of the CIP
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envisZsned that the CFS through its operating arm, the CFG, would
become the basis for a lasting institution that would someday be
transformed into a specialized central or apex bank for cooperatives.
In June 1981, Mr. Neis 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 creating an apovy
financial institution to serve the peculiar needs of cooperatives.

As mentioned earlier, this study was undertaken by the TBAC, who
frequently sought his coumsel, At various times throughout the CifP,
Mr. 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,
Mr. Neis presented a major paper - to the Project ilanaper entitled,

"A 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. 1In this paper,
Mr. Neis placed major emphasis on the 1ieed 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 stage in its

development. Coincident therewith, Yr, Neis also made specific recom-



mendations to the Project Manager in regard to the perceived need for
a continuation of expatriate technical assistance to the CFS/CFG
as it moves into the further critical phases of its development.
This recommendation is actively being persued by the Project Manager.
It should also be noted that in June 1980, Mr. Neis submitted to
the Project Marager another paper entitled, "A Position Paper on
Financing Area Marketing Cooperatives in the Philippines." thile
this paper was prepared in response to an antlcipated major infusion
of GO? loan funds into the cooperative development program which
never materialized, the paper does present some interesting concepts
related to more effective coordination and administration of Govern~-
ment lending programs for cooperatives which still seem appropriate.
In addition to the foregoing specific inputs of the ACDI consul-
tants during the contract period, the long-term consulfants as well
as the short-term consultants while in-country, partic’-: <1 regularly
in the monthly ICC and CCF meetings, the ICC Technical Committee
meetings and numerous other conferences, meetings, etc. related to
the CMP and cooperative development in general. The long-term consul-
tants also furnished 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 amount of technical assistance
for the CMP was also provided from othe: soutces. A part of the

original project design provided that the Integrated Agricultural

Production and Marketing Project (IAPMP) would supply an expatriate
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cooperative management specialist.to assist Al¥s participatiag in
the CMP with their management problems. 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 BCOD and CFPI to provide management
assistance and training for AMCs participating in the CMP. During the
course of his consultancy, Mr. Bednarczyk tiavelled extensively and
was very active at the grass roots level. Early on, he monitored and par-
ticipated in the CFPI management audit of the Bulacan AMC which commerc.d
before his arrival. During the period September-December 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 doard-Management relationships end three related primatily to Financial
Management. These seminars, which Mr. Bednarczyk also assisted in
designing, reached a high percentage of AlCs/CRBs which were actua’.
or potential CIP participants. Early in 1982, Mr. Bednarczyk assisted
the CFPI in developing a management audit and assistance task force.
From March through June 1982, this task force, consisting of Mr. Bed-
narczyk and one CFPI staff person, made on-site reviews and management
recommendations to five AMCs, one twie:. The assistance of this con-
sultant was very helpful to achieving overall project goals.

Also in November-December 1981, at the request of the CFPI, the
services of Mr. 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 Washington, D.C. During his brief stay, Mr. Shelley

was instrumental in developing the proposed rules and regulations
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for the proposed lending program for SNs. Thus, lir. Shelley also

made a very significant contyibution to the project.

ACCOIPLISHIENTS

During the course of fhe CMP, many notable achievements vere 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 any one individual or group of
individuales but rather resulted from the concentiated and coordinated
efforts of everyone involved in the project. Since ¥ acit!¥te <
voluminous to mention all of these accomplichments, a brief statement
of the most significar: ones follcwus:

a. Financial assistance will have been ptrovided by the CFG to

13 AMCs and one frderation of AliCs which is only one short of

the original goal of approximately 15. This financial assis-

tance will benefit some 50,461 small farmers either directly

or irdirectly. The number of farmers benefitted is s.bstantially

below the origiral target of 90,0006 only because :the ultimate

beneficiaries happened to be located in areas of lesser concen-
tration than in the areas origirally targetted. Of great 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 members

in each instance thereby not only improving the financial condition
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of their respective AMCs but further strengthening those linkages
as the members became more actively involved in the planning

and development of thcir own cooperatives.

The directors and management of participating AMCs/CRBs received
substsntial quantities of classroom training as well as some
on-site technical assistance to help ther perform their functions
5. & more effective manner., This has led to a better understanding
of cooperatives and the need for sound business managemert which
together with the financial disciplines imp¢sec by the CFG in

:¢ts lendinp operations has led to a perceptible changing of
altitudes msay from the dole-out psychology of the past.
Through similar training efforts, a much greater understanding
and appreciation of what cooperatives can do to assist farmers
in gaining greater economic returns thereby improving their well
being and contributing wore to the total economy of the Philippines
has also been perceived within the ranks of Government officials
and employees fi.m the national level dom to the repional and
provincial levels. This training &lso emphasized the need for
cooperatives to be organized and operated on a sound business-
like basis.

A program has been developed &nd is in the process of implemen-
tation which will provide &' with financial assistance on a
sound and constructive basis similar to that being provided

AMCs, This should result in SNs being able to engage in economic
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activities which will encourage greater farmer-member participation
and wmderstanding of cooperatives in addition to further
complementing and strengthening the linkages between the SMNs

and the AMCs/CRBs which they own.

A uiform accounting eystem was develoned and is in the process

of implementation. This will be of great assistance to making
sound policy and management decisions at the AMC level end will
greatly assist the CFG in monitoring borrower performance.
Considerable progress has been made in establishing marketing
linkages between the AlCs/SNs and the NFA. This marketing tie-up
with NFA will become increasingly important in these early
stages of development of the AliCs rice marketinpg programs.

Raving such market »>utlets will also help assure repayment

of lczrs granted by the CFG.
A marketing information system has been developed which trill,

at the appropriate time, be of substantial value to an apex
cooperative marketing organization and AMCs in marketing their
products in a more effective and profitable manner.

Regional federations of AlCs are beginning to emerpe to capture
the economi¢cs cf scale therzby assisting AlCs in achie.ing more
efficient procurement of farm inputs and maiketing of their
products. DMore importantly, these organizations are being deve-
loped on the basis of ecoromic rieed from the bottom up which should

give them a much stronger basis for long-term success.
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An embryonic but solidly based cooperative financing institution
has been established in the CFG and it has developed adequate,
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 CRBs and a broader spectrum of cooperatives. If this
strategy is implemented effectively, it should prevare the
CFS/C¥G for the next phase in its ultimate evolution into an
enluring apex cooperative banking institution.

A small but effective cadre of cooperative lendinp specialists

has been develoned within the Central Bank/CFG which with proper

management and support is not only capable of promoting, evaluating,

granting and servicing loans to cooperatives in a constructive
manner but can also serve as a nucleus around which to continue
building an apex cooperative banking institution.

A feasibility study which provides the basis for the future deve-
lorm:mmt of an apex cooperative banking institution is nearing
completion. This should provide divection to Government agencies
and cooperatives as they progress toward the creation of such an
institution.

The groundwork has been laid to provide the BCOD and the

CFS/CFG with further technical assistance and funding to continue
providing financial and technical essistance to a broader ecope

of cooperatives in addition to meeting the rapidly expanding
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financial needs of existing borrowezs. These will be vital
ingredients to the continued successful development of a financing

institution and cooperatives in the Philippines.

UNRESOLVED/REIAINING PPOBLES

While it could easily be said that virtually the same problems
remain unsolved as existed at the outset of the CifP, such a statement
would be an accurate generalization. However, vhen one tgkes the
pains to scrutinize the specifics, one can easily see the tremendous
impact the CMP has had on solving these problems. It should also be
recognized that many so-called problems in developing cooperatives
are never totally resolved, they simply change their character as
progress is made through the different stages of development. And,
of course, the recognition of problems also means the identification
of opportunities for more success in the future. Nonetheless, there
are a number oi remaining or continuing problems in coonerative deve-
lopment in the Philippines, particularly in agricultural cooperatives,
vwhich need to be addressed in the future as generally outlined below
(not in any priority order):

a. Assisting AMCs in developing their own marketing system is a
particularly difficult problem to even get your arms around
because of an already solidly entrenched private sector marketfing
system which is tightly controlled and well-financed by a close-

knit minority group. Recopnition must also be given to the
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fact that most private traders have inherent economies in their
favor as they have greater flexibility and are not burdened

with the same depree of overhead as is a cooperative organization.
Trying to establish a top dmm organization, such as CMSP, proved
to be uns-iccessfu’  partly because it was probably premature

but also for several other reasons previously alluded to.

Farmers are not being adequately served by their A’Cs and CRBs.
Most of this problem is believed to be the result of attempting
to organize AMCs and CRBs on a provincial level with little regard
for natural geographic boundaries, limits of transportation and
cecxavrications systems or traditional centers of economic activity.
Other contributing factors generally given include, poor perfor-
mance of the ANC or CRB and/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 farwer leaders appear to be disenchanted because - after being
convinced,perhaps by overzealous promoters, to invest their
capital in an AMC or CRB, they subsequently discover they are

so far away that the time and distance 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. This nroblem

also has an obvious effect on the willingness of such faimers to

meet their obligations to invest 1idditional and much needed

capital in those orpanizations.
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Poor managemst of AMCs and CRBs continues to be a problem and
to some éegree will probably be a concern ad infinitum. Now that
the SNs’are beginning to enpapge in economic activities, this
problem will become magnified at least in the near-term. This
is not an uncommon problem in the earlier stapes in cooperative
development. Good cooperative managers are difficult to find
and hold as they must be dedicated individuals willing to devote
many hours usually for relatively low salaries or other revards.
The Management Training aund Assistance Program (MTAP) established
pursuant to PD 175 with few exceptions has not been successful
in providing a source of capable cooperative managers.

The institution building aspects of the cooperative financing
institution are far from complete. To a degree, this also

will be an ongoinp concern as the institution moves 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 experience level in
all the aspects of loan administration. The biggest challenge
to the CFG staff will be in mastering the techniques of loan
servicing and collection to which they have had only minimzl
exposure to date.

The accounting and auditing needs of cooperatives is a critical
factor which has not yet been fully addressed. The unifornm

accounting syster for A'Cs as previeously mentioned has been
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developed and it is a pood one but it is not yet fully implemented.
Algso, a similar accounting system will be needed by the SNs.

Aside from the audits of AMCs and SHs performed by the BCOD, vhich
are at best infrequant due to lack of budget and are of questionable
quality because of hipgh turnover of relatively inexperienced
auditors, few AMCs are able to afford or see the need to employ
an independent extemal auditor. Ideally, each cooperative
should be audited at least snnually by an outside independent
auditor in accordance with generally accepted accounting prin-
ciples. On the other hand, the CRBs are regularly being capably
examined by the CB/DRBSLA. Having good accountine information
and at least ennual audits of AMCs and SNs or in fact asny future
borrowers from the CFG will be essential not only o the bor-
rover's management and board csn mske informed decisions but also
so the CRB and the CFG can make inforred judgerents cn lcen eppli-

wuticts end to asgist then in effective loan monitoring, seyvvicing
and collection.
The- =)pears to be a need to review the laws, regulations, etc.

related to cooperatives in the Philippines to assure they conform
more completely with basic cooperative principles. These

include at least Presidential Decree 175 (PD 175), Letter of
Implementation 23 (LOI 23) as well as the regulations promul-
gated by the MA/BCOD and the model articles of incorporation &nd

bylews issued by the MA/BCOD.



- 46 -

There appears to be a continuing need for training and education
of the MA staff at all levels not vnly on basic cooperative
principles but also practical training on the proper institution
building zopects of all types of cooperatives. The MA field
staff in particular are in an excellent position to assist groups
in the various stages of their cooperative organization and sub-
sequent development. However, a high proportion of the MA staff
still seem to lack sufficient knowledge of these matters and are
therefore not as effective as they could be,

The CFS is being developed as a continuous and reliable source
of financing for cooperatives. Therefore, in order to fulfill
that commitment and to provide adequate borrowed capital to
sustain the growth and development of the financing system and
th: cooperatives it serves, the sourcing of additional funds

for lending will be an ongoing concern. Eventually, the financing
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 foreign donor or development

agencies.
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RECOIMENDATIONS

In view of the foreroing, ACDI and its consultants who have been

deeply involved in the CMP and who have a sincere interest in furthering

the cooperative development program of the Philippines would like to

leave with you the following principal but general recommendations

for consideration in the immeaiate future.

a.

In the area of assisting in the development of cooperative
marketing systems and in view of the existing structure for
marketing farm products perhaps the best solution would be to
allow them to develop from the bottom up. Although this is a

slow process, it'will be a sounder system in the long-run. Therefore,
the Government should provide assistance to AlMCs and 3Ns in
developing markets locally then encourage and assist in likewise
developing regional federations which in turn will eventually
develop apex or pational marketing organizations. Obviously, for
best results, this institutional development should not be on a
force~-fed basis but rather encouraged on the basis of needs as
tkey are recognized. Each step in this process will tend to

build added strength and efficiencies and ultimately more eco-
nomic benefits for small farmers.

Consideration should be given to encouraging the establishment

of AMCs and CRBs on a mmicipal or multi-municipal basis in order
to increase services to farmers and to enhance menbership involve-

ment. A possible altemmative would be for existing provincial
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level AMCs and CRBs to esiablish branch operations throughout

the province, However, this may have added risks due to com-
mumnications and transportation limitations thereby making such
operations very difficult to monitor and control if the distance
is too great.

AlCs should be encouraged to diversify their operations into

areas other than grains, especially rice since prain milling

and marketing when operated on an institutional basis is rela-
tively low margined. Likewise, the CFG, in providinp some balance
to its loan portfolio should avoid an overexpceure in the riskier
prain milling and marketing industry until such time as the agri-
cultural cooperatives are able to establish an effective and pro-
fitable marketing system.

A considerable amount of basic business training will be needed,
ad infinitum, for the boards of directors and management of

AlTs and SNs as well as other cooperatives. In the past, the
tendency has been to accomplish this through seminars and work-
shops. While that method of training has its value, it is sugpested
that much more effective training can be accormplished by utilizinp
the task force approach already field tested by the CFPI at
perhaps little additional c¢cst. Because of their low experience
levels, manapgement and directors are more in need of on-site

assistance from well skilled technicians to help them solve their

unique local problems and to atsist them in transferring the
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formsl training to their own institution. It would gseem that
either the BCOD or the CFPI  ald assemble a relatively small
group of such skilled technicians who coordinated with the

CFC activities could =ffectively provide management audit ser-
vices followed by appronriate on-site technical or management
assistance. In the management area, it appears such needed
assistance comes under the general categories of general manage-
mant, marketing or merchandising asgistance, financial management,
accounting records and controls and membership relations. The
directors' needs seem to be mostly in board/management relationship,
policy making assistance and techniques of monitoring and con-
trolling manapement performance.

Likewise, the CFG 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
presumsbly be in a much better position to effectively render
this service than would the BCOD or CFPI or the regular CB staff
for that matter. And, since the CRBs form a very vital link in
the cooperative finance system being established,every effort
should be expended in maintaining and improving their individual
integrity.

While considerable progress has been made, a more concerted

effort should be made to develop a closer, more supportive

relationshij between the CF and the CDLF. Actually, both are

serving the sare cooperatives and have the same poals so that
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a cooperative relationship between the two can be pothing but
mutually beneficial to them and the cooperatives they serve.

The wiform accounting system should be fully implemented in

all AMCs, especially those financed under the CHP, at the

earliest possible time. Similarly, a uniform and perhaps more
simplified accounting system for SNe needs to be developed and
implemented.

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 accomplished by enlisting

a group of private gsector CFAs throughout the country who with
minimal added training on the unijue aspects of cooperatives

could probably provide very credible auditing services for cooper-
atives. A somewhat less desirsble approach would be to assemble

a group of CPAs within an organization tn provide auditing
services for cooperatives on a non-profit fee oasis.

The BCOD 3hould continue training of the A staff and technicians
at all lesvels. There remains a significant lack of knowledge
about what cooperatives are and how they should operate.

A determination needs ‘o be made as to which organizaticn will

provide cooperatives with lobbying, research, training and education,

technical assistance, legal assistance, etc. at the apex level.
These kinds of services are currently needed and should be a
private sector activity. Therefore, this determination should

ultimately be made by the cooperative themselves. At the present
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time, these responsibilities seer to be intertwined and wmcoordi~
nated between the CFPI and the Cooperative Union of the Philippines
(CUP) and neither organization seems to be performing very
effectively.

Institutionalization of the CFG will need to move forward in

a carefully planned manner. 7The immediate needs appear to center
around strengthening the CFG by meking it a more autonomous

unit within the CB and providing it with full-time managerent.

It will also require a significant increase in staff as the loan
servicing workload attendant to the large numbers of loans
approved in recent months becomes sbvious and as the new SN
lending program simultaneously comes on stream as planned. It

is believed that giving the CFC a higher depree of permanence

and strengtheninpg its staff would be critical prerequisites to
obtaining needed additional funds from outside source and in
gaining the technical sssistance grant requested from the USAID.
Both the existing CI'GC staff as well as new additions to the sgtaff
will need considerably more on-the-job training in loan adminis-
tration especially the techniques of finsncing cooperatives.
Since this wmique :ype of training is not readily available
in-country, the BCOD should vigorously pursuc its request to

the USAID for a technical assistance grant.
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1. A surviving or successor group will need to be established to
continue coordination amongst the various agencies involved in
cooperative development and to act as a policy making 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 CCF which were created under the QfP. However, it
is strongly suggested that such a committee have a sipgnificant
vepresentatition from the end users of the financing systenm in
order to provide more balance to the committee and to help develop

a cadre of leaders.

CONCLUDING COMMENTS

Recognizing that the saccessful conclusion of the C'P resulted
from the collaboritive efforts of a number of people, ACDI and its
consultants would like to express our sincere gratitude for all of
the cooperation, assistance and support we received. Without naming
individvals for fear of omitting an important one, we would espe-
cially like to recognize the various contributions made by the
Project Hanagement, BCOD, MA, CB/CFG, NEDA, USAID, NFA, CFPI and of
course the AMCs and CRBs with vhich the ACDI consultants have worked.
Also, the ACDI long-term consultants wish to express a special note
of thanks to the CB and to so many of its staff who took extra pains

to provide them with very comfortable office facilities and who

accepted them a8 part of the CB "family".
Perhaps, it also bears repetition that despite all of the

successes of the CHP and the momentum of activity it has achieved,



the task of building and sustaining sound cooperatives and a sound
cooperative financing institution in the Philippines will probably
never end. Therefore, the responsibility will fall on those who
remain to capitalize on the achievements and the failures already
made and to continue building those cooperative institutions for the
ultimate economic benzfit and well being of the country's small
farmers and other rural poor.

All of us in ACDI enjoyed the challenging opportunity to msake
some meaningful contributions to the successes of the C!IP and to the
overall development of cooperatives in the Philippines. We look
forward to providing fu-ther services of this nature as the need

may arise in the future.

Respectfully submitted,

DORALD H. THOMAS
President, ACDI
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APPENDIX A

Schedule of Financial Assistance Granted
Under the C! through the CFS/CFG

FINANCIAL ASSISTANCF. RELEASED

1.

AMC (CRB) Date, Amount
& Type

North Cotabato AMC July 1980

(CRB of North Cotabato) #1,259,000

Kidapawan, N. Cotabato
100 SNs, 4,500 Farmers
#1,877,000

June 1982
#1,000,000

Commodity

427,000 Long-Term
200,000 Txust Fund

Seasonal

Line of Credit
Februvary 1983

Seasonal

#1,8006,000

Line of Credit
4MC of Agusan Del Sur March 1981
(Rural Bank of Tala- ® 750,300

cogon) Bayugan, Agusan
del Sur

Commodity

624,00C Lonpg-Term
465,000 Trus* Fund

Conmmoaity
Special
Term

Commodity

Special
Term Loan

Commodity

41 SNs, 2,987 Farmers 1,839,000
September 1982
# 750,000
250,000
#1,000,000
First Iloilo AMC March 1981
(CRB of Iloilo) ® 200,000
Sta. Barbara, Iloilo
119 SNs, 4,135 Farmers June 1982
& 500,000
Central Nueva April 1982
Ecija AMC #1,000,000
(CRB of Nueva Ecija) 2,250,000

Cgbanatuan, N. Ecija

110 SNs, 5,700 Farmers 84,200,000

Term Loan

950,000 Trust Fund

Purposes

Purchase palay, purchase rice mill
ouned by ACA in lfideayap, build
new warchouse, dryer and office.

Finance purchases/inventories
of fertilizers, chemicals, etc.

Increase in existing loan

Purchase palay, purchase and
complete new ricemill, dryer,
office.

Purchase Palay, provide additional
permanent working capital.

Purchase Palay

Permanent Working capital

Purchase palay, construct new
ricemill.

4



Southern Iloilo Al
(CRB of Iloilo)

Oton, Iloilo

90 SNs, 3.150 Farmers

Laguna AMC

(CRB of Laguna)

Sta. Cruz, Laguma

37 SNs, 1,480 Farmers

Integrated Livestock
and Poultry Raisers
Cooperative

(CRB of Misamis
Oriental) Cagayan

de Oro City

80 Farmers

January 1983

#2,000,000 Commodity
750,000 Special
Term Loan

82,750,000

June 1982

# 300,000 Special

Term Loan

Septenber 1982
# 300,000 Special
Term Loan

November 1982
# 500,000 Seasonal
3,400,000 Term
850,000 Trust Fund
84,750,000

Replacement of previous commo-
dity lean to purchase palay.
Intludes increase of #1,000,000
in amount. Term Loan to increase
permanent working capital.

Permanent working capital.

Permanent working capital

Permanent working capital and
refinance indebtedness incurred
in constructing feedmill in
1981.

APPLICATIONS APPROVED IMARCH 10, 1983 - NOT YET CLOSED

1.

3.

Aklan AMC

(CRB of Aklan)

Kalibo, Aklan

130 SNs, 6,645 Farmers

Second Iloilo AMC

(CRB of Iloilo)
Pototan, Iloilo

242 SNs, 7,500 Farmers

Davao Oriental Alil
(CRB of North Cota-
bate) Lupon, Davao
Oriuntal

56 SNs, 2,800 Farmers

#1,200,000 Commodity
1,030,000 Term Loan
570,000 Trust Fund
#1, 800,000

#1,000,000 Commodity
1,000,000 Term Loan
652,000 Trust Fund
#2,652,000

® 700,000 Commodity
650,000 Term Loan
450,000 Trust Fund

———e
81,800,000

Purchase palay, construct rice-
miil, warehouse and dryer.

Purchase palay, construct rice-
mill, warehouse and dryer.

Purchase palay and purchase
privately ovned ricemill and
warehouse,



4.,

5.

Southem Iloilo AMC
(CRB of Iloilo)
Oton, Iloilo

Negros Occidental AMC
(CEB of Iloilo)

Bago City, Negros Occ.
39 SNs, 4,124 Farmers

#1,200,000 Colmodity Purchase palay, construct
1,000,000 Term Loan ricemill, warehouse and dryer.
765,000 Trust Fund
#2,965,000

B 420,000 Commodity Purchase palay and milled rice,
300,000 Term Loan permanent working capital
8 720,000

APPLICATIONS UNDER EVALUATION BY CFG AS OF MARCH 10, 1983

1.

3.

First Iloilo AMC
(Present Borrower)

Lanao del Norte AMC
50 SNs, 2,500 Farmers

Federation of AMCs
Western Visayas
5 AlCs

Bohol AMC
162 SNs, 4,860 Farmers,
(Estimate®

#1,000,000 Commodity Purchase palay, refurbish rice-
200,000 Term Loan mill, new warehouse.
450,000 Trust Fund

#1,650,000

#1,000,000 Commodity Purchase palay, construct rice-
1,100,000 Term Loan mill, warehouse and dryer, purchase
695,000 Trust Fund truck, permanent working capital.

#2,795,000

#1,120,000 Term Loan Purchase milled rice, finance
375,000 Trust Fund purchases of fertilizers, invento-
#1,495,000 ries, chemicals, etc., permanent
working capital.

£1,000,000 Seasonal Finance purchases of fertilizers,
Line of Credit inventories, chemicals, etc. and
500,000 Trust Fund permanent working capital.
#1,500,000



UTILIZATION OF USAID LOAN FUNDS
{in nillionsy

Commodity/ Trust Guarantee Total Total 1/
Seasonal Term Fund Fund Pesos U.S. Dollars
Funds Releases #5700 # 8.801 P 2,465 ® 3,625 # 20.591 § 2,421
Loans Approved .
Not yet Released 6.320 3.980 2.437 2,575 15.312 1.609
Applications Pending 3,000 2,420 2.020 1,355 8.795 0.916

Totals #15.020 #15.201 ® 6.922 ® 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 funds not
yet released and for applications pending, in estimated conversion rate
of US $§1 = 89,60 was used.



Appendix B

larch 21, 1983

femorandun

FOR

Mrs. Nelia T. Gonzalez, Project llanager of Ci'P

THRU

Mario G. Vicente, CFC Chief Executive Officer
Richard A. Neis, ACDI Chief of Party

FROM: Philip L. Brown, Coonerative Crecdit Specialist

SUBJECT : Final Report, Oct. 3, 1982 - March 31, 1923

This final report summarizes the activities, observations, and recom-
mendations rendered pursuant to this consultant®s six month assignment
uvith the Cooperative Finance Group (CFG) of the Central Bank of the

Philippines.

Terms of Reference

1. Provide assistance and gpuidance to the CFG in all aspccts of
" its lending operations including loan development, evaluation
of loan applications and loan servicing and shall submit
.recomnendations, sugpestions oxr alternatives for improvements
in the performance of these functions.
2. Provide assistance to the CFG in development of appropriate
lending .procedure manuals as t.:raining' and reference aids
for Cooperative Rural Banks (CRBs) and borrowing Area
Marketing Cooperatives (AllCs) and Samahang Navons (SUis).

3. Participate in training activities for key personnel of the

CrG, the participating CRBs and borruiring AiiCs and SHs.



4., Perform such other reasonable duties related to the Cooper-
ative Finance System of the C!T as may be requested by the
ClP Manaper, the CFG, or the lonpg-term ACDI Cooperative

Finance Specialist.

Acconnlishments and Activities

1o accordance with the terms of reference, manuals have been prepared
for use by CRBs, AMCs, and SNs as training and reference sources in the
folloving subjects.

- Commodity Loan Servicing lManual
- Seasonal Loan Servicing Manual
- Term Loan Servicing lianual

In addition, the consultant has accompanied CFG business analysts

on loan development and loan servicing calls as summarized in the following

table.

CRBs & AlCs Month of CFC Business Analysts Purpose of Visit |
Visited Visit ) Accompanied Loan Pevelop. Loan Servic

ArCASI Oct. '82 Tcay Darjuan & Treddie Agsalon
1st Iloilo AlC = ’ v
Southermn Iloilo AlC " " "
2nd Iloilo AMC " " "
Iloilo CRB " n ¥
Alclan ATC " " "
Aklan CRB n 14 £
ILIPCO Nov. '82 Oswald Gervacio & Mac Rodripuez
lisamis Oriental CRB B " "
AI‘:CASI t | (3]
North Cotabato AlMC " " "
North Cotabato CRB " " "
1st Iloilo ANMC Jan. '83 Oswald CGervacio & Tony Darjusn
2nd Iloilo ARC " " B
Iloilo CRB " " "
AI'ICASI it | ”"
ILIPm ” Tt 11]
ltisamis Oriental CRB " " "

* Includes Loan Closing Activities.
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ASSESSMENT OF CFG LENDING OPERATIONS

Prograin Strengths
The CFG is a soundly conceived and proiessionally staffed lending orga-

nization, The lending program is based on an excellent set of legal docu-

ments which include: (a) the Rules and Regulations for AMC and SN Financing,

(b) Term Loan, Seasonal Loan, and Cotmodity Loan Agreements, (c) Equity
Participation Agreement, (d) Special Time Deposit Agreement, (e) Agree-
ment of Pledpe and Loan Custodianship, (f) and miscellanecus collateral
documents including mortgage forms and Promissory Notes.

The lending program is deeigned to offer AliCs and SMs complete,
single source financing while also encouraging cooperatives to build-up
their own capital through increased paid-in subscriptions of member
common stock., Under the program, a loan is made only after CFG has
completed a thorough analysis of a project's merits and the borrowing
cooperative's financial capacity and managerial talents.

CFG staff members aré dedicated to their work, and are very
experienced and highly knowrledpgeable in the field of accounting and in
the ted@icsl aspects of the ricemilling and trading business. These
" 8kills have been critical in the development and upgrading of CFG's
lcan portfolio in that most of the loans approved thus far are related
to rice trading and the most persistent problem (outside of marketing)

that has confronted agricultural cooperatives is in the area of taintaining

up to date and accurate accounting records.



The CFG Loan Portfolio

As of early March 1982, loans to 10 AlCs have been approved and of
these borrovers, only AMCASI is in financial difficulty. Fortunately, the
portfolio contains only a fev other borrowvers with heavy debt loads, such
as Tirst Iloilo AMC, and.these ACs have all recently exhibited improve-
ments in earnings indicating even the riskier borxrowvers can reasonably
be expected to retire their debt oblipations as scheduled. Thus, at
the present time, no borrovers other than AICASI are shoring ‘‘distress
signgls."

However, this lack of prcblems is a normal characteristic of young
loan portfolios and is best vieweé by CFC management as their portfolio’'s
“honeymoon period." It must be remembered that the bulk of CFG borrovers
have not yet had the first loan payments mature, so renayment habits
have yet to be testei. In addition, many of tHese loans dre to iﬁhe-
rently risky borrowers and although all loan decisions made so far seem
good, unforscen adverse events are bound to strike several borrowers
within the next year or so. These occurances must be expected, espe-
cially considering that CFG lending is tarpeted towards essisting rather
young, rapidly growing AMCs with relatively inexperienced managenent
personnel,

Althouch CFG's loan portfolio will continue to consist of a large
percentage of high risk loans for at least several more years, until its
borrouvers' operations and management mature and loan repayment habits
become estaﬁlished, there are several measures that can be taken by CFG

to ninimize portfolio risk.

A\



1.

Wthen developine loan nackages for borrowers, emmhasis could

be nlaced on financine a larger portion of their working

capital requirements throuph short term loans in lieu of the

present practice of usinp term loan financing for this purpose.

Because the controls used in monitoring CFG short term loans
requize frequent and close scrutiny of loan balances outstanding
in relation to collateral values, as well as other intensive
servicinpg procedures, the risk of a borrower getcing into
financial trouble without CFG immediately being avare of it is
remote. And, in cases vhere problems do arise, loan marginc
required on short term loans are sufficiently wide and col-
lateral of such a near liouid nature (inventories and accounts
receivable), that CFG can be reasonably assured it will still
be able to collect its loans throush liquidation of collateral
vith a minimum amount of time involved in legai proceetdings.
Unfoftunately, term loans used to finance working
capital dv not have the above collateral controls or other
intensive servicinp procedures, nor are term loans easily
liquidated. As a consequence, 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.

L



2. -CFG could increase the size of itc staff and allow itself

preater flexibilitv in both the scheduline of field trins

and in deciding how many individuals are necessary to ~O

on a particular field trip. These actions wvould gipnificantly

decrease the amount of time presently required to process
and approve a loan application, which sometires takes 69
days or more, and would thereby minimize the likelihood
that delayed loan decisions will adversely effect a bor-

. rower's operations. Although the time element in processing
loan applications has not been a critical problem in the
past, due to low loan volume and becguse loans have been
mostly for financing the start-up of neu AMC enterprises, the
timing of loans will become very important as CFG's loan
portfolio expands and matures. In particular, timinp will
be crucial when CFG's current borrovers start applying
for follow-on seasonal and commodity loans because delays
in nrocessing these types of loans may cause severe cash flow
problems for borrowers. '

Past delays in loan processing have been larcely the
result of CFC's staffing limitations and of CFC's conformity
with ~crtain standard Central Bank operating procedures.
Presently, the CFG staff is too limited in size to ade-
quately perform all the functions associated with administering

its loan portfolio, such as loan development activities, loan



3.

processing, loan servicing, and working-out problem loans.

This staffinpg problen is apgravated by certain antral

Bank operating procedures:

(a) CFG business analysts are seldom authorized to
travel if only one applicant or borrower is to be
visited, Thus, problems that arise in processing a
loan application cannot be solwed immediately by a
quick visit.

(b) Central Bank policy also requires at least two
employees to travel together on business trips
repardless of the trips purpose. CIG's limited
staff could be utilized much wore efficiently if
CFG were alloued to dispatch only one staff member
on certain field trips.

The authority to make decisions regardine routine lean

servicing matters could be delepated by the CFC Loan Com-

mittee to the CFC Chief Executive Cfficer. Ail loan

agreements signed hy borrowers ané all special time deposit
agreemente signed by lenders contain restrictive clauses that
zequire CFQ apnroval prior to certain actions or decisions
being t.iken by borrowers or lenders. Borrowers need CFG
permission to purchase fixed assaets, obtain financing from
outside lenders, declare in cash any patronage refunds, or

declare cash dividends or interest on its capital stock, and



go forth. Lenders are not permitted without CFG concurrence
to substitute collateral on a loan,6 execute releases or
partial releases of collateral, restructure lcan payments,
etc... At present, only the CFG Loan Comrittee is autho-
riz;d to make these types of decisions and this may prove
cumberscme if decisions are needed frequently, which in most
mature loan portfolios is the usual situation.

CFC’'s management might consciously try to include in its

10an portfolio more divexsified types of borrowers.

Out of a current total loan portfolio of 10 borrovers,

8 borrowers have approved loans for building or expanding
ricemill operations. This high concentration of CFG loan funds
in financing or type of eaterprise is very risky. CFG has
recently s;arted to diversify its protfolio by including a
poultry and livestock cooperative (TLIPCO) among its borrowers,
and is anticipating shortly to become quite active in lending
to SNs, wherein most loans will be for purposes other than
ricemilling.

.awever, CFG should not only continue its efforts to
diversify iu.s portfolio through lending to various types of
agricultural cooperatives, but also begin exploring the
possibility of expanding its lending authority to include
non-agricultural cooperative borrowers, such as consumer

cooperatives and credit cooperatives. if CFG is piven authority
*



to lend to these latter types of borrowers, its portfolio
will not only be improved through the addition of a new
pool of financially sound borrowers to whom funds can be
profitably loaned, but CFG's efforts of reducing portfolio
risk through diversification will be given an encouraging
boost.

Borrowers' financial positions could be enhanced and loan

portfolio risk correspondingly reduced if CFG began assuming

a posture of actively encouraging borrowers to retain profits

and not pass Board of Directors' resolutions which call for

exceesive cash patronape refunds, or cash dividends and

interest on capital stock. With 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 borrowers are nov beginning to grapple
with decisions of how these profits are to De allocated. It
may be beneficial if CFG aaopted a nclicy of encouraging
borrowers to handle profits in the following manner: first,
borrowers should ailocate 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
profits should be retained in equity in an amount at least
equal to the scheduled debt payments (both CFG and other

term debt); and last, the remaining balance may be declared

o
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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.

Tdentification of Lending Program Weakness and Recommendations

CFG is still a relatively new lending institution and there remain
areas in its operations needing improvements. During the initial three
years of its existence, CFG corcentrated on designing its lending system
and related forms and docoments, training its business analysts, and
developing the present loan portfolio. Now, CFG's efforts should be
slightly redirected towards "fine tuning’ the lending system.

At present, management staffs at many Al'Cs and CRBs lack avareness
of how CFG's lending program should operate and what their specific
responsibilities are ir-n relation to the different types of CFG leans
with which they are invqlved. Furthermore, CRBs are continuously having
problems maintaining their eligibility as CFG conduit banks thus hampering
CFG lending activities. And, there remain several areas in CFG's lending
procedures that might be improved through more routine use of legal counsel
as well as certain procedures in the lending program that need indepth
lepal research. In the remainins portion of this Final Report, each of
these subjects is addressed and possible measures to help improve the

lending program recommended.

Improving AlIC and CKB avarcness reparding CFG's lendirng propram.

Presently, ANCs and CRBs are inadequately informed regarding CFC's lending

oropram. AlC borrovers are not knouledgeable about the various types of
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reports to -be submitted to the CRB and aommtime; AMCs 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 notifying CFG

when borrowers become delinquent on their loan payments or other subs-
tantial problems occur. For example, on one occasion, ignorance of
CFG's lending program on the p;rt of a CRB Manager caused delays in dis-
bursements on two loans, which adversely affected the operations of
both borrowers concerned. Cn another occasion, a CRB charged a borrower

a 2% service fee in direct violation of the Rules and Regulations

Governing the Operations of the Cooperative Finance System

Several measures have dlready been taken to improve both AMC and
CRB awareness of CFG's lending program. First, CFG staff is devoting
greater attention when closing loans to informing all parties concerned

of their specific rgsponsibilities jn relation to a particular loan

package. Second, the CFG staff is very conscientious sbout visiting
AMCs and CRBs just a few weeks following a loan closing to solve any
problems or misunderstandings that have aﬁrfaced. Third, this con-
gultant has recently completed draft copies of three servicing manuals
covering all the responsibilities of both AMCs and CPBs in regards to
Term Loans, Seasonal Loans and Cormodity Loans. With distribution of

these manuals to the field, knowledge of CFG's lending program among

ACs and CRBs should be vastly improved.
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The effectiveness of AlCs and CRBs participating in CFG's lending
program could be enhanced even further, however, “through CEG pursuing
the following additional activities:

1. fYhe CFG could develop a series of comprehensive operéting
manuais for use by its own staff members. Subjects 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 excellent t.ra;’ming materials for the
new memberg joining CFG's staff of business analyaté and would
rore i;nportantly h;Ip tremendously in all staff members making
decisions ‘consistent with CFG's policies and operating pro-
cedures. ’

2, CFC in coope.ration with BCOD could also conduct training

. activities for AMCs and CRBs in the areas of management,
accounting, loan and A/R coilection techniques, ricemill opc-
rations, inventory management, and other relevant subjects.
of pafticular importance is th;a need to train ANC and CRB
Managers ané Boards of Directors in both cooperative prin-
cipals and about their respective roles in a cooperative ins-

titution. Another priority is teaching the ANC accounting

staff about the Uniform Manapgement and Reporting and Accounting

Systems Manual for Area Marketing Cooperatives which was deve-

loped jointly by BCOD, CFG, and CFPI, but has yet to be fully

.

irplenented among the AMCs.

-,
P
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Furthermore, CFC could develop a more active and closer working
relationship with these CRBs involved in the lending program.
At the time of loan closing, CFG should closely review and
evaluate the effectiveness of the CRB management's proposed
plan for disbursing and servicing CFG loans. The individual

at the CRB responsible for loan servicing would be identified
and s/he included in all CFG and CRB discussions and cor-
rﬁspondence. CFG could assist the CRB in setting-up a loan
monitoring system based on a “tickler file" approach and CRBs
given guidelines on how to orcanize CFG loan files.

Because most CRBs have not developed the habit of gubmitfing
reports and remittances to CFG on a routine basis, CFC should
develop at loan closing a list of all reports and remittances
due periodically and this list should be provided to the sec-
retary of CFG's Chief Executive Of ficer for mcritoring. When
scheduled reports or remittances become past due, the secretary
as a routine could send telegrams notifying the CRB of the
items past due vhile simultaneously notifying the appropriate
CFG business analyst of the delinquencies. Of course, for
this system to work all incoming mail would be routed through
the secretary of the Chief Executive oOfficer before dissemination
to CFC business analysts or filing. Unless CFG staff itself

maintains a strict monitoring system of the CRBs, this consultant

believes CFG's efforts to immrove CRB monitoring of AMC bor-

yowers will be ineffective.

3‘7 D
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5. When the CFG learns that a CRB is having difficulty with a
particular borrower, CFG should increase its contact vith the
CRB and provide frequent verbal and written support for any
jointly agreed upon loan remedies. Because of the relative
inexperience of many CRB managers in handling loans as compli-~
cated and large as CFG's loans, this type of support over the
next couple of yeaxs, could be the deciding factor between
the success or failure of CFG's lending program.

Along the lines of these recommendations, there are two banks
currently working with CFC which now need extra attention. The Iloilo
CRB is one bank and the other is RBTI. Iloilo CRB is the largest
lender in CFG's ioan program,_having 4 borrowers and anticipating shortly
_to increase its portfolio by another borrower. Uith the heavy respon-
gibilities associated with this number of borrowers, CFG should be
certain that the loan servicing plans of Iloilo CRB are adequate and
that sufficient and competent staff have been assigned to servicing
CFG's loans. For the CRB's servicing efforts to be effective, it is
recommended one competent individual be hired by the CRB and assigned
overall responsibility for servicing CFG's loans. In addition, CFG
should dispatch a business snalyst to spend several days with the CRB,
geviewing the CFG loans in the Bank's portfolio and assisting iu the
organizatinon of the servicing program.

Vhen time permits, the approach recommended for servicing CFG's
loans at the Iloilo CRB could be replicated at other CRBs, particularly
the North Cotabato CRB which will shortly v2 responsible for servicing

2 CFGC loans to AMCs and possibly scme SH loans. ffl\
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But, even more important than assisting the Iloilo CRB or otﬂers in
their servicing efforts, CFC needs to help RBTI. As the lender to
CFG's major problem lcan AMCASI, RBTI is faced with a very difficult
gituation and is desparately in need of strong CFG support. CFC needs
to move very quickly, if necessary using its Central Bank connections,
to remove AlNCASI's manager from RBTI's Board of Directors so as to give
RBTI the freedom it needs in dealing with this problem borrower. Next,
an officer of CFG needs to sit down with RBTI's manager and jointly
map out a strategy for handling the AMCASI loans. Last, CFG should
place all its support both verbally and in writing if needed, behind

KBT1's efforts to implement the jointly developed strategy.

Strengthening CRB Conduit Banks.

Almost every CRB with yhich the CFG is working has at one time

" or another temporarily lost its Central Bank loan rediscounting privi-
ledges and thus also temporarily become ineligible for participating
in CFC's lending program. The most frequent cauées for loosing eli-
gibility stem from CRRs either falling behind on collections of SH
member common atocy subscrintions due, or the amount of loans ocut-
standing in delinquent ststis increase beyond 257 of a CRB's total loan
portfolio. Therefore, to strenthen CEBs in general as conduit banks
for CI'G's lending program, CFG should improve its existing strategies
for preventing CRB stock subscriptions 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, CFC has recommended the following strategy for those
CRBs having problems in collecting SN eubscriptions:

1. Initially, the CPB managers and Board of Directors are

requested to visit the SNs and directly solicit payments
on subgcriptions past due.

2. SNs having BSF in rural banks are encouraged to take
" those savings elipible for withdrawal and invest the
proceeds in the CRB, In cases where SNs 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 wsivers allowing the CRB to sell the delinquent
gsubscriptions to cther SNs desiring a larper investment
in the CRB.

When implemented by CRBs, the above approach has been relatively
successful in temporarily improving collections of stock subscriptione
dee. However, in situations where collection problems keep recurring
or are anticipated to recur, the CFG could consider recormending to
the CRB that a special meeting of stockholders be held for the purpocse
of voting a decrease in the CRBs capital stock by amending the Articles
of Incorporation. Another option available is for the CRB to descisre past
due subscriptions in default and to sell the subscriptions at suction.
Houever, before takinpg actions to amend the articles of incorporation or

declare subscriptions in default, the CRB should always consult with

legal counsel. ‘ -~ } rb
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In regards to helping a CRB decrease its loan delinquém':y rate, -

CFC has not been very active. This is due to Cr¢'s limited resources and
not to any unwillingness to tackle in detail this common 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 understood. Only then can strategies

for eliminating sny identified deficiencies be effectively developed and
implemented. In the future, CFG will nead on occasion to become involved
in this type of assistemnce, especially with those CRBs which are active or
large lenders of CFG loans.

When a CRB that is participating in CFG's lon program looses its
eligibility for an extended period of time because of unpaid subscriptions,
loan delingquencies, or other reasons, and CFC believes the CRB's problems
cannot be overcome in the near future, CFG should consider invoking certain
clauses in the STD agreement(s) signed by the CRB, whereby CEF is empowered
to términate jts relationship with the Bank and assume direct control of

all CFG loans held by the CRB.

Improving CFG's Use of Lepal Counsel

CFC's lending program could be improved through using the legal counsel
available at both CFG and the CRBs on a more routine basis, and through
having CFG's attorney research and provide an opinion on certain legal
procedures such as those associated with collateralizing a loan or
forclosing on collateral. For example, reqﬁiring the opinion of CFG's

legal counsel on each loan applicant's eligibility to borrow and on the



- 18 -

enforceability of the terms and conditions of specific STD agreements
and loan agreements may help conmsidersbly in svoiding some very costly
errors. Similarly, CRB counsel’s review of ali collsteral documents on a
particular loan to determine that the borrower has legel title to the
collateral, that the CRBs lien can be performed, and that the priority of
the CRB's lien is in accordance with the loan agreements'nay aleo protect
CFG and the CRB from cormmitting some major mistakes,
Besides requiring these types of opinions con a routine basis, CFCG's
attorney could research and give advice on the following questions:
1. Does an assipnment of inventory and accounts receivable
satisfy a loan agreement's requirepent that e chattel
‘mortgage be taken?
2. Does an agsignment of inventory and accounts receivable
carry the same weight as a chattel mortgage in regards to
establishing who has priority among a group of creditors?
3. Are the loans in a CFi financial package fully cross colla-
teralized when a lien on inventory and accounts receivable
is estsblished through an assipnment in lieu of a chattel
mortgage?
4, that are the procedures that CFG must follow when enforcing
the various clauses of its STD agreement?
5. What are t:.he legal nrocedures for = CRB declaring on AlC
borrower in default, commencing forclosure procedures, and

liquidatiné variaus tyves of collateral?

e
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6. What legal responsibilities does CFC have in regards to AliC

investments in the Guarantee Fund?

There are mary other legal questions that could be researched, but
the questions presented asbove seem to be those most pressing at this

stage of CFG's development,

Concluding Remarks

Many of the observations and recommendations exnressed in this Final
Revnort are not nevw and in fact, many of the items discussed were first
brought to the attention of this consultant by CFG staff members, parti-
cularly Oswald Gervacio and Tony Darjuan as well as others. That much
work remains to be done towards improving CFG a2g¢ ¢ lending institution
is mot an indication that substantial progress has not already been
accomplished but is instead only an indication that CFG is still a fledgling
institution with relatively modest resources, particularly in the area of
gtaffing. Taken in perspective, CFG has done a very good job and has already
begun to lay the foundations for the establish-ent of a sound lendiny ins-
titution. However, CFG must oot rest om its past succcss, but should
vigorously push forward tcwards nore accegplishrents. This Final Report
has been vwritten with thc intent that sone of the ideas expresscd hercin
~ay be helpful in CFC identifyingp gpacific arzas in its lending system

that mipht be further impeoved.
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the Philinpines tc furnish certain technical assistance for the
Philippine Cooperative Marketine Project {CMP).

Since October 1972, the author has been assigned to the
Central Bank of the Philipnines, !2anila 28 a lonpg-term consultant
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Thilippines as well as th~ rhallenpes associated with the deve-
lopment of a sound, constructive and endurine CTS - ene of the
major objectives of the C'P. O0Nther overscas emmerience of
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career, the author was in Japan. in hoth a military and civilian
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cooneratives to reorpanize and recover from the consequences of
™ II.
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providing loans and financial counseling to a wide variety of coope-
ratives from the smallest and newest develooning cooperatives to
some of the lareest and most sophisticated coomeratives. This
experience was pained in the Snringfield (lfass.) Bank for Coope-
ratives of the U.S. Farm Credit System vhich specializes in lending
to farmers and co-neratives and wherein the author rose from the
position of Business Analyst to Senior Vice President and Chief
Operating Officer.
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i. PURPOSE:

1.01 The purpose of this paper is to first, present a review
of the develonment and status of the Cooperative Finance
System (CFS) and its onerating arm, thce Cooperative
Finance Group (CFG), and seccond, to present this Con-
sultant's recormendations for the further development
of thie CFS in order to more effectively mect the prowing
needs of cooperatives and Cooperative Pural Banks (CRBsg)
as the CFS moves into its next major starc of development,

1.02 it should be vointed out at the outset that this pavper is
intended to deal nrimarily with thosec asnects relating

to the delivery of financiel asgsistance to cooperatives

as a part of and a future outprouth of the Coonerative
Marketing Project (CMP). Therefore, and for purposes

of brevity, it will not directly address th~ activities

and contributions to the development of cooperatives that
have been or will be provided in the future by the other
agencies par: icipating in the CMP, Needless to say,

the eontinued strong support of those apencies, egpecially
the Burcau of Cooperatives Developrment, MMinistry of Aoriculture,
and the National Tood Authority, on a coordinated basis, will
be absolutelv essential to the future prowth and success of
cocperatives in the Philippines.

2, THR® COOPERATIVE MANKETING PROJECT:

2.01 The CFS/CFR was created hy the Camtral Bznk within the
Department of Nural Banks 2nd Savince end Loan Associations
(PPBRSIA), pursuant to Office Order No. 170, Office of the
Governor, on July 5, 1278 at which time it was charged
vith the administration of the leoan, puarantee and trust
Suids of the Conperative Harketing Proiect (CMPj. The
C!P, created as a result of a bilateral apreerment between
the Republic of the Philippines and the United States of
America, dated lMav 3, 1978-



2.04 Algso as a part of the CIf Implerentation Plan, the

2.05

Committee for Cooperative Pinance (CCF) was created
consioting of the followine:

Pirector, CB/PRBRSLA - Chairman
Director, ROND/MA ~ Vice Chairman
Fxecutive Mir., CYPL - Yerber

One Reprcsentat ve of CRBs - lerber
One Renresentative of AlCs -~ lerber

The CCF was established primarily to develon the
Rules and Resulations for submission to the Monetary
Board and those Pules and Repulations now govern the
oncrations of the CT(,

The CCF also has the responsibility to review the
credit and related services required by cooneratives and
to recorrend plans and programs to mect those needs.

The GN” thercfore acts as the policy initiating body
for the CFG. Toecther, they are expected to be ongoinrs
entities to continue oroviding for the financial necds

of cooveratives after the CMP complction date of March 31, 1983.

Another major elerent of the CMP, wvas the provision of

96 person months of technical assistance. To date, this
has been provided by U.S. expatriate congultants through
Agricultural Cooverative Develonment International (ACDI)
under a long-term contract between it and the Philinnine
Government. In October 1979, ACNI fielded tvo lone-term
(three-year) consultantsg to assist with the Cl®P. This
included Georpe Voth, a Senior Marketing Specialist, who
was assigncd to assist in the developrent of the cooperative
marketing aspectas and this consultent, a Cooperative Finance
Specialist, who was assiened to the CFC to &ssist in Jeve-
loprent of the Coomerative FPinance System. Additionally,
ACDI will be providing approximately twenty person months

of short-tcrm consultancies dealing with specific technicsal
areas. '!r. Voth completed his tour and left the Philippines
in October 1222, The services of this Consultant have
recently becn extended for six-months and I ar now
scheduled to depart on Anril 1, 1983.

In addition to the forepoing, the Intcprated Agri-
cultursl Production ilarketing Project (IAPYP) has provided
other expatriate coasultants in support of the CHP. This
included a Cooperative l'anagement consultant during the
period from Yay 1972 to February 1980 and another similar
consultant from lMay 1981 to July 1982,



3.04 1In addition to wnroviding loan funds to AICs through CRBs,
the CFGC can also invest on a direct basis in the preferred
gtock of -a borrowing AMC which investments are categorized
under the CMP as Trust Funds. Such investments in pre-
ferred stock cannot exceed the unimpaired paid-in menrber
canital of #1,000,N00 whichever is greater per AT according
to the existing Pules and Regulations. Trust TFund invest-
ments are penerally, but not necessarily, made in conjunction
with lone-term loans to temporarily auement the rembers'
paid-in capital to satisfy CFG's debt to equity limitations
or to provide permsnent working capital or capital to margin
loans. Redemption of the preferred stock, thc source of
which is usually from future capital investrments of menbers,
is penerally co-terminus with the long-term loan up to
a maxirum of ten-years. Preferred 8tocl- held by CFG is
non~-votine snd bears dividends at 1/5 the rate paid by
the borrower on its common stock.

3.05 The peneral credit policies of the CFS as set forth in
the Pules and Bepulations include a policy to provide a
borrower's total financial needs vhenever possible which
are tailored to the peculiar necds of the borrover. Types
of loans include long-term (up to 10 years) and short-term,
usually for onc-year. Interest rates are concessionary
at 8% per annum for long-term and 97 per annum for short-
term. Interest is collected in arrears and no service
charpes or other add-ons by the CRB or other primary
lender are permitted. All loans are generally collateralized.

3.06 Aside from the concessionary interest rates, all loans
are madc on the basis of conventional credit criteria.
Applications together with supporting documentation
(feasibility studies) for financial assistance, vhen
endorsed by the CKB, arc thorouchly scrutinized and
evaluated by the CFC to determine if the requested
financing is sound and constructive, fulfills the needs
of the borrowver and its members, and full repayment can
reasonably be expectad. Loans approved by the CF Loan
Comrittee which exceed the lendinz limit of the respective
CRR muct be aprroved by the Director of the DPRBSLA and
confirmed by the *onetary Board. Each loan grantad is
subject to an STN Apreement with the CPR vhich impnses
specific loan servicing requirements unon the Benk & 4
ty a Loan Agreement between the Bank and the borrower
which imposcs conventional loan terms, conditions and
other normal credit disciplines unon the borrower.



system and to provide puidance to their boards and
manapement as to hou they could qualify for financial
assistance. This, of course, took a great deal of
time, plus the fact that CPLF had limited funds to
lend. gradually led to changing attitudes toward this
new lendinp system. Yhile significant propress has
been made in overcominp the nepative attitudes, it
will need continuing emphasis.

4.02 As a result, financial assistance has becen granted to
onlv five (5) ACs as of Sentember 30, 1982 as follous*
Loans Term/ Commodity/ Trust Fund
AL Closed Special Term Seasonal Loans Investments Totals
Loans
(00" 's omitcted)
North Cotabato Jul PN 2 422(T) »1,250(C) R 200 21,077
Apusan del Sur Mar 81 624(T) 750(C) 465 1,R37
First Iloilo Mar R1 - 200(C) - 2%
Central Nueva Ecija Apr 82 2,250(T) 1,000(C) 950 4,230
Morth Cotabato* Jun 82 - 1,000(C) - 1,900
Southerm Iloilo Jun 82 NN (ST) - - 3D
First Iloilo® Jun 82 500(ST) - - 50
Totals B.4,101 4,200 ELSLS 222

# Reborrowinps or additional loans.

4.03

These samc borrowers have so far invested a total of
#150,0190 in the Guarantee Fund described in 3.03 above.

It is too early to drsw any clearcut conclusions on

repayment performance. The first loans to NHorth Cotabato

and First Iloilo have been fully repaid or are being renaid

on schedule. The loans to Agusan Del Sur are presently
delinquent due larsely to ineffective manapement but also

to some crop failures and lack of ~erhership suoport. The
CFG is recently completed negotiating a rehabilitation nropram
involving loan restructuring, raising additional merber capital,
providing some additional financing wmder a custodianship
arrangement and the imposition of gpecific management and
financial controls. Nonc of the recently granted loansg

te the athaorx AMCs shovmn abswe hawe as yet reached any

loan maturitieas. The canzbilities of the CFC staff

to meintain an effective loan servicing rrapgyam will be
critical to future repayment performance and the quality

of the loan portfolio.




in the total amount of asproximately 85,401,000,

Yhile the nrincipal workload for this program is being
decentralized to the respective CRBg, it will nonetheless
further tax the limit~d manpouer available to the CPC.

3.93 1In viewing the lonper term market potential, there are
a rclatively larpe number of other cooperatives in the
Philippines in need of financial agsistance. For example,
there are some 849 credit cooneratives/unions, 394 consumer
cooperatives and a number of other types of cooneratives.
While thesc arc classified as non-agricultural, many are
located in rural areas and are in fact serving farmers.
fishcrmen and aecri-business. And for the most nart, these
cooneratives arc in a much sounder financial erndition and a
much more advanced stape of development that are the
agricultural cooncratives to which the CMP is directed.

€. SOME CONSTRAINTS TO THF. FU™THER DEVELOPMENT OF CONPERATIVES AMD
THE COOPERATIVE FIMNEANCE SYSTEM:

6.01 As was evident to the architects of the CMP, one of thc
seriouvs constraints to the devclopment of cooperatives is
the rather general lacl of knowledpe and exmerience on thc
part of cooperative management and boards of directors.
This is why onc of the major thrusts of tho CMP centered
around the development of management/director skills. From
the outset of the CMP, the BCOD has actively conducted
seminars however, only limited success has co far bcen
noted. It is assumcd that the BCOD will continuc this
important activity when the CMP is terminated. 1t has
long been felt by this consultant as well as others that
in order to improve the effectiveness of the formal geminar
training, it needs to be supplemented with a concentrated
prosram of on-sitc, one-on-cne technical assistance in order
to assist the coonerative personnel in applying the "classroor”
knowledge to their owm situations. This is particularly true
in relation to dealing with specific operatinpg problems many
of which are unique to each cooncrative. This one-on-one
training concept was recently tested by the CFPI with
rcasonably good results. Actually, the nced for training
and cducation will nrobably be never endinpg as the cooneratives
propress throurh various sgtages in their develonment. And,
siace not all cooperativee are in the same stace at the sarc
time it will call for a considcrable amount of individualized
or tailor-made training. At this point, the question is,
wvhich agency or entity should be responsible for this
critical component in cooperative dewelooment.



6.04 This Consultant fcels, based upon personal observations,

that CRBs are in desperate nced of tcechnical assistance

and training in basic lending and other bank operations.

Many CRBs arc having operating difficultics and since the
CFS/CFG is relying on them as its vital link in providing
financial assistance to coopcratives, and if the CRRs are

to become an intcgral nart of a futurc apex bank for coope-
ratives as well as continue to provide financial assistance

to farmers, it is imperative that CRBs be develoncd into
stronp financial institutions. The CR throush its CBI

apnears to be providing CPB directors and key nersonnel with
adecuate and on-poing training rclative to banking laws,
repulations, accounting/reporting requirements, planning,
board/manarement relationships, ete. However, as ic the

case with ACs and SHNs, there amncars to he a preat lack

of assistance in helping the CPB directors and staff apply the
classroom concepts to their everyday operations and especially
in helping them develop basic operating procedurcs and tech-
nicues which respond to their unique local circums' gnces.
Becauge the kev CF- staff is being drawn from the DRBSLA and
because they will be in frequent contact with CEBs in the
field, it is felt that the CFG vill be in a much better position
to assist CRBs in strengthening their operations than any other
groun,

7. CURRENT AVAILABILITY OF FUNDS TO CRG:

7.01 As previously indicated, the U.S. Government throush USAID

7.02

has made available, until March 31, 1983 a total loan to the
Philippine Government of $£6,0900,000. Of that amount, $702,000
was set aside to supnort the -—ecessary techniral s~~*etance
and to nrovide certain ccemrodities to rrci~ient A™Cs le-vin-
§5,2958,0N0 for loan., trust and puarantea fuids or a total
amount of ®39,735,000 (at 7.5 te 1). Additionally, the
Philippine Covernmont through the RCOD has nrovided CFG

with #16,372,900 of loan funds as a portion of its counter-
part funding of the Project.

Following is a summary of the status of funds presently
available to CFG:

-11 -
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7.03 As is evident fron the foregning, the maior portion of the
funds currently available to CFG are exvocted to be utilized
in the near future. 1In addition to the A'C loan recipients
oresently anticinated, there will be a market in the very
near futurc for loans to some other AMCs particularly as new
ones are formed. Further, experience reveals that once an AT
rececives its initial loans, and assuming its onerations are
reasonahly successful, its needs for additional financing
usually accclerate very ranidly. Additionally, the initial
phase of lendinz to about 155 Slis is exnected to recach only a
small pronortion of the market. It is estimated that a total
of at least 1,500 SMs (out of 21,MM0) could qualify for financial
assistance. Thercfore, the balance of funds available may be
adcquate throush 19R3 since the existine funds are on a revolving
basis and will rerain in the C®S., Howecver, if the CFS is to
continue as a relinble and continuous souvrce of borrowed funds
for credit-worthy cooperatives an¢ if the CFS is to cvolve into
a national or apex ccoperative bankinp institution as oripinally
contemplated, the CFG will need to cxplore sources of additional
fundine in the immediate futurc. Some notential sources are the
Philipnine Government, USAID, Asian Development Bank, World
Bank or other similar developrent apencies.

£, FEASIBILITY OF A NATIONAIL BANK FOR COOPERATIVES:

8.01 Onec of the principal objectives of the Philinnine “overnment
in undertaking the CI'P was to attempt to develop, on a pilot
basis, a sound, constructive, reliablc and cooperatively otmed
bankins institution for develoning cooperatives. Under the
C1'P, the CFS/CFC was created to test the credibility and
potential viability of such an institution and it was initially
directed at a limited number of A's and CRBs since these were
fledrline orpanizations with the greatest need for fipancial
and maraperent assistancc. The CMP architects envisioned
that if succesaful this embryonic, CFS/CFC would eventually
evolve intoc a National Bank for Cooneratives (NRC).

2.02 In furtherance of this objective, this consultant instigated,
in a recormendation to the Projcct Manager in Junc 1981, the
undertaking of an in-denth study into not only the feasibility
of develoning an NRC but if deterrined to be feasible what
should be the neceasary interim developrent gtrategincs to be
mndertaken by the CFG that should be prerequisites to the
crcation of an YWBC on a sound and viable basis. This recom-
mendation was favorablv received by all sectors and the study
cormmenced in October 1981 by thc Technical Board for Apricultural

- 13 -



d. Establishment of an MBC at this time is clearly pre-
maturc. The TRAC feasibility study is exnected to
provide an anpropriatc lone-term stratcpy which eocs
beyond tha intent of this pancr.

e. Since the CFG is devecloping the basis and experience
for a sound coonerative finance syatem, it is the
rost looical interim wvehicle and nucleus from which
an YMBC can develcep.

9. LIMITATIONS OF TWFE PRESENT CFG STRUCTUPE:

¢.01

9.02

9.n3

Very judiciously, the CF( vas placed under the tutclage and
supervision of the Dircctor, CB/DRRSLY dvrine its initial stares
of develorment who also provided its staffing requirerments,
Now, that a reasonable amount of expcrience has been sained
and a futurc direction can be more clearly defincd, somc
adjustments seer anpropriate so that the CFC can rore ade-
quately pear itself to meet thc rapidly prowing chanpes and
needs of cooneratives. A further corpeclline fector is the
fact that the superstructure around thc CFG vhich was set up
under the CMP, includinpg the scrvices of this consultant, are
all scheduled to expire on March 31, 1983, vhile the CFC is
expected to survive and hopefully mature into an NBC. The
stage for this devclopment therefore nceds to be set now,

It should also be recornized that the kinds of nnerations and
needs of tre CFC are someshat unique and foreipm to the normal
bank supcrvisory and rceulatory functions of the CB. Trying
to incorporate the CFC activity into the normal functions of
the CB could easily cause difficultics for both entities.

It would therefore seer desirable to gradually oxtract the
CFG from the CR. This process should in my opinion be
evoluiionary bacausc the CFG is clearly ant yot capable

of standinp on its own. For some time to core, it will
continue to necd the assistance and euidance of the CB
together with its prestige and clout as the CFG continucs to
establish its own credibility. These, I feel, will also be
vital ingredients to thec success of the CFG.

One of the most scrious impedirments to the future develonment
of the CFG, in my opinion, is the lack of full-time managerent
and inadeguate sraffine. This statement is not madec in a
critical vein since until very recently, the level of activity
of CFG could not justify anything different. The quality of

- 15 -



10.

SITSIARY AND RECOMMFNDATIONS :

10.01 The CFS and CFG aopear tc be on the threshold of being pro-

10.02

relled in a very meaningful wvav tovard the ultimate chjective
of firmly establishing a coopcratively owmnod reliable, sound
and constructive lending institution throush which fiuancial
and tcchnical assistance can be effectively nrovided to the
developing cooperatives in the Philippines. This is not
girply an intervention. Hopefully, a positive and cons-
tructive environment car be maintained to pcrmit the CFG

to pursuc that objective in an appressive but carefully
planned and executed manner. An important part of that
environment is the ability and willinpgness to make neccssary
changes to meet its prawring and changing nceds. At the
oresent time, there arc tuo basic needs which should be
addressed:

a. There appears to be a neced to restructure the Cormittee
for Coopcrative Finance (CCF) and its rcsponsibilities
in view of irmpending expiration of the CP and its
Inter-Apency Coordinating Committec (ICC) on March
31, 1983. As prorrammed in the CP Implementation Plan,
the CFS will be the only survivine "institution" of the
CMP at the national level. Thereforc, the CCF will
need to elevate itself to a more active body and to be
able to respond to the perccived needs of the CFG.

b. With the erowing and changine needs of thc developing
cooperatives and the developinp CTS, the CTC needs to
be restructured and repositioned within the Central
Bank in order to morc adcquately meet thnse needs.

In view of the foreerning, this eonsultant preesents the
folloving recorrendations for consideration:

a. The overall supervision and coordination of thc CPFS ghould
be placed under a Special Assistent to the Governor of the

CB under the Deputy Governor, Supervision and Examination
Sector.

b. The CCF Guidelines appearing as Attachment I to the CIP
Implementatior Plan should be revised to establish the
CCF in a mor. formal mamner as the pnlicy making body (to
act like a board of directors) of the CFS/CFG. Among
other things, the CCF ghould be vested with the authority,

subject to lonetary Board approval as appropriate, at least
for the following:
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In order for the: CPG to begin to dcvelop its ovm charactcr,
image, policics, procedurcs, practices, ete. to mect the
nceds of this evolving cocperative finance system it should,
at this stapc, be rernsitioned as a more autonorous unit
within the CB reporting directly to the CCF and its Chair-
man, a Snecial Assistant to the Governor, CR. It is
obvicusly too carly to have the CFS strike out on it own.
The CR should eentinue to play a verv vital role in guiding
the develoorent of the CFS and the CB conncction can pive
the CFC a hiph degrce of credibility in dealinp with others.
Further, somc CR supnort in the form of office facilities,
lepal, accounting snd other staff suprort and in providing
a2 limitcd number of its staff to the CPC will be desirable
for at least the near future. However, one of the CF¢'s
prirary objectives should be to become sclf-sustaining
within a reasonable period of fire.

Perbaps most critical to the CFG if it is pning to suc-
cessfully manacc its prowing businces and at thc sarc tirme
build a soind financial institution to meet the necds of
cooperatives is for the CFG to have most of fits staff
merbors on a full-tirme basis in the very near future,
particularly its key manacenent nersonnel. Further, the
CFG staff needs to be consolidated in onc officc location
in order for it to develon cohesivencas and effective
coordination of its overations. Hopefully, the CB can
continue to provide basic office furniture, telephones,
supplies, etc., Other office equipment such as typewriters,
calculators, filing cabincts, etc. can nrnabably be nur-
chased by CVG from its earnings.

In terms of presently felt CFG staffing necds, it is hiphly
rccormended that if possible, these positions be filled by
CFG st~ff mermbers who arc currently assigncd on a part-
time basis. These individuals with wvhor I have worked
closcly for thc past thrce years are hirchly qualificd

end dedicated end could of course carry with ther all of
the experience of the CFC tc date. Attached as Annex A,

is 2 proposed organizational chart for the "new'" CFS.

1f staffed as nroposed, this would result in:

(1) Assipnment of the follawing part-time staff to a
full-time basis:

Mzrio G. Vicente - Chief Exccutive Officer
Renato C. Quinto - Exccutive Officer

Oscar Longalong - Lepal Officer

Francisco Paule - Business Analvst

**acario Todripucz - Enpineer/Business Analyst

[
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h.

In consonance with the foreroing and because of the

critical lintace nrovided by the CPRs in the CFS, it is
suggested that the CFG through the newly created Neve-
lorwent and Technical Assistance Section be piven the res-
pongibility and authority to provide managerent and technical
assistance to all CRBs. The term, all, is used advisedly.

It refers only to thogse CRBs which are viable, including newly
orpanized CPBs, as apreed upon between the CF.: and the
DPRSLA. It is not anticipated that CFC would be able to
gtaff-un to salvare CRRg with serious nroblews. Meither

9 it contemplated that the CFG would asstre any of the
basic responsibilities of the CB in the areas of repulation.
supervision, exarmination, traininpg of CRR personnel on regu-
latory and accowmnting matters, etc.nor should CF” assume

any of RCON's repistration, repulatory or sunervisory
responsihilities for cooveratives. It is believed that

the CRBs which have some unique characteristics vhen compared
to private rural banks can best be assisted in their deve-~
lopment by & similarly orisnted eatity such as CFG. Further.
if the CRBs are to continue as vital links in the CFS or a
successor NBC, succassful development of CRRs will be in

the Syater's own best interest.

Pregentlv, the CFS onerates wundey a soundly conceived set
of Rules and Repulations adopted by the ICC and the Monetary
Board which ate carefully artuned to the C¥P. However,

in order to make adjmetments in the CFC onerations as
envisibhed in this neper and in anticirdtion of the tet-
mination of the C'P, the {oliovins princinal revisions

to the Rules and Rerulations should be considered for
adontion by the CCF, ICC and lonetary Board:

(1) Provide for removal of the fived interest rates since
interest rates in the future covld be dictated by
costs of funds not uow existine. The present ratee
are fixed to borrmsine cooperatives at 9% ner annum
on short-term loans and 8% por annum on lone-term
loans and the STDs to CPBs bear rates of 4% and 5%
respectivelv. In the future, interest rates should be
established from time tc time by the CCF, subject to
approval of the Monetary Board, and based upon cost
of funds, financial needs of the CFG and conventional
rates charged by other lenders for similar loans.

Even if it is feasible to continue the existino
interest rate structure, an objective of the CFS should
be to pradually Zepart from these subsidized rates and
move closer to rates charged by othergs. Such action
would be in the lonp-term best interests of the CFS

or £ successor NRC.
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3.

Since the CP: funds are not CR funds per sec this nro-
nosed expmsion of authority for the CFC vould not
annear to vieolate any leeal constraints of the CB. It
should be a stated policy that vhencver such authority
is exercised that the CFG ghould turn over such loans

to an elipible CPB at the earliest practical time. It is
intended that this authority be utilized judiciously on
a last resort basis subject to the approval of the CCP
on a case~by-case basis, Exrericnce to date has dermons—
trated wherc such authority could be useful in providing
financial assistance to cooperatives in a more timely
manner and/or nroviding necded additional loans to an
AMC vhere the CPRB has become inelipible.

Since it appears that the C¥S will be in necd of additional
funding in the near future and becausec of the long lead time
necessary tc explore, negotiate end receive such funding,
it is suaprested that the ICC/CCF arpressively address this
matter at the earliest possible time. The CPS is beinp
built as a continuous and reliable gource of credit for
cooperatives. In order to fulfill that cormitment, it

r .3t te nrevared to constantly pursue various sources of
additional funds in order to satisfy not only the rapidly
prowing nceds of axistine borrovers hut also for erowth and
expansion of the System.

12..3 Tirding and implementation of the recorrendations contained herein
can be very imbortant to the continuation of the CFS in a coor-
dinated &nd successful matmer. Assumine the forepoing recom
mendations are considered favorably by the ICC and CB, I would
supeest the following timetable:

(1) Recommendations 10.0Z a., d., e.,f.,p., and h. relatine to

(2)

the restructuring and revositioninp of the CFG should

be irmlemented as soon as possible but hopefully no later

than Necerber 31, 1982, This timine would provide a reaso-
nable amount of time for this conmsultant to provide assistance

and euidance during this rignificant transition and recrpani-
zation phasec.

The ICC/CCF should appoint s sub-committee to draft the
revisions to the CCF Cuidelines and structure nroposed

in recommendations 10.02 b. and c. ahove for coneideration
by the CCP, ICC and aporoval of the Monctary Board. The
revised CCF Cuidelines can hopefully be in place no latcr
than Decerber 31, 1982.
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PPOPNSED STIMUCTURE OF CCR/CFC

Brief Descrintion of Princinal Pesnonsibilitics
of Each Major Function

1. Cormmittee for Coonerative Pinance - lesnonsihle for the overall
nerformance of the CPG includine hut not necessarily limitzd ¢o
the followinp:

a. %stablishes lending and operatincg wolicies for CFG.

b. Monitors and evaluates the nerformance of the CPR and
cormiiance with nolicies.

c. Fstsblighes short and lone-rangs nlans for the dewvelonment
of the CFS tovward the obiective of establishing an ancx
banl. for cooneratiwes.

d. Plans for and sccures adecu=tn fundinr to meet the needs
of the CFC.

e. Apnroves operatinpg budgets fronm the CFG.

2. Chief Executive Cfficer - Pesnonsible for the overall maracerent
of the CFC including but not hecessarily limited to the follosrine:

a. Serves as Chairman of thec Loan Committce.
b. Develops overating plans and budpets for armroval by the CC¥.
¢. EstaBblishes management poiiciea and nrocedures to insure*

(1) Comrsrliance with nolicies established bv the CCF
(2) Adecuate accoumting and control of CF funds and assets
(3) Staffing and coordination of all CFG functions
(4) Sound and constructive lendinr, scrvicing and collection
functions sensitive to the needs of borroers.
(5) Provision of nceded credit related scrvices directad
at irorovine the onerations of borrorwers, C"Bs, and
credit cooneratives and nroviding them with neceded services.
(6) Provides the CCP with adequate rerorts and assists them
in carryinp out their functions.

d. Mzkes recommendations to the CCF on new policies or
chanres to existing nolicies directed towrard the further
developrenrt and expansion of the CFS.

‘»
»

Executive Officer - Pesnonsible for the day-to-day onerations
of the CPG includine but not necessarily limited to thke following:

a. Serves as vice~chairman of the Loan Committce
b. Acts for the Chief Pxecutive 0fFficer in his asbscace
c. Coordinates and surervises the activities of subordinste staff officers.

Amcx A
Attackmont I



Lepral Section =~ "esnougibilitics include but are not ncces-
sarily limited to the following:

a.
b.

c.

Leeal Officer serves as lepal counmscl to the CCF, the CFR
staff and the Loan Comrc.ttee,

Certifies as to the elipgibility or continucd eligibility

of borrowers, CI'Bs and credit coonerativee.

Prepares all lepal docurents for CFG inclulirg lcan apreerents,
collateral security docurments, other contracts/aprcercnts, etc.
or revisions thereto.

Assists in loan closine on ioan collection functions es
necessary.

Provides assistance and counsel on lepal matters to

borrowers, CRBs and eredit coomeratives.

RPigeal and Accountine Seetion -~ Pesnonsible for all fiscal and
accountine matters of the CFPC iancludine but not necessarily
limited to the followine:

Fiscal Officer serws as a member of the Joan Cormittee.
Pevelons and maintaine an esccountine and record-keenin~
system resnonsive to the needs of the CFG and CCP.
Manares the receint end diabursement of all CF( funds and
maintains apnropriatc checkinge or other accownts.
Provides accurate and timely financial statewments reports,
etc. for the CCF and the CFG csnnserment.

Invests CF2 funds pursuant to policies or directives.
Recommendas nolicies, mrocedures, cte. to maintain control
(safety) of CFG funds and othor asasets.
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Attachment T

A
(IR



