FAM Monetization Workshop

Johannesburg, South Africa

November 2-5, 1999

Chronicle of Events

DAY 1

Welcome/Introduction:  

Walter Middleton opened the workshop with words of welcome to the participants and introduced the facilitators:  Ron Shaw and Jenny Aker. .  He mentioned the use of monetization as the conversion of food resources to cash assistance.

Lee Thompson (Africare) Chair,  FAM Monetization Working Group :  Lee mentioned changing rules.  Mentioned FAM Manual and reference to workshop materials.  Thanks to Save the Children and CRS for participation.   Lee explained that looking to next ISA cycle, the PVOs met at annual FAM meeting.  Three areas of collaboration were agreed upon in FAM: M&E, Local capacity building, and Monetization.  

Lee mentioned that the ISA focused on creating a single manual and hosting a series of workshops, and added that changes will be made per changes in the regulatory environment.  Recommendations for changes should be sent to FAM at www.foodaid.org.  Suggested the inclusion of AID’s Monetization Manual.

Walter announced that ticket confirmations are with Marion Samuel.  Facilities, breakfast, and lunch will be covered by WVI.  He reviewed the day’s agenda.

Icebreaker:  Ron lead group in “No Money, No Cry”

Expectations:  Walter led the participants in presenting their expectations for the workshop:  

· Sharing of experiences with other umbrella monetizations in Africa.

· Clarification of Title II rules and regulations

· Acquiring skills to conduct monetizations

· Clear distinction between Title II and USDA rules and procedures

· Explore venues for third country monetizations

· Empowered to dialogue with donor on equal basis

· Discussion of future of monetization and what our DAPs might look like

· Better understanding of variables in process and how to manage them

· Advantages and disadvantages of monetization consortia

· Know best practices

· Update on relationship with private sector in US, in particular, processors and millers,  resulting from meeting in KC, and impact on commodity selection (for old and new DAPs)

Walter announced that a  “Parking Lot” noteboard would be available for participants to post questions:  Questions were reviewed and answered daily.

Introductions:  Participants presented themselves to the group: 

Walter Middleton-WVI, Johannesburg

Jenny Aker-CRS, WARO, Ghana

Anthony DeFilippo-CRS, Madagascar

Anica Hess-ADRA, Mozambique

Henry Taylor-Cline-OICI, Togo

David Gatujna Macharia-CRS, Kenya

Desmond Nkhoma-CRS, Malawi

Anne Kyoya -WVI, Kenya

Mekonnen Sisay-WVI Ethiopia

El Nour El Basha -Save, Mozambique

Salvador Baldizon -CARE, Ethiopia

Bernd Duesenburg , WVI,Mozambique

Akilu Abebe- Save, Ethiopia

Bill Mitchell-FHI, Mozambique

Jenny Foster -Save, Mozambique

Yigezu Tamrat-CRS, Ethiopia

Merid Kebede, SCF, Ethiopia

Adam Mbundune SCF, Angola

Curtiss Hesse-ADRA, Mozambique

Annie Foster-SCF, Mozambique

Faith Henderson-Africa, Uganda

Martha Newsome-WVI, Mozambique

Matt Smith-Africare, Ethiopia

Josefynne Miingi-Technoserve, Kenya

Bill Noble-Africare, Mozambique

Jennifer Press-CRS, Angola

Sean Gallagher-CRS/SARO, Zimbabwe

Ron Shaw-Save, Johannesburg

Presentation of Monetization Activities:  Ron Shaw called on representatives of the different consortia to present a profile of their consortia and major issues:

Madagascar Consortium:  CRS, CARE and ADRA


Individual DAPs - vegoil sold to single buyer


Pursuing 416(b) wheat to single buyer


Negotiated sales, meeting 80% C&F


Price sensitive buying


Upfront bank guarantee of 10% up front


USAID not happy with supporting a monopoly

Mozambique Consortium:  WVI, plus 5 other PVOs


2 commodities:  Vegoil, 4 refineries


Much competition with wheat, 5 millers


Struggle with benchmarks, worked on commercial freight rates


CCC is buying of wheat at 20-30% higher than normal prices


Sales are through contracts, not tenders


Customers want programmed delivery, but difficult to achieve

Togo:  Africare and OICI


FFProgress with rice


USDA shipped in containers so could not sell at threshold price, because quality and price was high.  Bought at port. Negotiated sales.

Kenya Consortium:  CRS, CARE, FHI, WVI, ADRA, Technoserve


Problem with government regulation on duties on wheat


Stringent requirements from FFP/W for monetizing wheat


Requirement to present gov’t portion in DAPs 


Meet threshold on price for wheat and degummed vegoil


Sales by tenders in Kshillings


Pre-shipment inspection at 2.5% of C&F, plus duties per time of year, plus taxes and port levy fees 

Lee Thompson mentioned that USAID will  not fight (on behalf of PVOs) to reduce port fees

Malawi:  CRS


Began in March 98 to look for other PVOs, but to no avail.  World Vision conducted a study in Malawi proving that monetization could be done.  AID behind CRS.  Mission required the sale in local currency to support balance of payments strategy.  Selling wheat to a para-statal monopoly, though AID has concerns.  Purchase will be in Port of Nacala.

Ethiopia:  CRS, CARE, FHI, VWI, ADRA, Save, Africare.  Latini sale.  Sold wheat for 98.  Selling 20,000 Mts. of wheat and 3,000 Mts. of refined oil to cover FY 1999.  Started with deficit and had to reduce budget.  Sale to single buyer though 14 potential buyers.  Responses from 3.  Have requested waiver for wheat.  Vegoil  makes benchmark.  

P.L. 480 Monetization:  In the context of the major issues facing PVOs conducting monetizations, Ron mentioned other issues:

· $125 million allocated for monetization

· Weaknesses of PVOs:  Hiring for monetizations, PVO focus (versus commercial), and experience 

· Objective of monetization to obtain foreign currency for programs

· Authority: PL480, 1954

· Minimum monetization is15% for non-emergency, can obtain other hard currency (not US Dollars)

· Food security focus

Other Pre-requisites for Monetizations:  DAP, (TAP), Emergency, Selection of commodities, Benchmarks, no disincentive to local production/market, UMR, signed sales contract, no promotion of export crops that compete with US export markets, separate bank accounts.

· Proceeds can be used for programs, admin costs for regional and national office, conducting sales

· Use of monetization proceeds ruled by OMB Circulars A-110, A-122, and A-133

· CS liable for losses if they do not process claims

Reporting requirements include:  ARRs, PAAs, and Revenue report 30 days after close of sale (many PVOs do not report within 30 days, but often left up to the mission and PVO)

DAP outline presentation:  Slide  The slide listed the components of the DAP and highlighted those referring to monetization.

Lee Thompson announced that Tom Oliver presented the 75% issue to producers and millers. Conducting diagnostic on moving AID to State or USDA. USAID is conducting worldwide audit of monetizations. 

U.S. Commodity Pricing: Ron provided a list of Internet websites and contacts for obtaining information on commodity and shipping prices.  He made reference to the FAM Monetization Manual as a source of contacts.  
 

What are sources of information for commodities and shipping?  

· Producers, processors, via Internet.

· USDA/FSA :  Africa prices usually from Gulf ports.

· Listed announcements of actual commodity purchases

· U.S. Wheat Associates:  www.uswheat.org - Export price page and freight prices




Weekly production update

· FAO:  www.fao.org-Guidance on freight rates

· Award Announcement: Used to determine a product to consider

· Australian Wheat Board: www.awb.com.au

· Argentinean Wheat:  www.bolcereales.com 

· Canadian Wheat Board:  www.cwb.ca

· Business News

· American Soybean Association:  www.pacweb.net.sg - No refined oil prices

· Currency exchange:  www.oanda.com

· Websites for different Title II commodities and ocean freight rates are in manual

· Addresses for producers,  processors, and export groups

· Reading American Commodity Quotes

· Quantity conversions in manual

Ron explained that each commodity has different and varying characteristics that add/detract from price.

Suggestions included referring to USAID/USDA for availability of specific commodity and to determine if they will make them available and checking with USDA/USAID to be sure that commodity is the same after the call forward has been issued.  He noted problems with inconsistencies between quotes from producers versus USAID/USDA . In W. Africa, wide market fluctuations on prices.  In West Africa a request was made to USDA to obtain another price quote, but the CS was told to wait 90days.

Lee Thompson mentioned that in Ethiopia refined vegoil is sold in tins.  There was a set aside for minority firm for 15% of total production resulting in a price of $860.00/MT, when the real price was less. Has impact on cost recovery calculation. 

Valuation Exercise:  Participants conducted valuation exercise to determine benchmark prices and answers were presented.

Evaluation forms were filled out after each section. 

Section 2: Market Analysis

Ron led a discussion of the characteristics of closed versus open markets, and other possible constraints.  The typical market hierarchy is based upon the importer, wholesaler/speculator/processor, village retailer/consumer cooperative, retail shops and traders.  The market analysis needs to take into consideration the market structure in order to determine where we(the PVOs) will intervene.

How do we start the market analysis?  

1.  Market Structure:   How is the market  functioning?  Questions should be posed of importers and traders, market surveys, customs and excise records, clearing and forwarding agents, banks, NGOs, Ministries of Agriculture/Commerce, Chamber of Commerce, Ministries of Health.

2.  Commodity Selection: Timing of the local harvest, local diets and staples, which commodities are imported, which are produced locally.

3.  Commodity Pricing:  high value/low volume, port storage and transport, small trader interest, other concerns.

Commodity Selection Considerations:  

· Setting Floor Price

· C&F

· FOB 

· Parity pricing

· Minimum the PVO needs to finance programs

Host Country Food for Peace Agreements: Slide  Ron mentioned that agreements need to be reviewed and amended to include monetization.  Other considerations for inclusion in host country agreements: 

· Business trading license

· Authorization to trade in commodities

· Authorization to pursue disputes through legal channels

· Exemption from import duties, taxes, levies

· Provide PVO control over disbursement of proceeds

· Oblige host government to enforce non-export provision

· Incorporate Regulation 11 into agreement

Selling Idea to Host Government:  Slide.  To sell monetizations to host governments, several points can be made.  These include the following: 

· Resources from USG 

· Proceeds remain in country

· Must meet Bellmon criteria

· Raises capital to fund indigenous programs

· Contributes to local food security

Sales Agreement Standard Provisions: Slide. The sales agreements should include mention of the following:

· Recipient Agency Agreement

· Include Regulation 11

· DAP

· Liable parties

DAY 2

Welcome and Housekeeping:  Walter welcomed everyone to the second day of the workshop.  He mentioned that ticket confirmations and pickup times would be posted in the afternoon. Issues are being presented in the parking lot.   The agenda for the day was reviewed.  Walter added that Umbrella Monetizations would be added to the day’s agenda and Lee Thompson would give the presentation.

Opening Song: Ron led the group in  “Benchmark”

The Market Analysis (Bellmon):  Jenny Aker presented the section on market analysis and the Bellmon.

Objectives of the Marketing Analysis: 

1. Assess the impact of TII monetization upon the local market

2.  Determine whether a Title II monetization will meet the benchmark

3.  Assess the impact of TII monetization on import market (UMR)

Bellmon Analysis:  Section 403, 1974, responding to Congressional concerns about imports into other countries.  Components:  Disincentive Analysis and Storage Analysis

Disincentive Analysis:  Factors:  Agricultural production, production cycle, type of foods consumed, prices, government policies, market structure, 

a. Commodity Selection:  Local consumption? Which are imported?  Are they available via PL480?

b. Agricultural Sector Overview: The affect of monetized food on local production, especially with respect to prices: What are main cash crops?  What are the patterns of production?  What are characteristics of agricultural sector?  Is the country self-sufficient/import dependent in staples?

c. Government Policies in the Agro-food Sector:  Pricing policies?  Marketing system, role of gov’t?  What are agricultural policies or goals?  Are there support prices? Import taxes/tariffs?

d. Disincentive Analysis For Each Commodity:  Will importation of commodity X cause a substantial disincentive to local production or marketing?  Local consumption?  Impact on local production?  Affect on substitutes?  Will it affect commercial marketing?  Food balance sheet?

e. Role of Food Aid:  

Usual Marketing Requirements (UMR)=  Average commercial imports of a commodity entering a country over a five year period.  USDA says that a PVO should not significantly interfere with this import level.  

Food Balance Sheet:

Avg. 5 year imports

Less re-exports

Equals total domestic supply

Less local consumption

Equals food balance surplus/deficit

The numbers used to arrive at the UMR are suspect, and therefore put the validity of the UMR in doubt.  Industry disagrees with use of UMRs.  Ag attaches will no longer be required to keep track of UMR.  But AID is looking at UMR to judge impact on commercial imports. There is an apparent contradiction in applying UMRs and the intent of the Food and Agricultural Act of 1954.

Recommendation to create a food balance sheet to help analyze a disincentive.

Storage Analysis:

· Port Capacity

· Storage Capacity

· Transport Capabilities

These issues are most important for small lot sales.

Other considerations:

· Taste and commodity specs:  Customer requirements

· Prices and cost recovery benchmark:  Does proposed price meet benchmark

· Freight rates and delays:  Delivery times

· Monetization levels:  How much is too much?  Other government sales? The  importation of over 10% of consumption  requires additional analysis.

· Sales methods:  Lot sales, tenders, etc.

Case Study:  Market Analysis for Mokong

Jenny finished out the session with a review of the case study.

Questions from Parking Lot:

How do you mitigate the affect of quickly fluctuating prices on meeting the benchmark?  Use the current price list of the ASA as a negotiating point.  Request the spot price to time with purchase.  

US Specs for Wheat #2.  Available on web sites, especially US Wheat Association and USDA export standard.

Case Studies: Sean introduced the case studies to participants.  Three groups were formed, one of each case study.  The case studies chosen were the following: 
Case Studies:


FAM Manual

Which Class of Wheat?

Page 4-11

Local Knowledge


Page 5-10

Cost Recovery


Page 7-9

Case Study Questions:
· List the steps needed to arrive at the Bellmon Determination.

· What are the problems/issues encountered and when in the process did they occur?

· What were the root causes of the problems/issues?

· What would have been the implications for the organization or other stakeholders had the problems/issues not been encountered or recognized?

· What actions were taken after the problems/issues were recognized?

· Where in the process could the problems/issues have been first addressed?

· What lessons did you learn from the case study?

Case Study Presentations:
Group 1:
Local Knowledge in Bellmon Ghana

1.
Steps in Bellmon

Agricultural sector overview – better data collection from local sources

Government Policies

Commodity Selection

Disincentive analysis each commodity

Role of Food Aid

2. Problems/Issues and When Did They Occur

· Incorrect and/or incomplete information leading to unacceptable recommendation

· Narrow data collection

· Information gathering stage

3. Root Causes of Problems 

· Unreliable government data

· Consultant didn’t want to work too hard

· Too narrow data collection

4. Potential Implications

For CSs

No money, no cry

PVO reputation

Stakeholders

No development programs

Lower bread available, higher prices

Reduced food security

Worsened balancing payments

5. Actions Taken

PVO empowerment-improved data collection and analysis

6. Where in Process Could the Issues have been Addressed?

PVO participation in development of SOW

PVO participation in initial data gathering

7. Lessons Learned

· PVO involvement (partnership) in Bellmon 

· Unreliable government statistics

· Triangulate information sources

· Importance of local knowledge

· Document facts

Group 2:
Which Class of Wheat?

Steps in Bellmon

Commodity Selection

Agricultural Sector Overview

Gov’t Policies

Disincentive analysis per commodity

Food Aid and other imports, re-exports and consumption

UMR

Current Marketing Practices


Consumer References


Issues relating to practicality

Storage


Transport


Port Facilities

1. Problems/Issues and When Did They Occur?

Did not determine that there were 2 different markets for wheat-2types of wheat.  Wheat is not wheat.  They occurred after the concept paper was completed.

2. Root Causes

Market research was not specific enough.  Poor assumptions made about wheat price structure.

3. Implications

For HRW, insufficient demand, import market perception

For SRW, Poor cost recovery, high taxes, disruption of local production possible.  Possible problems with government.  Insufficient funding.

4. Actions Taken

Returned and re-did cost survey analysis of the two types of wheat, HRW and SRW.  Got further support from US Wheat Associates.  Revised tonnage by class of wheat.

5. When could the issues have been addressed?

In the original market analysis in commodity selection.

6. Lessons Learned

Wheat is not wheat.  Earlier consultation with commodity experts, as well as with agricultural folks in Morocco.  Should look at practical considerations earlier. 

Group 3:
Cost Recovery


1. Steps to Bellmon

Two criteria for doing a Bellmon:  Disincentive analysis and Storage analysis

Commodity selection

Country overview

Agricultural sector overview

Government Policies affecting the Agricultural Sector


Pricing policies


Marketing system


Agricultural policies

Storage analysis


Port analysis


Storage analysis


Transport analysis

2. Problems Encountered and Where in Process Did They Arise:

Bids were below the cost recovery benchmark
In the country review

Tender process




Commodity selection

Received only two bids



Marketing system

3. Root Causes

Commodity selection was wrong

Lack of feasibility study

Currency fluctuations

Few buyers (Oligopoly) dominated market

4. Implications for Stakeholders if CS had not noticed problem

CS would operate under budget

CS relationship with AID would sour for future monetizations (If they asked for waiver and it was rejected, it would kill the problem.)

5. Actions Taken

Conducted a study on macro-economic factors

They looked at vegoil market to determine whether local supply and oil had depressed prices

6. Where in the Process Could the Issue Have Been Addressed?

In the beginning

7. Lessons Learned

Conduct sales at certain times of the year-local currency fluctuations because of market situation

Denominating sales in dollar times to avoid problems that exaggerate correction

Direct sales negotiation rather than tender-smaller buyers offer better prices and avoids price fixing

Managing Information:  Ron Shaw

Contracts

Managing Information

Consortia:  Lee Thompson  

The AID Monetization Manual makes mention of consortia as way to make the monetization process more efficient.  

The manual makes reference to three entities in a consortium:

Sales agent

Monetization committee

Lead agency

Assumptions for Consortia:  Lee asked participants to list possible advantages and disadvantages of consortia:  

Advantages:  

Cost benefit, same markets, shared expertise, AID likes it, reduces competition for same buyers, shared risk, AID deals with single unit, other shared knowledge and collaboration

Disadvantages:  

· Agreement not opportunity to build capacity for all PVOs

· Multiple commodities

· Various methodologies preferred by different PVOs

· Might create monopoly by the method of sales

· Decision-making is more complicated and takes longer

· Confusion with communicating with donor

MOU Agreement:

· Terms and conditions of relationship

· Responsibility vested in each participant

· Committee be established

· AID as ex-oficio member

· Chapter 6 of FAM Monetization Manual includes aspects of consortia, including standard provisions.  

· All required to sign a waiver request

· Passed out samples of MOUs

· AID issues Transfer Authorization with DAP as attachment.  MOU is between and among the members of the CSs.  

PVOs have 100% leeway in changes in budget, and need only report changes in the PAA.  The AER makes each PVO responsible for its shipment.  AID to announce that it is going toward global issuance of resources and toward a single DAP per country with a single recipient agency and sub-recipients.  AID wants to minimize the number of management units.  

AID is proposing that PVOs arrive at common approaches and activities in their DAPs, including on M&E systems, conducting evaluations and joint monetizations, among others, and seems to be moving toward treating PVOs as sub-contractors.   PVOs are not required to answer to the SO of the mission, but many AID missions require the PVOs to program toward the SOs.

Commodity status report and loss report is obligation of lead agency in monetization consortia. 

Walters said he would like to see a common MOU promoted by the FAM Monetization Working Group.  In reply, Lee mentioned that the Uganda agreement that she handed out resulted from a discussion among several PVOs to serve as a basis for other countries.  

Managing Inspections of Commodities:

Commodity Analysis Report Explanation:  For possible disputes, use US documents, then pre-shipment inspection, and discharge inspection to resolve possible disputes.  CCC can appoint an inspection on behalf of the PVOs.  Ron recommends that a quality survey be taken at the time of the discharge survey.  Buyers not used to C&F, and are less enthusiastic about surveys on such shipments.  

In small lot sales, the buyer must be satisfied with the product at the PVO warehouse.  Buyers may inspect, but often do it themselves.

Certificate of Analysis: How quality standards are going to be met needs to be included in sales agreement.  Wheat shipments have arrived with quality issues.  Labs in South Africa.  Buyers often want samples of commodities, but the actual product is not determined until the ship is loaded, which is being blended as it’s being loaded.  Grain samples pulled on US standards.  US wheat sometimes comes in slightly out of standard and raises issues with buyers.  

USDA refuses to send samples, but sometimes the freight forwarders can obtain them.  The producer groups can provide samples, but there is a question as to whether the sample is taken from the actual shipment or from other source.  Advisable to negotiate on quality of the product with the buyer.  End of session three.

Managing Risk and Liability:     Ron asked participants to list the risks and liabilities of conducting monetizations. 

· Ship catches fire

· Title II CS receiving and selling commodities

· Losses/Recovery

· Damages

· Quality issues

· Buyer doesn’t pay

· Timing deadlines

· Making recovery

· Acts of State/Change of policies

· Currency devaluation

· Commodity availability

· Buyer fatigue

Risk, Liability, & Mitigation:  Slide

Up front costs:

Plan

Call Forward Timing:
Risks of program financing, plan in advance

Buyer Rejection:  

Delivery delays:
Cash flow

Buyer default:
Risks to CS and program, additional costs, discounted product, plan for a warehouse, budget for legal fees

In-transit losses:  Risks to loss of funds for programming, planning

Storage Loss:


Ineligible costs:


Deviation from standards:
Risk of buyer discount and loss of proceeds

Inflation and devaluation:
Loss of purchasing power, risk to program implementation, planning at Bellmon stage

Financial accounting:
Risk of audit and payment to donor


Keep good systems

Commodity Re-export:
AID can hold CS liable, but waiver can be solicited

Host Government Issues Regarding Monetization:

Monetization protects local producers, displaces other imports and saves host gov't foreign exchange.  It also attracts local currency from black market and returns it to official banking sector, contributes to food security, meets Bellmon criteria. Talk to gov't stake holders about monetization.

Public Perception of Monetization:
PVOS should be proactive in PR with positive images of monetization.   Initiate seminars inviting press, local traders, and business people.  Prepare press releases, deliver them personally, and meet with editors and reporters. In seminars and press relations, stress PVOs’ development role and the importance of monetization in support of that role.  Invest heavily in paid advertising.  Advertising clients seldom suffer from bad press. When negative reports do appear, act with restraint.

Avoiding Misperceptions:

Separate monetization sales office from program office and ensure transparency.

Monetization Advisory Committee:  A Monetization Advisory Committee is  recommended to include the major stakeholders in the monetization process. Membership would include representatives from the following organizations:  

· Host Gov't

· USAID

· NGOs

· Chamber of Commerce

· PVOs 

· Others

DAY 3:  Session 5

Welcome:  Walter mentioned that the pickup list has been posted.  WVI will pick up cost of transportation to airport.

Icebreaker:  Ron opened the day’s session with “Monetization Blues”  

Parking Lot Issues:  Who arbitrates in interagency disputes?  

Quality differences between loaded and unloaded shipments and delayed delivery:   

Common Sales Elements:  Ron described several types of monetization formats.  Options include  large lot, small lot tender, large lot tender, among others, depending on structure of market and number of potential buyers.

· Choosing Sales Method:  negotiation, tender, and solicitations

· Advertising via printed press and radio in vernacular, preferred

7. Proactive salesmanship

· Newspaper ads demonstrate public and open call for bids.

· Call for Tenders/Bids in printed press:  Sample in Appendix of FAM Manual

· Buyer Qualifications:  More important as size of sale increases:

Past history of purchases, or outstanding payments to creditors

Ability to pay on time

Credit worthiness

Physical address

Bank account

Do they owe the US government

Criteria to be considered but not necessarily the most important: 

Incorporated buyers

Tax registration

Current tax receipts

Commercial bank accounts

Trading and import licenses

Chamber of commerce membership

Basic Criteria for Selecting Potential Buyers:

· Ability to post deposit

· Ability to pay on delivery

· Ability to market and store commodity(Bellmon)

Other issues explained:
· Timing of Sale:

· Ensuring Transparency:

· Fixing the lot size:

· Minimum and maximum purchases:

· Managing the sale:

· Selecting the buyers:

· Payment procedures: Irrevocable confirmed L/C, certified check, bank guarantee, bank draft (cashier’s check), bank transfers

· Unacceptable payments: Revocable L/Cs, Corporate Check, Personal Check, Cash (with the possible exception of small lot sales.)

· L/Cs: Must be absolutely correct.  Often timed to the signing of the contract, and capital is locked up.  Reduces amount of cash required for deposit.  Bank guarantee does not lock up a buyer’s capital, but is not irrevocable and can not be confirmed. Good to verify the quality of the buyer’s bank.    

· Documentation:  BOL, Certificate of Origin, Commercial Invoice issued by CS KCCO invoice with CCC No.,, Delivery report, Discharge report, grain weight certificate, local inspection certificate, independent discharge survey and quality survey.

· Other Documents:  Fumigation certificate, protein commodity certificate, falling number, phytosanitary certificate, and  grain inspection certificate. Crop year certificate, Requested on Commodity Request form.

· For discharge surveys, stipulate the terms of reference for discharge survey.

· Letter of Credit 

· Make sure clearance is confirmed in seller’s bank.

Sales Agreements:  

Most sales are in local currency but regulations allow for sales in hard currencies other than US Dollars.

PVOs have responsibility for protecting value of proceeds against devaluation and inflation.  Price must be denominated, often on date of delivery, pegged at data of payment, mid-rate.

Standard Collateral Management:  Commodity to buyer’s locked warehouse, managed by intermediary  As payment is received, warehouse is open to distribute commodities. Intermediary covers insurance.

Bonded payments need prior approval from AID.

Exchange rates have bearing on reporting.  Local currency purchases of foreign hard currency, including dollars,  can be used to hedge against devaluation or inflation.

AID Optrans dictates booking for PVOs.  Buyer sometimes complains that he has paid for services listed under full-berth liner terms.  

Delivery Authorization:  To conclude and confirm delivery of commodity.  Good to include no additional claims against seller, and after final survey report.

Fall Back Position:   When no buyers submit bids to meet benchmark, there is a need for a contingency plan.  

Possible Actions:  Delay CF until market prices or change commodity.  Cancel monetization.

Delivery Delays: Possible actions include placing commodity in storage, re-negotiating with seller or re-tendering, canceling the monetization, seeing USAID approval to redirect commodity.

If Buyer Refuses To Pay: Possible actions include placing the commodity in storage, renegotiating or  re-tendering, filing e legal action/arbitration, seeking AID approval.

If Commodity Arrives Damaged or Below Standard, or is Unfit: Possible actions may include obtaining inspection certificate, immediately filing claims, selling for animal feed, or destroying if necessary.  For failed sales, PVO owes the USG for commodity. 

SALES: Slide  Negotiations-Salesmanship:

We are all involved in some sort of “selling” whether we like it or not, and this is particularly true for Monetizations.  What are the important skills of good salespeople?


Patience


Good listener


Knowledge


Integrity/honesty


Know your buyer


Responsiveness


Ability to develop and maintain good relationships


Perseverance


Know the laws

Needed skills for monetizations include:  Selling techniques and relational skills

Selling Cycle:  Staying informed of the market > generating leads > icebreaking > making the presentation > getting pre-commitments > handling objections > closing > obtaining referrals > after-sale service

Relationship Selling:   Time plus assistance = relationship = commitment

Visits to Prospects:  Sources include Chamber of commerce, companies, etc.  Dress the part because 50% of the decision to accept is achieved within the first 7 seconds of the introduction.  

The Sales Visit:   Explain the reason for the visit, ask if you can ask questions, set specific time of visit.  Be careful of body language.  Try to mirror tone of voice of prospect, maintain eye contact

Qualified Prospects:  Three conditions for “qualified” buyer include need, desire, and ability to pay, are they the decision-maker.  

Sales Presentation:  You need to show the features and benefits of the product and end your statements with questions.  Objections usually result from issues of price, delivery, and quality.  Handle objections by asking further questions as to why. Let prospective customer respond. 

Handling Objections: Restate the objections with a question to clarify what the objections are.

Closing techniques: Aim to close from start of sale, Close at any time buyer is prepared to close. Ask by leading questions. Lead to close through mini agreements.  Be silent on closing question to evoke positive response from buyer.

Ask for Referrals:

  Can you use contact’s name?

  Would the contact call the referral for you?

  Always follow up the visit with a personal letter of thanks.   

Out Cry Auctions:  Ron explained two formats:

English Method:  Where auctioneer opens with minimum bid or by first bid and progressively increasing bids until the highest bid is received  (no further bids are received)

Dutch Auction:  Begins with maximum price and bids are called, ever decreasing.  

Advantages and Disadvantages:  Slide:  Transparent, responsive to market, yields higher prices.

Disadvantage:  Not good for large sales because of handling proceeds.  Firms are not likely available in developing countries.  Commissions not payable from monetized proceeds.  Requires deposit by potential buyers.

Sales by Outcry Auction:  Slide

· Time of Auction

· Transparency

· Lot Size

· Max/Min Purchase

Auction:  Description of product.  Notification of bidding, and currency. 

Tender Sales:  Form of auction through publicly soliciting offers by sealed bids.

Includes:  Lots, currency, time, date and time of opening, Location of bids.  Bid bonds.  Request for written bids for price per amount.   Bids opened publicly and recorded.

Advantages:  Sales price is fixed through competition, reflects current market conditions, works well in many languages, Achieves higher price.  Transparent.  Orderly.  

Disadvantages:  Collusion (potential greatest when participation is low).  If tender fails, it’s best to cancel the bid and re-tender to maintain integrity in the process.  Auctions do not work well in a controlled market.

Sales by Public Tender: Slide

Timing of Public Tender:    When in country commodities levels are low, announce in advance as series of calls for bids.  

Transparency:  Plan every aspect of sale in advance and publish how the sale will be carried out.  Tenders should be opened in public. Changes in procedure should not be made after the tender call has been made.

Lot size: A standard lot size is essential to bid evaluation.  The smaller the lot size the greater the participation and competition. Minimum purchases are usually equal to standard lot size.  Sales should never exceed the maximum amount published as available. 

Negotiated Sales: Slide

Consult with attorney

Make contacts while conducting market study.

Negotiated Sales: Slide

Negotiated Skills: Slide 

Managing Sales by Public Tender:  Slide   Pay as Bid:

Establish and publicize the time frame within which bids will be received.

Allow sufficient response time.

Bids should be in standard format, submitted as a single bid in a sealed in envelope.

Each recorded with ID no.

Place bids in a sealed and locked  container in the presence of bidder.

Open bids publicly.

Examine bids carefully, reject errors, unless agreed.

Bids accepted should be sorted by value.

Winning bidders are announced via advertising.

Full list of all bids should be made public.

Stop-Out Pricing:  

Minimum amount willing to accept, draw line to minimum number of lots per bid. Argument is that it levels the playing field.  If spread is great, it might be in interest of PVO to not force payment for oversized bid. An alternate method to protect a single buyer from taking the market is to place a ceiling (unknown to bidders) on the total bid.

Buyer Bid Selection Process:

1. Open bids publicly.

2. Open-on date, time, and location, as published.

3. Open with business hours.

4. Open locks on tender bids and sort bids by number in full view.

5. Open tenders and read aloud.

6. Record bids basic data, including whether accepted or rejected.

7. Enter information in database.

8. Verify all data entries.

9. Sort according to data.

10. Select winners by moving downward from highest to lowest acceptable price.  Floor Price will help ensure serious buyers, but may not be needed.

DAY 4

Welcome/Housekeeping:  Walter mentioned that a photo of the group would be taken later in the day. Sean handed out telephone list.

Tender Box Exercise:

1.a.
Wheat Flour $295.00


Vegoil:  $863.00 

2.a.
Wheat Flour:  575 Mts.


Vegoil 474 Mts.

2.b.
Flour:   $176,143.16


Vegoil:  $379,407.06 


Total  770,292.70

Stop-Out Pricing: 


3.b.
Wheat Flour:  575MT


Vegoil  675MT

3.c.
Wheat flour:  $172,011.25


Vegoil
$579,804.75


Total      $751,816.00

Tender Bid Selection Exercise: Slide

Monetization and Banks:  Slide  Choosing a bank:
What to look for in choosing a bank: Liquidity, access to funds, level and types of service, trading in foreign exchange.  Assess a commercial bank by talking with local businesspersons, the Chamber of Commerce, the Central Bank.

Negotiating with Bank:  Use more than one bank: Spreading risk, to ensure deposits are covered, make easier for buyer to deposit  Caveat: Some large buyers have undue influence with banks and it may be that the bank will say that payment is guaranteed when it may not be. 

Protecting the Value of Local Currency Proceeds: Slide  Denominating Sales Agreements:
Ways to protect the value of local currency proceeds include indexing sales agreements to other currencies or commodities, using interest bearing accounts (Must be kept there unless a waiver is received from USAID), holding currency in US Dollar or other hard currency account, including moving  US dollar denominated accounts offshore.   Advance purchase/barter may be used, i.e., buying or bartering capital assets to protect value.

Monetization Project Operating Expenses:

Costs may include program support costs, and capital equipment.  Coordination should exist so sales occur when program funding is needed. 

Managing Sales Proceeds: Slide

Exchange rates:  Considerations in reporting


OMB-A122 Supersedes AID Cost Principles

Monetization Reporting:  Slide  Reporting flow chart
Commodity Report:  Slide  To register commodity data
Proceeds Report:  Slide  To register proceeds data
Monetization File:  Slide  The form is to be used for end of monetization reports to USAID.  The contents include the following:

· Country

· Fiscal Year/Call Forward #

· Commodity Type &Tonnage

· Sales Method Used

· Pricing System Used

· Exchange rate used

· Method of payment

· Number of bids received

· Lowest Bid/Highest bid

· Cooperating Sponsors Target Price

· CS Minimum price/maximum price

· Number of Buyers

· Sales price

Other Reports:  Slides

To be reported monthly and submitted quarterly:  

· Monthly Commodity Status Report

· Monthly Recipient Status Report

· Monthly Loss Status Report

· Report of Loss/Damaged Report/Misuse 

Sealed Bid Tender Exercise:  Open Tender Box

Case Study: Sean presented the questions for the case study involving the ACDI-Small Lot Sales in Uganda.  FAM Manual Page 8-10

Case Study Questions:

· During which part(s) of the Bellmon Analysis (be specific) would ACDI have determined the type of sale method to be conducted?

· Which aspects of the ACDI model drew the small traders to the tender sales and why?

· What did high-risk buyers do to be able to secure the vegoil and why?

· They placed bids (without secure financing) in order to win bids, as a basis for selling the options in the local markets to secure financing and earn a profit.

· What were the factors that determined the amount of commodity ACDI made available for each tender sale?

· What aspect of this case study appears to contradict the Bellmon Amendment?  Why doesn’t it?

· What types of buyers participated in the vegoil tenders and which group obtained most of the commodity? 

· Which activities represent part of the total business and economic costs to ACDI of conducting small lot sales?

· What lessons did you learn from the case study?

Case Study Analysis:

Group 1

· How would you describe the wholesale edible oil market encountered by ACDI and what was the danger in conducting large volume sales?  

Market is concentrated, dominated by large buyers.  Oligopoly.

The danger for large volume sales included collusion, small traders could not participate, inability to meet benchmark, lack of further market development, under pricing and disincentives to production and would have been contrary to the objectives of ACDI

· What seems to have been the affect of the ACDI model on the wholesale edible oil market?

The market is made more efficient

Expanded participation of buyers

Creation of outcry auction in wholesale market

Demonstrated market response, even during periods of high inflation and lack of currency

· What aspects of the case appear to contradict the Bellmon Amendment?  Why doesn’t it?


Could appear as disincentive to incipient local oil production, but no disincentive because competition keeps prices high. Capital is taken from excess profits among oligopoly, not from operating costs of local producers.

· What were the socio/economic impacts of the ACDI model?


More wholesale buyers entered market


Allowed more people to make profits and start new businesses, increasing economic activity


Reduced oligopoly control over market (increasing competition)


Promoted self-financing

· Lessons Learned:  


Business orientation is positive thing for a PVO.  Small lot sales work.

Group 2

· During which part of the Bellmon analysis (be specific) would ACDI have determined the type of sales method to conduct?


Market analysis



Ag. Sector Overview



Government Policies-Market system

· What did the high-risk buyers do to secure product and why?

The place multiple bids

Obtained rewards and sold the option in the local market to raise cash and make a profit

· What type of buyers participated in the vegoil tenders, and which group was awarded the lion’s share of the commodities?

Large, medium and small traders, including para-statals, speculators, retailers, first-time buyers all participated. The large wholesalers took the lion’s share of the commodities.

· What was the trend in the number of buyers and what might account for the fluctuations?


There was a gradual increase and then leveling off.


The commodity became familiar to new buyers


Small traders were empowered


Competition in the market


The growth of the small trader market


Government policy

· Lessons Learned:  


There is need to market the product


Tender sales in small lots work best where CS has sufficient storage space available.


The CS may issue a call for bids well in advance of a sale so if response is limited, they have tie to cancel the call to negotiate sales


News of the sale broadcast through the media increases “catch”


Increase lot sizes gradually

Group 3

· Which aspect of the ACDI model drew small traders and why?

Lots were small so small traders had a chance to buy them

Encouragement to small traders to participate increased motivation

Purchases in local currency made purchases easier 

Small traders could buy directly from importer, increasing their margins

Low bid bond requirement allowed easy access 

Short time period between bid acceptance and delivery to sell for cash against a devaluing currency

· What were the factors that determined the amount of commodity available for each tender sale?

ACDI’s spending requirements

Control of the availability in the market

The ability of the small traders to participate

· Which activities affected the total business and economic costs to ACDI of conducting small lot sales?


Educating the business community


Advertising/media


Excessive inventory management/logistics


Cost of start-up and to run sales

`
Market assessment


DAP preparation and negotiations


Marketing seminars


Administration of proceeds


Cost of capital during float


Acquisition costs


Loss of revenue when government changed policy


Carrying costs for inventory


Inflation/devaluation

· How did ACID mitigate the risk of resource losses?

· Small call forwards

· Rented storage space/warehouses

· Had product on hand before sale

· 5% bid bond requirement

· Selected highest bids

· Direct deposit of balance into bank account

· Double check of deposit at warehouse before delivery of the vegoil

· Advertisements

· Market assessments

· Lessons Learned:

Need startup capital from other sources before realizing sales

Small traders build trust in small lot sales

Conclusion:  Walter concluded the workshop by asking the respondents about other topics for which they would want additional training.  The topic that was proposed was Financial management/local currency management

Next Steps /Follow-up:  Walter asked the respondents for their next steps.  The responses included the following: 

· Use of the FAM manual

· Further training and  workshops

· On-going collaboration

· Sharing experiences

Diplomas for attendance were distributed to participants. 
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