
ANNEXURE VI
APAARI FUND Management – Strategy and Options
By Working Group

I. Introduction

Effective mobilization and efficient management of funds are crucial elements for the success of any organization.  These elements not only enhance efficiency of human and management resources of the organization but also substantially improve its credibility and status in the corporate world.   APAARI is well founded and well run regional organization for the Asia-Pacific region for promoting agricultural research for development through various activities such as advocacy, information and knowledge sharing, training, and overall capacity development.   The Association has been consistent in terms of mobilizing reasonable level of funds over the last 18 years and has generated a substantial level of reserve (more than USD 1.0 million).   In general, the Association has been efficient in mobilizing and using its financial resources, most transparently and in an accountable manner.  Having accomplished these, there is a need to look critically at how (and in what way) the Association can be more efficient in terms of managing its financial resources, especially its reserves.   
With this in view, the Executive Committee in its meeting held on 24th April 2010 in New Delhi decided that a three-member working group looks at APAARI Fund Management, especially developing appropriate strategy and exploring various options for its fund management (investment).  This is to help understand better and make appropriate decision(s) on such reserves so as to  enhance further the efficiency of the Associations’  operations in terms of  delivering effectively  on it mandated role and responsibility and at the same time of assuring longer-term sustainability and robustness.

The group by considering the current financial uncertainties, especially the recent economic crisis and financial meltdown internationally, looked at key guiding principles for APAARI fund management so as to maximize returns to its reserves and at the same time minimizing and diversifying risks associated.  It took into account key feasible alternatives available at present and worked out a few options of fund management. The overall aim is to assure future sustainability and effectiveness in the Association’s mandated responsibility. Such strategy and options can be the basis for APAARI to make desired decisions on its fund management.

II. Facts and Considerations
The following facts and considerations are taken into account: 

1. As seen over the recent four years (2006-2009) in Table 1 and Attachment 1, the APAARI efforts are focused and implemented in mobilizing funds effectively from well established sources such as NARS organizational memberships, associate memberships, internal revenue and funds from donors/ ARD initiatives for specific projects and programmes.  The level of total income is in the range of USD 330,000 to 369,000 per annum, with average at USD 354,000.  This can be considered as quite an achievement, mobilizing consistent and substantial level of funding on a sustainable basis.  Of these the bulk (63 to 88%) comes from membership fees and internal revenue, while remaining mostly from programme support.  This is being seen as the real strength of the Association in that it is self sustaining based on equity, participation and ownership by its members and constituencies.
	Table 1 (a) Income from various sources (USD) : 2006-2009 

	Year
	Membership and internal revenue
	Membership and internal revenue  (%)
	Programme support
	Programme support (%)
	Total

	    2,006 
	             210,126 
	          63.20 
	       122,360 
	       36.80 
	      332,485 

	    2007 
	             320,047 
	          88.55 
	         41,369 
	       11.45 
	      361,416 

	    2008 
	             238,298 
	          64.60 
	       130,602 
	       35.40 
	      368,900 

	    2009 
	             263,839 
	          74.88 
	         88,500 
	       25.12 
	      352,339 

	 Total 
	             258,077 
	          72.95 
	         95,708 
	       27.05 
	      353,785 

	 
	   
	 
	 
	 
	 

	 Table  1 (b) Expenditure on secretariat and programme (USD) : 2006-2009  

	 Year   
	 Secretariat 
	Secretariat (%)
	Programme 
	 Programe (%)
	 Total 

	     2006 
	            88,194 
	         31.06 
	       195,720 
	         68.94 
	      283,913 

	    2007 
	            63,880 
	         25.50 
	       186,588 
	          74.50 
	      250,468 

	    2008 
	          129,040 
	         38.42 
	       206,847 
	          61.58 
	      335,887 

	    2009 
	          161,768 
	         48.47 
	       171,957 
	          51.53 
	      333,725 

	 Total 
	          110,720 
	         36.78 
	       190,278 
	          63.22 
	      300,998 

	Savings 
	          48,572
	    110,948
	         33,013
	        18,614
	         52,787


*  Details for individual years are in Attachment 1.
1. The major areas of expenditure have been the secretariat support, consultancies, travel, projects and networks, publications, and meetings/conferences /symposia.  These expenses ranged between USD 250,000 to 334,000 from the years 2006 to 2009, the average being USD 300,000 per annum.   The secretariat expenses ranged from USD 63,000 (25.5% of total) to USD 162,000 (48% of total).  While project / programme expenses were 74.5% and 52% in corresponding years.   The average proportionate expenditure on secretariat and programme are 37 and 63%, respectively
.  
2. Thus the savings have ranged from USD 19,000 to 111,000 in years 2009 and 2007, respectively, the average annual saving being USD 58,000.  Most of such savings are transferred to fixed deposit with the Siam Commercial Bank, Thailand.  

3. As shown in Table 2, the APAARI reserves  as reflected in fixed term deposits in the Siam Commercial Bank grew from USD 311,000 in 1998 to USD 1,005,000 in 2009, more than three times (or 323%  growth).  The highest annual incremental growth of USD 152,000 was in year 1999, while the lowest of USD 8,000 in 2005, the average rate of incremental saving was USD 63,000 per annum (i.e. on an average of 12% per annum).  This is certainly an impressive record of consistent growth. The progress has been as planned (a few years ahead) to meet a milestone of USD 1.0 million as stabilized and robust level of reserve.
	Table 2.  Annual savings and interest rates in fixed deposits with the Siam Commercial Bank (USD): 1998 -2009

	 Year
	Average saving in FD* 
	Annual Incremental amount in FD
	Percent Annual growth in FD
	Average % Interest for FD
	Real % interest rate with 1.5% depreciation**

	1998
	        311,047 
	 
	 
	4.6
	3.125

	1999
	        463,186 
	       152,139 
	48.9
	4.5
	3

	2000
	        538,180 
	         74,994 
	16.2
	4.0
	2.5

	2001
	        614,183 
	         76,003 
	14.1
	1.6
	0.125

	2002
	        661,021 
	         46,839 
	7.6
	0.8
	-0.675

	2003
	        756,734 
	         95,712 
	14.5
	1.3
	-0.175

	2004
	        764,787 
	           8,053 
	1.1
	2.4
	0.875

	2005
	        807,743 
	         42,957 
	5.6
	3.5
	1.975

	2006
	        863,560 
	         55,816 
	6.9
	4.2
	2.675

	2007
	        933,895 
	         70,336 
	8.1
	3.6
	2.125

	2008
	        979,362 
	         45,466 
	4.9
	1.2
	-0.35

	2009
	     1,005,218 
	         25,857 
	2.6
	0.6
	-0.88

	 
	 
	         63,106 
	11.9
	2.7
	1.19

	*      Funds with the Siam Commercial Bank, Bangkok, Thailand.
	

	**  Conservative rate (1.5 % per annum) of depreciation by considering the world wide
      Inflation and Parity Purchase Price (PPP) affecting APAARI finances.

	


4. The interest rate however fluctuated quite dramatically, with the highest being 4.6% in 1998 and the lowest of 0.6% at present, with average at 2.7%.  If we account for a  conservative depreciation of 1.5% per annum (real value of USD in terms of Parity Purchase Price (PPP) as relevant to the Association expenses), the real average interest rate realized is only 1.19%, with negative interest rate in four years, the two being the recent consecutive years (2008 and 2009).   
5. Consequently as shown in Table 3, the overall nominal and real interests earned are USD 215,000 and USD 85,000, respectively.  The Association is however losing on interest during the last two years (loss of USD 3,400 in 2008 and USD 8,800 in 2009).

6. When adjusted to depreciation of 1.5%, the accumulated loss to the principal amount stands to be USD 55,000 (0.98% of accumulated principal of 8.7 million).  When compensated by real gain in interest realized, the real total accumulated gain is only USD 30,500 over the last 12 years (0.35% of accumulated principal).  However, there have been losses in real terms during the last two years (USD 22,000 and USD 33,000 during 2008 and 2009, respectively.)  

	Table 3.  Nominal and real (adjusted 1.5% reduction) values of fund and interest from  fixed
                deposits with the Siam Commercial Bank (USD): 1998 -2009 

	Year
	Average saving in FD
	Nominal interest earned
	Principal plus interest
	Real value of principal 
	Gain/loss  of  principal 
	Real value of interest earned
	Real value of principal plus interest
	Real benefit/ loss

	1998
	       311,047 
	14,386
	   325,433 
	    306,381 
	-       4,666 
	9,720
	     316,102 
	        5,055 

	1999
	       463,186 
	20,843
	   484,029 
	    470,134 
	       6,948 
	13,896
	    484,029 
	     20,843 

	2000
	       538,180 
	21,527
	   559,707 
	    543,561 
	        5,382 
	13,454
	     557,016 
	     18,836 

	2001
	       614,183 
	9,980
	   624,163 
	    605,738 
	-       8,445 
	768
	     606,506 
	-      7,677 

	2002
	       661,021 
	5,453
	   666,475 
	    646,644 
	-     14,377 
	-4,462
	     642,182 
	-    18,839 

	2003
	       756,734 
	10,027
	   766,760 
	    744,058 
	-     12,675 
	-1,324
	     742,734 
	-    14,000 

	2004
	       764,787 
	18,164
	   782,950 
	    760,007 
	-       4,780 
	6,692
	     766,699 
	        1,912 

	2005
	       807,743 
	28,069
	   835,813 
	    811,580 
	        3,837 
	15,953
	     827,533 
	     19,790 

	2006
	       863,560 
	36,054
	   899,613 
	    873,706 
	      10,147 
	23,100
	     896,807 
	    33,247 

	2007
	       933,895 
	33,854
	   967,749 
	    939,732 
	        5,837 
	19,845
	     959,578 
	     25,682 

	2008
	       979,362 
	11,263
	   990,624 
	    961,243 
	-     18,118 
	-3,428
	     957,816 
	-    21,546 

	2009
	    1,005,218 
	6,232
	1,011,451 
	    981,294 
	-      3,924 
	-8,846
	     972,448 
	-    32,770 

	 
	  8,698,916* 
	215,852
	 
	 
	-     54,835 
	85,368
	 
	     30,533 


*Accumulated saving over 12 years.
7. In summary, the rate of real returns to APARRI’s  accumulated fixed deposit USD 8.7 million over the last 12 year period  is USD 30,500 (which is  only 0.35%), with recent trend being that of overall losses.  Therefore to bring real capital gains (growth) some strategic efforts are needed to improve the real returns at least up to 2 to 3 percent.  While doing so care needs to be taken to avoid and minimize risk of any adverse implications for the principal. 
III. Fund Management Strategy
The following are considered to be the major guiding principles, manifesting the APAARI Fund management strategy in medium term of next 5 years.

1. Having accomplished the target of USD 1.0 million (seen to be a robust level of reserve), the reserve fund level can be considered as comfortably adequate, in that it can cover the total expenditure (secretariat plus programme) of APAARI for more than two years or secretariat  expenditure for more than four years.  Such time span will provide adequate time, if needed, for rejuvenated recovery efforts in case of total collapse of fund mobilization over such periods.

2. By considering the invaluable returns to investment in the APAARI mandated activities of promoting agricultural research for development, especially for smallholders in developing countries of the Asia-Pacific region, any additional savings be invested in such mandated activities of APAARI.  This is also because of meager returns to financial saving so far and robust reserve already established.  There needs to be further assessment to enhance absolute level of expenses on both secretariat and programme purposes, while assuring a robust ratio of 3:7 between these two.
3. Increasing efforts need to be put in diversifying and generating non-traditional and other emerging sources of funds for meeting the progamme purposes and also, to an extent, operational purposes.  Such options can be the CGIAR Fund under their systems funding (GFAR is already exploring and our regional fora representative (FORAGRO) can explore this further), the private sector, other interested development partners as commercial entrepreneurs, and international trusts and donors. 

4. In managing the funds, the basic guiding principles of diversification and minimization of risk, optimization of returns and having adequate flexibility in financial management need to be followed.    The considerations need to be given to the type of currency (hard versus soft), type of organization to be invested with (preferred AAA rating), location of investment and growth potential (countries with political stability), etc. Also important considerations are the cost of transaction, conversion costs and losses, legal and bureaucratic implications. 
5. By considering all such costs and implications and also by accounting for all risks and flexibilities, if one gets 50 to 100% higher return than from the existing option (the Siam Commercial Bank),  it is advisable to consider moving  the investment from the existing to new options in short to medium terms (1 to 5 years).
6. Fund management (investment) needs to be decided and implemented by a team of officials so as to maintain the necessary transparency of public funds and retain collective ownership and accountability.   The team approach is also necessary for consultations and well-informed decision making.   
IV. Fund Management Options
Collective efforts
 have been put in by the working group, APAARI Executive Secretary, Liaison Officer and Accounts/Administrative Officer in soliciting information from various sources such as the Siam Commercial Bank,  ICRISAT, IRRI, Citibank Singapore, State Bank of Hyderabad (a public sector bank in India), and a number of other sources.  On this basis, the following options are analyzed, assessed and put forward for considerations. 
1. The current interest rate for fixed deposit with the Siam Commercial Bank is very low at 0.62% and it is likely to remain low in the near future.  At this rate, the Association is losing funds in real value term by USD 22,000 to USD 33,000 (in aggregate) per annum as seen recently (Table 3).  Therefore there is a definite need to consider alternative options of investment away from the bank, though some minimum funds can remain in fixed deposit with the Siam bank.   It is established that funds can be transferred in and out without any difficulty, while a charge of 0.25% is laid by the Bank for transferring out any such funds.

2. An exploration to have funds invested in international and national banks on APAARI name did not meet with favorable response.  Our consultations with Citibank Singapore and a public sector bank in India helped us understand that a company (legal registered)   status for APPARI is the minimum requirement.   Efforts can certainly be made in getting such status in Thailand and that will pave the way for such international banking options.  For examples interest rates (Table 4) can be as high as 1.84 to 2.57% for USD as compared to 0.62% at the Siam bank.  With a bit of managerial efforts, one can get a much higher interest (in the range of 5.67 to 6.52%) for Australian dollars.  However as at present this option is not available for any further consideration.
	Table 4. Rates on interest for various fixed term deposits in various currencies in Indian Public sector banks

	Years
	USD
	GBP
	EURO
	AUS $ 
	CAN $ 
	USD**

	 1 - 2 
	1.84
	2.46
	2.39
	6.42
	2.87
	1.78

	 2 – 3 
	1.67
	2.23
	2.26
	5.67
	2.34
	1.6

	 3 - 4 
	1.95
	2.51
	2.39
	5.71
	2.56
	1.86

	 4 - 5 
	2.27
	2.79
	2.56
	5.89
	2.81
	2.15

	 5 - 6 
	2.57
	3.04
	2.73
	5.98
	3.04
	2.48

	*     As provided by Sate Bank of Hyderabad.

	**  As provided by ICRISAT.


3. Both IRRI and ICRISAT provided very valuable advices on various types and kinds of options for investing funds.  These options include fixed deposits in local and USD currencies for various terms, provision of forward contracts to safeguard principal amount in USD,  bonds by public sector organizations and governments, shares of high rated companies, money market mutual funds, treasury bills, interest bearing investment linked to LIBOR (London Interbank Offered Rates), etc.   
	Table 5  Investment through various limited alternative options: assessment and implications

	 
	Item
	Siam Bank - Option 1
	ICRISAT Fixed Term Deposit (FTD) - Option 2
	Bond in Public Sector  through  ICRISAT –

Option 3
	USD Fixed Term deposit in international bank - Option 4

	
	
	
	Option 2 (A) - forward contract
	Option 2 (B) - risk accounted
	Option 3 (A) - Forward Contract
	Option 3 (B) - risk accounted
	

	 
	Term
	Annual
	Annual
	Annual
	Ten year with flexible withdrawal
	Ten year with flexible withdrawal
	Annual

	1
	Currency
	USD
	INR
	INR
	INR
	INR
	USD

	2
	Principal amount
	1,000,000
	1,000,000
	1,000,000
	1,000,000
	1,000,000
	1,000,000

	3
	Forward contract
	NA
	Taken
	Not taken
	Taken
	Not taken
	NA

	4
	Cost of transaction (%)
	0
	0.25
	0.25
	0.25
	0.25
	0.25

	5
	Current interest rate (%)
	0.62
	8
	8
	8.75
	8.75
	1.84

	6
	Cost of FC premium
	0
	5
	0
	5
	0
	0

	7
	Currency risk (3.5%)
	0
	0
	3.5
	0
	3.5
	0

	8
	Cost of assistance (on interest)
	0
	20
	20
	20
	20
	0

	9
	Return before costs
	6,200
	80,000
	80,000
	87,500
	87,500
	18,400

	10
	Transaction cost
	0
	2,500
	2,500
	2,500
	2,500
	2,500

	11
	Premium cost
	0
	50,000
	0
	50,000
	0
	0

	12
	Assistance cost
	0
	16,000
	16000
	17,500
	17,500
	0

	13
	Currency risk cost
	0
	0
	35000
	0
	35,000
	0

	14
	Net return
	6,200
	11,500
	26500
	17,500
	32,500
	15,900

	15
	Percent return
	0.62
	1.15
	2.65
	1.75
	3.25
	1.59

	16
	Incremental return
	 
	5300
	20300
	11,300
	26,300
	9700

	17
	Incremental return (%)
	 
	85.48
	327.42
	182.26
	424.19
	156.45

	18
	Option  C =A+B (combined) with half in each for FTD and Bond
	Net return
	19,000
	25,000
	 

	
	
	Percent return
	1.9
	2.5
	 

	
	
	Incremental return
	12,800
	18,800
	 

	
	
	Percent incremental return 
	206.45
	303.23
	 


1. ICRISAT gave detailed suggestions including their proposal as to how they can assist.  Their suggestions are assessed further and presented in Table 5.  Three main options are assessed.   Option 1 is the continuation of FD in the Siam Commercial Bank.  Option 2 is to have fixed deposit through ICRISAT and Option 3 is to have bonds through ICRISAT.  Option 2 and 3 have sub-options (A and B) of having forward contract and not having, but with modest risk of currency fluctuation accounted for at 3.5% 
.   Also considered is a hybrid option (Option C)  of having 50% with and 50% without forward contract under options 2 and 3.  Option 4 is of having fixed deposits in USD that can be made in any international banks overseas.  This is a dummy option because of the Associations ineligibility at present.    

2. The assessment suggested that there is substantial gain to be made by investing in option 2 and 3 as compared to option 1. With totally safe investment with forward contract, option 2 (A) appears to be reasonably attractive with an annual return of USD 11,500, about double (or 85%) higher return than the return of USD 6,200 from Option 1.  Option 2 (B) is modestly safe with an annual return of USD 26,500 (which is almost 4 times more the current return).  However, by taking some risk in Option (C), the Association can earn up to USD 19,000 per annum, which is about three times the current return.   

3. Similar assessment is applicable to bond option (option 3) where returns are marginally higher (by 0.75%).  However, more time can be taken to observe and assess further and make informed decisions once the APAARI learns various options. 

4. If feasible under the APAARI status, option 4 of having funds in USD in foreign banks can give up to 2.5 times (or 150%) higher return than that from the current option 1.  Ideally the Association should try and work towards this feasibility as that will open many other options such as investing in Australian dollars with returns as high as 6.4%
.

5. In summary, the Association has a feasible option of investing through ICRISAT fixed deposit with or without forward contact, with reasonably minimized risk and optimized returns.  As the Association gets experienced, strategic efforts can be made by diversifying in various options and also by investing without any forward contract (risk accounted for).  Better still would be to get a company status for the Association and to explore many other opportunities in international markets and in various currencies.      

V. Summary and Recommendations

1. APAARI is well founded and well run regional organization for the Asia-Pacific region for promoting agricultural research for development.  The Association has been consistent in terms of mobilizing reasonable level of funds over the last 18 years and has generated a substantial level of reserve (more than USD 1.0 million).   
2. The current level of total average income is of USD 354,000 per annum.   Of this the bulk (63 to 88%) comes from membership fees and internal revenue, while remaining mostly from programme support.  This is being seen as the real strength of the Association in that it is self sustaining based on equity, participation and ownership by its members and constituencies.
3. The rate of real returns to APARRI’s accumulated fixed deposit USD 8.7 million over the last 12 year period is only 0.35%, with recent trend being that of negative returns.  Therefore to bring real capital gains (growth) strategic efforts are needed to improve the real returns at least up to 2 to 3 percent.  While doing so care needs to be taken to avoid or minimize risk for the principal. 
4. The Association has a feasible option of investing through ICRISAT fixed deposit with or without forward contact, with reasonably minimized risk and optimized returns.  As the Association gets experienced, efforts can be made by diversifying in various options and also by investing without any forward contract (but with risk accounted for).  
5. Better still would be to get a company status for the Association to explore many other opportunities in international markets and in various currencies.      
6. If these recommendations are to be implemented, it is important to begin implementation in a stepwise progression, beginning with safe options with modest return and gradually progressing to more innovative options, securing optimal returns at minimum risk.    
	Attachment 1.  Summary income and expenditure APAARI main sources/operations: recent years (2006 -2009) (in USD)

	 
	Items
	Jan-Dec 2006
	Jan-Dec 2007
	Jan-Dec 2008
	Jan-Dec 2009

	
	 
	Income 
	Percent 
	Income 
	Percent 
	 Income 
	Percent 
	 Income 
	 Percent 

	 
	Income Sources
	 
	 
	 
	 
	 
	 
	 
	 

	1
	NARS Membership
	     139,720 
	      42.0 
	    244,039 
	      67.5 
	  161,502 
	      43.8 
	   186,736 
	      53.0 

	2
	Associate Membership
	       40,500 
	      12.2 
	      36,000 
	     10.0 
	    49,500 
	      13.4 
	     63,500 
	      18.0 

	3
	Interests
	       34,145 
	      10.3 
	      38,606 
	      10.7 
	    26,376 
	        7.1 
	     11,755 
	        3.3 

	4
	Project/Programme support
	     122,360 
	      36.8 
	      41,369 
	      11.4 
	  130,602 
	      35.4 
	     88,500 
	      25.1 

	5
	Petty items
	-       4,239 
	-      1.3 
	        1,402 
	        0.4 
	         921 
	        0.2 
	       1,849 
	        0.5 

	 
	Total Income
	     332,485 
	    100.0 
	    361,416 
	    100.0 
	  368,900 
	    100.0 
	   352,339 
	    100.0 

	 
	Expenditure Areas
	Expenditure 
	Percent 
	Expenditure 
	 Percent 
	Expenditure 
	Percent 
	Expenditure 
	 Percent 

	1
	Secretariat expenses
	       88,194 
	      31.1 
	      63,880 
	      25.5 
	  129,040 
	      38.4 
	   161,768 
	      48.5 

	2
	Consultancy/SSA
	       56,152 
	      19.8 
	      68,121 
	      27.2 
	    59,835 
	      17.8 
	     64,507 
	      19.3 

	3
	Training/Networking/ Research
	       40,000 
	      14.1 
	      39,000 
	     15.6 
	    37,626 
	      11.2 
	     55,694 
	      16.7 

	4
	Meeting/conferences/workshops
	       91,920 
	      32.4 
	      73,795 
	      29.5 
	    96,991 
	      28.9 
	     45,255 
	      13.6 

	5
	Publications
	         7,648 
	        2.7 
	        5,672 
	        2.3 
	    12,396 
	        3.7 
	       6,501 
	        1.9 

	 
	Total Expenses
	     283,913 
	    100.0 
	    250,468 
	    100.0 
	  335,887 
	    100.0 
	   333,725 
	    100.0 

	 
	Balance (income - expenditure)
	       48,572 
	 
	    110,948 
	 
	    33,013 
	 
	     18,614 
	 


�   Working Group is comprised of Raghunath Ghodake, Robert Zeigler and Raju Barwale.


� A suggestive level of expenditure on programme implementation can be 70% and that on secretariat to be 30%. 





� Group’s appreciation and grateful thanks to Dr Raj Paroda, Mr. P.K Saha, and Ms R Urairat  of APAARI;, Mr. Rajesh Agrawal of ICRISAT, Mr. Sunil Jhunjhunwala of IRRI, and officials of  Citibank, Singapore and State bank of Hyderabad for providing information, data and suggestions.    


� This is a reasonable and safe risk consideration given the economic growth rate and robust banking system in India. Over the last 11 years - September 1999 to September 2010 - INR value per USD depreciated from 43.95 to 46.54, or by a total of 5.89%, with average depreciation per annum of 0.42%.


  


� Given the well established status of APAARI and engagements/ dealings with the local bank and many other concerned, it is worthwhile to pursue and seek a company status in Thailand.   
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