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I. NEW ACTIONS PROPOSED AND REQUESTED AS A RESULT OF THIS EVALUATION

A. ACTION {X)

B, LIST OF ACTIONS

USAID| AID W | HOST

. PROPOSED ACTICN
COMPLET!IONDATE

1. IFICOOP will report on the role and functions

f the individuals in the information and internal
audit suggested positions and on the assignment of
responseibilities for overall financial management and
control, i.e., how well these aspects of IFICOOP's
operations are functioning.

X

|
l'2. IFICOOP will report on arrangements with

i AUDICOOP for providing financial management
, ssigstance to IFICOOP's clients.

3. IFICOOP will clarify ita plans for using
technical aesistance lL.oan funds and will report on
staffing of the Technical Assistance Unit,

4. Loan evaluations should note favorable or
Pnfavorable impacts of the sub-projects on the role
of women,

5. A.I.D. will be given a copy of IFICOOP's
internal appraisals and recommendations (concerning
sub-projects) as prepared for the Credit Committee.

6. A.I.D, will consider whether the present
$ 250,000 level for subloans requiring its prior
lapproval can be increased.

(See continustion sheet)
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Constant

Constant

Next semi-annu
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IFICCCR-USAID Joint Review No. 1

March 15, 16, 17, 1976

San Antonio No. 220
Santiago, Chile

A. BACKGRGCUND AND INTROLRUCTION.

A $15,000, 000 Agricultural Cooperative Develepment Loan, No.513-T-065,
was signed on April 30, 1975 -between A, 1. D. and IFICCCP with the GCC as
guarantor. All the conclition.u precedent to disbursement were met by Cctober
29, 19'75‘ and {first disburscement was made on December 2, 1975,

As refiected in Implementation Leitter Moo Cne, page 7, AL D, and IFICCC

"
.

agreed to h ve sermi-zonual joint revicews of loan implomentation in tew of torm!
progress revorts,  The first such veview waeo held March 15, 16, 17, in iFICOCH

offices in Santicge.,  T! !

cagende covere | during the review together wath speeially
proepered cxplanctory and relorence putori - and loan status informatioa preconien
at the revievw arc attached as Anves [0 The scetions that follow botow discuns
bricfly the salicnt points of cnch agenda item covored at the review,

ren

i it‘-ir' roview wae nlaen pecd to Sl thc concnualion Sedao oot o

section 2, 05 of the Loan Arcoment wihich states:

“"Zoonual Review,  Borrower agrees taat no later than one yoear from the daty
of this Agreement it will confer with A, I, B, for the purposc of establishing a lorg-
range policy concerning the ratio of Borrower's debt to its capital and roserves, ™

To factlitate consideration of IFICCUP's finsncial position a special appratsal
was preparcd and is includad os part of Annex Lo The agenda of the mocting
covered the pointe that now tollow,



B. iFICOOP CRGANIZATICN (March 15, 1970, morning)

The General Manager of IFICCOP, Mr. Kurt Ullrich, made an in-dcpth
presentation of IFICCCPR's current organization structure and why is was
adopted. It was rccognized that the new organization differe from the onc

projected in the Capital Assistance Paper and the condition precedent documan-
tation presented pursuant to Sccetion 3 of the Loan Agrcement, The cssential
operational dirferences arc: (a) the new organization docs away with the division
between the loan develonment work and the loan implementation responsibilitics:

and (b) threc separete nianagement units are established for cach of IFICCCP! ¢
main areas of lending activity: (1) rural develeprrens; (i) adustrial; and (i) servicee
conzumer and honsing, (ne of the reasous for adopting the new organization wae

to be able to cope with the expansion in cooperative activities in all scotors of the
Chil:an economy in a way that would pormit IFICCCP to gpecialize inats dealing
with particular groups.

Each unit is so structurcd that personncl can be rendily added if needed to
meet increasced worklosd,  This was considered mnportant particalarly in the case
of the raral developmett depertnient (the unit responsibie for AL L Do loan tmplemen:
tation) since current indications are that the total numbor ot AL LD financed  sub-
loans 2y run as much as LY over the Tevel estimated in the Capita! Aserotonce
Paper due to lower average subioan size. IFICCCT s managemaoent did not think the
expect ed increase in subloan number would present a problem for the new organiza -
tiona:l structure.

There was considerable discussion about the role and functions of the individueric
Y

in the.information and internal Ludit supzested positions (shown at "level 2
IFICCOP's new organization),  The assipnmuent of responsibilitices for overali

an

financial managemoent and control was also dizcussed. AL D, suggested that the
next semi annual reviow report on how well these aspects of IFICCCP's cporations
are functioning. Ncevertheless, it was aprced that the now organization ns describod
at the revicew and in Annex 1 constitutes an acceptahle modification to the plan pre-

viously proesented.
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IFICOOP's plans to complete the staffing of its rural development department
during 1976 by adding personnci for providing technical assistance to its borrowers
were discussed, Similarly, IFICCCP described its interest in developing working
arrangemcents with AUDICCOPR far providing financial management assistance to
IFICOOP's clients. It is cxpectid that the arrangements for collaboration would
be completed before the next semi-annual review,

At various times during the throe day review the question of technical assistance
to IFICOCP was considered. IFICCCI explained that o believed the AL DR, toan
funds for this purpose would be best used for short terin specialists in varicus
mattere rather than a singlc lonp-term advisor, A LD, agreed. Some of the
possible subject areas for short torm advisors identified at the revicw worer project
evaluation techaique. (i c., moons o) measaring the impact of the AL DD Loon
on the farmuoer, the client cooperat.ve and [FICCCP); feasibility study nnd mari e
survey preparation; and sclecton and use of sutomatic data processing cquipi. o
for financial resource manapenn nt, cccounting and coantrols, and projuct apprarsal,
AH.1.D, reguestoed that IFICCCO 2 ciarily ats plans for ueing technicad sssistonce oo
funds before the next scemi-annucl reviow,

C PROVECT LEVELCRMNGEENE 7 ) TN e VI i Anrech Th e nnnani

The Manager of the Rural Dovelopnoa t Dopartnens, Dry Claudio Barvigs,
described the procedurcs nnod by IFICCCE wn identifying and procoessing notontial
subloans. Information on the rote of new sab-yorog ot development was provent.od
and ts included vy Annen Trooeth vowith actadls of nive sab-projects an vartous sthges
including those which had veooiv oartten AL IV, aaproval beoeeuse their cmount s
exceeded the 5250, 000 tovel proscibed Yy Socrrn 5002 0 the Loan Agreement, whre
states: "Suction 5,02, Sublondiry Limidtation, Bxcept s AL DD may otherwise
agree in writing, Bovrower =h:uil prosont 1or the prior review and concurrence of
AL D, 2ll proposale for sublonding to any tadividual sebborrower whon the facce
value of the proposcd subborrower excocds the cquivalont of two hundred and fifty

thousand United States doblars (USSY 59, 0600) .
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A.1.D, expresscd interest in the impact of the subprojects on women and
their role in the subprojects, IFICCCP informed that gencrally plant labor in
agro-industrial projects was provided by women as in the case of the Choapa
fruit processing plant where 70% of the labor force was woinen. In the Cvalle
tomato project packing will be done mainly by women, In addition to this IFICOCP
is analyzing two projects in Chilo¢ and Lanco where credit would be given (o
artisan activitics of women.

General agreement was reached that the Loan evaluation should attempt to

note favorable or unfavorable impacts of the subprojects on the role of women,
1
A

Onc of the proposed subprojccts which will requive USAID approval is 4 pos-
sible subloan for approximatcly $3, 000, 000 to tinance a potato tlonr plant in the
Scuth, IVICCCP has kept AL B advisad of tiis zubproject since it first received
some A1 D, [inanced tochuical assistance dnocarly TUih to belp roview the tech-
nical feasibility of the subprojoct, [t now s te present the project tormaelly to
A LD, by June 1976, AL L. indicated tha tine subproject anpeared to respond
to the spirvit of the AL L DL Toay and Tookod forward to buing able to approve it
A LD, wes pleased also to nete thoe cocrdination hetween IFICCCE and CCNTAN
on develomment of this subpreject which intogeat o autreionat policies and interests
of the GCC with the development ¢f an naportant agro-indestry which will mreet the

obijcctives f the Loan,

AT L e role in subprotect approval way dircuesod at the revicew, The wmfor-
matwon recuired by A L DL o make s review is desoribed on peape 9 of Inspleinea-
tation Letter Noo T However, AVL DL indicated it expects to recoive a copy of
IFICCCE ¢ internal apprarsal ond recompondations to the crodit commrattce. Dorther
the subproject file apaintained by HICCCOPR tould Cleasrly identity the cconcinic
techaical decisions in determining sabproject destpn, 1f this information 18 not
readily apparent in IFICCCP s internal appratsal, Finally, an anaiysis of the
cooperative flnanei{sl statements should be inciuded in (FICCCP's subproject

apprasal,



T
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It was mentioncd at the review that the wording of sections 5,02 of the Loan
Agreement appears to require A, I, D, approval of every subloan when the amount
to be financed by the A.I, D, loan together with the outstanding balance of any
IFICOOP loan to the same subborrower exceed $250, 000. IFICOCP said it plans
to request A.I. D, to clarify the application of this clausc to IFICCOP subloans frorm
the A.I.D. loan. No objcction was raised at the review to this interpretation and
A.1.D. responded it looked forward to being able to respond favorably to the forth-
coming requcst from IFICOCP. This point has special relevance due to the expedi-
tion IFICOCP needs to process, approve and implement subloans where scasonal
variations make timing a key factor for success.

Another aspect of this point was the proposition prescnted by IFICOOFP: of chan-
nelling funds to weak or newly created cooperatives through efficiently managed
and consolidated ones which would receive the subloans for specific projects that
would be worked jointly by the two institutions. The proposition was discussed
and approved as a viable alternative., An example was the two subloans to -
CAPROSEM for honecy marketing, one of which was channelled to CCOAPI in its
formation process.

A.1 D, noted that there had yet not been enough experience to permit a decision
tolincreasc the $250, 000 1evel for subloans requiringiits prioriapprevial, Several
of the pending subloans included in the list of subprojects in IFICQOP's pipeline
would be over this amount.

Accordingly, it might be appropriate to consider at the next semi annual review
whether or not the prior approval level can be increased.




D, DISBURSEMENT MECHANISMS (March 16, morning)

Anncx I contains a description of the Unilad de Fomento accounting device
used by the banking system for readjusting the outstanding balance of its loans,
This accounting device and the various disbursement mechanisms were discusscd
at the review., A.I D. indicated that IFICCCR's future requests for direct disburs
ments will contain more accurate estimate of subborrcwers drawdowns, IFICCOE
explained the reasons for the lack of accuracy in the initial use of this disburscme
method.

IFICOCP was urged to prepare a request to open a Letter of Commitment for
dollar cost financing under the Loan., The Letter of Commitment could cover the
expected import of telephone equipment for IFICCCP's offices as well as estimated
items and amounts that will be imported by subborrower s over the next 12 months,
It was pointed cut that under current A, 1, D, rulings, IFICCCP would hay tc arrai
to pay 10% of all ocean frcighe with non-A, 1. D, funds. Appropriate arrangemonts
will have to be made with the Letter of Commmitment bank to bill IFICCOP dircctly
IFICCCP explained that it intends te provide assistance o its clients in arranging ti
neceseary irnport permite and clearing goods through customs, and will assign
additional staif as may be needed for this purpose,

It was agreed that IFICCCP would incorporate in its current requests for dish
monts a system for informing A, I, D, when last disbursement agains a subloan had
been made. Similarly, IFICCCP must take greater care to advise A, L. D, when
increases are made toc sublcans previously approved,




E. FINANCIAL ANALYSIS CF IFICCCP (March 16, afternoon)

.This part of the joint revicw councentr.ted on the consultations of the long
term policy of the ratio of debt to capital and reserves., A.I, D, emphasized
IFICCOP's nced to expedite its capital gencration if IFICOOP expected to be
able to continue to obtain new sources of financing., The mechanism by which
$5,000, 000 of the A,I.D, loan amount is being treated as capital was discussed.
A.L D. suggested that IFICOCP!'s future financial statements distingliish between
the GCC and the coopcrative contributed capital, A.I, D. requested that in the
future it be informed in the event a significant change takes place in the cepital
amecunt, such as when the Banco del Estado withdrew its earlier capital contribu-
tion to IFICCOP,

Possible ways of expediting IFICCCP's accumulation of capital were discussed
at the review, Although the A. 1. D, Loan 513-T-065 provisions for capitalization
will allow IFICQCPE to stay within Chilcan banking reguiations for debt-equity
rclation, increascd capitalization muat take place in order to allow institutional
growth in a balanced way which will serve the needs of all the cooperative sectors.

Prasently, the capitalization system amounts to a2 1, 5% yearly surcharge on

‘the outstanding balance of 21l loans operated by the Institute, thus complying with a

legal requirement established in the law that created 1FICCOP, This mechanism,
however, has the shortcoming of taking place during the pay back period of the Loan
which makes capitalization siow and subjcct to risk because it can be affected by
delinquency possibilitics,

Immediate nceds of IFICCCP suggested that capitalization charges could be
made initially with loan disburscments, as a way to accelerate the capitalization
process.

With respect to capitalization rates, it was agrecd that they should be flexible,
and grecater than the minimum ycarly legal requirement, when subprojects financed
had adequate profitability, A rclation to the pay back period of loans should, howeve
be maintained.

SO PRTe 2.
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Another alternative discussed was the establishment, as a possible require-
ment, ofa ratio between cooperatives' paid capital in IFICOCP and their sublcans
outstanding with the Institute.

The way in which capitalization could be improved was left open for IFICCCR
to study and decide with later information to A:I, D, of mechanisms approved and
implemented. -

In connection with its concern for improving the long range outlook for capital
generation, A,I.D, recommended that IFICCCP no longer apply a differential
intercst rate policy. The difficully cf determining which cooperative or which
subproject qualifics for a lower interest rate did not scem to justify the small
amount of real benefits that can be passcd on to a weaker cooperative member
through an interest rate onc or two points less than IFICOCP's regular charye.

A meaningful subsidy would be in the ability of IFICCCP to provide a weak coopu-
rative with an impor‘ant input of technical assistance at a subsidized cost.

Reflecting the consultaticns during the revicw, IFICOCP' s management develop
ed the following proposcd policy statement regarding the long term outlook for
capital gencration:

"The expansion of IFICCCP!'s lending and developmeoent activities Lo provide
more and better services to Chilean cooperatives make it necessary for the Institute
to improve the capital ferpration mechanisms it has uscd in the past, The Board
of Directors,fully conscious of the importance of this point,has asked the Institute’:
administration to analyzc ditfferont policy alternatives which after Board discussion

i}

and approval can be rapidly imiplemented.

IFICOCP's management is preparing a detailed analysis and report that will
aver this policy, which will be submitted to A.I. D, in duc time,
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F. IFICOCP AND MEMBIR CCCRERATIVES CONTRIBUTICN
(March 17, morning)

IFICCOP's own contribution to subloans is fairly well reported through the
disbursement documentation that is being generated. However, there was much
discussion during the review on how to quantify and monitor the contributions of the
subborrowing cooperatives. IF'ICOCP gave several examples of where the coopera-
tives own coatribution could be quite substantial depénding on what could be appropr
tely considered. It was finally agreed that for control purposes, A.I.TC, would acc.
a standard 20% contribution by cooperatives against subproject costs since it is
IFICCOP's policy to require such a contribution on all of its operations, I1FICCQOP!
records should show how the 20% contribution ig expected to be made and each tirne
a site inspection is rnade by IFICCOP comments on the status of the subborrowcers!
contribution should be made part of IFICCCP's subproject file, In the event a con-
tribution of more than 20% is clearly being niade by a particular subborrower, the
amount may be included as contributions, provided the records is clear, Ways
of calculating and confirming contributicns cther than those related divectly to sub-
projects were also discussed at the review,

IFICCOP agreed it would report at each semi annual review the contributions
it had recorded at the IFICCCP and the cooperative levels, Any questicnable item:
or accounting procedurcs would be revicwed, The amount agreed as aliowablewoutia
be made part of the permancnt record of the review, IFICOCP had preparcd some
draft forms for controlling and recording the contributions., These were discussed
and modifications recommended.,  The reviscd forms will be used for the next sem-
annual review together with the first accounting of the subborrower's contribution,

With respect to IFICCCRP's contribution to project administration costs,
IFICCCP agreed that if would provide A, L. D. within 60 days with a full financial
statement of the expenditures it has made for the project.

(F27
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G. LOAN EVALUATICN (March 17, morning)

The Logical Framework contained in the Capital Assistance Paper was
reviewed up to, but not including the goal level, The assumption at the input
level of the ""availability of sufficient production.credit in the agricultural sector!
was though to be.doubtful by IFICCCP, particularly given the delays in putting
the new A,l, D, Agricultural Production Credit Loan into operation. At the out-
put level, there was some question regarding the usefulness of ICECCCP's support
in project exccution becausce the training and course work available from ICECCOP!
tends to emphasize the theory for cooperative organization rather than provide prac-
tical management training. Also at the output level, now apparent is that something
more than 97 subprojects will be required to utilize the project funds, For the
time being, the new cstimate for the objectively verifiable indicators is revised
upwards to 150 subprojects, bascd partly on actual experience and on the pipelinc
of future projects, At the project purpose level, there was discussion of the mean-
ing o an improved capacity for desiguing projects as stated in the end of project
status desgcription. It was agreed that such capacity can be achieved through ability
to negotiate and administer fecasibility studics for project design as well as through
an in-house IFICCCPE capacity,

Cnce satislicd that the Liogical Framework rermained basically valid, 1FICCQCI2 #
project cvaluation plan was revicewed (sce Annex I)., Generally agreed was that
IFICOCP should attempt to identify more specifically the measures it will use to
evaluate performance at the IFICCOP, cooperative, and farmer levels. Some
suggestions were made on hcew to limit the factors to be measured to a reascnable
number of indicators for which information can be fairly readily gathered. A, I D,
suggested that the next semi annual review consider the results of IFICCCP!' s
evaluation in more detail, By then there will be more time and subprojects with
measurcable results than is currently available, Also suggested was that [FICCCP
consider using some of the fechnical assistance loan funds to help streamline and
sharpen thc evaluation system,
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H., MISCELLANECUS ITEMS (March 17, afternoon)

A number of miscel ancous items connected with ioan implementation were
covered during this part of the review, Cne of the more significant topics was
IFICOOP's c¢florts to provide adequate publicity to the A, L. D, loan and the project.
IFICOCP's public relations officoer presented n folder containing the exemples of the
general publicity IFICOCP has arrangaed since the loan was signed.  This [oldor is
available in the USAID bulk files for the project.

The public relations ~fficer also describod the difforent types of signs that
are being deviloped to identify subpropect activities, A discussion of when ool
where such signs arc Lo be reguired fellowed, Tt wag agrecd that for the tione bhelue
AL D, would rely en IFLCOCTH v judgernent in placing the signs and thas 11 COCE

would take tnto account the tollcwing fnctore:

ted

]

I. The gize of the sabloaa cad its velative importance to the cooperative,

2. The atritude and wallingnees of the ccoporative and cooperative niemboers

to display and pnaintain o osign,

3. The degree o whicho the Toertion of the sipn is cxpesed to the ponereal

—SUMMARY AND CCNCLUSIONS (March 17, afteruoon)

The revicw wins congidered o useful mantpement tool by both AL LD, and
IFICCCY, IFuture scmi annual veviews, owever, snould net have to cover oos
many topics. . For example, the review wes net found Lo be appropriate necessary
for resolving operational problems that can be best resolved during the normn
contact between USATD and 1TICCGEP,  Inclusion of such topics in the review arondas
tended to extend the discussion unnecessarily., Nevertheless, it was recopnized tha
the [irst review had to be fairly thorou sh to bring cveryene up to date since the tima

the Project was desipned,
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Topics suggested for the next semi annual review are:

1. Foilow-up on IFICOOP's cxpericnce with its new organizational approach,
specifically covering such concerns as:

(a) How wecll is the concept of the "level 2" activities of internal audit and

information working;

{b) Has the crpanizaetion provided & satisfactory approach to overall financial
management and planniag;

(c) What has been the prooress on completing the staffing of the technical

assistance unit i the doveilopmuent department; and

d) What hos Leen IFICCCP' s expoerivnce in using the technical assistance
i !

funds undcr the loan and whao arce its futare plans.

2. IFICCCY ¢ exporicnos o mautting its canilalizaticon nolicy into practice and
; : . 1 Y

tte current cutlleck for increasin oy the rate of conitalization,

3. The overall contribution wevels and 11 ICCO P s copericnce in eveluating the
impact of the projects financed with AL D, funds,

Lt 16 expected that such acendn topics will help assure monitoring the degree
of participation of high level TEICCCER and AL L, officers that is essentialfor the
review mechanism to remain useful and meaningful,



Pantinuation

host
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C, Proposed b

the o [iist of Actions action cempletion

date
7. IEICCOL will repare a request to open a Letter ASAP
of Commitnient for dollar cost financing under the

l.oan, 3

§ |
8. [FICQ0E will incorporate into its requests for Constant
dishuprserijents a systen: for mforming A, 1, D, l.
whern the lust dishursenient against a subloan has
ieen Mmince,
9. LEECGO . Will ticke care to adyise AL LD, when Constant
increases are inade to subloans previously approved.
L0, ALLD, is to Le informed by [FICQOI whan there i stant

is o siunificant change in IMICOOP!'s capital,

.
e L

11 [ ‘e managernent will prepare a detalled Next senii-annual i
nalysis ne ceport on the problen: of capitalization review, 1
wnd capitel Generdtion, to be submitted to A, I, D, {
'i
s will report on over=ll contribution Next cemi-arnnual :
levels to projects and ite experience in eyilusting review, {
the irnpact ol the proj zts financed with A, D, i
funds, i
13, [FIOOR wili'proyvide AT, D, with a full NIV 31 August
inancial statement of the expenditures it has made 19706 '
tovasd the project's adniinistration costs,
l4. ith reference to the Logieal Framework, Next semi-annual’
1COK will atteri pt to identify more specifically review

the 1 eqsure: that it will use to evaluate

e Ll i

performance at the [FLCOOY, couvperative and
‘i levels,

(Attachirent = LEICOCT -USAID Joint Review N 1)
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