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ECUAOOR - COOPERATIVE BANK 

A. SUMMARY AND RECOMMENDATIONS 

UNCLASSIFIED 
AID-LA/P-50 
June l, 1964 

1. APPLICPJIT: ~e Ecuador Coo:perative Bank, priva:tely own~a by the 
stronger and sounder Ecuadorian cooperatives. 

2. AMOUNT OF LOAN: Not to exceed $1,200,000 .. 

3. TOTAL COST OF ACTIVITY: $2, 004, 000, of which 60'f> is the A. I. D. 
loan, 3% A. I. D. grant, 29% JE:cuadorian cooperat.ive moverrr=nt local 
contribution, and 8% GOE contribution. 

4. DESCRIPTION OF ACTH'ITY: The A. D. loan wi be utili exc 
sively to finance some of the sub-loans which will be made by 
Bank its cooperative merribers. The cooperatives and the GOE 
alsc: _ :.ance some sub-loans and all operating expenses. A. I. D. 
grar.:. wi:Ll provide coordi:1ated technical assistance which con
sidered too heavy a burden to include within the loan during the 
first three years of the Bank's existence. 

5. PURPOSE OF ACTIVITY: To increase agric11ltural and 
production through private cooperatives which will be composed 
mainly of lower-middle class Ecuadorians who have almost no 
access to credit at reasonable terms from existing Ecuadorian 
financial institutions. To stimulate the further development 
of the two-year old relatively successful credit union movement. 
To encourage the development of a revenue··producing and 
eventually self-financing credit institution which will assist 
in the economic development Ecuador. 

6. BACKGROIBID OF ACTIVITY: Tb.e need for Ecuadorian Cooperative Bank 
has been under consideration for years but recently greatly stimu
lated by the successful development and strengthening of cooperatives 
and credit unions through AID, IDB, and Peace Corps technical 
assistance programs. After a 1963 feasibility study and its 
indorsement by the National Planning Board, the Ministry of 
Commerce and Banking took the leadership in passing an 
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October 1963 GOE law permit"':.ing the establishment of a Cooperative 
Bank under conditions somewhat rr~re liberal than for a regular 
private bank. This type of activity is also strongly supported 
under -the cooperative and private enterprise, Set~t1.ons 25.l(g), 253, 
and 601 of the Foreign Assistance Act. 

7. ElIMBANK INTEREST: On March 10, 1964, the EximBank indicated 
no interest in the ~oposed financing. 

ffi. MISSION VIEWS: 0'1 May 19, 19641 the original loan pa.per was 
approved by the IBAID/Emba.ssy Executive Committee for Capital 
Development. 

9. STATUTORY CRITERIA: All statuto;7 criteria have been rni::t. 

10. ISSUES: Smaller capitalization and larger debt-equity ratios), 
particularly in the initial stage, than is normally ~o~sidered 
desirable. A spread to the Bar~l{ of 5.25'fo, higher tha· 'rmal, 
is being recommended. Wh) . ., ·""· the financial projectio: :ie in 
the loan paper were basec :;at is believed to be ::: stic 
demand, they could be up:. "' the Bank cannot p·roces::o -Applica
tions at the projected de11« ... '"- level. 

11. RECOMMENDATION: 
million: 

Authorization of a loan not to exceed $1.2 

a. Terms - To the Borrower,25 years with a grace period on 
repayment of principal for 10 years; t0 the Government via 
the two-step procedure, up to 40 years with a lO=year grace 
period. 

b. Interest - 3/4 of 1% per annl;.m for the first ten years and 
2% per annum thereafter for Borrower and Government. 

c. Loan and maintenance of value to be guaranteed by the GOE. 

d. Repayment in U. S. dollars. 

e. Equipment, materials, and services (except marine insurance) 
financed under the loan shall be procured from the United 
States of America or Ecuador. 
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f. United States dollars utilized under the loan to finance 
local costs will be obtained through the Special Letter of 
Credit Procedure utilized by A.I.D. and the Central Bank 
of Ecuador. 

g. The Bank will contract for u. s. advisory services satis
factory ~o A.I.D • 

h. The GOE 'and Cooperative Bank shareholders will make certain 
minimum grant arid paid-in capital contributions agreed to 
with A.I.D. prior to any disburserr.€nts. 

i. A maintenance of value reserve system satisfactory to A.I.D. 
will be developed. 

j. The Cooperative pr 
A. I. D. fo~- :-ev< 
being mad :; c, 

will take precautions satisfactory to 
: sub-loans financed by A.I.D. from 
stives dominated by the communist movement. 

k. Except for ~he normal Central Bank of Ecuador service charge, 
the GOE will exempt the Cooperative Bank from truces in con
nection with the conversion of foreign exchange. 

1. Any other terms and conditions which A.I.D. may deem advisable. 

Project Committee: RJApton, USAID/Ecuador, Loan Officer 
RPol, USAID/E Cooperative Advisor 
MBarnebey, USAID/E Program Officer 
GF load, LA/ GC 

Drafted: RAPton/USAID/E. 
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B. History and Background 

1. The Cooperative Movement in Ecuador 

GOJ3; .statistics indicate that as of September, 1963, Ecuador had 
850 cooperative institutions with 44,ooo members and US$ 21 500,000 
capitalization. A previous 1960 GOE report listed 612 cooperati·, -.:; 
with US $900 1 000 capitalization. Thus a significant improvement can 
be demonstrated during the past three years, particularly because 
important build-up of ca~i tal has been accomplished by some of the 
s~onger cooperatives since 1960. New cooperatives have continued to 
be formed since the 1963 GOE report. Annex I lists Ecuadorean 
cooperatives by type and number, their membership totals, and capital. 

The USAID Cooperative Section believes that there are about 200 
bona fide cooperatives by U.S. standards in the group of 850 cooperatives 
in Ecuador. The others can be improved in numbers and quality ti,rough 
assistance in management, financing, and cooperative educatton. 

Up to this time, the coopera t.i ve movement in Ecuador has had a 
relatively small impact on the national economy and social welfare, but 
evidence of a stronger potential for an important and progressive 
cooperati"re development can now be seen. Although the L9:wrence Feasibili 
Study states there are only about 150 true cooperatives, the USAID 
Cooperative Division and Intensive Review Committee would now increase 
this figure to approximately 200. 

The Ecuador Credit Union Federation was organized in Jine, 
1963, by Ecuador's credit unions, with the assistance of a USAID 
grant-financed contract with the Credit Union National Association 
which provided the economic and technical services towards this 
objective. At the time the Federation was organized, there were only 
33 legally organized credit unions, with a total membership of nearly 
3,000 and a capital of about $110,000. In one year, chartered credit 
unions have increased to 69, and another 67 groups are in the process 
of formation and organization; membership has quadrupled to 12,000 
(7,000 in the chartered groups and 5,000 in the groups in formation.) 
Savings and loans have increased to over $225,000. 

2. AID, Peace Corps, and IDB Assistance to Ecuadorean Cooperative 
Movement 

Cooperative development in Ecuador, as par~ of the Alliance for 
Prog:;.~ess, started in July 3, 1962, when an agreement was signed between 
the Government of Ecuador and USAID/Ecuador. This initial agreement was 
aimed ~rimarily at the establishment of a program for the development of 
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credit unions. In March, 1963, the agreement was revised to include 
an expanded program for cooperative development, aimed to cover all 
phases of cooperative work, including credit unions. 

Prior to that time, little or not organized effort had been 
made to assist the Ecuadorean cooperative movement in the solution 
of its problems or in its proper organizPtion. ~l}}e GOE has neither 
had che funds for tJie required technical assistance nor a credit 
source for financing cooperative enterprises. With the advent of 
the aforementioned agreement, the USAID tooi: the position that its 
funds for cooperative development would be used to support the develop
ment of the private sector cooperative movement working directly with 
the people who would be the beneficiaries of their own self-help efforts. 

Programs in Specialized Fields 

(a) Credit Unions 

Initial efforts were made to assist the then weak and 
directed CT'·--":_ t union movement. At thE= time the program start 
there wen: _ credit unions with less than 2,000 members and ar, 
accumulate~ .::apital of 500,000 sucres ($27,000). Now, almost two 
years later, there are 111 credit unions, either legally organized 
or awaiting legal approval, with 6,ooo members and an accumulated 
capital of 3,500,000 sucres ($19'0,000). During the same perioi, 
a credit union federation was established and has begun to assume 
some of the functions which were begun by and are still being 
carried on by the USAID in education, accounting, promotional 
activi~ies, and legal assistance. Over the next five years, the 
federation is gradually expected. to assume all of these functions. 

(b) Rural :Electrification.-· 'I'Wo surveys were made of Ecuador by 
NRECA technicians accompanied by USAID and INECEL engineers to 
determine the most feasible location for a pilot rural electric 
cooperative. The area in and around Santo Domingo de los Colorados 
was selected due to the great need for improving and expanding 
electric service, a strong cooperative spirit, and indicated 
economic growth. 

The cooperative was organized on a sound basis through 
intensive 'promotional campaigns, education and training of its 
leaders, and the obtaining of local participation in the form of 
membership fees and the purchase of cooperative shares. 

The local Municipal electric system was acquired by the 
cooperative on March 18, 1964. It is now providing 24-hour 
electric service to over 400 homes and expects to serve a total 
of Boo members within the next year. 

UNCLASSIFIED 
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The cooperative has made a loan application to USAID for $650,000 
to provide f'unds for rebuilding the present system, extending electric 
service to the entire town, and building 110 miles of rural lines. The 
completed project will serve 3,000 homes a.nd commercial establishments 
within two year£. 

(c) sina.'11 Grain Marketing and Storage.- A survey of grain marketing 
and storage in Ecuador has been made by the Farmers Union Marketing As
sociation, Kansas City, Missouri. An analysis of the situation, two 
proposals for cooperative storage and marketing facilities, a.nd the need 
for technical assistance in,management were presented to the Minister of 
Deve\-opment. 

(d) Livestock Marketing and Meat Processing.- A survey of livestock 
rnarkettng in Ecuador has been made by the Farmers Union Marketing As
sociation, and a feasibility study on slaughtering and processing has been 
presented to ITALCONSULT, an O.A.S. consulting firm analyzing this 
problem for the National PlanniLg Board. 

(e) Production Credit.- A 
has been made by a representative 
report explains the importance of 
as a measure to increase nation£ 

survey on agricultural production credit 
of the Kansas cooperative movement. The 

~icultural production credit to Ecuador 
ii iucti vi ty. 

(f) Present USAID/Ecuador 'vuoperative Program.- As of May, 1964, 
the USAID cooperative program consists of: 

(1) One direct-hire cooperative advisor to advise the GOE and the 
USAID on all matters relating to the development of the Ecuadorian 
cooperative movement. 

(2) One contract coopera"'::.ive educator promoting training and 
information in the cooperative field. 

(3) Two credit union contract consultants and six credit union field 
workers. 

(1~) One cooperative editor producing educational and technical material. 

(5) Three rural electric cooperative contract technicians. 

Several of the USAID direct-hire ana contract cooperative technicians 
have played an active role in the planning stages of the Cooperative Bank. 
As soon as the proposed loan is authorized, they intend to return to the field 
of developing the national cooperative movement and providing technical 
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assistance to individual cooperatives and credit unions the.t plan to utilize 
the proposed Bank. Together with the continued support by Peace Corps 
Volunteers, such technical assistance is essential, as the Bank staff will 
not be able to provide·such assistance to its members during the initial 
stage of·~ts existence and is relying on such support. 

P.2ace Corps Participation.- In the early stages of development of 
the credit unions program, the need for continual and follow-up phases with
in this progra.m were evident. Consequently, the Ecuador Credit Union 
Federation and the GOE~proposed that Pe~ce Corps Volunteers be assigned 

·tt;o assist in credit union development. The first group of Volunteers as
signed to the Federation received intensive training at the University of 
Wisconsin and in Puerto Rico in the organization and operation of credit 
unions. They have since become an important and effective gro~p supporting 
the extension work whicn the Federation is conducting in the areas where 
credit unions operate. The Volunteers conduct regular check-ups o;; the 
operations of the four to six credit unions assigned tc each of the~. They 
also conduct training sessions and work,,·- Jps for the :li.rectc-:-s ar::i -~c:;;-

mitteemen in the individual credit unir- al:::::ng with prc;::otisn ac·_:.v:.·_:.es 
for new credit unions. Presently 26 V ~eers are assigned to :tie vor~ •-
fourteen provinces of Ecuador. 

Inter-American Development Bank 

The Inter-American Development Bank has ext.ended a -'-ca:. • ·· E::...:ai:_-; 
which includes substantial support for a cooperative ho~sing progra~ ~tr~~gt 
th E Uado ian Housin Bank Th"" amo·unt of +he 1 oar ; "' ¢ 1 n {, ,.,,~': ',-.~-e c r g • - ~ ~ .. .L ... ~ ....... - Y _,__ 'J. "-" .......... ,..;..,_ ~-- _.._ . ..,, ~ ~ • 

The IDB has also supplied a three-man technical assista:-1ce tea:r. to s-.:~-er

vise implementation of this loan. However, principally d·...:.e :.o ;_f:e :-. ig'.. :::c.~s • 
of land and financial and management problems in the Housing Bank .. ~r-~e 

promotion of housin; cooperatives has been moving relatively slowly, 
particularly until early 1964. 

3. A Short History of the Cooperative Bank of Ecuadcr. 

The idea of establishing a cooperative credi~ syste~ in Ecuador has 
been under consideration for several years, and has been encouraged by leaders 
of the individual cooperatives and the Government of Ecuador agencies which 
are interested in cooperative development. 

In a brochure on cooperatives prepared and distributed by the GOE 
National Directorate of Cooperatives in 1961, the director of that agency 
pointed out that ".ill the difficulties encountered by the cooperative movement 
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in Ecuador in· obtaining credit •••• make it urgently ll\ecessary to organize 
an Ecuadorian Cooperative DE'nk. •· 

In April, 1962, the GOE and the USAID subscribed to an agreement 
designed to give greater i~petus to the development of cooperative programs 
in the country, and as a part of this agreement reference was made to the 
nec~ssity of "granting long and short-term credit to cooperative organizations 
at low interest rates. " 

In Jvfay, 1963, Mr. Douglas Lawr·ence, cooperative credit <....')nsultant, 
came to Ecuador under a USAID contract. He made an extensive feae.1.bility 
survey for organizing an Ecuadorian Cooperative Bank. His recommendations 
were reviewed and accepted by the GOE, and in July, 1963, the USAID 
Cooperative Division took the initiative of collaborating with the cooperatives 
and their leaders who. were interested in establiahin;g such a credit system 
as a private bank to be sponsored by the cooperatives themselves rather thar. 
directly by the Government of Ecuado:i.·. At that time, a group o! cooperative 
leaders, government officials and US.AID representatives met in Quito i.or the 
first time and held di11cus11ions aa to the manner of implementing f.l_.,Private 
cooperative credit •ystem. 

.. 

The outcome of the dis cuseions hi~ld at thiii July 17, 1963 1 meetlll1 was 
that the organization of a Cooperative Bank would encounter 111erious dif
ficultietJ of a. legal nature unless a law waa passed t<) provide expressly for 
the establishrnfnt of such an institution. Subaequent:ly, a committee was 
designated for drafting a proposed law to be submitted to the Government for 
issuance. When this draft law was completed, it was officially endorsed by 
the Minister of Commer cc and Banking and issued as Decree No. 6CJ9 on 
October 17. 1963. (See Annex ll. ) 

A group of leaders again convened in November, 1963, attended by the 
original group and a number of coopez·ative delegates who expressed a. 
desire to be among the founding members. Under the •ew Decree, on 
December 12, 1963, they constituted themselves as an Organizing and 
Promotion Committee for establishing a Cooperative Bank.. 

On December 19, l 963, the tentative by- laws of the Cooperative Bank 
of Ecuador were discu•sed and appro11•ed. On January 3, 1964, the Minister 
of Commerce and Banking, acting for the Government of Ecuador, and Dr. 
Fernando Pareja, on behalf of the Bank, submitted J!l. joint f.J.~-· >·;':'.: . .:.~···: ... 
plication for a US$. 2 million loan f ron1 AID, exclusively for making sub
loans and not for operating expe:.~.:. es. 
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To further support the proposed new Bank, the USAID, via grant funds, 
has prov?-d.ed or is proViding: 

(a) The CrJoperative Bank feasibility study made by Douglas Lawrence. 

{b) Continuation of t't;1ro U.S. Cooperative Adviisors and one U.S. Credit 
Union Advisor within the USAID Cooperative DiLvision, 

(c) A contract Cooperative Bank Advisor for two years service with 
the Ecuadorian Cooperative Bank. 

(d) Some initial bank equipment including a safe, office ;;;quipment, 
accounting machinery, and a jeep. 

(e) Trai if: of the proposed General Manager in Puerto Rico and 
L.ousian 

The cooperation of the Ministry c~f Co1nmerce ;;.nd B:cnking of GOE 
includes: 

(a) A total grant of $ 5 0, 0001 divided in three equal installments in 
each of the first three years. 

(b} Free office space for a three-year period at the Comisi6n de Valores. 

(c) Technical guidance and the 1::eauired GOE Emdorsement and support. 

If an AID loan is authorized by J1ilne, 1964, it is ~elieved that the Bank 
can commence operations in September, 1964. 

Annex X gives a break-down of the actual and estimated AID grant as
sistance funding in fiscal years 1963, 1964, and 1965. 
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C. Objectives and National Prior,ity 

The third goal in the Country As1Bistance Strat~~gy for Ecuador ia a 
major increase in agricultural and industrial prodm:'fion, including as 
specific targets increasing available agricultural and industrial credit 
and building up the Ecuadorean credit union and cooperative movements. 

As in most underdeveloped countries, credit in Ecuador is scarce, 
interest rates are high, ~d local development loans, as opposed to short
term commercial credit, are hard to com~ by. Thia is true as well for 
con'sµmer credit. crop and other agrkultural loans, and most other forms 
of cTedit. 

Alliance for Progress capital loaLnB and new Ecuadorean credit 
mechanisms should contribute to an E!ventual reduction of all interest rates 
in Ecuador, and hopefully, to a less archaic and m1::>re progressive attitude 
toward lor.ger-term development loans at reasonable terms to harness 
Ecuadorean savf.ngs for the nation's a,gricultural and industrial growth. 

As described above, a c _;,operative bank has recently been established 
by dee ree. This $1. 2. - million loan hC:o~·:ird9.ii6n ~lll ~Q.e, til1f _Efiti·ed. hpi ta:. 
the first t'Vc - years' lending operations of the bank and will serve the 
credit needs of the growing private cooperative movement. 

This program will enable cooperatives and theilr members to make 
significant contributions to the country's economic and social progress, 
will permanently create a method for mobilizing additional investment 
from local resources, and will contribute to the weil-being of middle and 
lower income groups and to their participation in the national economy. 

The lack of credit at reasonable terms ha.s been a serious political 
and social problem, not only for the present government but also for 
previous ones. The absence or shortage of credit facilities ia hampering 
progress in such key fields as agrarian reform, agricultural and industrial 
development, artisan development, and credit unions. Thia proposed 
loan, as well as other previous and proposed Alliance for Progress loans 
in induat"t·y, housing, and agriculture, is a major step in beginning to 
bring a favorable political and social impact to the middle and lower 
income g'oups of Ecuador. The imp<>~tance of this and other credit 
institutiondoans can also be measured by the continuing ~.jor emphasis 
and publicity which the present government is giving to such loans. This . 
loan will serve to strengthen the nlowly growing middle class, create 
more employment opportunities, and help meet the essential credit 
requirement• of Ecuador' a rapidly gr·owing eoopera.tive movement. 
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This project will directly benefit .orivate cooperatives and their 
members located throughout the country and is accordingly in the Ecuadorian 

national interest. The sub-loans wllll be a source of c:redit at reasonabl~ 
rates of interest not now available to coo;>eratives or credit unions. The 
credit .az:id the organizational technical assistance that will be rnade 
available to the cooperatives will further strengthen their growth and as-

sist in encouraging the practice and habit of saving among middle and 
lower income groups. ·rhrough thit1 pr.:>ject, mernbers of cooperatives 
and credit unions will be Bpared from having to r~~ly on unsecured loans at 

... usurious terms reac1\ing 30% or more monthly, and becon1e eligible for 
' loans en reasonable terms. including sound financial planning, that will 

permit 8mallrt ca le industrial and agricultural developme.oL 

As is set out in the Annex IV letter from the 'ifochnical Director of the 
National Planninr:, Board, this loan lls directly related to the Nati6'nal Plan 
for Economic and Social Development, The operations of the Ecuadorean 
Cooperative Bank will serve to carry out these general purposes under the 
Plan: (1) to foster the growth of the' cooperative znovement in Ecuador; 
{2) L.> provide a aource of ;o ·· ·'i tional agricultural credit; and (3) to provide 
financing for small-scale , strial and artisan activities. The AID 
strategy objectives for E< _1r and the Developrn.ent Pian objectives, as 

they both relate to this proposed loam,.· ar~L-rully «:onsis"tent in ·m.l.pport:' :.:::: 
-tn'its ·trpe: of lending act1Yi:ty. 

Vvhile a direct contribution will be made by the proposed loan to the 
agricultural and industrial (including artisan) secltors, and in particular 
to cooperatives engaged in those sectors, no meaningful quantification <:an 
be rnade as to the eventual increases in production which will be attribut~ 
able to this loan. Realistically, this lo"m can be ,expected to h-elp form 
new, or expanded, producing entities (i.e. the agricultural, artisan and 
other cooperatives) which will, for the first time, have accea s to capital 
loans for their operations and will have a true ince,...ti.ve to get on with 
the task of getting organized and rruJLrahalling their own--usually meager-·
savings for increased production. ]Marginal increases in agricultural 
and industrial production will occur as a result of implemer:.tation of this 
loan; whatever that marginal incren:ient is will represent a decided plus 
for Ecuador's economic growth, and will at the same tirrte mean the 
emergence of new producing entities, the cooperatives themselves, creat

ing thereby new sourr:es of employn:umt and new sources of capital 
formation. 

It ia useful in this context to recall the success attained during the 
last two years by other capital-£orn:iing institutions assisted by the AID 
program in Ecuador. The savings a.nd loan association movement, assisted 

by the AID $5 million housing loan amd limited US.AID technical assist-
anc£, has so caught on, that despitE~ certain organizational and other 
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problems,.eight private saving and loan associations are now operating 
effectively throughout the country; .as of April 1, 1964 vith 8,462 
depositor-members, over $1.l million in deposits, and approval of 975 
housing loans totaling almost $4 million. Similarly, vith USAID-contractual 
technicalas~{stance, the credit union movement has expanded rapidly; 
figures on the growth of this institution are presented in Section B of 
this paper. About $2.8 million of long-term industrial credit loans have 

· been authorized during the past year through the AlD and IDB loans to the 
GOE for this purpose; a~...,,,,..-.t $2 million in additional applications are 
pend,.-ing in various stages ..ii' processing. Within the next three months, 
the'bpmision de Valores will be converted into an industrial Nacional 
Financiera with authority to make direct loans or through intermediary 
private commercial banks. T.he utilization of sub-leans in these three 
areas augurs well for the capital-formation prospects of the Cooperative 
Bank, assuming approval of this proposed 10an. 

The proposed loan represents 60% of total project costs and, when 
the 25'f; foreign exchange component is deducted, will cover 55% of total 
local costs. While the fraction of local costs to be covered by the pro
posed loan is slightly higher than usual, this is considered justified by 
the nature of the · ject. (Actually the proportion of local costs de= 
frayed by actual .._. "' .. ar disbursements would be reduced if AID is success• 
ful in channeling some local currency repayments as permitted by a recent 
amendment to the Foreign Assistance Act, thereby achieving a corresponding 
reduction in the dollar loan.) The highest ~racticable local contribution 
is being obtained from the subsidiary cooperatives -- an estimated $575,000 
represented by borrowers' contributions, during the AID loan period.. The 
GOE share is a minimal $169 1 000. However, it was the Intensive Review 
Corranittee's judgment that this is not the ideal proposal on which to push 
for a maximum GOE contribution since we are desirous of maintaining the 
completely private nature of the undertaking. 

Whi~~ there clearly a pent-up demand for credit assistance to 
cooperatives, no truly reliab approximation can be made as to the; ef
fective demand for such credit in the next several years. An element of 
experimentation is necessarily involved in any such intermediate credit 
institution when tried for the first time in a country, and in fact a 
reliable projection of future years' lending operations must await the 
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lending experience actually registered in the first two or three years 
the Bank's existence. The GOE and thE~ Intensive Review Committee have 
therefore accepted and utilized the independent feasibility study projections. 
This lo11n.proposal must be recognized for what it is, a calculated-risk 
investment with excellent prospects for acceptance and use by Ecuador's 

· national coope:-ative movement. Undoubtedly dozens of sub-loans will be 
sought, and many approved, and the best judgment of the Intensive Review 
Committee is that the proposed $1.2 million loan program will readily 
be absorbed by the fa~t-growing Ecuadorean cooperative movement, with 

., 'additional funding needs for future years to be weighed and projected on 
the basis of the actual experiences of the Cooperative Bank in the first 

·approximately ~~o years of its operations. Reinforcing this view, 
several safeguards have been built into this proposed loan; perhaps most 
important, the USAID/Ecuador grant-ful,ded technical assistance program 
of the last two years, and that projected for the next two to three 
years, has placed increasing stress on provision of highly qualified experts 
in the cooperative field to encourage and assist individual Ecuadorean 
cooperatives and their members as to improved orw izat ion and proper 
financial practices. 

If the USAID Mission is to participate a.:: :tively in fostering 
Ecuador's cooperative movEment as has been envisaged, both in and 
in Washington, then AID should give sympathetic consideration for providing 
a source of capital assistance for the grm·rth of the productive capacity 
of these cooperatives. Except for the $110,000 PL 480 loan, no other 
source of credit is available, as a practical matter; neither commercial 
banks nor the Ecuadorean Government has in the past made significant credits 
available to cooperatives, and there little inuned.iate prospect :for 
improvement in this regard except through the proposed loan. As previously 
stated, the savings and loan and cred.it union movements have demonstrated 
that Ecuadoreans of limited means can and will save for their sel:f-improvement. 
Thousands of such Ecuadoreans have joined, and have placed their fa1th in, 
the cooperative movement as a means f'or seeking economic and social improve
ffients for themselves and their families. As projected in Annex V and 
Annex VI, the Intensive Review Committee believes that by the fourth 
year of the Bank's operations, it will be strong enough to commence self
financing loans from surplus representing share purchases or ···direct 
saving deposits by the cooperative members who own. the Ban.~. 

UNCLASSIFIED 
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D. M~nagem~n~ of the Bank 

Since December 1963. a promotion and organizing committee, including 
cooperative leaders, members of the USAID staff, and the third ranking of
fict.r of the Ministry of Commerce and Banking, have: 

Reviewed the Lawrence· feasibility study; 
Obtaine{ "indications of interest from many of the lea.ding Ecu.adorian 
cooperatives and credit unions; 
Helped Erepare the loan application submitted to AID; 
Drafted the propoaed by-laws of the new Bank; 
Assisted in the draftins"of the decree establishing a Cooperative Bank; 
tJJa· !lI"fl!"'now in process of obtaining tJhare subac1ription commitments 
~om existing cooperatives. 

This committee will complete its task and be diseolvc~d aite1· atl.Loan Agree..
)Tlent is ·-s~ed. .'.., The committee will be succeeded by a permanent 
Board of Directors consisting of seven voting members and one non .. voting 
member. According to the Cooperative Bank Law an1endment now being 
prepared, the following will constitute the Board of Directors: (Annex I) 

(a) A representative from the artisan cooperath•es. 

(b) A representative from the agricultural coopEirativee. 

(c) A representative from the credit union coopE~ratives. 

(d) An industrial engineer. 

(e) A !inancial representative norninated by the Ecuadorean Monetary 
Boa.rd. 

(i) A financial representative norn.inated by the Corniei6n de Va.lores. 

(g) A private cuadorian banker. 

(h) Until 7 O'fo of the loan principal is repaid, .AI]) wil1 rurve ·the~'right 
"\o,send ·tI>n~ O)Berver~ tp al1 Boro-4 "llieet:Lt!gs.:··~~:.; r~ ~.·-.--. ,_ 

ln order te .'c:rea.te a national c:hara.cter for the at!tW eredit ln1tltution, 
no more ths.n two member• of the Boar·d, nor more th.au two of the 
alternate1, may be named from any one _province of Ji!:cuador. Sta11ered 
term• of two yea.r1 ea.ck have been •el, together wtth the right of a member 
to be re-elected one time, The Board will meet once every two months, 
or more often·U r...eq;&dred dQe to apecla.l elreumataace1. The lateul..-e 
Review Committee eon1lder1 '&Mt the l!h»n.:d membera wlll include ldah 
quality experiencild fbanclal advi1or1, an{ ea1t.necn.·. aad .... d diversified 
reprueatation fra the utloaal, coope1·atlve m:nraruaa:i:. 
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An annual meeting, or more often if required., will be held which will 
include r.epresentatives of every shareholding cooperative in Ecuador. Such 
a meeting will alao be held prior to the ot:~icial opening of the Ecuadorean 
Cooperative Bank. 

... 

' 

The Credit Comm~tee will consist ·of the following inembers: 

(a) The Bank General Manager. 

(b) The Industrial Engineer on the Board of Directors. 

(c) One cooperative member on the Board of Directors. 

(d) Cne financial rr mber on the Board of Directors. 

(e) For a period ( ve years from the day that the bank commences 
ope ration, OP--tl.l'ltil ~ian . .n...Ul loan :lru:rui.u ctil.B:T ~bUr'!iled ::Bo ;'c;l!utruct' tJ vfL T.Cfoorer

bt.-1.ve_ ~ .. ~v:ie;~i::i~.Pprovetl by AID oJ:- Sfpj.h:;}' ::p=~:;,~t:fH:ntat:1.ve .l''-~P·..(~·:-,;.=;cl by .-. --" .. 
. · . ~- . ' 

The Intensive Review Com1nittee considers that this will constitute 
a strong anci sound Credit Cornmittee. 

In order to keep operating expenses at a minimum and to obviate high 
initial operating costs, it is anticipated that the Bank, until Increased 
business so warrants, will commence operations with a small staff consist
ing of three officers, a bilingual secretary, and a porter-messenger. To 
simplify the task of this small group, the USAID has, through grant funds, 
provided modern office equipment and electrical accounting machinery. 
In addition, the USAID is funding a two-year Cooperative Bank Advisor who 
will have a contract directly with the Ecuadorian Cooperative Bank. 

Adequate job descriptions for each of the officers have been provided 
in a suprlemental report prepared by Mr. Lawrence. These include ad
ditional future staff. Besides the aforementioned three officer personnel 
(a General Manager, a Deputy Mana1ger ~Credit Analyst, and an Accountant
Bookkeeper on a retainer basis), the Bank will utilize the services of a 
Legal Counsel and an Engineer. \\Then and if warranted, a permanent 
engineer and legal counsel will be addid to the atilLff. 

In addition to providing free office 0pace 1 the Comisi6n de Valores 
will make av~ilable members of its teehrd.cal staff on an as needed and as 
required \rash for n period of three yea:-a. ·This will include the services 
of the :~~~i.Wt industrial engineer px·eeently engag1ed by the Conuoi6n de 
Va.lores. 
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Although bis nomination is subject to final approval by the still non
existent Board of Directors, the General Manager tentatively selected has 
excellent qualifications for -the position. He ia forty-three yeara of age, 
and after completion of twelve years of primary and secondary school 
received a doctorate in economics through attendance at Central University. 
In addition,. he has completed one and one-haif years of post-graduate work 
in finance in the United States. He is fluent in both English and Spanish. 
Several of the responsible ftositions which he has already held are: Chief 
Statititician at the Ministry of Commerce and Banking for six years; Chief 
of the Statistics Department of the Central Bank of Ecuador for three years; 
Chief of the Import Department of the Bank for three yea rs; and Financial 
and Audit Assistant of the USA ID Fina.ncial Advisor from 1958 to 1960. 
During this period with the USAID Financial /> dviso:r, he helped develop the 
application forms utilized for all types of credit by the National Development 
Bank and its branches, worked on the procedures for conducting audits and 
examinations of PL-480 loans, and actually directed the auditing of over 
25 0 agricultural and industrial loans inade by the National Development 
Bank totaling over $1 million. This person has also been arnong those 
involved in studying the problems connected with th1e operations and propoa ed 
reorganization of the National Development Bank. The proposed General 
Manager has also had ~xperience in personnel adminie:tration and developing 
the decree and the by-laws of the Ecuadorian Housing Bank, Membersof the 
Intensive Review Committee interviewed the proposed candidate and found 
him fully acceptable. Until 7 0% of th~! loan principal is repaid, AID 'Nill :recorn
mend that it have the right to approve any General 1v1anager who may be 
e elected. 

To further strengthen the capacity of the propoe1ed Cooperative Bank 
General Manager, the USAID has provided him with a two~month training 
participantship which includes working with four different cooperative banks 
in San Juan, Baltimore, New Orleansa and Bogota. At two of these banks, 
he will spend an intensive training period of thE"ee weeka each; the training 
will be completed at the end of June. 

it has been agr'2ed that no branches would be opened in the near future 
as this would require additional staff and higher operating expenaes. Until 
7 0% of the loan principal has been repaici, AID should reserve the right to ap
prove the opening of any proposed branch. 
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E, Operatior.s o! the Bank 

The Lawrence report supports an Ecuadorian Cooperative Bank which 
will make loans to capital~producing cooperatives1 including agricultural, 
fishing• at-tiean, industrial. and transportation cooperatives. The report 
additionally supports as sietance by the Bank to ex· edit unions. 

The Bank organizing and prom<>tion comrnittE!e and the Ministry of 
Commerce and Banking, after meetings with AID officials, define all 
types o! cooperatives and credit unions as eligibl1e except ao follows: 

(a) Housing coop~ratives, as these cooperatives should remain aa a 
·\function of the Ecuadorian Housing Bank; 

(b) Transportation cooperatives, unless vehicles are actually owned 
by the cooperative and profits Slaa'.l£W on an equitable basis among the· 
members. The typical transportation cooperative in Ecuador, whereby 
individual drivers own their own vehicles and perhaps several vehicles. is 
not considered a true cooperative and therefore ineligible, 

(c) Rural electrification cooperatives will generally :require large 
auma of monev in the $500, 000 to $1, 000, 000 range; therefore, at thi13 
initial stage . :he Ecuadorian Cooperative Bank developrtlent they will be 
excluded. H,. ever, both the Bank and AID reserve the Tight to :reconsider 
such a position after the Ecuadorian Cooperative Bank has demonstrated 
successful operations and the ability to service loans of this magnitude, 

(d) Only soundly conceived and relatively strong cooperatives will be 
accepted for membership by t_he Board of Directors of the Ecuadorian 
Cooperative Bank. The-_; ···: over 7 0% of the Ecuadorian cooperatives 
which are deemed weak wiU be required to stren~ft,hen thei.M management 
and local organization before receiving favorable considera~ion for member
ship in the Bank. Naturally, the e.:idstence of the Bank with available loan 
funds will be an incentive to bring 2tbout such refC>rms. 

Ecuadorian Law limi:s the ame>unt of money which any individual 
cooperative may borrow to 10% of the Bank's capitalization, except for 
agricultural or industrial machinery loan limits which may reach 15%. 
ln Ecuador, as in moot 0ther Latin American countries, it is today impos~ 
sible for most cooperatives to borrow from private commercial banks. If 
it were possible, such loans would be on a short-term bases of from 11:ix 
months to-three years at interest rates of from 15% to 18%. Therefore, the 
need is apparent for a special bank which rnakee 'both obort and long term 
loans available only to cooperative organizations.. The Bank will l 00% 
in private hands, fully owned by its member cooperativeo and credit unions. 

Although the Intensive Review Cemmittee rei::ornmenda .that the ·Loan 
Agreement be oo drawn as to pe:rm:lt sub .. loans at up to l 0% interest per 
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annum, the Committee supports the p:reaent Ecuadorian plans to make 
loans at intereot rates of 7% per annurn plus 2. 5% per annum in capital 
stock subscriptions on any outstanding balance. Stock subscriptions will 
be used as the primary initial method of building up the capitalizatiomand 
lending ability of the Bank, Interest payments will build up reserves, 
cover operating expenses, and eventua.lly also add to the Bank's capitaliz
ation and additional lending capacity, As a condition precedent and to 
insure sound fiscal management, we suggeet that AID reserve the right to 
approve any proposed di~dend distribution to stockholders until 70% of 
tht'( '.AID loan principal has been repaid. Credit unions will be permitted to 
re-k>an the money which they receive at 1% per month on the unpaid 
balances, as per their current standards. 

In the interest of avoiding any misunderstandings and of ensuring sound 
financial operations, the Committee would propose that the permanent 
Boa rd of Directors is sue clear sub~ loan guidelines 1 subject to subsequent 
AID approval. 

Except for two-year worlr ·apital loans, which might includP a s 
month grace period, and up t, year inventory loans 1 the Committee 
does not agree with the Law re;. feasibility study reconimendation of unv 

secured loans. (in his second supplemental report, however, Mr, Lawrence 
modified this recommendation, ) Eligible working capital requirements are 
defined as including raw materials, marketing costs; etcetera, but not 
daily operating expenses such as wages, rent, power, and fuel. F1n1shed 
inventory would be eligible for loans of up to one year at a maximum of 
7 5% of value. Regarding longer "·term building, machinery, and mis eel· 
laneous equipment loans, a term of up to ten years including up to three 
years grace is the proposed acceptable norm. Security might include the 
building, machinery, etcetera, which is to be procured, as well as perhaps 
real estateor other assets as supplemental collateral. The USAID has 
informed the Committee and Ministry that AlD would not agree to the 
frnancing of land purchases with its loan funds. Furthermore, on any long·· 
ten11 loans which exceed $10, 000, the Comrnittee believes that the loan 
should not exceed 80% of the value of t:he goods and services being procured 
unless reasonable additional collateral is offered, 

On August 31, 1968, Mr, Lawrence prepared and submitted to the 
USA ID and to the promor :or. a:-,d er' gar:~ zing committee a second supplem~ntary 
report which includes a two-page application form. a credit report form, 
and a cooperative bank loan agreement formr These three documents 
have been examined by the p~opoeed General Manager and the USAID 
Intensive Review Committee, While generally sound and certainly the 
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basis for preparing such forms, it ie1 the opinion of all concerned that they 
still require some minor modifications to fit Ecuadorian condit~ Upon 
return•f:tom his participant tratningship, the proposed Gen.,ral Manager 
intend5 to modify these three forms baaed on his training at three American 
and one Latin Ame1 ican cooperative bank, togetheir with his experience and 
uiiderstanding ol existing Ecuadorian credit formulas and conditions. The 
forms he develops vAll then be subject to the approval of the permaner1t 

., Board of Dire-ators and AID. 

When a loan application is submitted to the Bank, it will be reviewed 
by the Bank officers for financial and technical soundness, completeness 
of information, and the collateral involved. A detierrnipation Uthe proposed 
loan is in accordance with the purpose of the particular cooperative involved 
will also need to be examined. Depending on the size .of the loan and the 
nature of the loan application, a field examination may or may not be neces -
sary. Thn crec:iit report will be submitted to the Loan Cor ittee as 
described in Section D of this Loan ]=>aper. If its decision favorable, a 

standard Loan Agreement setting fo1·th the terms of the parucular loan 
involved will be prepared and submitted to the Legal Counsel for approval. 

Advances to cooperatives undf'r the Loan Agreement will be made through 
dollar letters of credit established at a U. S. bank, from Title IV P. L. 
480 Funds agreed by the GOE and the USAID for use for this purpose, 
through P. L. 480 sucre repayment accounts on deposit at a bank in Ecuador, 
and sucre advances totaling about 60-day requiren1ents which will have 
been received on a revolving fo.nd basis by the Ecuadorian Cooperative 
Bank through the new standard Letter of Credit procedure whereby AID 
loan dollars are converted to sucres through the Central Bank of Ecuador. 

The General Manager will be responsible for developing sound 
standard procedures to implement, monitor, and, if necessary, cancel 
such loarsas the bank will have authorized. AID ·will approve these 
procedures prior to the Bank's making any disbursements. 

In Ecuador, it is customary in 1many public atld private institutions to 
appoint an honorary Vigilance Comm.ittee who are neither officers of the 
Bank or members of the Board of Directors. Their function in this case 
will be to determine that the Bank hi well managed. ..Th~y ar_e encouraged 

to suggest that the General Manager and his staff 'take corrective actions 
or simplify procedures where this n:iay be applicable or necessary. While 
such a committee is not listed in either the Lawrence feasibility study or 
the formal loan application, it is under consideration and would be 
encouraged by AID since it is a sourld and traditional Ecuadorian practise. 

The Vigilance Committee would be E'lected by shareholding members. 
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Nei the Lawrence Feasibility Study nor the loan appli-
cation have made provisj_on for adequate independent audits by a.n 
independent acccunting firm. Therefo:re, it is sugges that such 
language be incorporated into the AID loan agreement. 

The Bank will be subject to the normal reviews, audits, and 
regulations of the Ecuadorian Superintendent of Banking under the 
Ministry of Commerce and Banking. Although some liberalized condi-
t have been accorded to the Ecuadorian Cooperative Bank by decree, 
it is expected that they wlll follow normal sound banking practices • . - . 

\ 
The Ministry of Commerce and Banking will arrange for a Govern-

ment· of Ecuador guaranty of the AID loan to the Ecuadorian Cooperative 
Bank. However, except for the normal supervision the Superintendent 
of Banking, the Minister of Commerce a.nd Banking and members of his 
staff have made it clear that they firmly believe that the GOE should 
not intervene in this Bank except in proviC:ing organizational assis-
tance in the formation period and the initial three or four month's 
period of operation of Bank. However, to further strengthen the 

, they are providing outright grants of $16,500 r year for 
years, as we 

Valores building. 
as free office space within the ion de 
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(a) }p.it~!.l Cap.,it,a.,li~~!~.cm 

Shareholder& (l\1i\imum required) 
t:'OO:rt Grant in Caab 
AID Grant for Equipment. Auto. ~!tc. 

• 
l 96f edod __ __, ___ _,,p;... __ , ____ ~.,,.._---~~-,..~~#c<-""-

Shareholders {Estimated} Ar' Contribution 
GOE Grant in Cash Addl. C ·ibution 
GOE Title IV PL 4SO Loan 
GOE Donation of Offi..:::e space & Util. 
AID Grant for 2 Yr. Coop. Bank Advisor 
AID Loan 

If' 

55, 000 
l 6, 500 
1 o. 000 

$ 81, 500 

(c) In addition to the above, individual cooperatives wU be r 
to m.ake from 20% to 50'% contribution on individual aub- H, 

an average a! 30%. this would amount to $~75"1" 000. 

AID Loan 
AID Grants 
GOE Grants 
GOE Loan 
Cooperatives 

TOTAL PROJECT 

2.. Interest Ra.tea Subsidies and Finameial Soundness 

s 1, , !J or 
6 000 or 

t 000 or 
000 or 

~515) 000 or 

J 000 

With any ne.w credit- institu.ti~ -particnlarl)[.in .an unde.rdevelaped 
country, the danger period ia the !ira1t few years. IU the loan level 
anticipated in the Feasibility Study ca.in be reached ~;and we believe it is a 
rea•on.able aad acceptable indication c>i demand), the Bank \-Vill be a 
eucce111 fron the very first year becan1J:e of the Uberal spread of 6. l5% 
between the A1D and GOE loan term& 1Df .·075% and 1~he 7Eih interest being 
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The GOE l>i'ill e:-uaranty the 
commission for this service as 
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is is 
st.ares whenever ti1e 

~£~.rerlt11al / t .1e r.t&t Ec11a.doria.n 
tLe Bank vtich it own:.; lOJ/;, will be self-

its o~wr1 r.ieeds. B.;l' 
anticipated that 
earned surplus 

about the tenth year, 
the Bank may be paying 

or perhaps reduce the 
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additional 6ha:re purchase percentage ri;equi:rernent. 

During tl1e t},~-..AI ,_._:,,.,.. ___ ,~f-. ,-," .. •"t• ~ - r -;·-J- r' 1,-,-1; -----~ f .. -_·,-f-__ .f-'>,,_~_·,_-~:_:_r_:_,._·._· 
. ~ ~t.L.J.. u L-il.i "---'"'i"E>•'" ~,; ..f,.__~" .. ,,,,, .t j'C-p. .. t:.;j J ci.:_-~;;__:....i:~ .. ~~_;::-SJ," .tL.:...i"' J,..,)t_j~_j__;:_;,, ,__-,.... --~- ~ r-· 

i1 .. 1. .t.jlll01i. less such GOE PL 480 Title !V loans as :may be asailable at 
that tirne,Ufl} expected to be requested and f.l!'e ;~fC:Overed in both the 
Feasibility Study and the financial annexes to this paper. 

' , Ten year industrial and agricultural 8% sub-loans are available from 

the Comisi6n de Valores, the National Devdop1nent Bank, and private con> 
mercial banks through major Alliance for Progress loans made to the 
Governrnent of Ecuador by AID and the Inter-American Developrnent BaEk. 
ThP standards for these loans, except for srnall--handicraft and artisan 
loans of less than $10 1 000, are not geared to rn.ost cooperative needs and 
exclude credit unions, Private comn1ercial banks with their own 
re so· -es off er short-term six month to th:r ee yea. r supplier a credit and 

1 , - ~ , ' • r r'1 l (') "' wor: : capita 11t interes1 rates ton-lost ,_jorrov:er.s 01 1rorr1 1:>"111 to tj'h 

per c. .urrL A prime m2 ndust:rialist can sornetirnes obtarn short terrn 
credit at l(\%, but it is c ... .li that any f:cuadorian coope:rativP or crec:it 

union could qualify as a p ..... e risk or even as a norrnal risk, I--Iousing 

loans through the Social Security system, the Housing Bank, and private 
savings and loan associations range frorn T% to 9'17c, for about twenty-five 

' l' ' b , " 01 " • r-· · ~ b ' yea rs, ana genera ~Y require a out a L.1Ji0 dov.in payrnerH. ;e--':nvaLe --ar,Ks• 
• r l 001 l l '" ' 'ld. 1 r . . r '- ' , ,- ,__,,. oiier .. lo to i "lo ou1 lng oans 1or a pe:nod 01 se•,ren to Len years 11 a ')<J-i': 

dov;n payment has been made. 

The cooperative; eligible to borrov.-' from the Bank, are also its l 00% 
equity shareholders. Be cause the initial ope rating period is rega r':i>e>d 
as the Bank's rnost difficult one, consideration was given to comrnencing 
with an inte:est rate of higher than 7%. A!though this was rejected by 
the GOE and Organizing Committee, the feasibility study recornmendation 
oi requiring a 1. 4% additional paid-up share purchase w1th every ir.terest 
payment was raised to 2. 5°/o. Be~;ides striengthening the Bank and making 
it less dependent on future loe-lia,J!, it is an'l:icipated that the shareholders, 
by the end of the sixth year, will thus have an earned surplus 6'.i.'_H;._;l·,1.c-1 : 

greater than their paid-in pur-:haeies; in other words, the shares may be 
worth double their original value :lf the Annex V projections develop as 
predicted. 

To protect its int ~rest ana in:sure uound Bal".k fiscal policyt AID should 
reserve the right to approve any proposed dividend or patronage refund 
and change in either interest rate or the 2. 5% additional paid-uf share 
purchase undl 70% of the AID loan principal is ·repaid. 
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3. Maturity Dates 

The AID loan will mature in fol~ty years and not require repayment 
o! any principal for the first ten ye<JLre. The Cooperative Bank Ylill make 
long term loans for ten years and also some short-term working capital 
and inventory loans for periods of one to three yea.rt:1. Thus, the 
Cooperative Bank sub-loan repaymEmts will comnnence and co11tinue quite 
regularly from abcut the third year.. The Intensive Review Committee has 
no objection to the Bank '\tilizing th'e funds as ib permitted in the AID 
in\fustrial credit loan to the Comiai6n de Valores .. 

4. ' Exchange Risk 

Ecuador is the only country in Latin America. which has had a free 
market currency appreciation in relation to the dollar during the past two 
years. The amount has been about 20%. During this period, the official 
rate of exchange bas r~mained steady at 18. 18 to the dolh'u-. At thh 
the official rate appears secure. However, it might change for vne of 
two reasons: 

(a} A major internal inflation. This is deen1ed unlikeiy because of 
the tttri'ct _Central Bank of Ecuador fiscal policies and the fact that the 
coet of living index in Ecuador is increasing at about the same pace as 
the United States. 

{b) There is always the possibility that the Central Bank of cuado:r 
may desire to unify the official and free rates by eliminating the former. 

~~i!Jf:ight be expected to cause a rninor depreci;Hion of perhapa about So/°{/ 

The Government of Ecuador has agreed to guaranty the exchange risk 
cliff erential providing the Cooperative Bank sets up a reserve contingency 
consisting of l % per annum and within the interee•t charges collected by 
the Bank. This portion of the 7% interest collected would be deposited in 
8% government bonds to further~a:~mem.t the rese1·ve account. Eventually, 
the reserve will be sufficiently lar~te 1 say after it reaches .20o/o of the 
outstanding dollar portion of the AID loan, to warrant not being further 
increased except for the 8% bond interest collected. This .sanie reserve 
fund, eventually can double as a re.serve to repay the AID loan principal 
and might be utilized partially for this purpose. 

The exchange risk will be leae·ened by whatever portion of the AID 
loan authorization covers sucres available frofi CiOE repayments of prior 
and other developm.ent loan and PL 480. sucre obligations which are being 
deposited in a sucre a.ccc.unt. 



5. Anal:vsis of Financial Statements 

Annexes V and VI are a Balanc~ Sheet and Income Statement prepared 
by a member of the Intensive Review Com.~ittee. They may be compared with 
the i'easlbility study state:'lents which are shown as Annexes VII and VIII. 
Relevant footnotes are explained Annex IX. We are satisfied that the 
Bank can become as successful as projected, subject only to being able 
to efficiently process and make loans. This has been a major bottleneck 
in other new Ecuadorian credit titutions. To c~vercmr,e this potential 
danger, the USAID has \lready taken the following corrective steps based 

'\on the unsuccessful 01· slow experiences of other Ecuadorian credit ager:cies: 

s) Managemen'~ - Has been given reasonable assurance tha a strongJ 
non-political diversified Board of Directors Nill selected. 
Participated the selec of' well-qua fied General Manager 
and sent him on a training participar,tship i;--; advance of the Bank 
opening. 

b) Borrowers Is con:inuing give extensl.ve technical assistar 
to the pote:-; 1 cooperative sub-borrowers order that sound loa· 
applications can be filed shortly after the opens. A 
holders Annual Meeting, which wi.l l include prcnnotiona l activities, 
will be held before the Bank forr:;ally opened. 

c) Application Forms and Assistance Processing - Through 
the U. S. Credit Bank Advisor and the Gene!'al Kana 
beginning of this project even before opened, 
the fostering of the spirit 
applicants and to actively as 
will be followed. A simplified 
reasonable standards modified 
developed. 

applicatior" 
Ecuadorian 

The debt-equity ratio will be about S to 1 af~~er the first year of 
operation it will decline to about 6 to l t.hree years after the has 
commenced operations and at the end of period of first. AID loan. 
Thereafter, it will strengthen and should reach 3 to l the sixth year 
or at the end of the period of the final· ant:.icinatcd A:.·r.n. develon- · 
ment loan. While the debt-equity ratio during ~ .i:.:. :.. period is not 
as strong as normally desired by AID, must be recognized that this 
Bank is being started by small privsite cooperativE~s with limited means 
rather than by veal thy families or the government. In spite of trd. s, the 
financial arrangements tr.at have been planned and outlined should result 
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in reaching the desired AID standard Yi in a reasonable period of six 
year•.· 

Government subsidies will be e-liminated after three years. Develop ... 
ment loans are planned for discontinuation after six years. Tne begin .. 
ning of some self-financed loans are planned commencing in the fourth 
year. The strength of this Bank, and. the anticipated source most of 
its lcng-range financing, is the continued and increasing shares that 
'Will be purchased by its vmber borrowers at the same time they are 
T1a•,;.i. n;z loan interest and repavina principal. 
I' "\ ~ . •' ~ . ~ 

. 
. The exemption of the Bank from all federal and municipal taxes is 

an .important indirect government assist in keeping expenses to a minimum. 

While the Intensive Review Committee fully aware of the diffi-
culties in starting any new credit 1 particularly in Ecuador, 
we believe that this first AID supported Cooperat.ive Bank in Latin 
Arr;erica and perbaps an~"'!Nhere in wo~ld, has been conceived wi 
haste on a sound financial bes and will succeed. The Bank funding 
meets the c:!."iteria of Sect±on 601 of FAA, Encouragement of Free 
Enterprise. 

G. Repayment Prospect and Lean .Agreemer~t 

be 
The Intensive Review 

:repaid and that the re 
tance Act have been met. 

CorrlJ1Tii t tee ~oe!.ieves that th loan can and will 
611 of the Foreign Assis-

It recomrr:endeci that i.oan be dire ly to the Cooperative 
Bank. The Loan Agreement formally accepted. by its permanent 
Board of Direc-cors and then signed 'by the President the Board. We 
believe that Central Bank of Ecuador should be a party to the Loan 
Agreement inasmuch as the Special Letter Credit procedure involving 
the conversion of dollars to sucres is in7olved. It is .recom.'11ended that 
the ti-10-step procedure be utilized even thougt it not requested by the 
Government of Ecuador, which has wa5Lved any two-step commission fees •• 
The two-step procedure provides the GOE with an option to ease Ecuador's 
total de"ot-servicing btrrden. We also recommend that the Minister of 
Finance and the Ministe:r of Comn:erce and Banking sign a Guarenty Agreement 
at the same time the ceremony of the Loan Agreerr..ent ta.lees place. A 
twenty-five year loan tc the Borrower wi a te:i-yea:r grace per::od on 
repayment of principal, with interest of .75'/; during the first ten years 
and '2$ interest thereafter, is recommended. Tne GOE terms would be 
identical except that they will go to forty years~ 
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All local cost financing requi:red under this loan will be accomplished 
through the Special Letter of Credit procedure utiHzed behveen AID and 
the Central Banlt of Ecuador on other AID loa. .• s to insure that the dollars 
provided by AID are utilized !or procurement in the United States. 

The spirit of Section 215 of the Foreign As::iistance Act encou es 
local currency fina~cing ior this type of loan. Nevertheless, it is 

.. . anticipated that abo\\t !;% of the .AID loan, or about %3QQ;t 000, will be 
' utilized for imports from the United States, 

I. Implerrentation Plan 

The Cooperative Bank law ha:a already been hi sued, An amendment 
in draft form has been prepared a.nd can be expected to be issued during 
June 1964. 

A tentative General Manager has bee: 1elected subject to final approYal 
by the Board of Directors. He will compi, ::e an intensive two inonth 
training participan~ip in Jm-.e 1964. 

" As soon as word is received that the requested AID loan has been 
authorized, actions necessary to promptly select a pero:;;i.anent Board of 
")ir ector s and dissolve the Organization and Promotion Com mi tte e will 
be commenced as well as the announcement to convene a national me 
of cooperatives and credit unions. Assuming the AID loan is authoriz 
in June 1964, completion of the Board selection can be expected by rnid 
July 1964,and a national cooperative rnovement convention during late 
July 1964. Thb convention would be the ideal time to formally sign the 
Loan Agreement. 

Share subscription plcdgE-s horn over 20 cooperatives have already 
been received and more can be expected as soon as the AID loan 
authorization is announced. The Board of Directors can authorize the 
actual commencement of collecting the cash for the shares eomrnencing 
\vith the national convention. By mid-August i 964, it can reasonable be 
expected that at least 50 sound and acceptable cooperatives will have 
deposited the~inimurn $55, 000 required under the Loan Agreernent, and 
that, the Government will have de~posited its $16, 5 00 pledge. 

The contractual Cooperative Bank .Advisor is already under recruit
ment and two candidates have been suggested. The arrival of the 
Advisor selected ehould be no lati~l' than Augua1: 1964.. preferably a month 
earlier. 
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The General Manage; should select and hire the balar;ce of hts staff 
du:ring August 1964, subject to approval by tt•e Board .of Directors. 
Advnnce administrative preparations and the printing of stationery and 
forms should commence in August. Loan applications should be accepted 
prior to the J3ank opening, but not proc•essed. The grant-furnished 
equipment is already on order and should have arrived Augu 

If the above p1'eparations can proceed as planned, the Bank should be 
able ·:.,o formally corrunence operations by about mid-September 1964, wi 
app~opriate ceremonies and~ublici for this first Alliance for Progress
suppT(rted cooperative bank 1n I_,atin America. 

gro\t:-tJ; of e Annex V. 

As set forth in Sectjon K a~d par:s of s -=an Paper, AID will 
reserve e right to certain spec approvals until of the loan 
p!'inci.pal is repa 'Ihese include selec-:ion of the 3-eneral Eanagsr, the 

.: ~.o approve a:-:y loan wl':ich exceed:: -·~, :he firs: twelve months 
of :ne nk's opera:ions and ar ,000 thereafter, 
e:ce'!.era. Tr-e ;"oope'··a ... ive C1·e--''i - ~,.;.,~ c,-,>' 0"' d~n'.' S'P.l_ec·Lf!Q: 

- ,. l "-' • ... - ~ _.;..... - ..... ""' lo _,_ ...... _. - - ,. ~"""' -· - -

will a membe1-. of ~.,r~e Credi 
five years or un: e f~1· ~ d ' ~ a' 1 -- ~n pEr~SpS oeCOn I 

, '11 --:, ~-~ ·t-f-l e r i to ve:o e. unacceu:able loan du 

a period of 
is fully dis
thi s period, 

A:~ will also have Lhe 
mee:.ings of 

cipal is repaid. 

righ1 ~o appoi~: a ~o~-vo· 
~he Soard of c:ors u~-

will ass 
l~e special requirerneD:s 

l. A ma:,o~ 
ca :a liza ":. 
~is tas tee~ reco _ized 

respo:-~si-t i_li-
.;ec:. 

- i~ a tse:-.ce 
par .. : i cu. la~ l:: 

, ~~'7~e:~si·Je _ 

memcer wi 

of adequa:e equity 
tial stage~ 

:tee and in the 

nego:ia:ions wi- :ne 
succeed arranging for a 

each 7% ~terest paymeD·, 

coopera:ive leaders, the 
required paid- share purchase 

this makes a total payment of 9.5%. 

UNCTA.SS ED 
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We also obtained a GOE guaranty of the AID principal and interest payments 
including M.O.V. A GOE grant contribution of $49,500, which is not too 
large, was substituted for the previous offer of a $16,500 GOE loan. 
However, 11ei ther the GOE nor the coope:rati ve movement had the T':;!::ources 
available to make a larger mitial capitalization contribution. 

As explained elsewhere in this paper, this will result in a higher 
debt-equity ratio, for a period of about five or six years, than is 
normally considered de~reable . 
.. . 
' Despite the inability to obtain ar:. adequate equity capitalization, we 
still recommend acceptance of the loan as it appears that a satisfactory 
debt-equity ratio will be reached during the sixth or seventh year. Further
more, the AID and congressional interest in developing the cooperative 
movements in Latin America, including sources of financing through new 
private non-government Cooperative Banks, will require the willingness to 
accept higher risks than would normally be desireable. Liberal terms were 
also given during tr r early days of the U. ·s. cooperative movement. 

2. Generally, the best of the knowledge of the Intensive Review 
Conunittee, tLE xir·--· interest spread given to a credit institution by 
A is about · Discounting the 1% mai:itenance of value account as this 
would normally je part of an allowable government risk and profit), the 
interest spread is 5.25% for the first ten years. Based on our analysis 
of the balance sheet and income statements, as well as knowledge of obvious 
difficult and dangerousinfancy period, we support st:..ch c. high spread re 
from the low AID interest of . 75% for a period of te:::-" years. The ::ntensive 
Review Committee, however, does not believe that a forty year loan to the 
Borrower is ei the:r necessary or desireable and instead reconunends only twen 
five years, the last, fifteen years at 2% interest; thus, the spread during the 
last fifteen years would be 4%. 

J. The financial projections made in this paper assumed a lending level 
of tL· Bank which we believe is consistent with potential demand. Should 
the Bar~k fail to reach this loan level, for whatever reason, net income 
will drop while expenses will remain fixed. The result would be to reduce 
the projected surplus and a longer period before the Bank becomes self
suffiaient. 

UNCLASSIFIED 
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K. Conditions and Covenants 

1. The Loan proceeds may be utilized to finance: 

... 
\ 

(a) Equipment or goods whose source and origin is 
Stat~s-or Ecuador, including their installation. 

e United 

(b) Buildings and construction which can be considered 
permanent capitalization, 

' ) ~ le Working Capital requirements including r~w materials, 
marketing and distribution costs, etcetera, but excluding daily 
operating expenses such as salaries, fuel, utilities, etcetera. 

Inventory loans, 

2. Sub-Loan Terms 

a) Loa;;s made for the purposes of La) or Lb) a oove may made 
for a period of up to ter: years, ir:clud .g up to three years grace 
period or: repayme:""lt of ·ipal. 

' ' "" \ 'r· 1 'i k' · ' 1 ., . . "' . • • .. ...,, v.or \.ing capita i.oc. scri ir: 1 c; anove may oe maoe 
for a period of up to twc . ears, ir,cluding up t.o six mon-chs ace 
period or: repayme;,t of pri:"cipal. No more n So% of the 
allowable workir1g capital requireme;,ts may bi~ ::ced. 

c) tory loans described . l,d) above may 
period of up to one year. No more thar-. :inver. 

a 
cost value 

may be cor:sidered eligible for a loan. 

d Credit union loans may made 
with up to one year ce or: repayrner:t 

credit union must demonstrate t it 
loans with its own deposit reso'.irces. 

a period of up to five years, 
of principal. Tne individual 
m:;;,Ki ·i r,l'"'l' a - , oo ,;...• -t..::.t!. --·.;:-. ~ t" 
'~ •--.!$ ·- . .1.. ..... -..;:, Cc )up o~ J. -" 

(e) Loans of up to $10JOOO need not be secured. Loans i~ excess 
of $ ,000 will require accep1.able collateral and at leas-:: a 
mi:-:im:..un 20% cooperative local co::t.ri 
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f) ect to AID approval of standards adopted by Board of 
rectors to insure against misuse, loans may be refinanced one 

time for a period not to exceed over one-half of the time periods 
i!1 dicated above. 

). It will be necessary for a minimum of of total loan proceeds 
to be utilized for the imporl~-ef Ameriria:--. equipment or goods. 

4. A two-year, Spanish speaking, A grant-funded Coopera Ba~k 
AdYiaor will sign a con\ract wi tt the Presider.· of the Bank Board of 
Qirectors. At the end of the contract, and un such time as the A 
funds are fully disbursed, reserves e right to require con:inua 
of this type of technical assista:1ce, if it feels sue:; ica assis:,ar,ce 
is still necessary. If and whe~ such addit be required, l: 
may come from a grant, this loan, or Ba 1 s ow-:-. :resources, as deemed 
mos: appropriate. 

The CooperaLive Ba Credi: Ad"'{v'isor, 
represen~ative, will be a memter of 
veLo a~y application for a period of rs or u~:,i: 
fur:ds unde!' :his loar~, and perhaps a secc;;d .. loB::, a:;e 

~ r Dur t~ce s:_ t.-Wel '\te rr~-o:::;~ .. s :.f~e 

a ~e a loan which exceeds $58, ~nerea 

' 
will ap~rove a::y 

Housing cooperatives will no~ 
:oopera:ive Bank. Until approva1. is 

l 

cooper a::. ~{e 
1.:.. a be ineligible except ir:. -:,hose s:a:.ces w::ere tr.e -:o-:al loa:. 

req~irements do not exceed $100, Weak coopera~ive! wi:~ poor ma~age-
me::.· or questionable finar:cial prorrd.se '\-lill r~o~ fi::a!1ced ... ~e 

:ooperstive Bank or considered for a share~older 

E. ~p to sixty day estimetrid :oan requireme~:s of the Ba~k will 
draw:. ·::-:rougt the Special . ter of Credi- procedure, 5 
i :ems o:f' D. 5.. source and origir~ whicl"'~ ma:;· be proc;.1red_ a .LlEil: 01 

~· ~, Dl3r sub-loar.. :Collar letters of c:. -:. fo .f,_merica:. irnports 
drawr: i~ ~rs~ches of $1 

o Frier to the dist~rse~e~t of a; rur under ~he F .. greemer: ~ > 

co:;di: .s preceder:t must have bee;~ met to :.he sa: ctior. 
ir:cl~d the followir : 
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(a) ~atification of the Loan Agreement by the Bank Board of 
Directors and the op:i.nion of a legal counsel acceptable to AID 
that the Loan Agreement is binding. 

( b) Ratif.ioation of the Guaranty Agreement signed by the Minister of 
Finance and the Minister of Commerce nnd Banking in a manner prescribed 
by AID and the opinion of a legal counsel acceptable to AID that the 
Guaranty Agreement is binding. 

(c) A minimum l million+.sucres($55,000) of paid-in capital on deposit 
plus the first GOE contribution of' J00,000 sucres ($16,500). 

d) Acknowledgement in wr .:i.. ting from the HinistE~r of Commerce and 
Banking that he will arrange for sin additional contribution of 300,000 
sucres ($16,SOO) before June l'.165 and again before June 1966. He 
should also guaranty the pro\.rision of acceptablE~ office space and 
utility service for the Cooperative Bank at no c~ost to the Bank through 
December 1966, the ·anticipated period of the first AID loan. 

'e) Approval by the Bank Board of Directors of loan application forms, 
ere di t report forms, sample loan ~igreemer;t forms for different types 
of loans, which had been approved J.. 

Disbursements may not be continued 
time exceeds 6 to 1. 

the debt-equity ratio at any 

11. The first 1% of any interest pa3'1llents collected by the Bank will 
be deposited in or higher GOE bonds or other securities and held aside, 
together with the bond ir:terest collectt;d, as a maintenance of value asset 
reserve account. After this accour:it reaches 2($ of the AID loan principal 
outstanding, only collecte,- bond interest need contirnle to be added to the 
account. The mechanics of operating this system will need to be approved 
by the Bank Board of Directors, the Minister of Commerce and Banking, acting 
as a guarant0r of the loan, and 

Independent annual audits covering financial statements and an 
appraisal of the Bank 1 s operations will be prepared at least once per year. 
These annual audits and any other audi of the Bank will be made available 
to AID on a confidei:tial basis for inte:rnal u. S. Government usage until the 
full loan principal has been repaid. 

UNCLASSIFIED 
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13. Until 7o% of the loan principal has been repaid, AID reserves the 
right ~o: 

..... . 
' 

(a) Appoint an observer to attend all meetings of the Board of 
Directors. 

{b) The right to veto, within a period of one month, any General 
Manager selected by the Bank Board of Directors, if his qualifications 
and/or fitness for ~e position do not appear to be adequate • 

(c) Right to approve any change in the interest rate, or in the ad
ditional paid-in capital requirement, or in a dividend (patronage fund), 
prior to a public announcement. 

(d) Right to approve any major organizational change, the opening 
of any branch, or the hiring of additional staff members. 

(e) Right to approve any change in the by-laws or a national decree 
specifically affecting only the Cooperative Bank, pric o enactment. 
{This is not meant to include a general change in the ional banking 
laws affecting all banks). 

UNCLASSIFIED 
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aa of S.ptoabei•, 1963 

Ag:ricultural: 

• ~od.uction ~5 l0,250 
• Marketing 115 5,000 
• Livestock 15 550 
- Colonization 15 600 
a Fruit• ~ 200 
"' Irrigation 2 28o 
p Poultry 2 40 
Q Forestry l 15 

~~~ 

'Pot.al ~rieultUNl 375 18,000 

0 Rousing 135 8,500 
0 T'f'an&portation 160 l~ ,ooo 

Credit Union · 116 l0,800 
a Consi..mierm 12 l,300 
- Artiaan 12 450 
& r1mb1na 12 300 
0 Other 10 700 

-....~ 

1~4 ,ooo 

C..4..Pl"'TAL 
(in BUCl"\'!8) 

10,000,000 
4,500,000 
7,000,000 
1,600,000 

2;,000 
10,000 
40,000 
1,500 

~ ... -~~--

23,800,500 

15,000,000 
5 ,500,000 
5 .. 000,000 

129,000 
115,000 
120,000 
100,000 
~~ 

50,000,000 
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A DECREE ISSUED BY THE GOVERNMENT WHEREBY THE ESTABLISHMENT 
OF COOPERATIVE BANKS IS AUTHORIZED 

" ~tW l"!RW _. 

Following ia the text of a Supreme Decree whet·ieby the establishment of 
Cooperative Banks. a1 private insti.tut,ons with n &ocial 2im, ia authol"ized: 

No. 699 

THE MlLIT ARY GOVERNMENT BOARD, 
By vit·tue of the :power11 veatedl in them, 

' ... 
HE~reby Decreefl: " 

'The following Law authorizing the establishment of Cooperative Banke: 

CHAPTER I 

ESTABLISHMENT AND AIMS 

Article 1. There ia at ized the establishment of Cooperatlve Banks 
as private institution& with c:ial or public aim and with full legal ntatua, 

" which shall be governed by provisior.a in this Decree. the General 
Banking Law, and the Law on Cooperatives insofalr a.a such provi11dona ~re 
not in opposition to the former, and by the Bylaw,s and Regulations to be is -
sued by the Administrative Council with the prior report of the Superintendent 
of Banks and tht. a·.:.thorh:ation of th1e Ministry of Commerce and Banking. 

The duration of the CooperativE~ Banke will be indefinite and they \Vi.11 be 
domiciled in the cities where they are eetabliah&d, They may eatablish 
Branch offices and Agenciee in any other placea in the Republic, at the 
option of the Adminiatra.tive Council. 

Article z. The airn1 of the Coc1perative Banke are tu followo: 

(a) To develop a policy ahn..ins at the atelutio1fl of the credit problem. at 
imp:rovin1 the workiDI condiflone &!lid productive capacity. in order that the 
cooperatives which have now wen eatabU.ahed or to be eatabliehed hereafter 
may efficiently achievtJ their objecU.vea, •uch aa to own an operattn1 ca.pit.al; 
to procure materials, macbigiery iU11d equipment, tocle, llve1todc and other 
items which are useful for asrlcultural exploitatic::trul, production and 
marketing, a.nd the gathering of crops; to procu:rtt i.~du.•tri&l equipment a:arl'· 
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mate rials, and to store agricultu:ta.l productra and rnanu!actured articles. 

(b) To promote and encouras:e~ the entablhhment of Savingfl and Loan 
Cooperativeb, .a.a well ae Producticn1, ConsurnpHon aud lviil£ed Ct1operativea. 

CAPITAL AND STOCK 

Article 3, The Coo~erative Banks shall be eatabliahed with a rninirnum 
ca-pital of l, 000, 000 eucrea, divid1:'d ir:to nominal inhat['B, p~yable on demand, 
which may be transferred in the manner provided ir. the Law of Cooperativt:s. 
Such capitCAl wil be contributed ae follD'.vn: 

(a) By me&nu of contribution certificates, r.rnbacribed and paid by the 
[,.i ember a. Ce rtlf 1 cat e B !or any nu rnbe r of a }'.;i. n~:s i'rH't y be ii:Hl.\.ted. 

Th · A 1 /, A J , -, • i., ,.... · 1 n ' · L ' .e ptovHnons in .t'irt1c.ea t't <inc ov ot L.e 1.JCl'H;ra bl!.nKlX1g aw do 
no! apply to the Cooperative Banlrn. They rnay begin their operation with 
ar. in1t1a.l capital l, 000, 000 itucre!L 

(b) A contrib.ioon from th~~ Government o! l5:cuad<n in the arnount of 
300, 000 sue res, which will be provided by the Developn-1ent Credit Syt1tern 
.\!'!a guarantee, until the respective cap1tal is r~ubscribed and paid. 

(el 2.0% of the Rel'}erve Fund, which wiU be indefinitely included fr,:>ffi 

the rn..irph1& of the Bank &a a result of iti:i operl' .. tion. 

(!) Any other rerrular or epec1a! revenues acc:euing to the Bank, other 
than thone mentioned above. 

Article 4. The Cooperative Bmnka may increalie th~·ir capit~l at any 
hme, oubject only to the rules which are eatabliohed for thie purpose by 
th el r By Jaw a and the Law on Co ope rat! ve f.l, 

CHAPTER ill 

THE OPERATIONS 

Article S. The Cooperative Ba.rJc.e are empc:rwered to perform all 
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function• and operations for achievinii their objectives, particularly: 

(a) To grant •hort .. , medium- and long-term lloana to first, uecond 
and third degree Cooperatives which are trying to :remedy the lack of 
ad~.;iuate availabilities for their deveAopment and hnprovement. 

(b) Operating capital, procurement of machin1ery1 seeds, fertilizers, 
equipment, livestock and other items required fo1· exploitation and gathering 
of crops, and the marketing of agricultural products. 

(c) Procurement of machinery and industrial 1equipment, transportation 
equipment, raw mate\ials, tools, and procurement. construction, condition

., ~ng and repairs of induatrial building1s. 

(d) Storage of products and manufactured articles. 

(e) Purchasing from, and sellin:g products to, their members. 

(f) Establishing warehouses and stores. 

(g) Obtaining funds by means of loane from do1meatic and foreign 
at ,.~ides and making other transactions perrnitted by law. 

(h) Receiving savings and time deposits from the Coop£r<:".tives. 

(1) To :redie:count at the Central Bank the Collate1·al Portfolio by 
establishing a guarantee to the satisfaction of the Central Bank of Ecuador, 
for terms of up to five years. 

(j} To act as tru1teee or depositories oi funda1 owned by any domestic 
or foreign Cooperative. 

(k) To issue gu:irantee1 in favor· of their mernbera. 

(l) Tv pl.:rcha.1e property or to 2·eceive eame in payment of obligations, 
in such .:a.see as rna.y be deemed adv1Lttable by the Adrninistrative Coun~ 

(ll) To own, let, mort1a.ge o:r process the title to their propeTty. 

Article 6. Loana sranted by the Cooperative ]~ank to any one natural 
or legal person, aa principal debtor, ahall not be :ln excesa of 10% cf the 
capital and reserves of the Bank. L:ikewiae, the loan• granted for procure
ment of agricultural And induetria.l rnachinery ah.all not e~ceed lS'fo thereof, 
and shall be controlltc'd by the Admin:istrative Council; provided, however, 
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that in no case 1ha!l a total direct loan granted to any one Cooperative be 
in excess o.f l5o/o of the capital and rea·ervea of the ank. 

Article 7. The use of the loans granted shall be strictly controllPd. 
The costs incurred in such aont:rol and prior review ,.• a.11 be pa.id by the 
Bank. 

CHAPTER IV 

ORGANIZATION AND OPERATION 

Ar.~.~cle B. The Cooperaftve Banks shall be managed by their General 
Meetirlg·a, whether regular or special; th: by Board of Directors, the 
Supervisory Council, the General Manager and the Credit Comrnission. 
subject to the powers and duties establish for each by the law 1 the Bylawa 
and the Regula tiona. · 

Article 9. The re7ular or special General Meeting ahall be cornpoaed 
of the member organizations who are reg18tered as Sha.reholde:rs of the 
Cooperative Bank3, who are in the foll exercise of their rightrs and who a:t· 
not in de fa ult in meeting their obliga tiona. One dele,ga te of each hundr !!d 
members, or fraction thereof shall be accepted, such mernbers to be active 
members. who are registered in such organizations. 

Article 10. Each Delegate shall be entitled to one vote at the General 
Meeting. 

A:rticle 11. The Administrative Counsil shall br.: composed of seven 
membere who sh<: 11 be elected by the General Mee ng from among its 
members. lf so 1 equired under the terms of a loan liranted or guaranteed 
by domestic or foreign financial agencies, up to three rnember~ may be 
appointed to the Administrative Council by the said agencies. and such 
appointments will lapse aa soon as the loan or guara11tee under this provision 
is repaid by the Bank to the extent of over 7 ouio of its an1ount. 

A"tticle 12. The Administrative Council shall el4~ct, frorn arnong its 
members. a President, " Vice Pretndent and two members for the Credi! 
Commission. 

Article 13. The Adrnini strati ve Council shall appoint the General 
Maruiger. the Assistant Manager, the Secretary and illluch other officials as 
fn&y be required. 
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Article 14.. The Supervi1ory Cor.incU shall be composed of bu·ee 
members elected by the Oeneral Met•tin1 from am1on1i it• member•. 

Article 15.. The Credit Commla11ion shall be c~ornpo1ed the General 
Manager and two member1 to be elec:ted from amo.ng the rnembera of the 
Adminiatrative Council, who 1hall be~ reaponuible :for reviewing and 
deciding upon the loan applica.tlon1 in accordance 1llVlth the the Bylaw• 
and the Regulations. 

Article 16. The Bylaws of the Cooperative Banks shall determine the 
dutiea, power• and reaponaibilltiea c>f the General Meeting, the Administra .. 
tiv~ and Supervieory 'councila, the General Manager and other officials, 

., 'and the Credit Commi!llltdon. 

CH~PTER V 

PRIVILEGES 

Article 17. 'l'he Cooperative Bank1 shall be exernpted frorn r'ayment 
of all Government taxes and as1ea1rnent1. a.111 well an i..Aunicip""! any 
other taxes, including payment of Govern.me11t stainpa and .atan·1; paper, 
in connection with their e1tabli1hment. 

Article 18. Inaamuch as the Coc,perative Banko a.re authorized by 
virtue of thi1 Law, it will not be neciessa ry to cornply with the :requirements 
determined by the General Banking Law for promo·tion of this kind of 
institutions. 

CHAPTER VI 

TRANSITORY PROVISIONS 

Article 19. Upon promulgation c>f thii; Decreet orgaf\J.zing committees 
may be eatabliabed, which will approve the subscription of capital, draw up 
the Bylawa of the Banlt, which ah.all l!)e recorded iu a public deed with a 
prior report from the Superintendent of Bank1 and the authorization oi the 
Ministry of Commerce &nd Bankin1, and entered i:n the Registered of the 
National Directorate of Cooperative•. 

Article 20. All laws and regulation.a which, eUher e1utly or by 
implication, are in opposition to thi11 Decree. are hereby revoked. 

Article 21. The Minieter of Conrunerce and B.1.nkin1 ia reeponaible 
for the enforcement o! tlua Decree, 1which will become fiperative effective 
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on the date of its promulgation. 

laaued in Quito, on October 17. 1963. 

(•) Ram6n Caatro JijCSn, Rea\" Admiral; (a) General Lui• Cabrera Sevilla.; 
(•) Ge~eral Marcos Pandara Enrf'quez; (e) Colonel Guillermo Fraile Poe so; 
(s) Enrique Amador M;!rquezt Ministe1~ of Commerce and Banking. 
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PROPOSED AMENDMENT TO THE LAW AND BY-LAWS OF THE 
COOPERATIVE BANKS 

NOTE: Thia amendment was not finalized ao of ~lay 15, 1964. 

One. For the proper development of the Ecuadorian Cooperative 
Bank, an annual grant of 300, 000 euc:ree will be established 
durin' the first three years . 

Three 

Four 

The domestic and for,eign loano for the development of the 
Cooperative Banks may be given a subaidiary guarantee by 
the Governrnent. 

A legal provision nhall be established for protecting the 
stability of foreign ex.change for the pttrpose of the loans 
granted. Such fund in to be conatitute~d by 1 % of the loans 
granted. 

The Board of Directori the Ecuadorian Cooperative Bank 
·:~hall be constituted by aeven voting members, as follows: 

(a) A representative from the artiaan cooperatives. 

{!?) A repreoentati ve f rorn the agri ~ultu-:a: cooperatives. 

(c) A representative from the credli: un:on cooperatives. 

{d) An Induatrial Eng1neer to be de:signated by the 
university engineerin,g faculties. 

(e) A rep:resentatiue to be designated by the Ecuadorian 
Monetary Board. 

(f) A representative to be designated by the Comisi6n de 
Valores. 

(g) A representative to be deaignated by the private 
Ecuadorian fuanku. 

(h) International lending agencies will have a representative 
with voice but not vote until 7 0% of a loan principal is 
repaid. 
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These members will be designatecl by the respective Bodies of Electors, 
wh1ch will act in accordance with the regulations to be iasued for thh 
purpose by the Superintendent of Banks. 

The member&, both principal and alternate, sh'1lll serve during a period 
of two yeara and may be re-elected £01· one addition.all term. 

The principal and alterQ.f te memb1ers shall be partially replaced, 
A!ternatively as 3 and 4. 

' 
Article l 0 of the law shall be amended to the e!fect that a vote is given 

to each member, even though the delegates representing him are many. 

The By-Laws should contain a provision whereby the Bank may not 
operate unless it has a minimull" number of 50 Coop,eratives. Credit Unions, 
Federations, or Confederations as 't5hareholding Afrnociations. 

Article 40 of the By-Lawe ah~ 
Adm1n1strative Council shall be ) 

]provide that the meetings of the 
nee every two months. 

Article 48 of the By-Laws shall provide that the Credit Commission 
is to be composed of the Bank General Manager, three members of the 
Board of Directort:, one of the latter t10 be ab lnduetrial Enginee1·. A 
techn1cian'1, acting for A. I. D., ";..ill bl!~ a member of the Credit Commis
aion for a five year period from the date when the Ba11k begins to operate. 
The Chairman of this Commission shall be one of the members of the 
Adm1n1strative Council. 

There may not be more than two repreaentativea from any one 
Province on the Board of Directors. 
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NATIONAL ECONOMIC PLANNING AND COORDINATION BOARD 

Mr. Ralph J. Apton 
Development Loan Officer 
USAID lv11ssion 
Quito 

Dea!" ?>.1r. Apton. 

Letter No. 26095-DT 

Quito, May 12., 1964 

In reference to your kind letter of lv1ay 5, 1964, requeating that we 
state the final criteria of the Board on the loan apphcation filed with USAID 
for financing the project for the establishment of the Cooperative Bank of 
Ecuadoi-, I wish to state the following: 

( l) The Planning Board in its initial program for coope1·ative develop 
ment included in the General Plan for Economic and Social Development 
adopted, as an immediate and urgent r.n.easure, the programing of a 
Cooperative Credit Bank to provide a f!ource to finance existing cooperatives, 

Such program1nfl was made on the basis oi. a report submitted to the 
National Planning B~ard by Dr. Douglas Lawrence, an e>.-pert in cooperative 
banks who worked for the USAID Coop1~rative Dl.V1Bion last year. 

The board accepted practically aH of the sugges:tions made by Dr. 
Lawrence. While it raised a few objections to the regulations for the 
operation of the Cooperative Bank, it a.dopted the financial procedures 
proposed in the aforesaid report in its entirety. 

(2)' We understapd that the Ministry of Commerce and Banking was 
the first agency to promote this projec:t by changing the name to the 
Cooperative Bank of Ecuador; the establishment of this bank is probably 
b~ing proce.ased through the above nan1ed Ministry. 

Unfortunately, the Plannin~ Board has not been Officially informed 
as to the details of the financing procedures set forth in the application 
to which you refer. For this reason, the Board can hardly be expected 
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to refer to such details. 

(3) At all events, since the Planning Board is particularly interested 
in the speedy establishment of an agency which will serve as a source of 
financing for ·the national cooperatives, I take the liberty to state that the 
official criteria of the Board as regards a loan application for capitalizing 
such agency, are the same as those set forth by Dr. Lawrence in his report, 
as well as those included in the initial program for cc>operative development. 

~ copy of the report is on file with the Cooperative Division of USAID. 
However, if this copy should not be available for any reason, you may 
request the Planning Board to send you its own copy, which is not included 
now because it is the only one we have. 

Trusting that the criteria stated in this letter ma.y serve as basis for 
the purposes above ref erred to, I remain, 

Very truly yours, 

(s} Dr. Germ1!nico Sal&ado 
Technical Director 



INTENSIVE REVIEW INCOME STATEMENT 
{in thousands of dollars) 

Dec. 65 Dec .. 66 Dec. 67 Dec. 68 Dec. 69 
Year l Year 2 Year 3 Year 4 Year 5 

IJ.ro!>ME 

'rf, Coop.· Loans· Interest · 21 65 ll4 182 271 
f!J1, M.. O. V. Govt. Bond Int. (b) 1 2 4 7 
4~ Pllls other Int. ( c) 3 5 10 8 8 
Grants (d) 43 16 

Tote.1 Income 67 87 126 194 286 

EXPDISES (f) (g) 

• CJT51' .AID Lean Int. 2 7 12 19 26 
Bad Debt Losses 6 7 6 12 .. 1. 

J."+-

Salaries & Retainers· 22 22 26 33 33 
Rent., utilities, Etc. ,4 .. 4 
Other Qper. .EJCpenses 6 6 8 8 8 
Furn. & Equip. 2 3 

Total. Erpenses 36 42 54 76 88 

N.Fi.I' INCOME 31 35 72 118 198 ~; ~--~ \'-.,; ;~ 
~ •·-' .. 
.. ' • r-x ~ ... 'i:· 

Paid•In Shares Purchased 117 78 96 120 152 ~ C/: < -....., c:: 
,.-: tij [; 
"' I . 

Self-Financed Loans 200 350 ":::1 
'- l t: 

·:::' v 
.. 

_, 

...... 



INTENSIVE REVIEW BALANCE SHEET 
{in thou.sands dollars) 

Sep •. 64 Dec. 65 Dee. 66 Dec. 67 Dea. 6S Dec. 69 
Beg .. Year l (e.) Year 2 Year 3 Year 4 Year 5 

,.,. .. "~ 

ASSm'S .I 

cash Chaaldng Account . ll 25 39 50 52 52 
M.O. v. Reserve in Govt. Bonde (b) .. 3 l3 30 59 105 
8aYlnga Deposits, Etc. (a) 57 llO 200 34o 347 3Q.7 
Lce.nll to Cooperatives 6oo 1,250 2 000 3,200 4(550 

(L91111 Bad Deb~·Reeerve) (6) (12) (20) (32) 45) 
l\!_tM.l! 't'J...'t!lll! 1 Eqt.ll.p~ , & Au:too lO 10 10 10 l2 15 

{l'Ails Dlpriciation) 0 (1) ( a) (3) (4) (5) 

'1'Cl.fAL .ass.ms: 81 741 1,497 2,007 3,634 5,017 

AID bn (a) ·-{s) .. 6oo 1,2;0 2~000 3,000 4,ooo 
. 

~urn: (a) 
165 Mambeftliij8i4-In Shares 55 110 220 275 330 

Ad41. Paid-In Shares ... 7 30 71 116 213 
El1n.e4 ~lwi 26 24 52 ll6 2Jt.3 474 ;;: :x> c: 

;;t H !Z 
. t:l n 

•... r t""' 

!VIAL LtABILrrI:ES & E!clUITY 81 741 1,497 2,4o7 3,634. 5,017 :x ~> m 
:::; ......__. O':l 
.... l'tj j..I 

~ > 1 ""•-' 
"'d \..!'! t;j 
Jl:l 0 

(.1l:l v 

t-' 

0 
'"':I 

!'-' 



INCOME 

n, Coop. Loan Int. 
Other Income 

Total. Il'CCME 

EXPEISES (f) 

•err;;, AID Lean Int. 
Operating Expenses 
(lees Subsidies) 
Bad Debt LojSSeB 

Total. Expenses 

Rm me~ 

FEASIBILITY" STUDY INCOME STP..T:EMEl'rr 
(in thousands Cir' dolJ..ars) 

Year 1 Year 2 Year 3 

14 45 89 
4 3 

14 49 92 

4 7 l3 
50 50 30 

(50) (50) 
4- 5- 7 

8 l2 50 

6 37 42 

Year Ii'. Y~r 5 

141 
.,# 

206 
8 

141 214 

lB 25 
30 30 

8 ll 

56 66 

85 148 

1~~ 
~ti 
H '"d ~ HI 
H \J1 t;j .... 0 ~ 

"'d 
1:1 

Jl! 
(IQ 
(I.\ 

I-' 

0 
H.> 

1--' 



ASSms 

Cash Checking Account 
Loans to Coo.pera.t:!.ves 

(less Bad. De'Qt Reserve) 

Total Assets· 

l.a!ABILITI:EE 

ilD Lean (a) 

dAlT.rAL MID SURPWS (e) 

%U1 ty .Purabases { 2CP/o of In.t,, ) 
Equ:i ty Fram Refunds 
Burplwa ' 25~ of mrninga 

Total Liabilitiee & Ce.pital 

FEASIBILITY STUDY BALANCE SHEm' 
(in thousands of dollars} 

BID. END END . MID 
Year l Year 1 Year 2 Year 3 

5:Y.> ll3 164 231 
;+0'.) 900 1~650 
( 4} (9) (16) 

5t\;') 
~~ 509 1 .-·5c: • , •.) :,1 J. 5864 

)')0 51)\) J.p·:)OC 1,75;:; 

3 l?. 30 
5 32 64 
2 ., .. 

.w.. 21 

500 509 i,055 l,864 

E:'ln am 
Year 4 Year 5 

259 267 
2 4oo 31500 

(24) \'.35) 

2,635 .... 73"' J1 jr..:. 

2,407 3,314 

58 99 
128 239 

43 8o 

2,635 3,732 'lo> ;::::. s 
:;: ... H ~ 
~-~ t1 () 
t I ~ 
x~oo 
< ............ C!'l 
Hl-0~ 
HI 
'" \.!"' t:;3 0 ~ 
~ t; 
Ill 

OQ 
ii) 

f-" 

0 
'-') 

~-' 
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AID GRANT ASSISTANCE TO CO()PJE:RATIVES 

(in thouoando of dollars) 

FY 63 

U.S. Direct-Hire Coop. AdviBOi'El 

National Farmero Union 18 

CUNA Credit Union Contract 92 

Cooperative Educator , ~v. 15 'I\ 

NRECA Rural Elect. Contract 23 

Lawrence Coop. Bank Study 3 

Coop. Bank Equipment 

Santo Domingo Excesa Prop. Equip. 

Cooperative ParticipaEat Trng. 

CommoditieB 25 

Other Collh 46 

TOTAL 224 

FY 64 

96 

35 

59 

9 

75 

ll 

15 

47 

348 

Eat. 
FY 65 

51 

61 

33 

47 

32 

13 

30 

267 
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FOOTNOTES ON STATEMENTS .AND THEIR DIFFERENCES 

{a) The initial Intensive Review Balance Chee1: shows a period of one 
year and four months from September 1964 to December 1965 while the 
Fe.asibility Study Blance Sheet utilizes an undefined period of one year. Thuo, 
the three year Feasibility Study AID loan of $1. 75 million ia comparable with 
the Intena.ive Review recommendation of a $2. 0 million AID loan covering 
a period of three years and four months of operation. 

(b) Maintenance of Value will be guaranteed by the Government of 
Ecuador at no coat. \lovever, the Governinent ia requiring the Bank to eet 

·,up a reserve account equal to one-seventh of 1% of the 7% loan interest being 
collected. Thia Ba.lance Sheet asset account will be invested in 8% govern
ment bonds; bond interest collected will b': added to the reserve account aa 
well aa the income account of thf· profit and losa atatement. This reservP
account probably need not exceed 20% of the AID dollar loan principal out
stand1ng and will make it c>asier for the Bank to repay the AID loan com~ 
rn(·rH:ing with thP eleventh y,·;1r as the refH•1·vf: account will be quite large by 
th~lt t1nw. Thi'' m,itte1· w;1b not di1:1cugsed in the Feaaibility Study. It in 
antic:1p.t: .. d ~:iitt .t portion of th1· AID loan will be in suc:rea, repayable in 
~' tl <- r ("' ;:J . 

f< 1 _.\ lthough tin· actual practrne will be adJurHed to operating conditb.;Jns 

that ,.._ill be rf"qu1n·d by experH•nce, it is anticipated that checking account 
h;\l.~nct·e will hr- rn11int.ained nt about a $50, 000 level and the balance of 
r;qndlv nrrd(•d c;:rnh in 4 01

" interest bParing bank savings accou...nta or higher 
1ntt>reat be<i.dn~ !Jhort tenn aecurities. 

(d) Cr.i.nt11 include- a ca ah GOF contribution of $16, 500 in 1964. 1965. 
and I 1Q.-• plun an Alli ~rant for furniture, equipment, and an automobile in 
I 9t>·~- Buth th" I),,.; an'! 1 ·1(.1'- cc1F: payrnents are flhow-n in the initial one 
yi·;\ r .iln' 1 fvur rnont:. p('fFl1'. of the Ba.nk'n operations. 

(; 'ne !' f•"\4-i.l!: .,1t'I.· "Jtt•(11' 

' 

I ...,. ' t' ' l -- ' 
; ... '. ' • ,, ._ • .,.,. r,. " ', ~! -. '! Ba lance Sheet Shareholders Equity was not 

:~1r.:etdv cl1.•,1n··i .-1.nd certain ground rules have 'been changed since issuance 
of the Htudy. Tht>rPfnre the Intensive Review Shareholdere Equity shows 
the initial rnember!!h1p paid-in ahar1t'B by the founding shareholders at the 
rn1nH11urn required SSS, 000 iind assurnes that an even growth in new member
ah1p of $5S, 000 per annu,•rn will contfinue, (This makes $110, 000 by the end 
oi the ft rut year.) The by-Jaws of the Bank and i'he first AID ioru1 
implementation Letter will require tlhe purcbtuJe of additional pm.id-in 
shares at the rate ol l. 5% per a~nnwn of any outauu1ding co,opalra:thre loan 
ha.lance. During at lea11t the initial ten ye.a.rs of the Baak. the earned 
surplus aceGliU.ni will back-up the M.., a,, V., a.mtS.et l"i11.ii~ &eeO"~ 1u~d-n 
utilized for loan• 111eli .. .financed frcurl the B~e OP!lm Jf'eiiOtUte~ ~ 
shareholders will commence receW.mg refunds Oli.' divlc'!etuio balled oa .th.ail" 
paid-in ah.area. 
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(f) Baaed on more recent information available, the Intensive Review 
Committee feels ih operating expenses, which :ire higher and broken down 
in more detail than those in the Fe.asibflity Study, can be considered 
closer to actual anticipated operating expenses. Through December 1967, 
the GOE will p.rovide free office space and utilities. 

(g) Finalization of loan terms had inot been .~i->m}lleted at the time the 
Intensive Review Balance Sheet and Income State'rrient were prepared. It is 
.assumed ·fha::t the AID loan w~l include a ten-year grace period. A PL 480 

- Tttl~ lf' loan from the GOE to the CoopE~rative Bank has not yet been completed, 
but a commitment for 3 million sucres '($165, 000) therefor has been made. 
The Title IV loan carries • 075% interest for Z2 yearap bdt the grace period 
on repayment of principal is only two y~!are. Therefore, commencing with 
year 2 the Bank may have an additional expense of $8, 7'5p repayment oi 
principal per year. This amount does not significantly affect the projections 
made in the Intensive Review statements. It will result in reducing the 
AID '-an to $1, 835, 000. The availability of sucre repayments from prior 
yea L 480 and development loan trans>actions. and tl~eir pol'ential uee 
wiU the AID loan, could not be at>sesaed by the Inte1·uJive Review Committee 
as no prior Agency precede.it exists. 
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CHECK LIST OF STATUTORY CRITERIA (ALLIANCE FOil PROGRESS) 

1. Foreign Assistance Act of 1961, as a.mendi!d (hereinafter PAA), 
.. Section 102. The loan wi 11 further the J?Olicy of the Act, 

ae stated in this Section. Every possible precaution will 
be taken to assure that loan proceede ar4~ not diverted to 
short·term emergency purposes (such as btidgetary purposes, 
balance of payments purposes, or military purposes) or any 
other purpo~ not essential to the longQrange economic .. ' 

' development of Ecuador. 

2. FAA Section 201(d). Loan funds are not to be loaned or re~ 
loaned at rates of interest ~hich are excessive or unreasonable 
for the Borrower, or higher than the applicable legal rate of 
interest in Ecuador. (Sec~ion F.2)·. 

\ 

3. PAA Section 202(c), Foreign Aid and Related Agencies Appropri .. 
ation Act of 1964 (hereinafter "App."), Section 117. Funds 
have been appropriated by Congress for this loan. 

4. FAA Section 204. The terms and conditions of the loan are in 
accordance with stand~rds and criteria established by the 
Development Loan Committee. 

5. FAA Section 25l(a). The loan will promote economic development 
in Ecuador and will contribute to the welfare of 

UNCU; SS IFIED 
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I 6. FAA Section 25l(b)(l). Account has been taken of the extent 
to which Ecuador is adhering to the principles 
of the Act of Bogota and Charter of Punta del Este end ill 
ehowing a re1ponsivene11 to the vital economic, political, 
and social concerns of itQ peiople, and of the extent to which 
Ecuador has demonstrated 11 clinar doterminatim 
to take effective 1elf·halp measurea. (Section C) 

.- . 
\ 

I 1. FAA Section 25l(b)(2). The activity to be financed h aconom· 
ically and technically sound. (Se::io~s D, E, and F). 

S. FM Section 25l(b)(3). The a.ct1vity is coTI.llit1tent: with ir;nd 
i& related to other development activities being undert n 
or planned and wil 1 contribute to realize,ble long•rang> 
object!· rsect.ic::. c" 

9. FM Section 25l(b)(4). The :Lonn will have no foresaei\ble 
ad.versa &ffect on the U. 8. 111conomy. Se::-:::::-. :: 

10. FAA Sect.ion 251 (b). Financing from other f:ree world sourceu 
(including private sourcao within the United States) an 
reaaonnblo,termo for the projoct ia not available. 
(Section CJ 

:U. fAA Section 2Sl(b). The teriH of tho loan (interaot, 
year amorti&tU:ion) tn·e rtHUJO:nabl0 under cix~cuauu;anctDliJ tu!faet .. 
tna tho lo«in And thet capeu:i ty of !<a·rowor t:o r©pay. 
(Section. G) 

UNCLASSUru:o 
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12. FAA Section 251(b). Account has been taken of the extent to which 
Ecuador is making reasonable efforts to encourage repa
triation of capital invested in other countries by its own citizens. 
I/ !, ... - r - x .,., -rt Y" c "" r r ·~- T:i. 'I ( ~ \ ,...__ _p ri ," y-' ("' -,~\ Y".. ~ ~. 1 rr 't{ ~ f· -~ ~ ,.--- -~ 't' ... 1 1 D- ~lJl T r~ / rl; - ~ '7 L \j--,.;,Lie J..J -cl_ ci£~ d_.!-;·· L• ..__,, v_ L., _ __,. • .i.o~-~ v_.._.,t., • .1.\'~'-"-"- 1......1_.._.,__... 1~ .. .l.. "'-"--'/ --

Re\r:sed). 

' # *' 13. FAA Section 251 (b). There arc :reasonable prospects that the loan 
will be repaid. (Sec:~~~ 3\ 

* 14. f'AA Sect ion 251 (e). An application has been received for this 
loan which gives sufficient information a~ assurances to indicate 
reasonably that the funds will be used in an economically and 
technically sound manner. 

15. FAA Section 25l(g). 

# * 16. FAA Sections 601 (b); 621. The loan wiil be administered in such 
a manner as to encourage and facilitate participation by private 
enterprise to the maximum extent practicable. United States private 
engineering services, and other services of United States private 
enterprise will be employed whenever practicable. The facilities 
of other Federal agencies will be utilized only if they are par
ticularly suitable, are not competitive with private enterprise, 
and can be made available without undue interference with domestic 
programs. 

17. FAA Section 602. American small business shall be assisted to the 
maximum extent practicable to participate equitably in the furnish
ing of goods and service~ for the project, in accordance with the 
procedures dePcribed in this section of the Act. 

* 18. FAA Section 604(a). Equipment, materials, and services (except 
Marine Insurance) financed for the project under the loan shall be 
procured from the United States or E~J&d~r Dollars 
utilized under the loan to finance procurement in E2~&do~ 

shall be made available through appropriate procedures 
an..!, except for Marine InsuraT'-:e, shall be used only for procurement 
in the United States. (Se2tions K. l a::"d H) 

UNCLASSIFIED 
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* 20. 

. . . 
\ 

* 21. 

) 
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FAA Section 604(b). Any commodities financed by the lotn and 
purchased in bulk will be purchased at prices no higher than 
prevailing U. S. market prices. 

FAA Section 604(d). Loar. funds shnll be available for Marine 
Insurance on commodities shipped when auch insurance is 
placed on a competitive basis, as specified in this section 
of the Act. In g_he event that E:::u&d::J:::' 
discriminates against any U. S. marine insurance company, 
commodities purchased with loan funds shall be insured against 
marine risk t>Jith a U. S. company 1 as required by this section. 

FAA Section 611(a)(l). Necessary 
financial planning for the project 
a reasonably firm estimate of coat 
United States has been obtained. 

substantive technical and 
has been completed, ard. 
of the project to the 

I ,...., ~~ ~ ...... ;::_ --. ~ ,,,.,. 
\ .__, ~ ~,, "" . .. . 

.,.,. 23. FAA Section 6ll(b), App. Section 101. The project does not 
involve water or related land resource construction. 

* 24. FAA Section 611 (c). Construction contracts to be financed 
by the loan shall to the maximum extent practicable be let on 
a competitive basis. 

* 25. FM Section 619. Not opplic.o.ble. 
not a newly independent country. 

UNCLASSI:PIED 
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* 26. FAA Section 620(s), App. Sections 109(a), 109(b). No assist'" 
ance will be furnished under this loan to the present govern-

* 27. 

28. 

ment of Cuba, nor does Ecu9 furnish 
assistance to the present government of Cuba. 

has taken appropriate steps to prevent ships or 
~ircraft under its registry from engaging in any Cuba trade. 

FAA Section 620(b). The Secretary of State has determined 
that Ecuador is not controlled by the 
Internationalfommunist Movement. 
AID is sa:..is£'ic:d E-::~tiaci::~ 5.s ~~ - =-~~ \'"::-.ls·~ :c:: of this Sec. wf~ic1-~ 

ordered, where such a citizen has exhausted available legal 
remedies or where the debt is not denied or contested by 
or the indebtedness arises under an unconditional guaranty 
of payment given by E::-·:o.i_·:::: 

hed o:; 

* 29. FAA Sectio11 620(.j), Loan funds will not f:lnance construction 
or operation of any productive enterprise which will =anpete 
with United States enterprise. 

* 30. FAA Section 620(e). Neither the government of ::=>.:aj_:: 
nor any governmental agency or s1.:bdi vis ion thereof 

has, on or after January 1, 1962, nationalized, expropriated, 
or seized ownership or control of property of any U. S. 
citizen or firm, taken steps to repudiate or nullify existing 
contracts with such citizens or firms, or imposed or enforced 
discriminatory taxation or other exactions or restrictive 
conditions, or taken other actions having the effect of 
nationalizing, expropriating or otherwise seizing ownership 
or control of property owned by U. S, citizens or firms, as 
specified in this section of the Act, without taking appro· 
priate steps to discharge its obligations, as specified in 
this section of the Act. 

* 31. FAA Sectt~n 620{£), App. Sections 109(a), 109(b). Assistance 
provided by this loan wil 1 not be furnished to any Communist 
country. 

* 32. FAA Section 620(g). Assistance provided by this loan will not 
be used to compensate for eJcpropriated or nationalized property. 

UNCLASSIFIED 



UNCLASSIFlto 
AID 
Annex XIJPage 6 of 7 

* 33. FAA Section 620(h). Assistance provided by th:l& loan will 
not he used in a manner which promotes or assi8ts foreign 
aid projects or activities of th~ Communist bloc countries. 
(Sectipf! A.11) 

* 34. FAA Section 620(i). The President has not determined that 
Ecuador is engaging in or preparing for 

aggressive military efforts directed against the United 
States, or any country receiving assistance from the United 
States, or against ~y country to which sales 1are made under 

., · PL 480, nor is any basis for such determination known to 
A.I.D. 

* 15. 

* 36. 

* 37. 

* 38. 

* 39. 

* 40. 

FAA Section 636(h). E:.iad-::::: will contribute 
loc~l currency in the amount of $ / to meet 
the cost of contractual and other services to be rendered 
in conjunction with the project. Foreign currency owned 
by the United States will, to the maximum extent possible, 
be ut ized to meet the costs of contractual and other 
serv s for the project. F.i(.i). 

App. Section 102. Obligations of funds in excess of $25,000 
for engineering fees to any firms or group of firms financed 
under the loan will be reported to the committees on appro
priations of the Senate and House. 

App. Section 104. Funds obligated by the loan, and local 
currency generated thereby, will not be used to pay pensions, 
annunities, etc., as prohibited in this section. 

App. Section 111. U. S. personnel to serve under contracts 
~r services financed by the loan ~hall have security clearance. 

App. Section 112. Firms which provide engineering, procurement, 
and construction services financed by the loan for the project, 
aod the terms of their contracts, shall be approved by A.I.D. 

App. Section 114. Loan funds wUl not be used to make any 
payment to the U. N. 

UNCLASS IFIIm 
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* 41. App. Section 118. Construction work financed by the loan 
shall be performed by qualified person11, in accordance with 
A.l.D. regulMtiona promulgated pursuant to this section. 

* 42. App. Section 601. Loan funds will not be used for publicity 
or propaganda purposes within the United States. 

R. J,. Apton 
Chairman, Project Committee 

CLEARANCE; Counsel GFlood 
~~.....,....~~~~-~~~~-

Desk ECo;v 
CooE• Division RB~nham 
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LOAN AUTHORIZATION 
Provided from: 

ECUAOOR: 
Alliance for Progress Funds 
Cooperative Bank 

Pursuant to the authority vested in the Deputy U.S. Coordinator, Alliance 
for Progress, by the Foreign Assistance Act of 1961, as amended, and the 
delegations of authority issued thereunder, I hereby authorize the 
establishment of a lo~ pursuant to Part I, Chapter 2, Title VI, Alliance 

"\for Progress, to the Cooperative Bank of Ecuador (''Borrower") of not to 
exceed one million two hundred thousand United States dollars ($1,200,000) 
to be used for subloans to members of Borrower to assist in financing the 
development of the cooperative and credit union movement in Ecuador, this 
loan to be subject to the following terms and conditions: 

1. Interest and Terms of Repayment. 

(a) Borrower shall r.=:J:,'.ay the loa.11 to the Agency for International 
Development ("A.I.D.") in United States dollars within twenty
fi ve (25) years frorr. the first disbursement under the loan, 
including a grace period cf not to exceed ten (10) years. 
Borrower shall pay to A.Lr:~ in United States dollars on out
standing principal of the loan interest of three-quarters of 
one (3/4 of 1) percent per annuPJ during the grace period and 
two (2) percent per annum thereafter. 

(b) If, prior to the date when th8 first interest paytnent is due, 
the Goverrnr: ffit of Ecuador ("Government") so elects, the Borrower 
sh2ll fulfill its dollar obligations under the loan by pay~ng to 
Government in the currency of Ecuador the equivalent, determined 
as of a time and in a manner satisfactory to A.I .D., of the 
United ~)tat es dollar amounts payable to A.I .D. under (a) above 
and in such event the Government shall pay tc A.I.D.: 

( 1 ) - the equivalent in United States dollars, determined as 
of a time ar.d in a manner ~alculated to obtain repayment 
of all dollars disbursed plus interest, of all amounts paid 
to Government by Borro"ll1er as follows! 



(a) 

(b) 

UNCLASSIFIED 
ANNEX XII, Page 2 of 3 

All interest immediately upon receipt; 

Principal within forty (40) years, including a 
grace period of not to exceed ten (10) years 
from the first disbursement under tht loan. 

(ii) interest in United States dollars of three-quarters of 
one ()/4 of 1) percent per annum during the grace 
period and t~ (2) percent per annum thereafter, on all 

~, · amounts of outstanding principal paid by Borrower to 
Government from the respective dates of such payments 
of principal. 

2. Other Terms and Conditions. 

(a) Equipment, materials and services (except marine insurance) 
financed under the loan shall be procured from the United 
States of America or Ecuador. 

(b) United States dollars utilized under the ::m to finance 
local costs shall be made available to thE 2orrower or its 
designee through appropriate procedures and shall be used 
only for procurement in the United States (excepting marine 
insurance). 

(c) Prior to signing the Loan Agreement, Borrower will submit 
evidence, in form and substance satisfactory to A.I.D., 
that it has been duly established as a cooperative bank in 
accordance with Ecuadorean law. 

(d) Borrower sha~-1- obtain U .s. advisory services satisfactory to 
A.LDo 

(e) Prior to the fi.·st disbursement ur:der the Loan Agreement, and 
at such later times as A.I.D. shall determine, Government and 
the members of Borrower shall make contributions to Borrower 
in amounts agreeable to A.I.Do 

(f) Government shall guarantee repayment of the principal of and 
interest on the loan. 
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(g) Borrower will adopt measures, satisfactory to A.I.D., for 
preventing subloans financed by A.I.D. from being made to 
members dominated by Cormnuni$-. 

(h) The loan shall be subject to such other tenns and conditions 
as A.I.D. may deem advisable . 

Clearances: 
Chrm.Proj.Com.RApton ~~~~
LA/DP:RSternfeld 
L"-../ GC: DBronheim 
LA/CD:PGlaessner 
A/CONT:EFTennant 

Drafted:GFFlood:cda:LA/GC:6/l/64 

Deputy U.S. Cooroinator 
Alliance for Progre3s 

Date 




