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May 15, 1970

MEMORANDUM FOR THE IEVELOPMENT LOAN COMMITTEE
SUBJECT: El Salvador: Credit Union Development (FEDECACES)

~ Attached for your review are the recommendations for
authorization of a loan in an amount not to exceed $2,000,000 to
the Federacion de Cooperativas de Ahorro Yy Credito de El Salvador,
"Fedecaces," to assist in financing local currency costs of
subloans by Fedecaces to mewber credit unions and thereby to
assist in the development of a self-sustaining private cooperative
federation,

Please advise us as early as possible but in no event
later than close of business on Tuesday, May 26, 1970, if you
have a basic policy issue arising out of this proposal.

Rachel G. Rogers
Secretary
Development Loan Committee

Attachments:
Summary and Recommendations
Project Analysis
ANNEXES I-IV

UNCLASSIFIED



UNCLASSIFIED
AID-DIC/P-890

EL SALVADOR May 15, 1970

CREDIT UNION DEVELOPMENT (FEDECACES)

Table of Contents Page

SUMMARY AND RECOMMENDATIONS i
SECTION I - NATURE OF THE PROJECT 1
A. DESCRIPTION OF ACTIVITIES 1
1. Project Definition 1
2. A.LD. Financing 2
3. Operation of Fedecaces 3
B. BACKGROUND OF PROJECT 8

1. The Cooperative Movement in
El Salvador 8
2. Genesis of the Project 10
3. Other Sources of Funds 10
C. PROJECT JUSTIFICATION/RATIONALE 11
l. Relationship to CASP 11
2, Relationship to ES? Credit System 11

3. Contribution to ES? Economic
Development 14
4, Debt Service Capacity of ES 15
5, Impact on U, S. Economy 15

6. Title IX - Building of Democratic

Institutions 15
7. Consistency with CIAP Reviews 16
8. Certification of USAID Director 16
SECTION II - PROJECT ANALYSIS 17
A, Borrower 17
B. Economic and Social Evaluation 18
1, Demand 18
2, Economic Impact 18
3. Social Evaluation 19
C. Financial Analysis 20
1, Fedecaces Operating Situation 20
2, Comparative Balances 20
3. Loans Made by Fedecaces 21

UNCLASSIFIED



UNCLASSIFIED

L. A.I.D.'s Contribution to Fedecaces 22
5. Terms of the Loan 24
6. Justification of Loan Terms 2L
T. Alternative Sources of Funds 25
8. Prospects of Repayment 25

SECTION IIT - TOAN ADMINISTRATION 26
Tmplementation Plan 26
Conditions and Covenants 27
Two-step Option 31

SECTION IV - ISSUES 32

ANNEXES

ANNEX I

EXHIBIT

A. CAEC Approval of IRR

B. USAID Director's Certification

ANNEX IT - PROJECT DETATL
EXHIBIT

Borrower's Application

Survey of Fedecaces Credit Union System

Map - Locations of Fedecaces Credit Unions
Financial Data

EXIM, IDB, a 1 IBRD letters expressing no interest.
Letter of Support to Fedecaces by GOES.

Letters from Centeal Bank on line of credit,
Salvadoran Agricultural Credit System

.‘I:C)"&jb:lUP‘Uﬂ?

ANNEX ITT - STATUTORY CRITERTA

ANNEX IV - LOAN AUTHORIZATION (Draft)

UNCTASSTFIED



UNCLASSTIFIED

SUPPLEMENTS (See Official Files)

1.

[2NF; BN —J UL I\ b

Law of Cooperatives and Law creating Salvadoran
Institute for Cooperative Development (English and
Spanish)

Statutes of Fedecaces (Spanish)

Model Statutes for Salvadoran Credit Union (Spanish).
Analysis of Fedecaces (Spanish)

Survey of Credit Union Demand (Spanish)

Credit Regulations of Fedecaces (Spanish)



2.

UNCLASSIFIED
AID-DLC/P-890
EL SALVADOR H&}' 15’ 1970
CREDIT UNION DEVELOPMENT

SUMMARY AND RECOMMENDATIONS

BORROWER: The Federacién de Cooperativas de Ahorro y

Crédito de El Salvador (FEDECACES) is a Rrivate' non-profit

national federation of 78 affiliated credit unions with a t?tal
membership of over 10,000, It is chartere'd by the Ministry of’
Interior, and operates under the Comme:rcxal Code of llillt,)Salvad or,
(The first cooperatives law was passed in November, 1969 an "
Fedecaces will be governed thereby when the law becomes opera ge.
The offices of Fedecaces are located in San Salvador and the member

. credit unions are located in urban and rural areas throughout

El Salvador. An acceptable application dated February 16, 1970, has
been received from Borrower. (Annex II, Exhibit A)

REPAYMENT PROSPECTS: The loan will not be guaranteed, It will be
backed by the full faith and integrity of Fedecaces, the 78-member
credit unions and the present membership of 10,000 Salvadorans.

This moral obligation will be formalized through resolutions passed

by the respective governing bodies of Fedecaces and the member

credit unions, Credit union lending cumulatively amounted to $alh
million dollars in the credit unions in 12 Latin American countries

as of December 31, 1969, Spot checks in several Tatin American
countries indicate a delinquency rate within 5 percent and a write-off
rate within 1 percent, the latter amply covered by established reserves
The A.I.D. loan will be drawn down by Fedecaces on the ratio of 15 to 1.
A.I.D. loan paid-in share capital in Fedecaces and member credit

unions, providing a reasonably good debt-equity ratio in the total
system. The net worth of Fedecaces was $53,200 (equivalent) on

31 December 1969. A forced capitalization plan requires that 10

percent of all sub-loans be invested in share capital of Fedecaces
thereby rapidly increasing the equity of the Borrower to a projected

$1 million by 1975. Maintenance of value risk will be covered by Fedecaces
by establishing a reserve of up to $100,000 equivalent or 5% of the A.I.D
loan. The m.o.v. reserve will be created by reserving an amount equiv-
alent to one-half of one percent of outstanding sub-loan balances at the
end of each calendar year (from all sources of funds) until the total of
such reserves reaches $100,000 equivalent, Convertitility of local
currency to dollars is assured under the Law of International Transfers.
The required authorization of the Ministry of Economy and the subsequent
registration of the A.I.D. loan with the Central Bonk to assure convert-

ibility would be a condition precedent to any disbursement of A.1.D. loan
funds, '

IOAN: The proposed loan is not to exceed $2,000,000, all or virtually
all for locael currency expenditures. It will be repaid in dollars over
a 25-year term, including a grace period of seven Years. Interest during
the grace period will be two percent (2%) per annum and three percent
(34) thereafter. The "two-step" procedure will be offered to the GOES

on an optional basis, with the condition that GOES guarantee repayment
of the loan, :
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b ZTotal Contributions o:f ILoan Funds_in Total
System (Fedecaces plus Credit Unions)
1970 % ‘ 1973 %
A.I.D. $ 0 0.0 § 2,000.0 35.3
Fedecaces $ 32.0 3.7 § 212.5 3.8
Credit Unions $ 617.2 7L.4 $ 2,228.0 32.3 7
BCR $ 200.0 23.1 $ 1,225.8  21.6
Other ___$ 15-9 198 - 0.0
§ 865.1 100.0 $ 5,666.3 100.0
The above growth in contributions by the various
parties reflects the catalytic cffect of the A.I.D.
loan over'the three year disbursement period, 1971-3.
‘Dua to this accelerated growth, causcd essentially by
the A.I.D. loan plus T.A. inputs, it is expected that
Fedecaces will be able to achicve a solf-sustaining
level by 1975. (sce Annex~T1%15) for Tinancial datd), ;.

5. DESCRIPTION OF THE PROJECT: The proposed loan would
assist in {inancing sub-loans {von Fedzcaces to the member
credit unions, for the following purposes:

(a) Relending for [ixed and working capital loans to small
farmers, artisans, small industries and small commercial
enterprises.

(b} Relending for personal loans to refinance usurer debts,
purchase houschold and personal cffects, purchase medical-
dental services, pay for educationdl expenses and olher
personal expenses.

(c}) To finance improvements in the offices, office equipment
and management of the credit unions themselves.

A.IL D loan funds will be madec available to the "Borrower"
on a pari passu basis of 13 to 1 i.e. one and a half units of
loan funds to one unit of paid in share camnital in Fedecaces
and member credit unions. '

6. PURPOSE;: This loan project pursues several objectives and

w
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(a) Address the aims of Title IX of the FAA by involving
large numbers of persons in the deveclopment, organization
and administration of free voluntary private associations.

(b} Provide seed-capital to accelerate the development
and reorientation of an existing private federation of credit
unions and assist it to become sell-sugtaining,

(c) Make credit available to thousands of people who have
no access to credit under present conditions, with particular
emphasis on the rural area.

(d) Establish a system for the formation of capital not\
presently being marshalled which in time could significantly
add to and complement present credit resources.

OTHER SOURCES OF FUNDS: By communications dated

December 2, 1969, January 6, 1970 and December 11, 1969,

the World Bank, the IDB and the Export-Import Bank respectively
indicated no interest in finuncing this loan, (See Annex 1I,

Exhibit E) . In substance these international agencies are

not interesled in providing concesnional local currency seed-
capital loans for credit union development in Il Salvador and/or
such financing is not in accord with their objcctives. 4

In general other external free world sources wouid not be
interested in providing the required financing for the same
reasons ac stated above plus the additional fact that such
financing would not mecet the risk or income criteria of
private banking. In 1969 Borrower secured lines of credit,
at 9% interest per annum, in kind, from commercial houses
in the amount of approximately $60, 000, In October of 1969
the Central Bank of E1 Salvador approved a one-year linec of
credit in the amount of $200, 000 at 29 per annum which is
legally tied to velending for "Productive Purposes'; i, e, for
loans to small agricultural and industrial enterprises, The
Central Bank has indicated that it would be willing to expand
this line of credit once the Fedecaces syslem demonstrates
its ability to effcctively use such credits. (Sce Annex II,
Exhibit G, letters from Central Banl, )

In addition to the domestic resouvces available to Fedecaces
an AID concessional loan is needed to provide the volume,
flexibility and margins required to fulfill the purposes sct
forth in 6 above. Scction II-D of the CAP provides the
supporting {inancial analyses and rationale.
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(8) Prior to any disbursement of loan funds Fedecaces
will assure the convertibility of local currcncy to U, S.
dollars and set up a reserve for the maintenance of the
value of dollar loan funds in form and substance satis-
factory to A. L D.

(h) A.L D. loan funds will be made available on a pari
passu basis of one and a half (14) of loan funds to one (1)
of paid in share capital in Fedecaces and its member
credit unions,

(i) Borrower will covenant that it and A, I, D. would carry
out progress reviews as deemed appropriate by cither
party and that Borrower will take rcmedial action as
appropriate.

(i) The loan fiu'bhorizzrbion_ will include a statement to the:

effect that the loan will be subject to such other {erms
and conditions as A.I. D, may decm advisable,

PROJECT COMMITTERL:;

Capital Renources Development :K. Davidsen, AID/W LA/DR
Olficers :T. I'. Foley, USAID/LES
Financial Analyst :A. Castro, CUNA/LARO
Credit Union Consultant 1. Pérez G., CUNA

Credit Union Specialiat ¢N. Alvarern, CUNA

Special Advisor :'T. Dickey, PCV/LES
Progran: Officer :Re Witherell, USAID/ES
F.conomist :J. Ferch, U,S, Embassy/ES
Coungel . Kent Knowles, llOCAP/G

Drafting Officers; Davidson/Foley
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May 15, 1970

SECTION L, NATURE OF THE PROJECT

A. DESCRIPTION OF ACTIVITIES

1, Project Definition

The Borrower (I'cdecaces) is a FFedcration with 78
affiliated credit unions having a total membership of over 10, 000.
Fedecaces is located in San Salvador and its members are located
throughout the country as shown by the map in Annex II, Exhibit
C. By assisting the rystem to consolidate its growth to date, pro-
vide for future expansion and develop a self-sustaining organization,
the project will pursue scveral purposcs,

Project activities will involve thousands of people, voluntarily
associated in credit unions, in the democratic proccsses of
organizing and managing these private enterprises, Overall
individual political socio-cconomic development will be enhanced
and some movement from the rigid traditional paternalistic
patron framework of dependency towards o more independent,
democratic and individually respousible [ramework can be expected.

Thousands of people will have accens to credit., Credit union
services will provide escape from usurcer¥s vates, which in a few
casce run as high as 20% per day, make belter and more effective
usc of available personal resources, and a relatively better
standard of living will be achieved,

The system will also agsist in the formation of additional
capital by bringing the small savings of thousands of pcople together,
as well as providing a channel for other domestic and foreign
capitale Fedccaces will complement the present banking system
and the savings and loan system, Its deposits will be held in banks
and it will uge various banking scrvices. In addition it will build
credit worthy applicauts for the other systems,

Spccifically uver the three-yecar project period Fedecaces has
sct up the following cstimated goals:

Membership:  from 10, 000 to 30, 000

Credit Unions; Irom 78 to 137 (including branch offices)

Loan Portfolio: from $250, 000 to $3,438,000"
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First priority is givon to entablinhing crodil unions in locatione
which have no financial institution whatever, Secondly, credit
unions are promoted where their services are complementary
to existing financial services, And finally they are promoted in
places where existing services are not accessible to all that
need them,

To carry out its policy Fedecaces performs a number of
services and functions, briefly described belows:

a., Management Scminars

Fedecaces offers courses on local, zonal and national levels
in all aspecls of cooperativiem, "Tuition ia charged for all courses
to defray expenses.

b. Technical Asg istance

To help the credit unions improve their operations technical
asnistance is offered in the foiJowing aspects of cooperative
administration: accounting, auwliling, office organization, budgeting,
pProjections, ovpanization of promotional campaigns, lons prevention,.
bad debt control, financial counseling [ov members, agricultural
technical assistance for members with production credit, gencral
administration for the Boards of Directors, organization of new
services by the credit uniong,

Ce Supervised /M;_ricu]LuraJ__ll’rodu::_tjon Program

This program provides agricultural production supervigion
and intensive cooperative management development in conjunction
with the necessary financing,  The object of this program ig to
provide the small (ariners who have asgocialed in credit unions,
with the credit neces gavy Lo purchase madern agricultural inputs,
and the technical education and supervision uceded,

do  Legal Assistance

The Lepal Advisor of Pedeences in avadilable to the member
credit unions for assistance in  loan collectiong, and for groups in
the organizational stage, asgistance in the procesy of chartering
and the legalization of their By-~Laws,

c. Publications and Supplico

The Publications and sSupplics Department prints and supplies
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accounting forms and educational materials, offers a printing
service to the cooperatives for Annual Reports, builetins.
cte,, and sclls at reduced prices some oflice supplies and
equipment,

f. Savings, Loan Insurance and Bonding

Through an agreement with CUNA MUTUAL Insurance
Society, Fedecaces offers life insurance.on individual '
members savings and loans. This insurance pays for loans
outstanding and pays to the beneficiary an amount cqual to the
deccased persons savings., In May of 1970 it is hoped that the
Federation, through CUMIS, will be offering a bonding service
for local managers and leaders.

. 8 GCentral Accounting

Presently in the planning stages is the scrvice of Centraliza~
tion of Funds and Accounting, 7This service will utilize presently
unused rescrves, allow a rapid transfer of unused funds within the
affiliated credit unions, and improve the liquidity and solvency of
the credit unions and the Fedevation, ‘Lhis service should be
operational by the end of 1971

h, Financing_

The Fedecaces hegon making loans Lo its member cooperatives
in Qctober, 1967, with a maximum amount of $400 pex loan. Thesc
loans werc made from the capital of Iedecaces, 1In April, 1968,
the amount was raised to $800 per loan and in Qctober, 1968, it was
raised to $2, 000 due to an AID gront for use in fivancine the needs
of its members. Loan uses are described oy page o - sane

cnntimn

Sub-lending procedures arc well-developed and follow these
sleps: C

a, Jl.oan Papers. Fedecaces requires the following
documentation:

1, A properly executed application on Fedecaces formas,
2. A copy of the credit unjon charter and By-Laws-

3, -Balance sheets and Profit and Loss statements fox
the last three years and a 'U'rial Balance of the latest mounth

4, A loan delinquency report,

UNCLASSIFIED
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5. A copy of the Loan Regulations of the Credit
Union,

6. A certified copy of the minutes of the meeting,
signed by the Secretary of the Board of Directors, whereby
the Board js aathorized to apply for the loan and the names of
the represcntatives who can sign and act for the credit union in
matters related to the loan,

7. A plan for the use of the loan,

b, Loan Evaluation. The loan papers are studied and
analyzed by a loan oflicer of Fedecaces, A report is prepared
which containg an analysis of the administration, the opecrations
of the credit union, the capacity to pay and the recommmendations and
conditions necessary for the protection of JFedecaces interests,

¢. Approval. The Manager is authorized to approve loans up
to $800 and to authorize certain other special types of loans, All
other sub-ioan applications are approved by the Credit Committee
of Fedecaces,

d. Disbursement. Once the loan contract is signed by the
applicant, the disburscment ig made by check and delivered to a
representative of the sub-borrower or it is delivered by mail,

¢. Loan Control and Evaluation, Subscquent to disbursement
of the sub-Ioan periodic visits are made by extengion agents and
auditors of Fedecaces who verify the ure of the sub-loan, evaluate
the results and arrange for technical assistance ag needed,

There ave 2 delinquent loang of 18 loans outstanding, amount-
ing to $410 of a total loan portiolio of $29, 854,

Both loans are considered collectible, The delinquency rate
amounts to about 1. 4% pyy Fedecaces loan volume is too small
at this point to draw valid conclusions on delinquency. The Project
committee believes that a 5, delinquency rate and up to 1% for bad
debts are  valid estimates.

Operating practices ol the affiliated credit unions (sub-borrowera}
closely follow the pattezn of Fedecaces and do not need to be
repeated here. A model for credit union By-Jaws is available as
Supplement No. 3, Other sources of comparative iiforimation are
found in Supplements 1, 4 and 6,

UNCLASSIFIED
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In carrying out its functions Fedccaces has reached a
level of activities that sets a norm of visiting each credit
union at least once a month and sponnoring one scminar per
week, It also makes at least three spot check visits and one full
audit of each affiliated credit union each year.

B. BACKGROUND OF PROJECT

I, The Cooperative Movement in Il Salvador

The first chartered cooperatives appeared in Ll Salvador in
1914, These were gencrally multi-purpose production cooperatives
that lived short lives. The largest in the country is the Colton
Producers cooperative, crcated by governmental decree in 1940,
This cooperative controls all of the colton production, marketing
and acrecapge allotments are channcled through it,  The government
has entrusted the job of cooperative development and promotion to
the Ministry of Agriculture, the Ministry of Laboxr, the Ministry
of Education, the National Supcrviscd Apricultursl Credit Agency
(ABC), and the Community Development ageucy. In the private
scctor the Salvadoran Coffee Company promotes the organization
of cooperatives of small celfee producers, the Catholic Church
develops and services credit and produclion cooperatives among
small farmers through its Federation oi Cooperatives and the
El Salvador Credit Union Federation (I"NEDIECACIES) organizes
and serves urban and rural credil unions,

In 1943 the Government of £} Salvadox created a YRural
Credit System! which uscs quasi-~cooperative local organizations

controlled by an autonomous governmental Federation,

At the beginning of 1969 there were 250 cooperatives, not all
of which were chartered,

Classified according to type there werc:

UNCLASSIFIED
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No. of
Type of Cooperative No, Y% Membexs %
Credit Unions 131 50,78 11, 341 37.29
Savings and Consumer 17 6, 59 1, 694 5, 57
Artisan 7 2,71 331 1,09
Agricultural 59 22.87 6,671 21,93
Multiple Services 34 13,17 1, 080 3. 55
Production and Marketing 6 2,33 9, 097 29,91
Transportation 4 1, 55 201 . 66

258 100,00 30, 415 100, 00

Until recently the cooperatives in Ll Salvador functioned
under the Salvadoran Commercial Code, In November of 1969,
the Legislative Assembly of El Salvadox passed its first "Law of
Cooperative Associations" and at the same time created the
"Salvadoran Institute for Cooperative Development!, (See
Supplement I} The new law provides the following advantagess:

le The government Tecognizes cooperalives as positive
instruments of social and economic development for the country,

2. It clearly defines the activily of cooperatives and scts
specific norms for their constitulion, administration and SUpPCT =
vision thus avoiding dangerous devialions [rom the cooperative
system,

3. It facilitates the legal process of charterings

4, It establishes clear normes for the intepration of
cooperatives info the Federations and for Federations into
Confederations,

The Salvadoran Institute for Cooperalive Development will
be the specialized official institution charged with rromoting,
coordinating, and supervising the organization of all cooperative
activities in the country, The govermnent will channel all the
¢llorts of its Ministrien in cooperative work Lhrough the Institute,
The Board of Dircctors of the Institute will consiat of ter peroons,
five of which will be named by the goverument: and five by the
cooperative movement of 11 Salvador,

UNCLASSIFIED
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2. Genesis of the Project

The USAID/EL Salvador has been providing technical
assistance to the credit union movement since 1964, That year
ROCAP and CUNA International initiated a program of credit
union organization and development utilizing modern concepts
adapted to local conditions. A cooperative technician was
contracted to be the CUNA/AID Project Director and a staff of
local fieldmen werc hired to organize and develop the credit
unions, By 1966 56 credit unions were fovmed representing a
total of 4, 241 members, $63, 7306 of paid in capital and a curnula-
tive total of $151, 610 in loans, The Credit Union Federation was
formed by these credit unions and chartered in June of 1966,

Affaliated credit unions now number 78 with a total membership
of over 10, 000 and paid in sharc capital is abcut $425, 000, CUNA
provides two contract technicians under USAID contract who work
directly with I'EDECACIES and the mewber credit unions. The
project also enjoys the back up services of the CUNA/LARO team
based in Panamd. Without AID assistance il is doubtful that the
credit union movement would be this for advanced, The Fedecaces
system is under constant study by USAID and GUNA and the last
published study in depth was donc in 1908, and is represented by
Supplement 4, "Analysis of the [Federation of Credit Unions of
Il Salvador',

In view of the sustained growth of the Borrower, the USAID
forwarded an IRR to AID/W whicli was approved by Catle State
203276 dated December 5, 1969, (Sce Annex T-A)w  All of the
issues raised in the IRR and respousc bave been resolved in the
opinion of the Project Commitiee. Section v, "Issues"
provides related information,

FEDECACES formal application is dated FFebrnary 16, 1970
and is shown as Annex I[I-A, Y"Borvowerds Application’.

3, Other Sources of Funds

Other international agencies bave shown no interest in financing
the project and the negative response of the Export-Import Bank,
the ‘World Bank and the IDB are shown in Annex II, Exhibit E, The
project cannot meet commercial banking criteria at this time so
that source of funds cannot be tapped. I.ocal development {funds
arc available to some extent at the preoent time, but not on the terms
required, They are foresecn as a substantial resource in the future,

UNCLASSIFIED
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C. PROJECT JUSTIFICATION/RATIONALE

1, Relationship to CASP,

El Salvador?s latest CASP submigsion sets as a course of
_action to Ypromote the continued devclopment ofoesoo0e credit
unions, cooperatives...oeeospursuant to Title 1X of the FAA, "
In addition to furthering Title IX objectives, +this project will
also assist in the "Improvement of Agricultural Productivity"

a primary CASP objcctive,

2. Relationship to IEl Salvador?s Credit System

Fedecaces will complement the present credit system by
providing services which are not presently available wholly and
partially and serving pecople who do not presently have access to
credits. An in depth study of agricultural credit ingtitutions was
jointly made by the National IPlanning Qifice, wilh assistance {roem
the Ministry of Economy, the Banco [Hipolecario and the Inter-
American Development Bank, A summary of the study is attached
as Anncx IJ, Exhibil 1, "Agricultural Credit Inslitutions®,
Evaluations of all sources of credil in Jil Salvador arce made;
institutional, non-institutional and special. Included in the study
arc sourccs of funds, major beneficiarvics, Joan usces and short-
comings of cach source. Majosr shortcomings are outlined below:

a. Ingtitutional Sources of Credil

1. An overwhelming proporiion of credit is for working
capital,

2, Credit for expansiou and modernization of productive
capacity is below requireiments,

3. Terms of loans do not meet the needs.

4. An overwheliming proportion of credit goes to finance
traditional export crops - coffce, cotlon, sugar.

5. Food crops are starved for funds.
6, Most institutions follow loo conservative an approach

and minimize risks, lhus favoring the large, aflluent borrowers who
have credit standing and collateral to pledge,

UNCLASSIFIED
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7. An over emphasis on rcal cstate as collateral and
the reluctance to accept crops or livestock as security. This
excludes many competent small and medium size farmers. Quite
often the credit is not us=d for the purpose for which it was borrowed.

8, Shortage of overall financial resources, poorly dis-
tributed in favor of traditional exports and large landowners, forces
the medium, small and very small farmers to borrow from private
non-institutional sources at much higher cost.

9. Shortage of qualified agricultural technicians and
absence of agricualtural research and feasibility studies upon which
to base loans,

10, Slow processing of loan papers and excessive
centralization of decision making,

11, The credit delivery system, is not extensive endugh
and many areas do not enjoy credit services,

b. Non-Institutional Sources of Credit

I, Credit is almost always short term and for operating
capital only, :

2, Interest charges are relatively high, amounting to
3%% more than commercial bank rates.

3. Credit extended is often part of a sales contract,
binding the producer to sell at a fixed price below the market
price,

4. Credit is insufficient to meet the needs of the medium,
small and very small farmers.

c. Special Agricultural Credit Programs
(Land Improvement - META), Cattle Improvement (MEGA),
Swine Improvement (MEPQO) and the Central Bank?s Economic
Development Fund (FDE).
1. Shortage of qualified technical personnel,
2. Lack of effective control over use of funds.

3, The practice of permitting the financial intermediaries

UNCLASSIFIED
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to apply their own criteria for lending, which often conflicts
with the purpose of the loan program,

4, Poor coordination and understanding between the
technical and financial aspects of projects.

5. Lack of requived project development.
6. Poor planning and follow-up on investment projects.

7. Lack of coordination betwcen government agencies
and programas,

It would oe pretentious to think that the FEDECACES system
will correct the above shortcomings, but it can assist towards
correcting some of them. It is expected that FEDECACES will:

1. Provide credit to small and very small farmers.
2, Tailor loans to fit the needs,
3. Not make loans for traditional export crops; coffee,

and sugar.

4, Lend without real estate collateral and will accept
crops, livestock or a personal note as security.

5. Control end use of loan funds.
6. Address the shortage of overall credit resources
by bringing ever increasing amounts of new capital into the credit

system of the country.

7. Process loans rapidly in a decentralized way through
its member credit unions.

8. Extend services to areas not presently served.

9. Provide a credit source as an alternative to the
usurer and other high cost sources of credit.

10. Be able to channel funds {rom special sources such
as META, MEGA, FDE, and ABC through its affiliated credit
union members,

11, Arrange for the provision of necessary technical
assistance.



14 UNCLASSIFIED

3. Contribution to El Salvador’s Economic Devolopment

Although the conflict with Honduras set baclk 1 Salvador?s
economy, through hard work of its entrepreneurs and the good
fortune of rising coffee prices the country appears to be approach-
ing its pre-conflict growth rate of approximately 4% GDP, This
recovery has occasioned shifts in traditional sales and investment
patterns; import substitution and export promotion activity have
increased. Private investment has resumed with caution as
entrepreneurs assess the future of the markets of El Salvador
and Central America,

While economic growth is still sluggish at 4%, population
growth maintains a high rate of 3. 69, virtually excluding any per
capita income gain. Complicating the issuc is the fact that almost
50% of the population is under 15 and no significant reduction in the
growth rate is forescen for the necar future,

The GOES appears to be taking an increased interest in eco-
nomic and social development as reflected by an expanded public
sector investment program. The government has recommended
a substantially increased 1970 investment budget to the national
assembly, to be financed by a sales tax not yet approved.

The influx of refugees from Honduras has exacerbated almost
all of El salvador!s socio/economic problems, but has not created
any acute problems, The GOES is re-locating the refugess and
is assisting them to find employment, By these measures the
GOELS shortly hopes to fully integrate the refugees into the life of
the country.

In the future the economy can be expected to accelerate
modestly, if exports continue to increase and coffee prices remain
reasonably high., Shonld this occur import controls may be gradually
. reduced. Private investment would increcase, with emphasgis on the
domestic market, and the world market, A more cautious invegt-
ment approach to the Central American markets, as it undergoes
restructuring, appears likely.

Future GOES investment programs arc expected to concentrate
on public works construction, export promotion, land reform,
agricultural and rural development and educational reform. The
problem of financing these programs will probably constitute a
continuing source of public debate,

UNCLASSIFIED
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The loan to FEDECACES is not cxpected to have great impact
on the major economic issues such ag private investment, export
promotion, import substitution, tax revenues and the development
of the CACM. However, the credit union system will serve
thousands of people in the rural sector, aspisting them to achieve
higher agricultural productivity and income, Re fugees would have
access to credit through the system and might be assisted in
their resettlement process.

The present loan will provide "secd capital" to strengthen
the system. It is too early to project the cconoinic impact of the
program. Optimistically viewed, in the future it could develop
into a third financial system of significant importance, and also
serve as one vchicle for the overall development of people in the
lower income groups, capecially in the rural areas.

4. Debt Service Capacity

Debt burden of GOES is relatively low in comparison to other
Latin American countries of similar cconoinic conditions, The
present loan should not represent much of an additional burden,

5. Impact on the U.S, Economy

The loan will not have an adverse effect on the U, S. economy
due to competilion with U. . enterprise. During the disbursement
period (1971-3) tolal project purchascs are cstimated at $12, 1
million dollars, of which 7% or $840, 000 is cstimated to be of U, S,
source/origin from off-the-shelf purchases. Within 5 to 7 years
project purchases of U, S. source/origin will cqual the amount of
the loan. In the long run the loan in expected to make a contribution
to the U. S, cconomy,

6. Title IX - The Building of Detmocratic Institutions,

Title IX provides that "emphasis shall be placed on assuring
maximum participation through encourageinent of private voluntary
organizations and strengthened local government institutions, "
Credit union development dircctly addresses Title IX objectives,
Thousandsn of people participate and becone decply involved in
building cooperative enterpriscs and thereby participate in the
process. It constitutes a practical laboratory fox personal develop-
ment by;
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1, Providing opportunitics for decigion making, growth
of reaponsibility and development of social skilla.

2. Demonstrating the right of majority rule and the
protection of the rights of the individual,

3. Changirg individual motivation and attitudes, and
developing responsible leadership,

Te Conuiatency with the CIAP Reviews

Although the CIAP han not made specilic reference to
cooperative and/or credit union development in El Salvador, it is
the conclusion of the project committee that thio loan addresses
the CIAP findings and reconuncendations for the social and economiec
development of 11 Salvador.

8. Certification of D/USALD

The USAID Director certificd on Mavrch 4, 1970 that in his
opinion FEDECACES has demonstrated the uecenosary capabilitics
to carry out this loan project, Refer io Annex 1, Lxhibit B, for
the actual certificaiion.

UNCLASSIFIED
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constitutes social development., To arrive at the decision to join
a credit union implies the assumption of personal responsibility to
contribute to the group as well as to enjoy the benefits,

C. FINANCIAL ANALYSIS

l, Fedecaces Operating Situation

Since its inception, Fedecaces has shown ahnual operating
losses (See Annex II Exhibit D-1) as weuid be cxpected during the
pilot period in which the framework of a national credit union
system is being established, These operating losses have been
offset by A, I. D, grant subsidies to [Fedecaces (Annex II Exhibit
D-2). During 1966-1969, Fedecaces? net operating loss represented
86, 9% of its net operating expenses, As Fedecaces gained experience
and bencfited by the technical assistance provided by A, L D. grants,
this ratio began to turn downward, being 989% in 1966, 99% in 1967,
74% in 1968, and 839 in 1969, (1969 showed higher technical
assistance costs as lending program was expanded).

The cumulative net loss during 1966-1969 amounted to
$174,100,  Virtually all of the net losses incurred during this
period were fox the expenses of creation and improvement of
affiliated credit unions. Fedecaces sub-lending activities only be~
‘came an important part of its operations in 1969,

From 1970 through 1974 Fedecaces expocts to produce
operaling revenues through substantially expanded sub-lending
activitics, to the point that A, L D, grant subsidies will no longer
be needed, Fedecaces net losses arce projected to decrease [rom
$1211,500 in 1970 (a year in which A. L D. loan funds are not
expected to be available foy substautial cxpansion of Fedecaces
sub-lending program) to $92,400 in 1971, wd $34,800 in 1972,
In 1973 Fedccaces projects a net gain from operakions of $h2,600.

2. Comparative Balances 1966-1909

Fedecaces began operations in May 1966, as successor to
the AID/CUNA cooperative development program, which began
in late 1964, As of Dccember 31, 1969, TFedecaces? assets
totalled 81, 400 (equivalent), against liabilitics of $28, 200, and
capital and rescrves of $53, 200 (of which paid-in capital was
$4, 700, reserves §5, 500, and a carryover of A. L 1. granted funds
for sub-lending of $43, 000), Loans outstanding amounted to
$47, 800, Coruparative balance sheets for the period 1966-1969 are

UNCLASSIFIED
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shown in Annex II D-3,

Throughout its four years of operations, Fedecaces has
maintained a satisfactory working capital ratio and its cagh
position has been satisfactory, :

Fedecaces? working capital ratio did not become a
significant datum for financial analysis until it dedicated a larger
part of its program to sub-lending in 1969 as an effort toward
approaching self-sufficiency, In 1969 Fedecaces? working capital
ratio (current assets to curcent liabilities) was 2.4 - 1, 0, and
net working capital amounted to $40, 200, 1t is anticipated that
Fedecaces will maintain a satisfactory working capital ratio
averaging about three to one during the years 1970-1974,

During 1966-1969 Fedecaces has operated primarily on its
own funds derived from affiliated credit union savings and A, L D.
grants., Thus, the ratio of net worth to tdal liabilities is
not signiticant to that period of itg operations. Starting in 1970,
Fedecaces will incur short-term (Central Bank credits) liabilities,
and in 1971 long-term liabilitics (A. L D. loan drawdowns),

From a cold capital risk viewpoint, Fedecaces® net worth to
total liabilities during the period 1970-1974 may not be favorable
enough for it to safely incur additional long-term indebtedness
unless it is of a concessional type. A covenant will be included in
the loan agreement to require A, L D. 's prior approval of
Fedecaces? incurrence of any additional medium or long~term
indebtedness during the life of the loan,

3. Loans made by Fedecaces 1966-1969,

During 1966-1969 Fedecaces made 26 loans aggregating
$72, 747 (equivalent), By function, these loans were distributed ag
follows:

Function Anmount Percent
General Purpose $28, 400 399
Productive 43, 366 60
Management 981 1

Total $72, 747 1009,

With the assistance of the A, I D. Regional auditor, an audit
being performed on Fedecaces during intensive review has revcaled
that Fedecaces has complied in all material respects with A, I D,
grant agreements and covenants.

UNCLASSFIED
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An informal project commillee examination of Fedocaces
accounts during February 1970 indicated that IFedecaces
delinquencies on sub-loans madec from A. L D. grant funds were
about 1, 4% and it had not suffered any losses from bad debts.
Fedecaces small reserves for bad debla appear to be adequate
for at least the short-term future.

The projected expansion of Fedecaces? lending program,
caused by the A. I D. loan and funded from both A.L D. and local
sources, will undoubtedly be subject to a bigher delinquency rate
than has been incurred during Fedecaces? short lending experiernce
to date. It is anticipated that adequate reserves for the contin-
gency will be established by Fedecaccs as a resull of the recom-
mendations which will be made by A. I. D, grant funded technicians
who will ~gsist Fedecaces in expanding its system,

ifedecaces? annual lending activities increased from $1, 700
during 1966 to $54, 000 during 1969, The projected cash flow
for the period 1970-1974 cstina led Fedecaces loans to sub-borrowers
at $234, 400 for 1970, $1,266,000 for 1971, §2, 957,900 for 1972,
$3, 433,700 for 1973, and $4, 306, 000 for 19714, Sce Annex Il D-6,

4, A.JL. D.'s Contribution to Fedecaces Capital and Operations

A.I,D, has made substantial teclnical ossistance contributions to
FEDECACES and anticipates phasing out by the end of 1973 as shown in the
following table.
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AT, D, Technical Assistance Grants to T'EDECACES
- {in thousands of U.S. % equivalents)

dear Total
1966 (Actual) $ 68.2
1967 " . 58.7
1968 7h.1
1969 " 167.0
1970 (Programmed) 158.5
971 " 50,0
972 " 30.0
1973 " 30.0
974 v NONE

$636.5

5. Financial Plan

Estimated contributions of loan funds to the project
over the estimated 3-year disbursement period are equivalent
to $5,666,300 broken down as follows by source of funds;

UNCLASSIFIED
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Total Contributions of Loan Funds in Total
System (Fedecaces plus Credit Unions)

1970 * __ % 1973 %
A.I.D. $ 0 0.0 $ 2,000.0  35.3
Fedecaces § 32.0 3.7 $A '212.5 . 3.8
Credit Unions $ 617.2 71.4. $ 2!228.0 39.3
BCR $ 200.0 23.1 § l‘,’225.8 21.6

Other $ 15'9 ].08 - 0-0
$§ 865.1 100.0 §$ 5,666.3 100.0

The above growth in contributions by the various
parties reflects the catalytic cffect of the A.I.D.
"loan over the three year disbursement period, 1971-3.
Due to this accelerated growth, caused essentially by
the A.I.D. loan plus T.2. inputs, it is expect:ed that
.Fedecaces will be able to achieve a self;justainigg

level by 1975. (see ANUEX 'II-_I_).'._fori‘inancial_‘ Qataj."

———y

A3 seen from the foregoing table, domestic resources are to
account for 64.7% of the loan program and 35.3% will come from the
AID loan. AID grants are in addition to the above.

5, Terms of the Loan

The terms recommended for the proposed loan of $2.0
million are a 25-year amortization period for Borrower, including
a T-year grace period on repayment of principal, and an interest
rate of 2% during grace period and 3% therealter. The two-step
procedure will be optional, If GOES elects Lo accept payment in
colones from Borrower, it will make dollar payments to A, L D,
over a period of 40 years, including a 10-year grace period at an

intérest rate of 2% during {ts grace period and 39 thereafter and
will also guarentee repayment, :

6. Justification of Ioan Terms

_ The project committee believes that the terms recommended
are ‘essentlal to Fedecaces' development financing needs, and

UNCLASSTFTED
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are in conformity with current A.I.D. practice. The financial analysis
of Borrower (Statement of Operations, comparative balance sheets, and
projected cash flow) indicates that Fedecaces will be solvent financially
and can reasonably be expected to assimllate the amount of funds being
requested, The loan also will make an important contribution to achiev-
ing an improved level of income for thousands of Salvadorans, and to
some degree, strengthen the country's balance of payments positilon,

T. Availability of Alternative Sources of Funds.

The loan committee, after considering the numerous efforts of
Fedecaces 1o obtain credits from other lenders, is convinced that
A,I,D, is the lender of last resort for the concessional-term funds
vhich Fedecaces requires, IBRD, IDB and Eximbauk have respectively
indicated no interest in this loan. (See Annex II ~ Exhibit E).

8. Prospects of Repayment.

The loan will not be guaranteced., Given the important Title IX
purposes of this loan it is believed desirable to keep government
influence and/or paternalism to a minimwm, Therefore, the USAID
has not pressed Fedecaces or the GORES for a government guarantee.

The loan will be backed by the full faith and integrity of Fedecaces,
the 78 member credit unions and the 10,000 credit union members. This
moral oblipgation will be [ormalized through resolutions passed by the
respective board of directors of lledecaces and each credit union, It is
important to the development of the credit union movement that each
member understand his moral obligation to repay the AID Joan just as he
would a loan from his credit union,

The delinquency and charge off rates for 12,000 federal credit
unions in the United States on 7 billion in loans are characteristically
low, 3.0 and 0.25% respectively. Although statistical rates are not yet
available for Latin America it is estimated by spot checks that they are
within 5% and 17 for delinquency and charpge offs on $2hly million of
cunulative credit union lending in 12 TLatin fmevicon countries.,

The total system (Fedecaces and credit unions cowbined) backing
the AID loan will have o minimum debt-cquity ratio of 3 to 2 because
the AID loan will be drawn down on o l& to 1 relationship with paid
in share capital to the system., TFedecaces alone has a debt-equity
ratio projected as follows: 1970, 2 to 1; 1971, 7 to 1; 1972, 9 to 1;
1973, 6 to 1; 197k, 5 to 1; 1975, 4 to 1. 'Ih> rapid growth of Fedecaces
equity will be achieved by a forced capitalization plan which requires
that 10% of all Fedecaces subloans be used to purchase share capital of
Fedecaces,

UNCILASSIFIED
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Convertibility of local currency to U.S. dollars will be assured
under the Law of International Transfers. The maintenance of value
risk will be assumed by Fedecaces which wlll build up a m,0.v. reserve
to an amount equal to 5% of the outstanding balance of the AID loan.

A bad debt reserve of 1.5% of all outstanding loans (including those
financed by A.I.D., plus those from local sources) will be set up by F
Fedecaces, This, plus the approximate 2% reserve maintained at the
affiliated credit union level, provides a 3.5% bad debt reserve fov
the system. Tedecaces management will be assisted by AID/CUNA
technicians through 1973, thus assuring an in-house monitoring of all
of its activities.

Obviously, an unguaranteed loan o & new and developing credit
union federation is not a gilt edged investment. After all projections,
policies, organization and operations huve been analyzed the loan is a
calculated bet on the people who will carry oul the project and the
future of the host country ecomnony, :

All things considered, the Project Committeec believes that A.I.D.
will have reasonable protection as lender znd concludes thalt prospects
for repayment are reasonably good,
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SECTION ITI = LOAN ADMINISTRATION

The Federation of Savings and Loan Cooperatives (Fedecaces)
will have the primary responsibility for implementation of the
loan. The convertibility aspect of the loan, will be guaranteed
by Fedecaces' registry of the loan with the Central Bank. The
credit risk will be assumed by Fedecaces, backed by its member
credit unions, as explained immediately above on page 25, para~-
graph 8. 1In addition, a maintenance of value reserve will be
established. The primary responsibility for fulfilling A.I.D.'s
part of the implementation function rests with USAID/EL Salvador,
assisted by LARO/CUNA technicians, and by ROCAP and AID/W personnel,
as appropriate.

The Loan Agreement and basic Implementation Letter No., 1
will state the conditions which must be fulfilled by Borrower prior
to any disbursement of A, L D. funds. USAJD/El Salvador and
LARO/CUNA personnel, assisted by ROCAP and AID/W personnel,
as may be required, will ensure that loan procedures considered
acceptable as conditions precedent and the covenants contained in
the Loan Agreecment are in fact being followed, and that Fedecaces?
institutional and sub-lending activitics are progressing satisfactorily.

On the assumption that the loan Agreement will be executed by
September 30, 1970, the following schedule of imnplementation target
dates appears realistic

FY 1970

April 1970 Agrecment authorized

June 1970 Dralt Agrcement and IL; No, 1
Submitted to Fedecaces

'y 1971

Sept. 1970 Fedecaces and A, L D. exccute
agreement

Dec. 1970 Conditlions Precedent to first

digsbursement met, Fedecaces
arrangements for continued line
of credil {rom Central Bank
completed,

UNCLASSIFIED
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Jan, 1971 Commitments made and first
disbursement made.

FY 1972
August 1971 $750, 000 disbursed.
December 1971 - Additional share capital paid in
to credit union system apd
total of $1. 0 million disbursed.
April 1972 ‘Additional share capital paid
in to credit union system
total of $1. 5 million disbursed.
Dec. 1972 Loan fully committed.
March 1973 Loan fully disbursed.

The Loan Committce foresces no unusual problems in
implementing this loan. Fedecaccs has established a framework
of free affiliated credit unions upon which to build an expanded
system, suitable technical services are now being performed and
are expected to be continued by LARO/CUNA, and the Mission
has obtained Fedecaces' agrecment to take such steps as may be
necessary to successfully implement this loan. ALL standard
A.I.D. procedures for procurenent and disbursements will apply.

Conditions and Covenants

In addition to the usual conditions aud covenants, the Loan
Committee recommends that the Loan Agreement contain the
following requirements:

1. Conditions Precedent to any Disbursement

(a) Evidence of registration of the loan with the GOES
to assure availability of United States dollars [or
payment of interest, repayment of principal, or
other payment obligations,

(b) Evidence that, except as A, L D. and Borrower shall

otherwige agrece in writing, Dorrower and its member
credit unions have a net worth (share capital, reserves,
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SECTION IV - ISSUES

UNCLASSIFIED

All issues have been satisfactorily resolved, as noted below,

Issue
Capability of system to manage
self-help housing, grain
storage and marketing systems.

Provision of reasonable- debt:

. equity ratio by Borrower

Legislative requirements.

GOES Guaranty

Duplication of existing
services by expanding
Fedccaces role in rural
areas.

Technical asgistance
requirements,

Financial viability.

Loan Committe Comment

L.

[

Beyond capabilities at this
time. Dropped as a major
actlivity.

Intensive review indicates

ratio of 4 debt: 1 equity '
which is considered satisfactory,
and attainable within 5 years,

New Cooperative Law passed
December 9, 1969,

ot considered essential., Ioon
to be backed by total system,
See Scc, IT-C¢-8,

No issue, I'edecaces provides
other necded services and/or
operates where no other
institutiocn has represcnalation,
Needs far beyond available
scervices of all apencices,

See Section II-A

A, L D, grant phase out
1971-73. Loan operations
will provide thercalter,

Project considered financially
viable with AID concessional
inlcrest rates and diminishing
T A. iuput through 1973, Secec
Sec. II-C.
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8. Local currency require- 8. See Section II-C
ments for justification,

9. Fedecaces management % See Part Two - Sec II-A;
capability to carry out appraisal of management
pProject, factor and supporting

measures,

10. Convertibility of funds for 10, No prolgiems foreseen,
loan gervicing, , Easily managed by register-

ing loan under International
Transfer Law, See Sec, II-C-8,

11, Guaranty operations, 11. To be undertaken at a later
da.teo
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TELEGRAM

SECSTATE WASH DC

AMEMBASSY SAN SALVADOR

SUBJECT: FEDECACES CREDIT UNION IRR

THE CAEC APPROVED FEDECACES IRR SUBJECT TO THE FOLLOWING:

1. .

2.

3.

Clarification of loan activities. Assumlng purpose help FEDECACES
acchieve self-sustainiug financial gtatus with expanded role as
central agency, self-nelp housing and perhaps grain storage and
marketing systems would appear boyond capabilities of credit union:
or FEDECACES in early stinge development.

If FEDECACES to assume central agency role for system AID loan
nssistance requires reasonable debt-equity ratlio or in lieu
thercof viable financial plan for uchieving this, Flnancial
outline presented in IRR requires amplification and explanation

“in view guaranty program and other financinl and techinical

requirements,

Any legislation, GOES approvals nnd/or support required by FEDECACHS
to expand role should bo sccured during intensive review or sot
forth as condition precedonti disbursements. AID/W concurs wlth
Mission re new cooperntives law ag bolng basic to viability of
credit union system., Since GOES guarantee of AID loan is required
suggest USAID socure assessment to this efiect prior initiation
intensive review,

Among other things review should cloarly defino tho neod for
expanding FEDECACES rolo in rural aroa within contoxt of existing
institutional stiructurc and sorvicds, especislly related to ADC,
Caja de Crédito and similar rural based crodit Institutions.



5.

7.

ANNEX X
Exhibit A

Page 2 of 2

Credit union development 1966-69 impressive, especlally in
urban area, Review should address TA requirements to sustain
growth during life of loan and thereafter and indicate whether
inputs to be loan or grant funded,

Financial analysis should Justify monecy cost margins between

AID, FEDECACES, credit unions and ultimate users and projections
should establish financial viability. Since latter basic to

loan authorization suggest USAID undertmke financial analysis
immediately following assessment GOES wlllingness act as guarantor

* AID loan and probability achiovoment workable cooperatives law,

e paras 2 and 6 AID/W could arrange for financial analyst TDY
through CUNA/AID/LARO contract. Cable USAID concurrence, timing,
appropriation and allotment numbers,

RICIHARDSON
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ANNEX I
Exhibit B, Page 1 of 1

CREDIT UNION DEVELOPMENT

CERTIFICATION PURSUANT TO SECTION 611(e)
OF THE FOREIGN ASSISTANCE ACT OF 1961
AS AMENDED

I, L. Paul Oechsli, the principal officer of the Agency
for International Development in El Salvador, having taken into
account among other things, the maintenance and utilization
of projects in El Salvador previously financed or assisted by
the United States, do hereby certify that in my judgement
El Salvador has both the financial capacity and the human
. resources capability to cffectively maintain and utilize the
capital assistance project, ""Credit Union Dcvelopment?
(Fedecaces).

The capital assistance paper certifies that the statutory
criteria as applied to El Salvador have bcen mel. Discussion
in the capital assistance paper clearly has demonstrated the
capability of El Salvador and the Borrower effcctively to
maintain and utilize the project. DBasically, El Salvador has
shown reasonable effectiveness in maintaining and utilizing
projects financed or assisted by the United Stales,

T i B dd

L. Paul Qechsli, Director

Date:/%&c// l(‘_, /77[’
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FEDECATCS

PROJECT DETATLS

Exhibit A - Application letters from Fedecaces to USAID dated February 16
and 24, 1970 with following items:

Basic data on Fedecaces
Organizational Structure of Fedecaces
Charter Members of Fedecaces
Fedecaces Institutional Relationships

Fw
1 1

Exhibit B - Credit Survey of Credit Union System

Exhibit C - Map showing locations of affiliated Credit Unions

Ixhibit D - Financial Statements and Projection

Lxhibit E - Letters from IBRD, IDB and Export-Import Bank

Exhibit F - Letter of support to Fedecaces from National Planning OffTice
Ixhibit G - Letter from Central Bank on line of credit to TFedecaces

Exhibit H - 3alvadoran Agricultural Credit System

Supplementa: (Not attached -~ sce Official Files

1. Law of Cooperatives and T.aw creating Salvadoran Institute for
Cooperative Development (Fnglish and Spanish)

2. Statules of Fedecaces (Spanish)

3. Model Statutes for Salvadoran Credit Union (Spanish)
L. Analysis of Fedecaces (Spanish)

5. Survey of Credit Union Demand (Spanish)

6. Credit Regulations of Fedecaces (Spanish)
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c) We are anxious to extend our services £o monre people and involve many
more thousands in this cooperative movements and at the same Lime mo-
ve toward a self sustaining position.

But fo pursue owr aims we are critically short of wonking capital at both
the Tederation and eredit union Levels. The Federations’ volume of opera-
Lions L8 far below the break even point and .in onder to operate under pre
sent conditions we need a subsidy. The indiv.idual chedit unions Lack volu
me and {ncome and this prohibits thein having professional full time mana
gement which could actively promote new membenrs and seavices and fwither

strengthen and extend the system.

In viaw of the above the Board of D.irectons authorized me to explore the
possib.ility of an A.T.D. Loan. This authorizatlion is fownd in the Minwtes
of the Board's meeting of Februany 11, 1970. Therefone, I hereby apply Zo
A.1.0. for a Loan to assist in the development of the creddt union system
{n CL Salvadon, at A.T.D.'s most concess.ional towms, in an estiomated anount
0f $2,000.000.00. A wmone precise Lowt flgure will be forthcoming as our
operational profections fon 1971 - 3, (the proposed disbursement period, )
awe hefined.

As attadments to this Letter T am pleased to foawand details about the
Federnation's onganization, adninistration, Legal basit, operations, finan-
clal statenents and othen details.

We will be happy to supply you with uny other infomation you may need fo
help you evaluate owr application.

S.incenely youns,

>

-
R
Q//_/{- 123
// o

Di, LUIS E, GUTTERREZ
Manager. ’
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AID LOAN APPLICATION
(Attachment I to Fedecaces Letters)
of February 16, and 24, 1970

Borrower; "Federaci6n de Cooperativas de Ahorro y Crédito

de El Salvador" (FEDECACES)

Address; Edificio Luz

la Diagonal y 25 Avenida Norte,

Apartado Postal #1506

San Salvador, El Salvador, Central America
Tel, 25-3023, 25-3035, 25-3037

Present Financial Operations: Include limited short term loans

to credit unions for agricultural operating capital sub-loans
accompanied by technical assistance and two year loans to
credit unions (limit §$2, 000) for Credit Union sub-loaning, (See
Supplement No. 6)

Legal Basis: Fedecaces is a juridical person authorized to function

under the Ministry of Interior (Sce Supplement 2, By-laws,
Official GOES Authorization

The Federation is a cooperative that operates in the same manner
as a Credit Union Lieague in the U, S. and hasg the samec basic
philosophy and mecthod of operation. 1In contrast with other credit
institutions in El Salvador, thc primary guarantee for the loans is
the character of the member. The formation of capital through
savings and the use of this capital to help meet the members
credit nceds ig the basis of the credit union, The credit union can
also act as an intermediary for the members in order to secure
credit from sources to which the member does not have access.

FEDECACES has affiliated credit unions throughout the country of
El Salvador (Sce Annex 11-C)

The capital of the Federation consists of shares of $20, 00 each,
which member credit unions own. As of December 31, 1969 the
assets of the TFederation amounted to $81, 400, As of the same
date the Federation had accounts payable of $20, 860 and paid in
capital of $4, 730 for a nct worth of $55, 810,

Balance Sheets (Sec Annex II-D)

The organizational structure of Fedecaces (Sce Attachment: 2):

UNCLASSITIED
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10. Credit Unions that Founded FEDECACES. (See Attachment 3)
11, Fedecaces Institutional Relationships. 3ee Attachment L)
12. Biographic Data of Directors:

President: Efrain Romero Canahuati, 53, Salvadoran, Farmer,
Administrator of the Tenancingo Cajas de Crédito (1943-1947)
Accountant and Manager, Tecnancingo Cajas de Crédito, (1948~
Prescnt), General studies on administration and cooperative
accounting (1944}, and loans and credit analysis (1944).

Secretary: Rubén Godofredo Ramirez, 36 Salvadoran, Sccretary
of National Circuit of Theaters, B.A., Faculty of Humanities,
University of El Salvador, College studies in Humanities, also
studies in Administration, analysis aud human relations, Has
been Director of various cooperalives.

Director: Gustavo Adolfo Caballero, 40, Salvadoran, High
School, Ingspector of Roads and Strects and Chief of Garbage
Disposal Services - Santa Ana.

Director: Francisco Abraham JEscebar, 306, Primary School
Teacher, cmployce of Ministry of Education, has been both
Dircctor and teacher of various primary schuols. Additional
studies in cooperatives, nutrition and agriculture.

Director: Mauricio Salinas Sandoval, 35 Salvadoran, Agronomist,
Has been agricultural administrator and is prescntly a consulting
agronomist.

Director: Eufrasio Ferrufino Méndez, 38, Salvadoran, Primary
School Teacher and Ass¥ Dircclor of the Boys School of Santa
Elcna. Active in scveral cooperalives and civic associaticns.

13, Biographic Dala; Manager
Tuis k. Gutierrcz, 54, Salvadoran, Lconomist, B. A. and M. A.
in Economics at Mc@Gill University, Canaca and N. Y. U,
respectively, 14 years in Foreign Service of El Salvador as
vice consul, consul and consul general (1944-1958) Superintendent
of Bank of El Salvador, Economic Consultant to INSATI and
Professor of Fconomics and Finance at the University of El Salvador.
Serves 3 Boards of Dircctors of various organizations.
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+CREDIT UNION

ANNUAL MEETING

Attachment 2
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38,
39.
40,
41,
42,
43,
44,
45,
46,
47,
4L,
49.

Magisterial Santancca

Magisterial de Juayua

Magisterial "El Esfucrzo"

Magisterial de Metapin

Magisterial de Ataco

Comunal de¢ Perquin

Primera Iglegia Bautista de El Salvador
Magisterial Circuito Central San Salvador
Trabajadores de IUSA

Magisterial San Vicente

Magisterial de My razén

Campamento Santa Lucla
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Urbana
Urbana
Urbana
Urbana
Urbana
Rural

Urbana
Urbana
Urbana
Urbana
Urbana
Urbana
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SUMMARY OF CREDIT NEEDS OF CREDIT UNION SYSTEM

During the course of the intensive review Fedecaces
conducted a survey among its affiliated credit unions to attempt
to quantify the demand for credit over the next twelve months,

The following questions were agked:

1,  How many credit applications are pending and what is
the total amount?

2. If your credit union were to have additional resources
available, what amount could be used by your members,
in the following calcgorics?

a. General purpose loans
b.  Working capital loans
¢, Fixed capital loans
d. Administrative improvement loans
49 credit unions of the 78 affiliated to FFedecaces, represcnting
a total membership of 6, 239, answered the qucstionnaire. This

represents approximately 60% ol the total system,

Projecting the credit neede of the total system (100%), the
following results were obtained:

1, Credit applications pending: 870
2. Amount of pending applications; $206, 000

3. Twelve months nceds:

UNCLASSIFIED
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TYPE Am?®t, (millions}) %
(a)} General Purpose $1. 7 33%
(b} Working Capital 1.4 28%
(c) Fixed Capital 1.6 2%
(d} Management Improvement 0,3 7;.:
: 55. 0 00%

The survey detail is available in Supplement 5,
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TEDECACES

STATIMENT OF OPERATIONS (1966 -- 1969 Actual)

STATEMENT OF OPERATIONS (1970 ~- 1975 Projected
g

(In thousands of U.

. Doll.. Equivalents)

1966 1067 1968 1049 1970 1971 1972 1973 1974 1975
INCOME
Interest on Loans .3 2.8 14,9 87.6 205.2 303.9 349,0 360.0
Affilitated Credit Union Dues .5 2,2 3.5 5.2 8.5 l2.4 18.2 29.5 Lh,5 64.0
Investments L 1.0 2.5 L,o 15.0 15.0 15.0
Sales of Supplies 3.3 L.5 6.1 8.1 9.5 11.7 ik,7
Other Inccme .2 .3 6.4 3.9 5.1 6.3 7.h 8.5 9.7 10.8
TOTAL ITICOME 0.7 2.5 10.2 15.6 3k.0 11k.9 2k2.9 366.4 Lz9.9 T
EXPENSES
Operating Expenses 37.2 35.1 38.2 90.6 1.6 172.6 201.3 224 .1 2L45.6 259,9
Depreciation .3 .9 il.5 16.7 16.7 16.7 17.3 17.9
Interest on Borrowings
1) AID Loan 19.0 ko,0 ho.o ko.o ko,0
2) E.S. Central Bank -
Class A k.o 6.0 6.0 6.0 6.0 6.0
3) E.S. Central Bank -
Dev. Fund 13.7 37.0 65.5 68.0
L) other .8 1.k - - - - -
TOTAL EXPENSES 37.2 35,1 38.5 92.3 158.5 214,3 277.7 323.8 374 b 391.8
NET OPERATING GATI¥/Loss (1) £36.5) (32.6) (£8.3 (76.7) (124.5) ] (( 99.4) ( 34.8) 42,6 55.5 72.7
(1) Net operating losses will be offest by AID grants throug: 1970, after which the ATD loan Ef S
becomes operative and any subseaguent losses will be capitalized as a deferred expansion 288
expense, E o 5
o H
- o]
v 3
R
l_J
=3
o
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A.I.D. GRANTS TO FEDECACES 1966 - 197h4

(In thousands of US$ equivalents)

1966 Actual 68.2
1967 " 58.7
1968 " Tho1
1969 " | 167.0
1970 Programmed 158.5
A1971 " 50.0
972 " 30.0
973 " 30.0
w97 " -0 -
TOTAL 636.5

NOTE: Technical assistance grants for operations
terminate with 1970 as the loan becomes
operative, Thereafter, limited grants are
provided to assure effective management
consulting services during the loan dis-
bursement period, 1971 - 1973.



F"EDECACES

ACTUATL BALATICE STATEMENT 1966 - 1969
PROJECTED BATATCE STATEMENTS 1970 - 1975
(In thousands of U.S.$ F..lvalents)

1969 1970 1971 1972 1973 1974 1975
ASSETS
“Cash L.o 3.1 2.1 5.5 2.6 150.5 273.4 468,8
Accounts Receivable 1.5 3.L 3.k 5.0 5.0 5.0 5.0 5.0
Loans Outstanding 3.7 7.8 2k7.91 1228.2 2742.8  3438.3 4313.%  L4500.0
Investments 8.9 8.9 8.9 8.9 8.9 8.9 8.9
Inventory i 3.h 5.0 5.0 5.0 5.0 5.0 5.0
Office Equipment 2.k 13.0 52.1 46,5 Li,1 35.6 30.1 24,6
Vehicles 20.9 35.9 2L, 7 13.5 19.6 25.1
Deferred Assets 1.8 3.0 3.0 3.0 3.0 3.0 3.0
Deferred Iosses 99.4 134.2 91.6 36.1
TOTAL A.SETS 1. 81.k 343.3| 1437.4  2967.3  3751.L L6ok,5  50LO.L
LIABILITTIES
Debts in National Currency
1) Accounts Payable 28,2 28.3 12.4 12.4 12.4 12.4 12,4
2) E.S. Central Bank -
Class A 200.,0 300.0 300.0 300.0 300.0 300.0 300.0
3) E.S. Central Bank -
Dev., Fund 3h1.3 925.8 1635.7 1700.0
Debts in Foreign Currency :
ATD Ioan 949.8 2000,0 2000.0 2000.0  2000.0
TOTAL, LIABILITIES 28,2 228.3 1262,2 2653.7 3238.2 3948,1 ho12.4

II XINNV
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1966 1967 1968 1969 1970 1971 1972 1973 1974 1975

CAPITAL & RESERVES
Share Capital .6 1.4 3.2 Y7 28.1 76.3 187.2 352.4 sho.5 7h2.5
Donations 1.1 5.2 15.9 43,0 80.2 80.2 80.2 80.2 80.2 80.2
Legal Reserve ol .2 1.7 1.7 1.7 1.7 1.7 1.7 1.7 1.7
Bzd Debts Reserve .8 3.8 5.0 11.0 2k.g k2,0 63.5 86.0
M.0.V. Reserves 6.0 19.7 36.9 58.5 81.0
Undistributed Earnings - - - - - - - 36.6
TOTAL CAPITAT & LIABILITTIES 1.8 6.8 22,0 81.4 343.3 | 1437.4  2967.3 3751.4  469L,5 s5040.L4
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EQUIPMENT
BALANCE-BEGINNING YEAR

New AQuisiTIONS YEAR
Less DEPRECIATION

DeEPRECIATED VALUE
YeArR EnD

VEHICLES

BALANCE BEGINNING YEAR

New AQuisITioNs YEAR
Less DepRECIATION

DeprreciATED VALUE
YcArR Enbp

Exvieir D -
Page 5 of -6
DEPREC AT {ON SCHEDULE
1970 1971 1972 1973 1974 1975
12,957 52,029 46,546 41,063 35,580 30,097
41,555
-5,483 -5,483 -5,483 -5,483 ~5,483 5,483
52,029 46,546 41,063 35,580 30,097 55&2%2
=0 20,944 35,904 24,684 13,952 19,598

26,928 17,952  17.050
=5,984 | -11,220 -11,220 =-11,220 ~{1,818 12,416
20,944 35,904 24,684 13,464 19,598 25,134

ANNEX 1] i




FEDECACTES

PROJECTED CASH-FIOW 1970 -~ 1974
(In Thousands of U.S. Dollar Equivarents)

1970 1971 1972 1973 1974 1975
CASH RECEIVED FROM:
Net Gain/Ioss (124.5 (99.4) (34.8) ho,6 55.5 72.7
Depreciation : 11.5 16.7 16.7 16.7 17.3 17.9
Increase in FEDECACES Share Cepital (1) 3.5 48,2 110.9 165.2 190.1 200.0
Loan Repayment from Borrowers 34.3 306.6 1,443,3 2,738.2 3,430.9 4, 208,
Increase in Reserves 1.2 12,1 27.4 3L,k 43,1 45,0
Increase in Accounts Payeble .1 - - - - -
Proposed AID Loan - 9Lk9.8 1,050.2 - - -
Proposed ATD Grants 124.5 - DA - - -
Proposed AID Equipment Tonations 37.2 - - - - -
F.S. Central Bank - Class A 200,0 300.0 300.0 300.0 300.0 300.0
E.S. Central Bank - Dev. Fund - - 341.3 925.8  1,635.7 1,700.0
TOTAL CASH RECEIVED 307.7  1,534.0 3.255.0  L,222,9  5,672.6 6,634.0
CASH DISBURSED FOR:
Loans to Borrowers 23h.L 1,286.9 2,957.9 3,433.7 4,306.0 L,485,0
Acquisition of Fixed Assets 71.5 26.2 - - 17.9 17.9
Repayments of Borrowings .
1) E.S. Central Bank -- Class A - 200.0 300.0 300.0 300.0 300.0
2) E.S. Central Bank -- Dev. Fund - - - 341.3 925.8 1,635,
Decrease in Accounts Payable - 15.9 - - - -
Increase in Accounts Receivable - 1.6 - - - -
Increase in Deferred Assets ‘ 1.2 - - - - -
Increase in Inventories 1.6 - - - - -
TOTAL CASH DISBURSED 308,7 1,530.6 3,257.9 4,075.0 5,549.7 6,438.6
== == a1 === ===z T —
INCREASE/DECKFASE IN CASH 1.0 3.4 (2.9) 147.9 122.9 195.4
ZASH BATANCE -~ BEGINNTNG GF YEAR 3.1 2.1 5.5 2.§
ZASH BATANCE - END OF VEAR 2.1 5.5 2.6 150.5 2734 ﬁ%ﬁ.ﬁ

(1) Affiliated credit union are required to increase
their share capital in FEDECACES by 5

9 0 9 aFeg - q 3TQEUYXd
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WASHINGTON .D.C.

CABLE ADDRLSS

January 6, 1970 INTAMBANC

Mr. Robert Kanchuger

Bureau for Latin America

Office of Development Resources
Agency for International Development
Department ol State

Washington, D.C. 20523

Dear Mr. Kanchuger

With reference to Mr. Kenneth Davidson's letter of November 26, 1969,
regarding a proposed loan to FEDECACES, a non-profit private sector
national credit union federation in El Salvador, we wish to inform
you that the Bank is not considering at present any operation of
this type in El Salvador

Sincerely yours,

A véx&ouf‘zﬁén,q/c@—/

Sidney Schmukler
Assistant Program Advisor



)4,

LeSR TN > ' -
;9::\5" DA, INTERNATIONAL BANK FOR RECONSTRUCTION AND DEVELOPMENT1

]
4
\ - 4 i. 1818 H Strect, N.W., Washington, D. C, 20433, US.A.
Ases Cods 202 « Tdoghors . € Xowwhive 3 6350 + Cuble Addices - INTBAFRAD
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Jecember 2, 1969

Mr. Kenneth Davidson

Burcau for Latin America

Office of Development Resources
Department of State

Azoncy for International Development
Washington, D, ¢, 20523

Dear Mr. Davidson
Referring to your letter of November 26, 1969, I am writing
to advise you that the Bank is not in't,ercsftod in considaring for
financing the project in El Salvador mentioned in your letter.
Bost regards

Sincerely yours

Gerald Alter
Director
Western Hemisphere Department
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AL OFRECER NUESTRA COLARORACISN EN LO QUE :stt A
NUESTRO ALCANCE, ME VALGO DE LA OPORTUNIDAD PARA SUSCRIBIRME CON
TODA CONSIDERACISON Y APREC)O.
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AGRICULTURAL CREDIT INSTITUTIONS
(By Clark Jocl, Nathan Associates)

Tho purpose of thig preliminary draft is to outline the existing
ingtitutional sotup for channcling credit to the agricultural sector,
A very detailed study of this subjent (El Crédito Agr{cola en El
Salvador) was published in 19G7 by the Grupo Permanente de Trabajo del
Organismo Nacional, with technical assistance by oxperts from the
Minigtry of Economy, the Ranco Hipotecario, and the Inter-American
Bank., This memorandum afims only, as a flirst step, at summarizing
the basic information in Vol. I, which runs to over 600 pages. I have
also drawn on the Five-Year Plan for 1968-72 by the Ministry of
Agriculture aad Livestock, which containg portinent information on the
agricultural credit situation. No rochecking of the facts described
r of the views oxpressed in these two documents has been undertaken
. ofar,

This paper is desipgned to provide the following information on
cach of the various organizations involved in extending agiicultural
crodlt: (1) sources of its funds; (2) the groups that are the major
beneficiaries of the credit; (3) the exnct purpose of the loan; and
finally, (4) the shoricomings of the crodit institution in terms of
meeting the necds of the groups they nre serving and interms of
fulfilling the broad requirements of the agricultural sector for working
capital and for medium and long-torm credits Lo finance expangion in
productive capacity.

The followling section summarizes the major deficierncies of the
ingtitutional agricultural credit srructure as described in E1 Crédito
Agr{cola ¢n El1 Salvador. It should be borne In mind that these
deficiencies: a) are general deficlencies that characterize the
agricultural credit getup ns n whole, and do not hecessarily apply to
all agricultural credit ingtitutions; b) refer to the Bituation that
prevailed in 19C5-67.

Tho major shortcomings of the agricultural credlt system are
summarized under three headings: 1) Institutional Sources of Credit;
2) Non-Institutional Sources of Credit; 3) 8pocial Credit Programs,

a) Shortcomings of Institutionnl gources of Credit (e.g. ABC, Cajas
de Cré6dito, Contral Bank, Banco Hipotecurio, commerciul banks etc.)
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4) Slowness and inefficioncy in processing loan applications.

5) Loans are highly concentrated in the hands of a few borrowers
with access to other credit sources (an annual average of 14,2
million 1In credit were loaned in only 78 credit transactions
(pape 1x of E1 Crédito Aprfcoln).

6) Shuns investment credit destgned to expand agricultural

productive capacity, except for funds provided under the special
investnont progroams,

ORGANIZA'TION: Commercinl Bankg

RECEIVE FUNDS FROM:

Own resouvces (moslly from Jdepoesitors), public funds undor MEGCA
and META, speclnl credit lines set up by the Central Bank for
cotlton and coffec, and resources from the Fondo de Desarrollo
Econfmico of the Central Bank.

CHANNEL FUNDS TO:

Mostly to large farmers and intermediaries, ns evidencod by the
higgh average loan {igure granted (¢44,200 for tho period 62-65),

FOR_PURIOSE OF:

Mostly to provide worldng capitnl to flnance the traditional
crops.  For tho years 1966 and 1967, 72 to 76 percent of total
credit extended by commerclal banks to the sub-sector agricola
went to coffee, cotton and sugar, (Plan Quinquenal, Table 11-27).

SHORTCOMINGS
1)
As most commercinl banks are family-held banks, their loans have
catered mainly te smnll groups and are not oriented towards the
noeds ol socjal and cconomic development. Loans are highly con-
centratod, TIn 1964, 75% of tho total volume of crudit was con-
contrated into 6,7% of total credit transactions, which probably
account for no more than 5% of the total number of customers sorveod.



http:capii.nl




ANNEX II
Exhibit H

SHORTCOMINGS :

1) Very slow processing of loan papers and excessive centrali-
zotion of decislon-making.

2) Quotas sotby Central Bank on the amounts commercial banks can
lend for "commevcial" (as opposced to "productive') purposes
have ndverscly affected the production and distribution of
agricultural commodities (Ibid, vages vi-vii).

3) Excessive rigidity also characterizes the terms of repayment
grantod which are often not consonant with the biological
cycle and have generated financlal difficulties for the
borrowers (Ibid., iv-v).

4) Heavy emphasls on Lhe financing of coffcc and cotton at the
exponze of othor ngricultural scctors (pago vi).

ORGAN1ZATION: Fedoracién de Cajas de Crédito Rural

RECEIVES IUNDS IFROM:

The Jederation®s original capital of ¢201,600 in 1943 was obtained
ns follows: from the Mejoramiento Socianl (an institution now
extinel) ¢100,000; from the Banco Hipotecario, ¢#100,000;

an¢ from the 16 Cajas or local cooperatives, only ¢1,600, The
capital of the individual Cajas or Coops varies, dopending on tho
contribution of its members. Value of shares is ¢10 and no
member can own shares exceeding 3,000, except for the autonomous
public institutlions.

CHANNELS FUNDS 10:

Small and medium-size members of the credit union

FOR PURPOSE OF:

Debt refinancing, provision or working capital, purchase of land
and other rural property, and financing of domestic needs
(education, medidal assistance, etc.). (El Crédito Agricola,

p. 16G6).

SHORTCOMINGS
1) The Foderation failed to display initiative and dynamism, and

made no attempt to change the structure or mode of operation
of small and medium-size agricultural enterprises.
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2) The Federation failed to establish cooperatives in the
geographical arcas of greatest need,

3) It ignored some of the basic principles of cooperative
organization (such as democratic government, education of
members, distribution of excess resources in accordance with
sorvicos rendered by the members, etc.).

4) The Fedcration has operated without an agricultural development
plan or investmont policy.

5) Made loans without prior invostigation of the current and
potential productive and repayment capacity of borrowers.

6) Only a small proportion of credit extonded is of the investment

typo.

ORGANIZATION: INSAFI

RECEIVES FUNDS FROM:

Government budget, loans from international institutions,
repayments of previous loans. Capital owned entirely by the
Governmant.

CHANNLLS FUNDS T0:

Industrial enterprises. Does not lend to agriculral enterprises
as such, except small amounts for poultry development. Most of
its loans are medium and long-term.

FOR PURPOSE OF:

Promote, increase, diversify and rationalize industrial promotion
in the country. From the viewpoint of agriculture, it is :
significant only in sofar as its activities promote the develop-
ment of industries using agricultural products and supplying
inputs to the agricultural sectors (e.g. textiles, food processing,
fertilizers, insecticides).

SHORTCOMINGS

1) Lacks dynamism and follows a conservative policy, demanding
ample and traditional types of collateral for its loans.
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2) Lacks adequate financial resources and technical personnel,

3) Has failed to conduct needed feasibility studies.

4) Concentrated on banking-type oporations while neglecting its
primary function of creating new industries.

5) A large proportion of the Institute®s resources are directed
to large enterprises, while neglecting small businesses
(El Crédito Agrfcola, pages xxiv-xxv).

ORGANIZATION: Cooperativa Algodonera

RECEIVES FUNDS FROM:

Members of the Cooporativa, loans from the Central Bank and from
foroign banks,

CHANNELS FUNDS TO:

Cotton producers, processors and exporters that are members of
the Cooperativa,

FOR PURPOSE OF:

The credit is mostly designed to enable the Cooperativa to pay
producers at the time they deliver the cotton to the Cooperativa®s
ginning mills and warchouses. The Cooporative also provides
credit in kind - for chemical fertilizors, seeds, insecticides
and aercal spraying (El Crédito Agr{cola, Volume II, page 499),

SHORTCOMINGS :

The creodit serves the limited purpose of providing short~term
funds to supplement the working capital of cotton growers,
processors, and exporters.
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ORGANIZATION: Compafifa Salvadorefia de Café

RECEIVES FUNDS FROM:

Original capital of ¢252,000 distributed as follows: ¢180,000
to Asociacién Cafetalera de El Salvador; ¢60,000 to Banco
Hipotecario and ¢12,000 to private shareholders. El Fondo Re-
gulador del café was set up at the same time to be managed by
the company for the purpose of slabilizing national coffee
prices. This fund was constituted on the basis of the profits

of the Asociacién Cafetalera and with the resources of the Banco
Hipotccario. As coffce prices roseo in subsequent yecars, the
Fondo was nol required for purposes of price stabilization and it
could be used for the granting of loans to coffee processors,
exporters and producers. Additional resources for the Compafifa
are obtained regularly through the capitalization of part of the
profits of the Compaiifa. In addition, loans may be obtained from
domestic or foreign banks., Loans madoe by domostic banks are
generally rediscounted, at least in part, by the Central Bank,

CHANNELS FUNDS TO:

Mostly to large coffco processors and exportors (two-thirds of
the total credit extended in 1966 went to this group).

More recently and to a lesser extent, credit has been extended
to coffee cooperatives.

FOR PURPOSE OF:

Enabling the processor-exporters to purchase coffee or to extand
credit to coffee producors. Credit is short-term and for the
purpose of supplementing working capital. The funds loaned to the
processor-exporters are used to purchase cofZee or advanced to
coffee producers as part of a purchase contract (with the future
coffee crop pledged as collateral)., The Compafifa also makes such
1oans directly to producers. Loans for debt refinancing are made
in some instances. No jnvestment credit is granted.
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SHORTCOMINGS :

1) It fails to provido credit that would increase productivity,
promoto diversification, or withdraw marginal land from
coffee cultivation.

2) Concontration of bbnefits on a small number of processor-
exporters. (Pages xxi-xxii, El Crédito Agricola).

ORGANIZATION: Financiera de Desarrollo e Inversién
(a private flnancial organization)

RECEIVES FUNDS FROM:

Private capital subscribed by foreigners and Salvadorans. Principal
shareholders are Salvadoran businessmen, industrialists and large
farmers (as well ns foreign financlal institutions such as Wells
Fargo Bank of San Francisco and the Banco de Londres y Montreal

in E1 Salvador). (E1 Crédito Agrvicola, page 246). The Financiera
is also able Lo utilizc crodit lines from the Central Bank, and

has applied to usc funds from the Fondo do Desarrollo Econb6mico

to finance some medium and long-term projects. It has obtainod

a $5 million credit line from AID to finance the importation of
machinery and equipment from tho United States; and has obtained
credit lines from banks in the United States, Europe and Japan

to finance imports from various parts of the world. This

diversity of resources explains the rapid increaso in the operations
of ihis institution which has contributed significantly to capital
formation in the country.

CHANNELS FUNDS TO:

New industries or productive enterprises, especially in the
area of manufacturing industry. The institution can utilize
its resources to finance short, medium and long-term operations,

FOR PURPOSE OF:

Promote, organize and finance new industries; expand existing
industries; make loans for productive purposes with own
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resources as well ns with resources obtained from national and
foreign credit institutions. while manufacturing industry has
first priority, 10% of its total loans have gone to agriculture
and 15% to agrobusinesses (El Crédito Agricola, page 434).

SHORTCOMINGS

The institution has made a substantial contribution to the financing
of productive enterprises in the country, nnd placed ¢17 million

in a poriod of a year ane eight months. The following shortcomings
are noted:

1) The financing has becen gonorally heavily concentrated on large
enterprisos. The small entrepronour has been neglected.

2) The guarantces domandoed have followed the traditional pattern,
congisting almost entirely of roal estate mortgages, Personal
guarantces from individuals of known solvency and reputation
have been accepted on occasion, but only for short-term
opcrations,. ’

3) The institution has not carried ont its principal objective
of helping to initiate new enterprises. These were to be
turned over to independent private operators at a later date,
with equity shavos offered for sale to the general public.

4) From the viewpoint oi agricultural development, a shortcoming
is that most of the resources of the enterprise have gone to
finance manufacturing industry. (page 445 of El crédito Agrfcola.)

ORGANIZATION: ICR (Instituto de Colonizacién Rural)

RECEIVES FUNDS FROM:

Its capital was derived from the assets of the Junta Nacional de
Defensa Social and from Mejoramiento Sosial, ingtitutions now
extinct. Additional increments to its capital were derived from
investments realized during ICR's existence with subsidies from

the State and its own revenues. Total present value of its

capital is about ¢12.5 million (E1l Crédito Agricola, puges 29--292).

CHANNELS FUNDS TO:

Does not channel any funds. 1Its credit function is limited to
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the distribution of lots and houses on credit to the gettlers
with provisions for payment in periodic installments. To
satisfy other crédit needs of settlers, ICR has acted as
intermediary in attempting to obtain credit for them through
the ABC, the Fedoracién de Cajas de Crédito, and private
banks.

FOR PURPOSE OF:

Improve living standards and tho educational level of agri-
cultural laborors; and increase agricultural production by
means of a program of settlement of landless farmers and of land
redistribution with tho holp of technical and crodit assistance.

SHORTCOMINGS :

The ICR has no credit resources of its own and has often
boen unsuccessful in obtaining tho credit needed by scttlers
from other institutions. Other deficiencies include:

1) Resources of the Instltuto arce too small in rolation to the
problem at hand. While some redistribudion of land has been
effected, somo settlers were resettled and varlous sanitary
and cducational facilities were erected, these activities
bear no rolationship to the magnitude of the problem,

2) The Institute has spread its activities over too many areas
of rural welfare and agricultural developmont, thus diverting
jts resources from its principal objoctive, which is the
purchase and distribution of lands.

3) In order to benefit the largest possible number of farmers,
the Institute has distributed lots that are too small to
support a rural family, a policy which has aggravated the
problom posed by minifarms in the country (El Crédito
Agricola, pages 312-314).
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11, NON-INSTITUTIONAL SOURCES OF CREDIT

ORGANIZATION: commercial suppliers of agricultural inputs,
including agricultural machinery and equipment

RECEIVE FUNDS FROM:

By order of importance:? Naotional credit institutions {mostly
commercial banks); manufacturers and banks ljocated abroad and
from own resources (El crédito Agrfcola, pages xxxix and 504).

CHANNEL FUNDS TO:

Mostly to medium-sizo farmers, to a lesser extent small farmers,
(the largor ones have access to commercial bank credit) (Ibid.,
pagos xxxix and 499).

FOR PURPOSE OF:

Promoting the sale of agricultural inputs (fertilizers, seeds,
ingecticides, farm tools, etc.), and of agricultural machinery
and equipment,

SHORTCOMINGS :

1) The cost of this type of financing is relatively high. While
the nominal intorest rate is reasonable, the manner of computing
it and additional charges result in a total effective interest
rate which is rolatively high (about 33% higher than the
commercial bank rate).

2) The initial downpa yment requirement removes the goods from the
reach of many farmers. This 18 mainly the case for agricultural
equipment,

3) This type of credit is not ideally designed for investment
purpvses, not only because of its high cost and downpayment
requirements, but also because it is of relatively short duration.
Thus, the maximum credit terms for heavy agricultural equipment
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is three years, Nevertheless, this form of credit is performing
a useful function in El Salvador., It has increased from €17
million in 1961 to 62 million in 1965. The ¢ redit offers the
advantages of: (1) being directed to medium and small farmors
which are neglocted by most of the official instituions; (2)
being obtainable with a minimum of red tape and delay; and (3)
takes into account the reliability and repayment capacity of

the borrower instead of relying exclusively on the security
pledged as collateral (Ibid,, pages xxxix and 507),

ORGANIZATION: Processors and exporters of coffee

RECEIVE FUNDS FROM:

By order of importance: own funds, commercial banks, and Banco
Hipotecario, Compafifa Salvadoreila de Caré and foreign banks,

CHANNEL FUNDS TO:

Mainly to small coffee producers. Credit terms are short (leas
than a year), Credit from processors and exporters of coffee
constituted 19% of total coffec credits from all sources extended
during 1964/65,

FOR PURPOSE OF:

To insure themselves of an adequate supply of coffee for processing
and export., (Credit 1s granted as part of a sales contract - i.e.

a pledge by producers to sell a stated amount at a given price or

at a price to be set by agreement between ilic producer and purchaser
at a lator time. (The price will depend on the world price and

on quota limitntions), The coffee itself is pledged as collateral,
The purpose of this credit is purely to provide working capital
(pagos 1 and 1i, 511 and 521-522),

SHORTCOMINGS :

1) Cost ot credit is significantly higher than from financial
ingtitutions, The interest rate is about 33%% above the commercial
bank loan rate (the rate ie generally between 9 to 10% a year).



18

ANNEX 1IX
Exhibit H

2) Credit is limited to providing working capital, to increase
productive capacity.

3) The system is conducive to lovwer prices for producers, & fact
which has contributed to the insolvency of a number of coffee
growers in the years 1961-62.

ORGANJIZATION: Sugar Processing Plants and Exporters of Honey

RECEIVE FUNDS FROM:

Mostly own resources; are sometimes supplemented by credits from
commercial banks and Banco Hipotecario; or irom foreign firms
and banks,

CHANNEL FUNDS TO:

Mostly to small, and to a lesser oxtent, to medium-size producers
of sugar cane and honey.

FOR PURPOSE OF:

Assuring themselves a supply of the raw material at favorable prices.
Loans on short terms exclusively for operating capital. Credit

13 extended as part of a purchase contract, with repayment of the
loan at the time of delivery (El Crédito Agrfcola, page 526).

SHORTCOMINGS :

1) The amount involved is small - only ¢200,000 to {360,000 a year.

2) Relatively high cost of credit - about 33% above commercial bank
loan charge.

3) This type of firancing often results in lower prices to -
agricultural producers.

4) The credit is short-term and only for working capital purposes.
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ORGANIZATION: Private Money Lenders and Merchants

RECEIVE FUNDS FROM:

Own resources, commercial banks and Banco Hipotecario, foreign
firms and banks.

CHANNEL FUNDS TO:

Mostly small farmers unable to avail themselves of commercial
bark loans or other types of institutional credit.,

FOR PURPOSE OF:

1) Realizing profits from lending operations; 2) Assist agricultural
producers in order to increase farm supplies available for sale.

SHORTCOMINGS :

This type of credit presently performs n useful function in E1
Salvador owing to the insufficiency of institutional credit available
to small farmers and the many oil~r shortcomings attending such
credit noted above. Credit offered by private merchants and money
jenders is characterized by speed, absence of red tape, convenience
(the lender usually resides in the locality of the borrower), and
the fact that the lender usually does not demand a real estate
mortgage. Deficiencies include the high cost of credit in the

form of high interest and other charges, and lower prices to the
producers in many cases where the credit is part of a contract

to deliver the crop. It is hoped that the development of institu-
tional credit sources gradually will reduce the dependence by
small and medium-size farmers on private lenders and merchants as
major sources of credit.
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I1l. SPECIAL AGRICULTURAL CREDIT PROGRAMS

The special credit programs described below use the institutional
jntormediaries described under I to distribute their credit
resources., They do not have dircct contact with ultimate users.,

ORGANIZATION: META (Mejoramiento de Tierras Agricolas)

RECEIVES FUNDS FROM:

Mostly from Government budget and AID.

CHANNEL FUNDS TO:

The program is intended for small and modium-sizc farmers; but
in practice, mnst of the credit has pone to modium and large-
aize farmors (seo data in E1l Crédito Agricolan, page 541). META
channela its funds through Banco Hipotecario (10%), ABC (19%),
commercinl banks (19%), commercial banks (41%), (percentages
for period from inception through Oct. 66, Ibid., p.539). The
META program is administered by the Ministry of Agriculture and
Livestock. The Central Bank, as fiscal agent for the government,
administers the funds loaned by AID and rodiscounts credits
granted by the financial institutions participating in the
program (page 539).

FOR PURPOSE OF:

Provide technical assistance and funds for conservation, drainage
and irrigation work on small and medium~size farm properties for
the purpose of increasing agricultural production, conserve
national resources and improve cultivation techniques.

SHORTCOMINGS :

1) Shortage of qualified technical personnel, particularly
irrigation and soil engineers.
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2) Commorcial banks have applied their own criteria with regard
to acceptable collateral, timing on loans and repayments,
choice of beneficiaries, terms, otc, These standards frequently
conflict with the principles underlying the META program as
spolled out in the "Manual de operaciones" (see pages xlv, 542
and 566), Except for the Banco Hipotecario, other credit
ingtitutions have not ¢ ooperated satisfactorily (page xlvi).
Note that all credit investigations of applicants are conducted
by the financial institutions responsible, not by META personnel
or by the Ministry of Agriculture.

3) Failure to establish proper coordination botween the technical
and financial aspects of tho META program, due in part to
factors 1) and 2) mentioned akove.

4) Poor planning and control of investment projoct.

5) Absence of needed research programs: Research with respect to
the irrigation appropriate for the various crops on different
soils is indispensable to the proper functioning of the META
program.

6) Absence of gsupplmontary credit programs to promote effective
ultilization of the improvements rosulting from the irrigation
and drainage projects. (Page x1lvi).

7) Neglect of conservation activities: About 90% of the loans
made were utilized for irrigatlon and drninage, only 10% for
soil conservation (page 564).

ORGANIZATION: MEGA

RECEIVES FUNDS FROM:

Government budgot and AID,.

CHANNELS FUNDS TO:

Funds are intended for small and medium-size owners of beef and
dairy cattle., The maximum loan that can be extended ‘o anyone
borrower is {30,000 (the original amount or ¢£10,000 was found to
be too small), Iiowever, in practice, the larger livestock owners
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have also benefited from the program through the device of having
various members of the family negotiate separate loans (El
crédito Agrfcola, page 586)., While the program does not require
the beneficiaries to be landownders, %n practice, the program

has greatly favored this group since all financial institutions
with the exception of ABC have demanded real estate mortgages

as securities for loans. The credit is channcled through the
Banco Hipotecario, the commercial banks, the Fedoracibén de Cajas
de Crédito and the ABC. (The ABC and the Banco Hipotecario are
the most important, channeling 43.5% and 25,8%, respectively of

the credit extended undor MEGA up to Septembor 30,1966). MEGA
funds are administercd by the Central Bank, as for META .

FOR PURPOSE OF:

improvements of herds through crosses with registered bulls,
development of pure domostlic Lreeds, improvement of physical
facilities, and dovelopment of forage crops on livestock farms.

SHORTCOMIKGS @

Tho program has becen a deflinite success from the viewpoint of
acceptance. Demand substantially exceoded funds available.
Shortcomings includo:

1)

2)

Less livestock was imported than originally planned because

of delays In securing loans and excessive guarantees required.
Producers resisted mortgaging their farms, to buy animals

(thoy rejeocted the logic of this requirement since the livestock
wns covered by lifec insurance).

Technical nsgsistance was inadequate both from the vicwpoint of
credit planning as well as project implementation, Techniclans
were handicapped by lack of knowledge of land utilization
patterns and poiential, as well as inadequate knowledge of
principles of agricultural credit, farm management and agricul-
tural economics. There are no general economic foasibility
studies of livestock farming for the various regions of the
country. Agronomical aspects also failed to receive sufficient
attention (Ibid., page 605).
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3) The cooperation given by private commercial banks leaves much
to bo desired. Most of the approved applications were from
large ranchers, while many applications from medium-size
applicants were rejected; almost all applications from small
ranchors were turned down (Ibid,, page 605).

4) The negotiation of loans was unjustifiable slow, thus causing
prospectivo borrowers to miss their best opportunities,

5) An important problem was the collateral domanded by commercial
banks as they refused to accept the livestock to be purchased
as collanteral and lnsisted on real estate guarantees.

6) Shortage of funds in the program as evidenced b3 the substantial
discrepancy betwoen the number of applications received and
processed by the technical dopartment as against the much lesser
number approved by tho financial institutions. (Page 606).

7) Absence of oconomic feasibility studies to indicate whethor
MECA should give priority to tho production of meat or of
milk; studies should be undertaken to determino the type of
livostock farming that is mostly cconomical for the different
arens of the country.

8) Failurc by the Contral Bank to excrclsc any control over the
disposition made of MEGA loans and rediscounts. Sanctions
should have been im pogsed by the Central Bank on commercial
banks ihat failed to comply with tho objectives of the
program to discourage violations,

ORGANIZATION: MEPO (Mejoramiento Porcino)

RECEIVES FUNDS FROM:

Program financed through ABC funds (page 606) .
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CHANNELS FUNDS TO:

Hog ranchers, small and medium-size, The maximum amount to be
loaned to anyone user has been set at ¢30,000 as for MEGA. All
loans under the MEPO program are channeled exclusively through
tho ABC.

FOR PURPOSE OF:

Importation ol improved animals to bo followed by the expansion
of the Centro de Reproduccién Porcina at the Posta Zootécnica

de Izalco; the ostablishment of operating pig farms; and the
financing of operating expenditures (E1 Crédito Agricola, pages
575-576)., Thirty-six percent of the credit has been used for

the purchaso of breoding stock, 44% for the purchase of facilities
and 15% went for operating exponditures.

SHORTCOMINGS :

1) Up to now the program has been of little significance owing to
shorlage of funds. The MEPO program disposcs of no funds of
its own and relies on tho resources of the ABC. This latter
institution has becon extremely conservative in its approval of
loans.

2) There are serlous problems regarding ithe economics of hog
ralsing in El Salvador, owing to the high cost of feed and the
absence of a marketing system. This situaticn underlines the
importance of undertaking studies to suggest the best line of
action.

3) Lack of technical assistance which is badly needed by the
program owing to high costs of production and lack of experience
in hog raising in the country.

4) The requircments of roal estatc mortgages have Leen the largest
obstacles to expunsion of the program as the small hog ranchers
are unablo to put up such collateral. (E1 Crédito Agricola,
pages 606-607).
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ORGANIZATION: Fondo de Desarrollo Econbmico del Banco
Central

RECEIVES FUNDS FROM:

Central Bank own resources resulting from accumulation of
profits,

CHANNELS FUNDS TO:

To private and mixed eonterprises. No restrictions are imposed

on tho nationality of the userxr; there are no provisions specifying
whoether user must bo owner or renter, a natural or Juridieal

person or degcribing types of boneficlaries. Loans are not subject
to maximum or minlmwun amounts, Credit is oxtended through
commercinl banks, the Banco Hipotecario, INSAFI, la Financiera de
Desarrollo ¢ Inversién, S8.A., Federacion de Cajas de Crédito and ABC.

FOR PURPOSE OF:

To nllevinte the shortage of funds for medium and long-term

inves buent in agrteullure, indugteial processing ol raw materials
and fovr teuripm. The Fund is also to improve fthe markoting and
distribution of apgricultural prolducts and to promote the develop-
ment of the extractive industry (El Crédito Agricola, page 610).

BHORTCOMINGS :

1) The lLimited resources of the Fund arc dispersed over a broad
aroa instead of being concentrated in agriculture. Agriculture
in particular suffers from competition with tourism as the
latter sector appears to offor lower risks, better guarantees
and is more likely to attract private capital,

2) Since part of the Fund's resources are channeled to users
through the commercial banking system, they suffer all the
shortcomings that characterize commercial bank operations,
including excessive mortgnge requirements with little attention
paid to tho destination of credit, the social bencfit, control
ovor the ultimate use of funds, and the nced for technical
assistance. It may be presumed, therefore, that most of the
Fund!s resources did not reach the small and modium-size farmers.
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Tho operating rules of the Fund do not include specific
rogulations under which the credit can be granted such as
specifying size and type of credit and the specific uses;

nor are there limits on minimum and maximum loans, maximum or
minimum terms, grace periods, ecxtension rights, etc, No
mention is made of guarantces; and, most importantly, no
provision is includecd for control over the use of the funds,

a feature that is essentinl to all programs of agricultural
credit., Theso aspects were left to the financial institutions
which are genorally interested only in real estate collsteral.

The loan application requirements for agricultural credit are
the samo as for industrial crodit, including prescntation of
a complex investment plan, feasibility studies, etc. which
cannot be providoed by the small and medium farmers.

Credits granted from the Fund were not administered properly
owing to failure to maintain proper coordination with the
Planning Council, tho Ministry of Agriculture and Livestock
and other organizations able to provide technical assistance
(page 1 and 621).,
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CHECKLIST OF STATUTORY CRITERIA

(Alliance for Prpgress)
In the right-hand margin, for each itcn write answer, or, as appropriate
a sumnary of- required discussion., As necessary, reference the section(s)
of the Capital Assistanco Paper, or other clearly identified and available
docutent, in which the matter is further discussed, This form may be made
a part of the'Capital Assistance Paper,
The following abbreviations are used:

FAA - Forcign Assisténce Act of 1961, as amended by the Foreign Assistance
Act of 1968, '

Ap Foreign Assistance and Related Agencles Appropriations Act, 1970

COUNTRY PHRIORVALCE

Progress Towards Country Goals

1. FAA B.208; 6.851(b)

A. Describe extent to which
country 1o

(1) Making appropriate efforts 1. A. (1) El Saivador is making

to increase food production appropriate efforts through its
and improve means for food Supervised Agricultural Credit,
storege and distribution, Livestock Improvement Agencies,

Agricultural price Stabilization
Institute, and the Agrarian Reform
Program implemented through its
Rural Colonization Institute.

(2) Creating a favorable climate 1.A(2) El Salvador is creating
for foreign and domestiec private such climate by 1. Common market
enterprige and invesiment. efforts, 2. investment protection
: laws, 3. investment guarantees
4, free exchange, 5. tax incentives
to new industries.
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, A. (3) The public?s role in the
(3) Inoveasing the public'e developmental process in El
role in the developnental Salvador is increasing through
‘ procens. the Savings & Loan Associations,

Demographic Society, an expansion
of private cooperatives encouraged
by the 1969 Cooperatives Law, this
project, the private industrial bank
and other private institutions.

(4) (a) Allocating avatlable 1. A. (4)(2a) El Salvador is allocating

budgetary resources to substantial budgetary resources
development. to development.
(b) Diverting such 1, A(4)(b) E1 Salvador.does not

pesources for vnnecesgary appear to be taking these actions.
military expenditure (See '

also I'tem No. 18.) and

intervention tn affairs of

other frec and independent

nations. (See also Iteit No. 17,)

(5) Willing to oontribute fuids to A, (5) Public and private
the project or program. Salvadoran entities will
: contribute substantial funds
to the project.
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(6) Making economia, social, A. (6)E1 Salvador is making efforts
and political rcforita cuch ad  to accomplish these reforms.

tax collection inprovemento and Progress is being made in recognition
changen in land temie arrangenents, of the importance of individual
and making progrecs toward respect  freedom, initiative, and private
for the rule of lav, _freedom of enterprise, and freedom of
exprevcion and of the press, and expression of the press exists.
recognizsing the tmportaince of
individual freedom, initiative,
and private enterprioc.

(7) Adhering to the prineiples of 1, A, (7) El Salvador is adhering to
the Act of Bogota and Charter of the principles of the Act of Bogot§
Punta del Este. and €harter of Punta del Este.

(8) Attempiing to repatm':ate ca;z‘lital 1. A. (8) E1 Salvador has consist-
invested in other countries by 1%5 ontly followed policies that
own citizens. encourage the repatriation of

capital invested in other countries
by its citizens. '

(9) Otherwige responding to the vitqla (9) El1 Salvador is responding
economie, political, and soctal , to these concerns and demonstra-
concerns of its pecple, and demonstratiig ting a clear determination to

a elear determination to take effective (. effective self-help measures

gelf-help mcasures. as shown by its recent increase in

real property taxes, and contribu-
tions from its own resources toward
icultural and educational reform,

. agr
B. Are above factors taken into account i and other development projects.

the furnishing of the subject assistance?

1, B. - The above factors have been
taken into account in.the furnishing
of subject asgistance.
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Traatment of U.S. Citineng

2

FAA §.620(c). If assiotance 10
to government, 18 the gavernment
1iable as debtor or unconditionc
guarantor on any debt to a U.S.
eitizen for goods or services
furnished or ordered where (a)
cuch citizen hao exchausted
available legal remedicso and
(b) debt is not denied or
conteoied by such government?

FAA D.620(c) (1), If assistance
1o to a goverwnent, has 27
(ineluding goverriment agenetes or
pubdivisions) taken any action
which has the effect of national-
151Ng, exproprialing, or othervise
seiniliy-osnership or control of
property of U.5. citizens or
entitics beneficially owned by
them without taking steps to
discharge ite obligations

toward auch citinens or entities?

App. 0.106. If cowitry attemptls
io orveate divtinctions because
of their race or religion among
Ameriaans in granting personal
or commercial acceds or other
rights othervise available to
U.S. citizens generally, wvhat
gteps (will be) (have been)
taken during loan negotiations
to influence elimination of such
distinctions?

UNCLASSIFIED
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2. According to the best information
available, no such indebtedness is
owed to U. S. citizens.

4, It appears to be reasonably
certain that GOES will not attempt
to create distinctions because of
their race, or religion among
Americans in granting personal
or commercial access or other
rights otherwise available to U, S.
citizens generally. GOES does
not now so discriminate.
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5.

“Act. §.95.

FAL . 620(0); Fishermen's Proteotive
If country has seized, or

pEshaatiita ey

imposed any penalty or sanction against,

any U.S. fishing vessel on account of

ita fiching activities in international

waters,

a. has any deduction requived by

Fisheninen's Protective Act been made?

b. has complete denial of aseistiance

UNCLASSIFIED
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5. According to the best
information available, no
seizure of U. S, fishing
vessels or imposure of
sanctions or penalties against
them have been made by

El Salvador.

5.a. N/A

5. b.

been considered by AI.D, Administrator?

Relations with U.S. Goverwment and Other

Nationg

6.

Fag §.620(d).

If aseistance is for
any productive enterprigse which will
compete in the U.S, with U.S. enter-
price, i there an agreement by the
reciptent country to prevent export
to the U.S. of more than 20% of the
enterprise’s amnual production during
the life of the loan?

FAA §.620(j). Has the country
permitted, or failed to take
adequate meaoures to prevent, the
damage or destruction by mob action,
of U.S. property?

6., Assistance planned under
this loan is for infrastructuxre
and not for a productive
enterprise which could compete
with U, S. enterprise.

7. Such actions have not been
permitted and adequate measures
have been taken to prevent

them,
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8.

10, .

11,

12,

FAA §.620(q).

Faa 8.620(1), If the country has
failed to inclitute the investmant
guarcanty progran for the cpecific
rigks of ewpropriation, in con-
vertibility or conficeation, hac the
AJT.D. adninistration within the pact
year considered denying assistance to
such govermment for thic reason?

Is the government of
The recipient country in default on
intercat or principal of any A.I.D.
loan to the country?

FAA §.620(t), Hag the cowitry
cevercd diplomatie relations with

. V.5.? If so, have thcy been resumed

and have new bilateral assistance

agreementa been negotiated and cntered

into since guch reswnption?

FAA §.620(1). What i the payment
status of the country's U.N.

obligations? If the country is in
arrcars, were such arrearage taken

UNCLASSIFIED
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8. A bilateral agreement
between the United States
and El Salvador, relating

to the guaranty of private
investments, was signed at
San Salvador January 20,
1960, and entered into force
April 8, 1960,

9. El Salvador is not in
default of any principal or
interest on any loan made
to it under the Act.

10, EIl Salvador has consistently
maintained diplomatic relations
with the United States,

11, El Salvador is not known
to be delinquent on any of its
U. N. obligations.

into accownt by the A.I.D. Adninistrator

in determining the current A.I.D.
Operating Year Budget?

FAA £.620(a); App. 6.107(a) and (b].

Toes reciptent country jurnish

assictance to Cuba, sell strategic
material to Cuba, or permit ships or
airveraft under its flag to carry

‘eargoes ta or from Cubg.

12, According to the best
information available, El
Salvador complies fully with
thesc prohibitions against
trade with or assisting Cuba
and with permitting ships or
aircraft under ¥ s registry to
carry proscribed items to
Cuba, :



AID

13,

.

15,

16,

1240-2 (1-70)

FAA §.620(b), If assistance ig to a

governnent, huas Secretary of State

determined that it 18 not controlled

by the international Cormutet movement,

FAA §.620(f), Apn,8.109. Does

recipient country have a commnist
governnent

FAA §.620(1). Is recipient country

in @iy way Tnvolved i (a) subversion
of, or military aggrescion against, the

u.s, or any country recetiving U.S.

assistance, or (b) the planning of such

gubverston or aggression,

FAA §.620(n); App. 107(b) and 116,
Does rectiptent country furnich goods
to Novth Viet-Nem or permit ships or
aireraft wnder its flag to carry
eargoes to or from North Viet-Nam?

Military Expenditures

17.

ur
El alvador for military purposes.

¥AA §. 620(s). vhat percentage of
country hudget is for military
expenditures? How muich of Toreign
exchange resources spent on military
equipment?  How mich spent for the
purchase of sophisticated weapons
systems? (Consideration of these
points to be coordinated with
PIC/MAS . ) '

ose in the predictable future.

UNCLASSIFIED
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13. -The Secretary of State
has determined that ’
E1 Salvador is not controlled
by the Communist movement,

14, El Salvador does not
have a -Communist Govern=-
ment,

No determination has been
mmade that El Salvador is 80
involved.

16, According to the best
information available, no

El Salvador ships or aircraft
traffic with North Vietnam,

17. GOES 1970 DOD budget
represents 6% and its Public

17. Safety budget (National Guard,
National Police, Fire Depts., etc)
represents 3. 96% of its National
budget or a total of 1,,1% of

GNP for the two items., Data on

exact amount of foreign exchange
resources spent on military equip-

ent is not avitilab],e. Missgjon
as no available evidence that an

inordinate amount of exchange
resources will be spent for this

No. U. S. PL.480 funds are used in
No determination has been made that
GOES is devoting to militarz purposes a percentage of its resources which
its

matcrially inte rleres with deyelopment.



AID 1240-2 (1-79)

18,

App. 0.119, How much
opent by cowntry during eurrent U.S. .
ficeal year for sophisticated military
equipment purchased since January 1,
19662 lias corresponding amount been
deducted from current 0YB, or ta the
weapons purchase determined by the
Progident to be important Lo U.S.
national eccurity? (Reeponscs to
these questions to be coordinated
with PPC/11S.)

CONLITION: OF THE 1LOAN

Ceneral Soundisce

18,

20,

FAA 0. 201(d). Information and
conelusion on reasonableness and
legality (wunder laws of country and
U.5.) of lending and relending terms
of the loan.

FAA §.251(b)i2): §.251(e).
Informaiion and conclusion on
activity's econcmic and technical

UNCLASSIFIED
ANNEX 1II - Page 8 of 19

18, GOES has not purchased
gsophisticated military cquip-
ment during current U. S, fisca
year.

19, Loan terms are consistent
‘with United States and El
Salvador laws. The lending
and relending terms are
considered rcasonable in
conp.arison with other sowr ccs
of financing available.

20. The activity is concluded
to be economically and technically
sound. An application has been

gorndness. If loan is not made pursuant received for this loan which

to « multilateral plan, and the amount

gives sufficient information and

of the loan exceeds 8100,000, has countryassurance that the funds will be

suwbmitied to AI.D. an application for
such funds together with assurances to
indicate that funds will be used in an
economically and technically sound
menner.

used in an economically and
technically sound manner-



AID

21,

22.

2!/‘.

24,

UNC.LASSIFIED
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1240-2 (1-70)

FAA §.251(b), Injormation and Analysis of Borrower's cash flow
conelusion on capacity of the indicates reasonable prospects of
country to repay the loan, repayment (Annex II Exhibit A)
including resonahleneas of . Borrower will register loan with
repayment provpects. GOES to assure availability of

dollars for repayment of interest,
principal, or other payment
obligations.

FAA 6.611(a) (1). Prior to eigiing ‘22, A rcasonably firm estimate of
of Zoan will there be (a) engineer- the cost to the United States has
ing, finaneial, ond other plens been prepared, along with satis-
neeessary to carry out the arcistance  factory financial plans,

and (b) a reasonably firm ecatimate

of the cost to the U.S. of the

asststance?

l/lA_: 611(a)(2), Ij" fuzv-/li('zr L 23, No legiglative action will be
legislalive aelion 15 yequived within  pequired for accomplishment of
recipient country, vhat is baito for the purposes of the loan.

reagonable expectation that such,
action will be completed in tira to
permit orderly accomplichment of
pwrposes of loan?

piA §.611(0). If loun ig for capital 24, The Mission Director has
assf-n'{;ancc_, and all U.S. aa-:."{-gifa}lce certified this compliance.

to projeet nod cwceeds 81 witllion, las

Mission Diveclor cevtified the country 's

copability effectively to maintain and

uttline the project?

FAA §.251(b). Information and 25. Other Free World sources

conolus ton on avatlability of financing of financing are not interestad
from other free-world sowrcca, ineluding in financing this project at
private oources within the United Statesgatisfactory terms and condi-

tions. (See Annex II, Exhibit E)









AID 1240-2 (1- 79

35, FAA B.C01(a). Information
d conclusions whether
loan will encovrage efforts
of the couniry 10! (a)
inercase the flow of
international trade; (b)
foster private intiiative
and competition; (c)
encourage development and
use of cooperatives, eredit
antons, and savings and
loan arsoctations; (d)
discourage monopolistie
practices; () improve
technical efficiency of
industry, agriculture, and
commerec; and (f) strengthen
ﬁmcldwrzmhmm

32,

paa 6,610, I assistance is
Tor nevly indopendent country;
1o 11 furniched through
multilateral organizalions or
plans to the marimen extent
appropriate?

ad, kA E.001(D). mformation and
wonelurion on whether the
qetivily i conristent with the
findinge and poconmendations of
the Lnter-Americoil Conmittee for
the Alltace for Progress in it
annual revicw of national devel-

opment activi tien.

35, FAaA £.261(g). Information and
~oneluaton on wie of loan to
acatat in provoting the coop-

erative movement in Latin America.

12

UNCLASSIFIED
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The loan will make a definite
contributian to improve technical
efficiency of agriculture and
commerce through strengthening
and expansion of cooperative
savings and loan credit unions,
thus increasing private enterprise,
private initiative and competition.

33, El Salvador is not a newly
independent country,

34, The Inter-American Committee
on the Alliance for Progress has
consiscently supported the cooperative
movement in Latin America as a
means of achieving political and
social development.

35. This loani specifically related
to the development of cooperatives.



AID 1240-2 (1-7Q

36. FAA §.209; 8.251(b)(8).
Tnformation and concluaton
whether assistance will
encourage regional development
programs, and contribute to the
economi.c and political
integration of Latin America.

Loan's Effeet _on U.S. and A.I.D
Progran

37. FAn §.251(h)(h); 8,102,
Information and conclustion on
possible effects of loan on
U.S. economy, with spectal
refercnce to areas of sub-
stantiol labor swrplus, and
extent to which U.S., commodities
and acsictanes are fwmished in
a mamer consictent with tmprov-
ing the U.S. balance of payments
position.

38 FAA 8.c01(b). Tnformation and
sonaliiiton on how the loan will
encourage U.S. private trade
and investment abroad and how
it will encourage private U.S.
participation i foreign
agsistance programns (ineluding
use of private trade channels
and the services of U.S. private
enterprisel.

UNCLASSIFIED
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36, This assistance is in-country
oriented but will contribute to

the economic and political integration
of Latin America by creating a
strong private sector cooperative
savings and loan credit union

system related through CUNA and
other entitics to similar institutions
in other Latin American countries,

37. The loan will have no adverse
effect on the U. S. economy.
Procurement of U. S. commodities
and assistance will be increased
through the effectr of utilization cf
loan funds so as to make a modzst
contribution in aid of the U. S, .
balance of payunl

38, Income resgulting from newly
created and expanded cooperative
savings and loan credit unions will
create an additional demand for
U.S. imports to El Salvador and
encourage the use of private trade
Channels and the services of U. S,
private enterprise.



AID

39,

40,

41,

1240-2 (1-70)

FAA 8.601(d). If a capital

project, are engineering
and professional services of
U.5. firms and their affil-
iates used o the maximaon

extent consistent with the
wntional Titevoatl?

FAA B.602. Information and

. eoncluston whether U.S. small

business will participate
equitably in the funnishing of
goods and services finance by
the Loan.

FAA §.620(h). Will the loan

promote or assist the foreign
aid projecte or aetivities of
the Commmict-Bloe countries?

FaA B.621. If technieal

ascictance is financed by the

loan, information and concluston.
whether such assistance will be
furnished to the fullest extent
practicable as gonds and profes-
etonal and other services from
enterprice on a contract
ther

private

basis. If the facilities of 0

UNCLASSIFIED
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39. Up to $100, 000 of loan funds
may be used to procure profes-
sional services of U.S. firms, or
from independent countries of the
Western Hemisphere south of the
U.S. (except Cuba}

40. No direct procurement of goods
is contemplated by Borrower under
the loan., Technical szrvices may
be financed as noted in item 39.

41, This Section will be complied
with. The loan agreement will
nreclude such vse of this assiatance.

42, Such assistance will be
contracted from private firms {rom
the U. S. and/or independent
countries of the Western Hemisphere
south of the U.S. (except Cuba).

Federal agencies will be utilined,

information and conclusion on
whether they ave particularly

suttable, are not competitive with

private enterprise,

and can be made

available without undue interference

with domestic prograns.
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43, Fm §.252(a), Total amount of monsy 43,

wndar Toan whish is aoing divectly This loan is being made

L ed S 1 A directly to a private inter=-
to private entirprise, iS5 going to medjate creydit insﬂitution f:r sub-
intermediate ceredit institutionS  jgans and for technical i

or other borrawers for use by pri- .o private ::ct:::' nea bse:v crs
vate enterprise, 15 being used to anc?loan credit urinem er pavings
finance inporis fran private sources. nions.

or 1s otherwise being used to

finance procurements from private

sourccs

Loan's Compliance with Specific
Requirements

44, FAA §.201(d). Is interest rate

of loan at least 2% per annum 44, Yes.
during grace period and at least
3% per annun tigreafter?
45, FAA_§.608(a). Information on 45 N.A
meaoures to be taken to utilize e e Lle
U.S. Goverwment excess personal
property in lieu of the procure-
ment of new items.
46. FAA 8.604(a); Avp. 8.108, Will 46, Equipment financed
all commodily procurement financed under the loan shall have its
wnder the loan be from U.S. except source/origin in and be
as othervise determined by the procured from the U.S. or independent
President? countries of the Western Hemisphere

South of the U, S. (except Cuba).

15



AID

47,

48.

49.

§0.

51.

" ment of agricultural comnodity or

UNCLASSIFIED
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FAA §.60d(b). What provision is 47
made to prevent financing commodity chas
procurement in bulk at prices higher
than adjusted U.S. market price?

No'bulk commodity pur-
es are contemplated,

FAA §.604(d). If the host country 48,
disoriminates against U.S. marine
insurance companies, will loan agree-
ment require that maring insurance

be placed in the U.S. on comnodities
financed by the loan?

Host country does not
so discriminate.

FAA §.604(c). If off-shore procure-49,

No such procurement is

. . . contemplated
product is to be financed, tis there plated under the

- . loan.
proviston coaimet cuch procurement.
when the domestie price of such
commodity is less than parity?
FAA 8.671(0); App. 8.101. If loan 50. This project is not-a

finanees water or water-related land
vesource construetion project or
program, ig there a benefit-cost
computation made, insofar as practicabl
in accovdance with the procedures set
forth in the Memorandwn of the President
dated May 15, 1962?

water or water-related land
resource construction

eproject. .
2

FAA 8§.611(c). If contractls for 51
cons truction are to be financed, :
what: provision will be made that
they be let on a competitive

baste to maximum extent practicable?

No consgtruction contracts
will be ‘inanced under this
loan.
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AID 1240-2 (1-76)

62.

53,

55,

FAA §.620(gq). What provieion 16 52, No loan funds will be used

there agatinet use of subject for these purposes. The loan agree-
apaictance to compensate ownerc ment will preculde such use of

for expropriated or nationalized  loan funds.

property? :

FAA $.612(D); B.00vII/ s Describe 63, As demonstrated in the loan

gleps taken to assurc that, to the paper, galvadoran sources will

mazimo extent possible, the country contribute a substantial

is contributing local currencies toamount of the local costs of the
meet the cost of contraciual and  project. There are no U. S. owned
other services, and foreign currencies foreign currencies available

owned by the U.S5. are utilized to for the project.
meet the cost of contractual and other
services,

App._ ._S_' 104, will am loan Junds 54, No such payments will be

be used Lo pay pensions, etc., for made under this loan
military personnel?

App. .§.111. (,‘ompliance‘ with 55, To the extent that they may
requirements for securtty be applicable, these requiremente
clearance of U S. citizen will be met.

contract personnel.



AID

56,

57,

58.

59,

60.

1240-2 (1-70)

App. #.112, If loan is for
capital project, 1s there
provision for A.I.D., approval

UNCLASSIFIED
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56, All Borrower-contractors
and the terms of the contracts
will be approved by USAID.

of all contractors and contract
terms?

App. B.114, Will any loan
funds be used to pay U.N.
assessments?

App. 8§.115. Compliance with
regulations on anployment of
U.S. and local personnel for
funds obligated after )
April 30, 1964 (Regulation 7).

FAA 8.636(i). Will any loan funds
be used to Jinance purchase, long-
term lease, or exchange of motor
vehicle manufactured outside the
United States, or any guaranty of
such a transaction?

App. 8.401, Will any loan funds
be used for publicity or propaganda
purpoges within U.S. not authorized
by the Congress?

18

57.
preclude such use of funds.

58.
reflect this requiremerit,

The loan agreement will

The loan agrecment will

59, No non-U.S. vehicles
will be procured,

60, Loan funds will not be
used for publicity or propa
ganda purposes within the
United States.
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AID 1240-2 (1-70)

61, FAA g. 620(k). If Oonatrllat‘lzon 61. Aggrbgate value of assistance
of produciive enterprise, will to be furnished by United States
aggregate value of assistance will not exceed $100 million.
to be furnished by U.S. exceed
$100 million?

62. FAA 6. 612 (d). Does the U.S. 62. U.S., does not own excess foreign
own excess foreign currency currency (Colones) which could be
and, if so, what arrangements used for the Project.

have becn made Tor ils release?

NOTE: This checklist does not include provisions passed in the FAA
of 1969 or in the FY 1970 Appropriations Act.
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DRAFT

IOAN AUTHORIZATION

PROVIDED FROM: Alliance for Progress Loan Funds
EL SALVADOR: Credit Union Development

Pursuant to the authority wvested in the Deputy U.S. Coordinator,
Alliance for Progress, Agency for International Development ("A.I.D."),
by the Forecipn Assistance Act of 1901, as amended, and the delegations
-of authority issued thereunder, I hereby authorize the establishment of
a loan pursuant to Part I, Chapter 2, Title VI, Alliance for Progress

to the Fedecracion de Cooperativas de Ahorro y Credito de E1 Salvador,
"Fedecaces," ("Borrower") of not to exceed two million United States
dollars ($2,000,000) to assist ia financing local currency costs of
subloans by Fedecaces to member credit unions and thereby to assist

in the development of a self-sustaining private cooperative federation
("Project"). Up to one hundred thousand United States dollars ($100,000)
of the loan may be used for technical assistance to the "Borrower". This
loan shall be subject to the followinm terms and conditions:

1. Interest and Terms of Repayment:

(a) Borrover shall repay the loan to A.I.D. in United States
dollars within twenty five (25) years from the date of
the first disbursement under the loan, including a grace
period not to exceed seven (7) years. Borrower shsll pay
to A.I.D. in United States dollars, on the disbursed balance
of the loan, intecrest at the rate of two percent (2%) per
ammun dnring the grace period and three percent (39) per
annum thereaficr, '

(v) If prior to the date on which the first interest payment
is duc the Govermment of El Salvador ("Government") so
elects, "Borrower" shall fulfill its dollar obligation
under the loan by paying to Government in the currency
of El Salvador the equivalent, at the times called for in
the Loan Agreement, of the amounts paysble under 1(a) above,
determined at the rates of cxchange prevailing on the dates
of disbursement, and in the event of such election Government
shall become the primary obligor and shall pay to A.I.D.:
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(11) Cause this loan to be approved by the responsible
agency of Govermment under the Law of International
Transfers (Ley de Transferencias Inivernacionales),

and subscquently register this approval with the Central
Reserve Bunk of EL Salvador so as to assure the con-
vertibility of local currency to United States dollars

to meet the needs of servicing the interest and principal

payments of this loan.

The loan shall be subject to such other terms and
conditions as A.I.D, may deem advisable.

Deputy U.S. Coordinator
Alliance for Progress

Date





