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AGENCY FOR INTERNATIONAL DEVELOPMENT 

Washington, D.C. 20523 
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AID-DLC/P-890 
May 15, 1970 

MEMORANDXJM FOR THE DEVELOPMENT 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 y Credito de El Salvador,

"Fedecaces,. to assist in 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.
 

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 (. Rogers
Secretary 
Development Loan Committee 

Attachments: 
Summary and Recommendations 
Project Analysis 
ANNEXES I-IV 
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EL SALVADOR May 15P 1970 
CREDIT UNION DEVELOPMENT 

SUMMARY AND RECOMMENDATIONS 

BORROWER: The Federaci6n de Cooperativas de Ahorro y 
Credito de El Salvador (FEDECACES) is a private non-profit 
national federation of 78 affiliated credit unions with a total 
membership of over 10, 000. It is chartered by the Ministry of 
Interior, and operates under the Commercial Code of El Salvador. 
(The first cooperatives law was passed in November, 1969 and 
Fedecaces will be governed thereby when the law becomes operative. 
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) 

2. 	 REPAYMENJT 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 re'pective governing bodies of Fedecaces and the member
 
credit unions. Credit union lending cumulatively amounted to $244
 
million dollars in the credit unions in 12 Latin American countries
 
as of December 31, 1969. Spot checks in several Latin 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 oil the ratio of 4 to 1. 
A.I.D. loan paid-in share capital in Fedecaces and member credit 
tnions, 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. Convertibility 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 Bank to assure convert

ibility would be a condition precedent to any disbursement of A.Y.D. loan
 
funds.
 

I.AN: The proposed loan is not to exceed $2,000,000, all or virtually
 
all for local currency expenditures. It will be repaid in dollars over
 
a 25-year term, including a grace period of seven years. Interest dtring
 
the grace period will be two percent (2%) per annum and three percent

(3%) thereafter. The "two-step" procedure will be offered to the GOES
 
on an optional basis9 with the condition that GOES guarantee repaycment

of thelaans. 
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Total Contributions oE Loan Funds in Total 
System (Fedecaces plus Credit Unions) 

-19202 .2 1 2 _ 

A.I.D. 	 0 0.0 $ 2,000.0 35.3 

Fedecaces $ 32.0 3.7 $ 212.5 3.8
 

Credit Unions $ 617.2 71.4 $ 2,228.0 39.3 ' 

BCR 	 $ 200.0 23.1 $ 1,225.8 21.6 

Other .15.9 	 1.8 0.0 
$ 865.1 100.0 $ 5,666.3 100.0 

The above growth in contributions by the various 
parties reflects the catalytic effect of the A.I.D.
 
loan 	over the three year disbursement period, 1971-3. 
Duo to this accelerated growth, caused essentially by
tle A.I.D. loan plus T.A. inputs, it is expected that 
Fadecaces will bo able to achicve a self--sustaining 
level by 	 allne~i~Y61-975. 	 l~iant a. 

5. 	 DESCRIPTION OF THE PR)JV;_CT: The proposed loan would 
assist in financing sub-loans froni Fed-caccs to the member 
credit unions, for the following purpose:s: 

(a) Relending for fLxed and woirking capital loans to small 
farmers, artisans, sniall industrics and snall commercial 
enterprises. 

(b) Relending for personal loans to refinance usurer debts, 
purchase household and personal effects, purchase medical
dental services, pay for educational expenses and other 
personal expenses. 

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

A. L D loan funds.i will be made available to the "Borrower" 
on a pari passu basis of -1 to 1; i e. one and a half units of 
loan funds to one unit of paid in share capital in Fedecaces 
and member credit unions. 

6. 	 PURPOSE: This loan project pursues several objectives and 
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(a) Address the alins of Title DX of the FAA by involvinglarge numbers of persons in the development, organization
and administration of free voluntary private associations. 

(b) Provide seed-capital to accelerate the development
and reorientation of an existing private federation of creditunions and assist it to becoe-ic self-sustaining. 

(c) Make credit available to thousands of people who haveno access to credit under present conditions, with particular
emphasis on the rural arca. 

(d) Establish a system for the formation of capital notpresently being marshalled which in time could significantly
add to and complement present credit resources. 

7. OTHER SOURCES OF FUNDS: By communications datedDecember 2, 1959, January 1970 and December 11, 1969,the World Bank, the IDB and ihe Export-Import Bank respectively
indicated no Interen-t in fin;.ticing this loan. (See Annex 1,Exhibit E) . In substance these international agencies arenot interested in providing colcesrsional local currency seedcapital loans for credit union developnnet in El Salvador and/or
such financing is not in accord with their objectives. 

In general other external free world sources would not beinterested in providing the required financing for the same reasons as stated above plus the addi[:ional fact that suchfinancing would not meet the risk or income criteria of
private banking. In 1969 Borrower secured lines of credit,at 9% interest per annum, in kind, fron commercial housesin the amount of approxinately $60, 000. In October of 1969the Central Bank of El Salvador approved a one-year line ofcredit in the anmount of $200, 000 at 2% per annum which islegally tied to relending for "Productive J?urposes"; i. e. forloans to small agricultural and industrial enterprises. The
Central Bank has indicated that it: would be willing to expandthis line of credit once the Fedecaces system demonstrates
its ability to effectively use such credits. (See Annex II,

Exhibit G, letters from Central Bank. )
 

In addition to the domestic resources available to Fedecaces 
an AID concessional loan is needed to provide the volume,flexibility and margins required to fulfill the purposes setforth in 6 above. Section II-D of the CAP provides the
supporting financial analyses and rationale. 
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8. TAflUrOY CRITERI:Allsat r ahv e 
mta ma'sh~ow.n- in7 tnef jI 

9.e 	 VIEWS OF-MISSIO N: he6:si1 101 sran y uprt rdi 
uniz deve lopment, 's animpo~tanIt vehicleo~a.leig
miso'b-ect"e related tb the -poli~hcal sooe 

o.'low-ijicornb group's---lopmet-	 in-E 1lSalvadgor, e.specialliTn the rural'area. The credit un'in m eenthsbe
 
Spromoted anda'it]by USL slnce '96. 
 The ,system-,,

< has, been dlive'ring ete-nllimited a'ioufnts pf credit to 
c c t' 1. , ''.I gI n ioi~ 	 orinancreasonable terms7 from, other, sour'ces. As a Title IX 

aciiyte s effe'ctivelyto' the&'db'eloprnenrt of rj< " C1,1 ic institutions. T iere-,~iK 

support' USG' ob jecties in6f 
 El. Salador~an eonied 

10. 	 VflE.w 'TIEGE:'SOF The Nationa.'Plannig oiuncil," th
President of. El' Salvador, the Pr s Id ent.'a the Ce ntra'1Ba nk'
andi otner agencies of the, GOES have expressedj'eeii.upor
of 'the Fe'decaces system and assign3 a~high pioity,topthe
continued "expan sion . f the system., See An~nex,1i Exhibit F
for 'views of the GOES.-a 

11. 	 ISSUES: All issues have been satisfactorily,.resolved durig.
intensive reviewv but local cost,'fina ticing. All, of. the~loan -'a*" a-'#proceeds, w~ith the possible exclption'of dollar. techiiical 
assistance contracts in the 'ma5 ciiutn'amount of '$100, 000, 

" 

would be used for local currenicy finacing to 'pzovide"small
sub-sub-loans of an average $200. It is estiniat 'tat' 
Fedecaces and its 	member credit unions w~ill disbursC "''aproiatcly $12. 1 million equival~n inou~.h'~i fo 
new capital sources and rollover lunds] durizi thei'three -ye ar ~~;
disburseent period of the loan, and that 77%'6PLthese,,di burs~ 
ments ($840, 000) equivalent wil b uised for'off-'th-shef,
purchases of 'U.S. goods. This repres'ents, th uva to
42% of the '$2. 0 imilliozi A~. L'D. loan.- "Wtidebst~"4 ~~' -' ten, years from the timne the A. L'D.;Ai- :uOPCtI 
e stima.ted that off-th~e-shelfprca'se' <ajofU.' god' aueby the p ojecti'will excede1 amoziunLhst CiWhe-t' ilt 'A 

'a-- -produce a ,positive, effect On thi" U.,S.-balance ofjpayments in.
the Meiu ru.' hr a uo U .'G. -owned oca'l ctrrezncy

0 funids aiva ilal&1 for lon1.'j -l 

* ' ~ ' 	 ~ - 41%.IALASLLL'LL 

:N':. 

W 1! 
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13.:th 

;small 

44:444Stat~eso ~,, 
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i* 7 ihn srti ta 

j b* O ifo .. p Jcnquorrency-, nad ae- o@ edecem'BorroVe" 't ee7 a cc000, owe.
 
ro, anNo~ m~eb
 

agree "upon in writig by Adan Borrowerrnndrtfaz~7 gfby t D.eanmburse-, I.. e. 
eil
 

1tcor 7-nancla1U1.... '-eonm
o e th a ueAru e t,Js 1 dilabnur'th'i utully acceptable method.,,
 
Pourement would be mana~ged by the sub-sub' boror 
 ~1 

m o ,: . ,,.. eg., , , _o lw ,,Y,,,e nrcov c ~ s :, -, ,., ,, . , , ,, r r o,urelr...... ouldgenerally buy small
quantities of 60m~dd ff th shlf 

RECOMMENDATIONS:, On basis If Ite nsivd Review o 

1amouItnot to exceed $Z) 000, 000aboa autroriz d'subject'tthe 
followingvery teirmie.(c)reerGiE,--wihoand conditionis: 'A 

(a) All loan funds will beTaeuis'l r 

'(b) Repayment will be over a tvwcnty-fivc year. period, 'including<> 
a seven year grace period. Interest during the grace period
will be two per c,-nt (211o per annum and. he e et(%
per annum thereafter.tre ecnt3% QY 

(c) The GOES will be offered thet-Wo-tep procedue as an option~vT 
on the condition that the GOES guarantees the full amnt of theAI.D. loan. 

(d)Interest and principal payrnents will. be made in U.S. dollars,2% 

(e)Prior to any disbursements; FEDECACES and its~mibr crd
 
unibs ndivdu~llypass resolutions, 4 i f'o'm. and sub stance
wll 
 ~ satisfactory to AID, backing this loan wqith the ful I~faithintegrity of the credit union 'system andatsig h 

iidv 
oa
obligation to repay the loan'. , 

(f),' Sotirce and origin-6 prcrmetwud arey.El Salvadcr 'in off the shelf ;it '1 4 14 h~g o 4' xera~~~ 

rc~..iement is 'Conceivable', znd.-illbhin t toji
bio dpnetcutiso h ctin1~T~ ~t~is~'E ~o 'os~rn Hemisph'eregouffi of tie Uiitced ate s (c,%ccp L,C bi 

~U1NCL~ASSIJJ.!.D

44 / 
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(g) Prior to any disbursement of loan ftunds Fodocaces 
will assure the convertibility of local currency 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 (1) of loan funds to one (1)
of paid in share capital in Fedecacea and its member 
credit unions. 

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

(j) The0.1oan authorization will :inci.ude a nItateimenL-t"he
effect that the loan will be subject. to uuch otheir terms. 
and conditions as A. L D. may deemi advisable. 

PROJECT COMMITTEE: 

Capital Renources Development :K. Davidson, AID/W LA/DR
Officers :T. T. Foley, USAID/ES 

Financial Analyst Castro.:A. CUNA/LARO 

Credit Union ConsulLant :W. Perez G. , CUNA 

Credit Union Specialist :N. Alvarez, CUNA 

Special Advisor :T. Dickey, PCV/ES 

Progrrnt Officer :R. Witherell, USAID/ES 

Economist :J. Ferch, U. S. Embassy/ES 

Counsel :KenL KnowIeti, ROCAP/G 

Drafting Officers: Davidson/Foley 
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May 15, 1970 

SECTION L NATURE OF THE PROJEC'I 

A. DESCRIPTION OF ACTIVITIES 

I. Project Definition 

The Borrower (Fedecaces) is a Federation 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 F.ystei to consolidate its growth to date, pro
vide for future expansion and develop a self-sustaining organization, 
the project will pursue several parposes. 

Project activities will involve thousands of people, voluntarily 
associated in credit unions, in the democratic processes of 
organizing and managing these private enterprises0 Overall 
individual political socio-ccotonlic developmc)nt will be enh~inced 
and some movement from the rigid traditional paternalistic 
patron framnework of dependency towards a. more independent, 
democratic and individually responsible .framework can be expected. 

Thousands of people will have access t:o credit. Credit union 
services will provide escape fron usurervs rates, which in a few 
cases run ;1s high as Z0% per day, rnake belter and mnore effective 
use of available personal resources, and a relatively better 
standard of living will be achieved. 

The systen will also assist. in the forir,ation of additional 
capital by bringing the small savings of thousands of people together, 
as wyell as providing a ehannel for ofi:her doi-nestJc and foreign 
capital. Fedecaces will comrplemenL Llie pr'esent banking system 
and the savings and loan systen. Its deposit;j will be held in banks 
and it will use various banking service. In addition it will build 
cred..t worthy applicaits for the other systems. 

Secifically over the three-year project period Fedecaces hasact up chfollowxing estimated goa[s: 

Membership: from 10, 000 to 30, 000 

Credit Unions: 2roa 78 to 137 (including branch offices) 

Loan Portfol.o: from $Z50, 000 to 3,1138,oo0 

UNCLASSIFIED 
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ahar6e Capital (1 trom $4 700: to 30 000 
~ Note-(i With the fo d capitali ation, sys 'tem the, crei 

e forh i sha e inwnos,ill be ,increai~ngjbi sa~'edecaces; in relationc to thei broigfom 
~~ Fedecaces., 

In order to carry out the projcct,cdcacnw ill expandl its
subloansa to affilitec1 creAidit unions~' wh 1 i Lurn will expanid their 

' 

categories: r a, 'P , ' a a ;4K 

a.0 Geea ProeLast: Consolidjito debts;
prOvide small commercial loans, pay for mzedia-e 4 tl-*
services; pay for educational 'expenses; purchaBe Iioishl 4 
personal effects, imnprove housing; e tc. 

o 

b. Productive Loans. F or fixed orking capital
needs of very small entrepreueurs, small farmers, shlarecroppers,
artisans, cottage industries, and small. industry. 

co Adminlstrative Improvement Loans* A portion of the 
A. L D. loanwill be used to establish a revolving fund fol-this'type
of fsub-loan, based on studies which prove financial feasib~ility.
They will be used to finance full time professional staff, office 
equipment and office refurbishing. ia 

a 

a 

SFedecacea isexperienced intheo areas of lending and no
unusual operating problemsxa are foreseen. "An estima.te of loanuse is shown in the table below: '(' 

aa Type Loan 1970 1971 1972 1973 1974 

Ge neral Purpose 
Productive 
Management 

- - 6% 
78% 
16 0 

36% 
5276 
100 

447a' 
48%6, 

39% 3816' 
527.5576.. 
9 0 -71a-7% 

- -.-+:+ 
In addition Fedecaces will expand its arvicn 

in all areas"of credit union activities. 
to affiliats ' 

2. A. L.D. Financin 

Thle total"project'Will "cost $70 733, 500 vir iually all in local 
currency of whichilAt.. wil coatributoe up to 031 500. asshw i7''~n the tablo'e owo: Q231 
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Ss71 72 ~ 73 
Af D Lo*)*Ga~nt 94+9.8~ 1,050.2 
'AI. ants :aai50.0 0h0f 30.0 
'Share Capital 342.1 671.4 922.6 

1),There may be a disbursement flow over into 1973
and to provide for this contingency, 
 the loan has a 3-yeardrawdowwa'stiinate. 
-

A. L.D. loan funds will be mnade available on a paA
passu basis with share capital purchases in the £cderation"And
any affiliated credit union, at the ratio Of ti loan funds to 1 ofshare capital, other sources would include loans from the 
Central Bank and other financial institutiois and lines of creditfrom commercial houses., The Central Bank avxrizd a $ZOO 000.lines of credit to the Borrower in October, 1969: cr ar11vand intends to expand this amouint ( e r
G). The Banco Hipotecarlo has authorige.b -
credit for the teaching professionis, CTcf/r__,:
 

""5it by the samo amount whon nfeid?' Nprovided lines of credit to Fede e,?v'e1"+
 
are high they will be used i.f! ,nq i .+r.
the Supervised Agricultural,Oiew
of Rural Welfare), the d1'%.runXr. :o, it 
Livetock (MEGA) arid 601h
wish to usO the credit untgAj towlmtUIA t I 

I 
t +delivery systems. .4 

:*'4 
Coord|+t

puraued by1Fed.cacon.., 
'+ Y +
 

No problems arc Lt*k a a. i 
capital sinco projectione i r l 40" I tugt 

+ ; 

imotivation In provided in , i o.A f i& 
to incroauing paid.in oha'have no control over tho rj A !.gwtho 9;*k#Wi1r 

have boon saufficon't O) Vevt so tt41+l,
difficulty In antlcipato 

r; 

into the system. . If 

Oerat ons 
""i
 

th+ demand ,sa.. 
LOW gra1, ot, 

: 
 ' 4(.. + ++" {...
 
+++++r:,1. 


I 
+ 
 ' S+ 

+: + : ++ +
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Owl of the mebers Loans to4imrve crei_ unq amisratihoare alsao made. Thie-~terms ofthe 1 i, l_q iyb -an Is-v I epe n n, he6~ cost of1tfe funds 1ased-.t - 'Ai~ 
met~pabilities of 1the credit i xion, and' tie ffeaai Ut~f~h

sub-proJects. Gez~ra.11y).interest rates range fo,%tii%,p
year to the ~aub-borrower and z'epayments. sceuldfo' t
ar 
years*. 

These, ubstantial spreads are, reurdi rertaEEA
provide techn~ical and other'services at the credit iunon lvel!'
 
meet administrative costa, build necessary reserves and pursue
self sufficiency.
 

To date about 40% of lending iii the system has'been appliedto "Productive loans;" 1.e. working and fIxed capital loans -o, verysmall enterprises. 6076 CC lending has boon for genfaiurfpo~seloans, mostly of the pernonal type, During tho'course of tho _rjcit is anticipated that these percentages can be ireered, i>wOth 6 0%7going to productive and management activitie n 0 t eea
 
purpose loans. Lower interest rates or preferential diocounting, will
be usdto siuaepoctvoradrnlniotrative loans. 6 

CrdtRegulationsofedcca.FdccsiivuI-b
aelimited to amounts not to exceed 10% of Fedocaces ;opoziating


capital earmarked for lnigor five timestenowrhofh
 

Tegeneral poic of edecaces to daehas emhszdtheestablishment of viable credit unions in order to create a? basetforthe federation. The project will assist in realighi ng. policy, and shap..ing objectives. More emphasis will be placed 
I4 

on: ,(1) roachiigJ rural~.
areas; (2) providing loans for productive rather, than giiera
 
-purposes; improving credit uno di~srtoqLI~diahn aself-sus taining position. in view of tho lirnltd asupply 'of financ ial L2>
 
sorvice. via a vie the need# FedocacoB doca not dulct aalbe

services nor does it compete with exislting crodit syntei,oo
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First priority is givon to eatablinhing crodiL unions in locationswhich have no financial institution whatcver. Secondly, creditunions are promoted where their services are complementaryto existing financial services. And finally they are promoted inplaces 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 below: 

a. MI,-aagenienf Seminj.narh
 

Fedecaces offers cour'ses on local, zonal and 
national levelsin all aspects of cooperativisin. Tuition is charged for all courses
to defray expenses. 

b. Techniical Astsi.:-tajce 

To help the credit unions bIilprove. their operations technicalasnistance is offered in the foilowing aspectis of cooperativeadministratiorn: accountin,, auliting, office organization, budgeting,projections, organization of pr-onotional cajir)paigns, loss prevention,bad debt control, financial courn;eJiir, for nren-ibers, agriculturaltechnical assistlance for rmnibe r wJtl;\ (production credit, generaladniinistration for the Boards of' DirecJors, organization of newservices by the credit unions. 

C. 911)01ViSed J [ricultUraJ Prodletion Prograin 

This prograim providen agriculur.,-al p.roduction supervisionand intenvive cooperative .inailagel Ile nt. developnient in conjunctionwith the nucess;ary fintancin,. 'J'he object. of this program isprovide the small to[arm,,eru ;vl)o have a, sociated in credit unions,with thi credit tlecetinary to purchas;e nodern agriculural inputs,and the technical cducation and ruper\vision needed. 

d. .Le .Assistance 

'he Legal Advisor of -'CdLc~f.(.L.v~t]_ablecredit unions for assinftance in to the memberloan collecLions, and for groups inthe organizational stage, assintauice in the proceon of charterinrgand the legalization of their iSy-Lawn. 

e. Publications and SupL.J ie j..
 

The Publicatlons 
and Su~ppllen DeparteLnt prints and supplies 

UNCLASSIFIED 
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accounting forms and educational materials, offers a printing 
service to the cooperatives for Annual Rcports, bulletiqu, 
etc., and sclls at reduced prices some office supplies and 
equipment, 

f. Savings, Loan Insurance and Bondini 

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-aii amount equal to the 
deceased persons savings. In May of 1970 itis hoped that the 
Federation, through CUMIS, will be offering a bonding service 
for local managers and leaders. 

g. Central Accounting 

Presently in the pianiing stagc is the service of Centraliza
tion of Funds and A ccountin,, This :;ervicc will utilize presently 
unused reserves, allow a rapid tranisfer of unused funds within the 
affiliated credit inions, and iinprove i ie liquidity and solvency of 
the credit unions and the J-,ederation, 'ihis service should be 
operational by the end of 1971. 

h. Financing_
 

The Fecie:ace began making loans fo it.- member cooperatives 
in October, 1967, with a maxiimim amount of $400 per loan. These 
loans were imade from the capital of F'ctacaccs. In April, 1968, 
the amount was raised to $800 p'r loan and in October, 1968, it was 
raised to $2, 000 due to an AID gr )nt for use in fiunncnv 01,- needs 
of its memncbers. Loan uses are de..c:Vilbed on page SU 

Sub-lending procedures are wol.developcd and follow these 
steps: 

a. Loan Papers. Fedecaces requires the following 
docum e ntitnlon. 

1. A properly executed application on Fedecaces forms. 

2. A copy of the credit union charter, and By-Laws. 

3. -Balance sheets and Profit and Loss statements fox 
the last three years and a Trial Balance of tie latest niontb' 

4. A loan delinquency repoxt, 
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Union. 5. A copy of the Loan Regulations of the Credit 

6. A certified copy of the minutes of the meeting,
signed by the Secretary of the Board of Directors, whereby
the Board io authorized to apply for the loan and
the repiesentatives the names of
who can sign and act for the credit union inmatters related to the loan. 

7. A plan for the use of the loan. 
b. Loan Evaluation. The loan papers are studied andanalyzed by aloanofficer of Fedecaces. A report iswhich preparedcontains an analysis of the adniiiiiitration, the operationsof the credit union, the capacity Lo pay and the recommendationsconditions andnecessary for the protection of Fedecaces interests. 
c. Aproval. 

to $800 and 
The Manager ir authorized to approve loans upto aut-orize certain other tspecial types of loans. Allother sub-oan applications approved by theare Credit Committee

of Fedecaces. 

d. Disbursement;. 

applicant, 

Once the loan contract is signed by the
the disbursement is made by cILeck and delivered
representative to a
of the sub-borrower or it ii delivered by mail. 
c. Loan Control and Evaluation. Subsequent to disbursementof the subI-loan periodic visits'are 1de by extension agents andauditors of Fedecaces who verify

the results and 
the u'e of the sub-loan, evaluate
arrange for technical assistance 
as needed. 

There are 2 delinquent loans of 18 loans outstanding, amounting to $410 of a totai loan portfolio of $29, 854. 

Both loans are 
amounts to about J. 4% 

considered collectible. The delinquency rate
but Fedecaces 
loan volume is too smallat this point to draw valid conclusions on delinquency.committee believes that a 
The project5% delinquency rate and up to 1% for baddebts are valid estimates. 

Operating practices o.L the affiliated
closely credit unions (sub-borrowers)follow the patte:n of Fedecaces and do not need to berepeated here. 

Supplement No. 

A model for credit union By-Laws is available as
3. Other sources of comparative information arefound in Supplements 1, 4 and 6. 
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In carrying out its functions Fedecaces has reached a 
level of activities that sets a norm of visiting each credit 
union at least once a month and sponsoring one seminar 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 

1. The Cooperative Movement in T-;,l Salvador 

The first chartered cooperati,,ci3 appeared in El Salvador in 
1914. These were generally mITiiti-puuL'poeC production cooperatives 
that lived short lives. The largc.t iii the country js the Cotton 
Producers coope rative, created by governnntal decree in 1940. 
This cooperative controls all of the colton production, marketing 
and acreage allotments are chanC.eCld through it. The government 
has entrusted the job of cooperative developnent and promotion to 
the Ministry of Agriculture, the MNinistry of Labor, the Ministry 
of Education, the National Superviscld A).,icuttural Credit Agency 
(ABC), and the Community Devcloptmneiit agency In the private 
sector the Salvadoran Coffee Compairy p uolwotcs the organization 
of cooperatives of small coffee prod'cer:', the Ca~lholic Church 
develops and services credit and produclion cooperatives among 
small farmers through its Federation ol Cooperatives and the 
El Salvador Credit Union Federation (1EDE'CACES) organizes 
and serves urban and rural credit uiiiom;s 

In 1943 the Government of El Salvador created a "Rural
 
Credit System" which uses quasi-.coojerative local organizations
 
controlled by an autonomous governmental F.'ederation.
 

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

Classified according to type there were: 

UNCLASSIFIED
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Type of Cooperative No 0 
No. of 
Members %__ 

Credit Unions 
Savings and Consumer 
Artisan 

131 
17 

7 

50. 78 
60 59 
2. 71 

11,341 
1, 694 

331 

37.29 
5. 57 
1. 09 

Agricultural 
Multiple Services 

59 
34 

ZZ.87 
13.17 

6, 671 
1, 080 

21. 93 
3.55 

Production and Marketing 6 2. 33 9, 097 29. 91 
Transportation 4 1.55 201 .66 

1-" 100. 00 30,415 100. 00 

Until recently the cooperatives in El Salvador functioned
under the Salvadoran Commercial Code. In November of 1969, 
the Legislative Assembly of El Salvador passed its first "Law of 
Cooperative Associations" and at the sane thne created the 
"Salvadoran Institute for Cooperative Developrnent". (See
Supplement I) The new law provides the following advantages: 

1. Tile government -recognizcf; cooperat.iveuI as positive
instruments of social and economic developm:ent for tile country. 

2. It clearly defines the acti-iLy of cooperatives and sets 
specific norms for their constitution, adn-iiiiictration and super
vision thus avoi'ling dangerous deviations from the cooperative 
nystem. 

3, It facilitates the legal process of chartering. 

4. It establishes clear norms for the integration of 
cooperatives inl:o the Federations and for Fiederations into 
Co nfed e rations. 

The Salvadoran Institute for Cooperativc Development will
be the specialized official institution charged with nromoting,
coordinating, and supervising the organization of all cooperative
activities in the country. The governirent will 'channel all the 
efforts of its Ministries in cooperative work through the Institutes 
The Board of Directora of the Ins titutc will. consist of ten persons,
five of which will be amsed by the governmen: and live by the 
cooperative movement of E1 Salvador, 
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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 were hired to organize and develop the credit 
unions. By 1966 56 credit unions were formed representing a 
total of 4, 241 members, $63, 736 of paid in capital and a cumula
tive total of $151,610 in loans. The CrediI: Union Federationvas 
formed by these credit unions and chartered in June of 1966. 

Affiliated credit unions now numrbcr 78 with a total membership
of over 10, 000 and paid in share capit-al is abcut $425, 000. CUNA 
provides two contract technicians under USAID contract who work 
directly with FEDECACEGS and the nicinber credit unions. The 
project also enjoys the back up ner%'ieoe3 of the CUNA/LARO team 
based in Panain. Without All.) aisistance it. is doubtful that the 
credit union movenment would be tiis far advalnced, The Fedecaces 
system is under contant study by ISAD and GUNA and the last 
published study in depth was done in 1)68, and is represented by 
Supplement 4, "Analysis of the ].'ed ('ation of Credit Unions of 
El Salvador". 

In view of thi sustained grow.th of tHie Borrower, the USAD 
forwarded an IRR to AID/W which was approved by Cable State 
203276 dated December 5, 1.969. (See Annex I-A)., All of the 
issues raised in the IRR and response have been resolved in the 
opinion of the Project Comnmittee, SeetiAo lV, "Issues" 
provides related informaLion. 

FEDECACES formal applicatini is daleCd February 16, 1970 
and is shown as A\nncx II-A, "Borrownras ApplicationU. 

3. Other Sources of Funds 

Other international agencies have 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. Local development funds 
are available to some extent at the prelent time, but not on the terms 
required. They are foreseen as a substantial resource in the future. 
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C. PROJECT JUSTIFICATION/RATIONALE 

1. Relationship to CASP. 

El Salvadorgs latest CASP submission sets as a course of 
action to "promote the continued development of, ..... credit 
unions, cooperatives ..... . o.pursuant to Title IX of the FAA. 
In addition to furthering Title ID(objectives, "hhis project will 
also assist in the "Inprovement of Agricultural Productivity" 
a primary CASP objcctive. 

Z Relationship to E1 Salvador2s Credit System 

Fedecaces will conmplenent the present credit system by 
providing services which are not prescntly available wholly and 
partially and serving people who do not presently have access to 
credit. An in depth study of agricultural credit institutions was 
jointly made by the National Planning Office, with assistance from 
the Ministry of Econoniy, thc Banco fTipotccario and the Inter-
Amnerican De-;elopment 3ank. A sunmmary of tie study is attached 
as Annex IJ, Exhibil H, "'Agricitu:,'al C ',;dit iislitutions ". 
Evaluations of all sources of credit in Ell Salvador are made; 
institutional, non-institutional and special. Included in the study 
are sources of funds, major beneficiaries, loan uses and short
comings of each source. Major shortcomings are outlined below: 

a. Institutional Sources of Credit 

1. An overwhelining proportion of credit is for working 
capital. 

2. Credit for expansion and modernization of productive 
capacity Isbelow require.ne t L. 

3. Terms of loans do not meet the needs. 

4. An overwhelimiing proportion of credit goes to finance 
traditional export crops - coffee, cotton, sugar. 

5. Food crops are starved for funds. 

6. Most institutions follow too conservative an approach 
and mxinimize risks, thus favoring I.he large, affluent borrowers who 
have credit standing and collateral to pledge. 

UN CLASSIF.IED 
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7. An over emphasis on real estate 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 used 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 enough 

and many areas do not enjoy credit services. 

b. Non-Institutional Sources of Credit 

1. Credit is almost always short term and for operating
capital only. 

2. Interest charges are relatively high, amounting to 
31% 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 (MEPO) 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 required project development. 

6. Poor planning and follow-up on investment projects. 

7. Lack of coordination between government agencies

and programs.
 

It would ae 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 from special suchsources 
as META, MEGA, FDE, and ABC through its affiliated credit 
union members. 

11. Arrange for the provision of necessary technical 
assistance. 
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3. Contribution to El Salvador's Economic Development 

Although the conflict with Honduras set back .1 Salvadorts
 
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. 6%, virtually excluding any per

capita income gain. Complicating the issue is 
 the fact that almost

50% of the population is under 15 and no significant reduction in the

growth rate is foreseen for the near 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 Salvadorts 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 
GOES 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. Should this occur import controls may be gradually
reduced. Private investment would increase, with emphasis on tie
domestic market, and the world market. A more cautious invest
ment approach to the Central American markets, as it undergoes
restructuring, appears likely. 

Future GOES investment programs are 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 expoctod to have great impacton the major economic issues such as private investment, export
promotion, import substitution, tax revenues and the development
of the CACM. However, the credit union systemn will serve

thousands of people in the 
rural se:tor, assisting them to achievehigher agricultural productivity and income. Refugees would have 
access to credit through the aystem and might be assisted in
 
their resettlement process.
 

The present loan will provide ",eod capital" to strengthenthe system. It is too early to project the cconoinic impact of the
 
program. Optimistically viewed, 
 in the fut.uC it could develop
into a third financial system of significant importance, and also
 
serve as one vehicle for the overall development of people in the

lower income groups, especially in the rural areas.
 

4. Debt Service Capacity 

Debt burden of GOES is relatively low in comparison to otherLatin American countries of similar economic conditions. Thepresent loan should not represent much of an additional burden. 

5. ImpLact on the U. S. Econor_ 

The loan will not have an adverse effoct on the U. S. economydue to competition with U. S. enterprise. During the disbursement
 
period (1971-3) 
total project purchases are estimnated at $12. 1million dollars, of which 7% or $840, 000 is estimated 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 equal the amount of
the loan. In the long 
run the loan is expected to make a contribution 
to the U. S. economy. 

6. Title LX - Theluilding of Deinocratic Institutions. 

Title lIX urovidc. th:',, "cmpha;i: :'hIJ 1I on,] p1( ed assuringmaximum participation through encouragenenit of private voluntaryorganizations and strengthened local government institutions. " 
Credit union developm ent directly addresses Title IX objectives.
Thousands of people participate and become deeply involved inbuilding cooperative enterprises and thereby participate in the process. It constitutes a practical laboratory for personal develop
ment by: 
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1. Providing opportunities for decision making,of responsibility and development of social skills. 
growth 

2. Demonstrating the right of majority rule and theprotection of the rights of the individual. 

3. Changir.g individual motivation and attitudes, anddeveloping responsiblc leadership. 

7. Consistcncy with the CGlAP Reviews
 

Although the 
ClAP haf; not made t'ihccific reference tocooperative and/or credit union developnernt in E1 Salvador, it isthe conclusion of the project comuni ite that this loan addressesthe CIAP findi gs and recomnenndation:j fox the social and economic 
development of El Salvador. 

8. Certification of DtUSAII)
 

The USAID Director certified on Mat-ch 4, 1970 that in 
 hisopinion FEDECA;J :S has dento-Artatcd thu ricemary capabilities
to carry out this loan project, Refelr forLo Annex .1, Exhibit B,
the actual certification. 
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B. ECONOMIC.AND SOCIAL EVALUATION 
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During.the course of intensive review Fodecacos made a, 
survey of the credit needs of its member credit unions covering
the next 1a months. The results indlicate that there'ar6:870J1 
credit applications pending I. the credit which cannotbe
processed for lack of funds -in an amouna of $206, 000 It also 
shows an estimated need of $5,000, 000 during thenext'2month 
in tho following categorios 

General Purpose 33.0/6 $1. 7 
Working Capital 287%1.4 
Fixed Cupital 3Z% . . 
Management Improvement: 7 0.3 

* Thin appears over optimistic to Lite project committee. 
However it does give credence to th projected use,of $950, 000 
of A. I. D. money during the first year after Conditions Prc.den 
to disbursement have been met. A resumo o, the surveyIn 
included an Annex II, Exhibit B and tho actuza surveyresponses 
are available as Supplement 4. 

2. Economic Impact 

Th intangiblo investment growth deriving from conaidera4-	 tions of benefits of Title DC objectives of this loan - development 
of free cooperative institutions and their human resources are 
difficult to quantify. A tool for measuring the economic impt of 
the project would bo th growth factor of the free credit unon 
movement in El Salvador and its economic productivity, effct on 
the number of people nowly added to the system as, a result of the 
AID-assisted program 
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This, produces aaproductivity inraeo,30000p y ar
for the: Z0i 000 newly added members. These added' productivity
benefits wouild exceedthe amount of the AID loan., 

This magnitudeof+productivity increase will b 's ignfi ,n toethe
100, 000 low income and marginal frxiily members, whoarestriving toward middle class stature. Malny of these wiYeve ntuallybecome a part of the potential national tax baseofo the country.+ 

3. Social Evaluation 

The underlying puirpose of this project in the pers onal d'evelopment of 30, 000 people by involving them in the organiza.tion anid 
administration of a credit uxnion nyston& The il1b vlntrl
associated in grass-roots private democratic organizations. Throughsuch participation itin expected that the objectives of Title EK oNf the 
F.A.A. will be served.
 

It is likewise expected that by educating the membership to a
responsible use of credit and an appreciation of savings that manysocial benofits will accrue. Loans for improved housing, personal
effects, education, and bettor healthwill be extended to ever incroas
ing numbers of people. By eliminating usurer debts and. providing
credit on individually designed tornis a more effective use -canbe 
made of available family income. 

- -The system offers the nmall and very small entrepreneur a,
source of credit, technical assistance and personal education, This 
will .iprove the productivity of thous~ands of peoplo'.and theirstandard of living and quality of life. -

Insummary itoffers hopeto ony tei
oimri 
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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 well asgroup as to enjoy the benefits. 

C. FINANCIAL ANALYSIS 

1. F:decaces Operating Situation 

Since its inception, Fedecaces has shown annual operating

losses (See Annex II Exhibit D-I) as wc-iLd be expected during the
 
pilot period in which the framrevork of a national credit union
 
system is being established. These operating losses have been
 
offset by A. I. D. grant subsidies to Fed ecaces (Annex II Exhibit
 
D-2). 
 During 1966-1969, Fedecaces2 net operating loss represented
86. 9% of its net operating expenses. As Fedecaces gained experience
and benefited by the technical assisLatice provided by A. L D. grants,
this ratio began to turn downward, beingi 98%0 in 1966, 99% in 1967,
74% in 1968, and 83% in 1969. (1969 showed higher technical 
assistance costs as lending progran was expanded). 

The cumulative net loss do riimy 1966-1969 amounted to
$J.71,100. Virtually all of the liin. los.;ss incurred during this 
period were for the cxpcnscs of crcaLion and inprovement of 
affiliated credit unions. Fedecac s sub-lending activities only be
came an important parL of its oepraLions in 1969. 

From 1970 through 1974 .'edccact expects to produce
operating revcnues through substa ntially expanded sub-lending
activities, to the poiun(. that A. . D) grant subsidies will no longer
be needed. Fedecaces net losses arc pr:ojccter] to decrease from
$12 11,500 in 1970 (a year in which A. I,D, loan funds notare 
expected to be available for subs'tntial cxpansion of Fedecaces 
sub-lending program) to .19;),0o in 1.97 1., ,wxd *34,80o 1972.in 

In 1973 FIedecaces prcjeU; a neL gain Fro:A of.poraions of, $42,600.
 

Z. Comparative Balances 1966- 1969 

Fedecaces began operations .n MiLy 1966, as successor to
the AID/CUNA cooperative development program, which began
in late 1964. As of December 31, 1969, Fedecaces, assets 
totalled $81, 400 (equivalent), against liabilities of $28', ZOO, and 
capital and reserves of $53, 200 (of which paid-in capital was
$4, 700, reserves $5, 500, and a carryover of A. L 1D. granted funds 
for sub-lending of $43, 000). Loans outstandiog amounted to 
$47, 800. Comparative balance sheets for th period 1966-1969 are 
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shown in Annex II D-3. 

Throughout its four years of operations, Fedecaces hasmaintained a satisfactory working capital ratio and its cash
position has been satisfactory.
 

Fedecaces' working capital ratio did not become asignificant datum for financial analysis until it dedicated a largerpart of its program to sub-lending in 1969 as an effort towardapproaching self-sufficiency. In 1969 Fedecaces2 working capitalratio (current assets to current liabilities) was 2, 4 - 1. 0, andnet working capital amounted to $40, 200. It is anticipated thatFedecaces 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 itsown funds derived from affiliated credit union savings and A. L D.grants. Thus, the ratio of net worth to toal liabilities isnot significant to that period of its operations° Starting in 1970,Fedecaces will incur short-term (Central Bank credits) liabilities,and in 1971 long term liabilities (A. L D. loan drawdowns). 

From a cold capital risk viewpoint, Fedecacesu net worth tototal liabilities during the period 1970-1974 may not be favorableenough for it to safely incur additional long-term indebtednessunless it is of a concessional type. A covenant will be included inthe loan agreement to require A. L D. us prior approval ofFedecacest incurrence of any additional medium or long-term
indebtedness during the life of the loan. 

3. Loans made by Fedecaccs 1966-1969.
 

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

Function Amount Percent 

General Purpose $28, 400 39%Productive 43, 366 60
Management 981 1
Total $72, 747 100%
 

With the assistance of the A. L D. 
 Regional auditor, an auditbeing performed on Fedecaces during intensive review has revealedthat Fedecaces has complied in all material respects with A. L D. 
grant agreements and covenants. 

UNC LASSFIED 
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An informal project comnittee examination of Fedecaces
 
accounts during February 1970 indicated that Fedecaces
 
delinquencies on sub-loans made 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 debts appear to be adequate
 
for at least the short-term future. 

The projected expansion of Fedecaces' lending program,

caused by the A. 1. D. loan and funded from both A. L D. 
 and local 
sources, will undoubtedly be subject to a higher delinquency rate 
than has been incurred during Fedecacesl short tending experience 
to date. It is anticipated that adequate reserves for the contin
gency will be established by Fedecaces as a result of the recom
mendationn which will be made by A. L.D. grant funded technicians 
who will -ssist Fedecaces in expanding its system. 

Fedecacest annual lending act:ivitLies increased from $1, 700
during 1966 to $54, 000 during 1969. The projectcd cash flow 
for the period 1970-1974 estina.ted Fedecaces loans to sub-borrowers 
at $234, 400 for .1970, $1,286,000 for 1971, $2, 957, 900 for 1972,
$3, 433, 700 for 1973, and :1"4, 306, 000 for .1974. See Annex IT D-6. 

4. A. I. D. Is Contribution to Fcdecaces GCpital and Operations 

A.I.D. has made substantia.l technLical assistance contributions to
FEDECACES and anticipates phasing out by the end of 1973 as shown in the 
following table. 



23 .UNCLASSIFIED
 

A'.T.D. Technical Assistance Grants to FEDECACES 
_(in thousands of U.S. $ equivalents) 

iear Total 

1966 (Actual) $ 68.2 

1967 " 58.7 
1968 "74.1 

1969 
 167.0
 

1970 (Programmed) 158.5 

1971 " 50.0 

1972 " 30.0 

1973 " 30.0
 

1974 " NONE
 

4636.5
 

5. Financial Plan 

Estimated contributions of loan funds to the project

over the estimated 3-year disbursemient period are equivalent

to $5,666,300 broken down as follows by source of funds;
 

UNCLASSIFIED
 



24 UNCLASSIFIED 

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 . 212.5 3.8
 

Credit Unions $ 617.2 71.4 $ 2,228.0 39.3
 

BCR $ 200.0 23.1 $ 1,225.8 21.6 

Other 15.9 1.8 - 0.0 
$ 865.1 1.00.0 $ 5,666.3 100.0 

The above growth in contributions by the various 
parties reflects the catalytic effect 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... inputs, it is expected that
 
Fedecaces will be able to achieve a self .... ustaining 
level by 1975. (see ANIX I-Dfor financial. datl. 

As seen from the foregoing table, domestie resources are to 
account for 64.7% of the loan program and 35.3,L vIll come from the 
AID loan. All) grants are in addition to the above. 

5. Terms oT the Loan' 

The terms recomnmended for the proposed loan of $2. 0million are a 25-year amortization period for Borrower, including 
a 7-year grace period on repaymient of principal, and an interest 
rate of 2% during grace period and 3% thereafter. The two-step
procedure will be optional. IfGOES elects to 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 
intdrest rate of 2% during its grace period and 3% thereafter and 
will so guarantee repayment. 

6. Justification of Loan Terms 

The project connittee believes that the terms recommended
 
are'essential to Fedecaces' development financing needs, and
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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 assimilate 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 position.
 

7. Availability of Alternative Sources of Funds.
 

The loan committee, after considering the numerous efforts of 
Fedecaces to obtain credits from other lenders, is convinced that 
A.I.D. is the lender of last resort for the concessional-term funds 
which Fedecaces requires. IBRD, IDB and Exiinbank. have respectively 
indicated no interest in this loau. (See A1inex II - Exhibit E). 

8. Prospects of EepaZmnent. 

The loan will not be guaranteed. Given the ityportant Title IX 
purposes of this loan it is believed desirable to keep government 
influence and/or paternalism to a minimiun. Therefore, the USAID 
has not pressed Fedecaces or the GOES 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 obligation will be forma1l/ized through resolutions passed by the 
respective board of directors of J'edecaces and each credit union. It is 
important to the development of the credit union movement that each 
member understand his moral obliga:tion to repay the AD loan 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 :1;7 billion in loans are characteristically 
low, 3.0,/ and 0.25%, respectivecly. Klthough statistical rates are not yet 
available for Latin America it is estimated by spol; checks that they are 
within / .nd lo,/, for delinquency )aTid chxrge of'fs on 1;21i. million of

in Americanemiulative credit union lendinll 'ain1L2 countries. 

The total. system (Fedecaces and credit- unions combined) backing 
the AID loan will have a min:imum debt-equity ratio of 3 to 2 because 
the AID loaVn will be drawn down on a 1 to 1 relationship with paid 
in share capital to the system. Fedecaces a-Lone has a debt-equity 
ratio projected as follows: 19' 0, 2 to 1; 1971-, 7 to 1; 1972, 9 to 1; 
1973, 6 to 1; 1974, 5 to l; 1975, 11-to 1. Th 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.
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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 will build up a m.o.v. reserve
 
to an wrount equal to 5% of the outstanding balance of the AID loan.
A bad debt reserve of 1.5% of all outstanding loans (including thosefinanced 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 for

the system. Fedecaces 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 to a new and developing credit
union federation is not a gilt edged investnenL. After all projections,
policies, organization and operations have been analyzed the loan is a
calculated bet on the people who will cwry out the project and the 
future of the host country economy. 

All things considered, the Project Committee belieVes that A.I.D.
will have reasonable protection as lender and concludes that prospects
for repayment axe reasonably good. 
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SECTION III - LOAN ADMINIGTATION 

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. In 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. I. D. funds. USAID/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 Agreement are in fact being followed, and that Fedecaces t 

institutional and sub-lending activities are progressing satisfactorily. 

On the assumption that the Loan Agreemnent will be executed by 
September 30, 1970, the following 
dates appears realistic: 

schedule of implementation target 

FY 1970 

April 1970 Agreement authorized 

June 1970 Draft Agreement and IL No. 1 
Submitted to Fedecaces 

FY 1971 

Sept. 1970 1'edecaces and A. L D. execute 
agreement 

Dec. 1970 Conditions Precedent to first 
disbursemcnt met, Fedecaces 
arrangements for continued line 
of credit from Central Bank 
completed. 

UNCLASSLFMED
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Jan. 1971 	 Commitments made and first 
disbursement made.
 

FY 	197Z
 

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. 1.972 	 Loan fully committed. 

March 1973 	 Loan fully dinbursed. 

The 	Loan Committee foresees no unusual problems in 
implementing this loan. Pedecaccs has established a framework 
of free affiliated credit unions upon which to build an expanded 
system, suitable technical services are nov, being performed and 
are expected to be continued by LARO/CUNA, and the Mission 
has obtained Fedecaces' agre-me1L to talze ,3uch steps as may be 
necessary to successfully :ivnplemcnL thi-; lo n. Al]. standard 
A.I.D. procedures for procuremen L tid disbtursemen Ls will apply. 

Conditions and Covenants 

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

1. Conditions Precedent to any Disbursement
 

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

(b) 	 Evidence that, except as A. 1. D. and Borrower shall 
otherwise agree in writing, Borrower and its member 
credit unions have a net worth (share capital, reserve6, 
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2. Conditions Precedent to Disbursement of more ta.
$750,000 e uialent m :. 

a 	 Evidene that, except-as AI.D. and Borrower shall otherwise 	agree, Borrower and its ailiated credit . 

have 	increased their share capital by atleastanbi 'On'1 

equivalent'from the base established in III..(b). rN
 

' .3. Additional Covenants and Warranties: 

in addition to the standard covenants, the Loan Agreement,~~~~~.. ~~~~~~~~~.. .. .o:earo h'fftiedt"6unionswtn
s hall contain covenants to the effect thatulsA.1D.ohrie 

agrees -in writing, 	 unssAI.Dohewe 

(a) Borrower shall agree to nc.r no additional mediumor long-term indebtedness or to dispose of real 
property without prior A. I. D. approval in writing. 

(b) 	 Borrower shall agree to expand its ,rural credit 
unions, within two years from the effective date of
-he loan, to the point where theualcdiunos 
proportion of Borrowerls and its member unionsl 
paLidin share capital is at least thirty (30%) ofr the 
total value of such paid-In share capital, 

(c) 	 Borrower shall. agree that earnings on the interest spread, 
between the rate charged in the AID. loan and that charged
on sub-loans of Borrower as well as the rollover funds from 
the A.I.D. loan shall remain in the credit union-programof
Borrower.

(d) Prior A. L D. approval shall be obtained with respectr 
to the, technical and economic Lea sibili "y of,a 'ny 

poetfinanced under this loan in an amount exceed- , 
in it huadUnited Statesi dollr cquivN a-Al4 

($50, 000), 	 CA-
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(gl Sub-loans to eligible sub-borrowei's ovo'rwr sa. 
bmaeorvarying periods bt in no cas-.,o-r les's than 

one (1) yer nor f'or more than fifteen (1 years, in 
cluding various grace periods -whoseduration shall be 
determined by Borrow r however oanst fjonoerdw ati :-maybe allowed in exceptional cases with prior A.D. 

.n 

(h) 
approval. b.nd 
It is understood and agreed that of the two million 
United States dollars ($2, 000, 000) eqti'alent lone 
to Borrower by A. I. D. , not to exceed one hundred 
thousand United States dollars ($100, 000) or its 

equivalent may be usedcontracts. for technical assistance * * 

(i) Borrower will covenant that it and A. I.D. will carry 
out progress reviews of the project as deemed 
appropriate by either party and that Borrower will 
take remedial action as appropriate.j 

(j) Borrower shall accrue out of net income a reserve 
against bad debts, and other losses of not less than 
1. 5% of outstanding loans and an administrative 
maintenance of value reserve of not less than 0. 5%o 
per year computed on the balance of all outstanding
sub-loans, cumulative until such reserve is equal 
to 5%o of the AID loan, at which percentage level it 
will e maintaine d. In the event that a evaluationof Salvad oran colonocs should occur, zinc the m o. v. 
reserve is depleted, the m. o. v. reserve 'will be 
revised, in a manner satisfactory to A. L D. so that
the reserve is rebuilt to the point that it equals at:4 
least 5% of the then outstanding balance -of the A. L D. 
loan. 
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SECTION lV - ISSUES
 

All issues have been satisfactorily resolved, as noted below.
 

Issue 

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

2. 	 Provision of reasonable debt: 
equity ratio by Borrower 

3. 	 Legislative requirements. 

4. 	 GOES Guaranty 

5. 	 Duplication of existing 
services by expanding 
Fedecaces role in rural 
areas. 

6. 	 Technical assistance 
requirernents. 

7. 	 Financial viability. 

Loan Cornmitte Comment 

1. 	 Beyond. capabilities at this
 
Lime. Dropped as a major
 
activity.
 

2. 	 intensive review indicates 
ratio of 4 debt: I equity 
which is considered satisfactory,. 
and attainable within 5 years. 

3. 	 New Cooperative Law passed 
Deceniber 9, 1969. 

4. 	 Uot con:sidered essential. Loan 
to be lac]kcd by total system.
See 	 Sec, If--C-8, 

5. 	 No issue. Fedecaces provides 
other needed services and/or 
operates where no other 
institution has representation. 
Needs far beyond avaiJ.Lable 
services of all agencies. 

6. 	 See :ecion ITI-A 
A.L 	1D. grant phase out 
1971-73. Loan operations 
will provide thereafter. 

7. 	 Projcct considered financially 
viable with AID concessional 
interest rates and diminishing 
T. A. iniput through 1973. See 
Sec. II-C. 
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8. Local currency require-
ments 

8. See .Section II-C 
for justification. 

9. Fedecaces management 
capability to carry out 
project, 

9. See Part Two - Sec II-A; 
appraisal of management 
factor and supporting 
measures, 

10. Convertibility of funds for 
loan servicing. 

10. No problems foreseen. 
Easily managed by register
ing loan under International 
Tranafer Law. See Sec. II-C-8. 

11. Guaranty operations. 11. To be undertaken at a later 
date. 

UNCLASSIFIED '
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TELEGRAM 

FROM: SECSTATE WASI[ DC 

TO: AMEMBASSY SAN SALVADOR 

SUBJECT: FEDECACES CREDIT UNION IRR 

TIl CAEC APPROVED FEDECACES IRR SUBJECT TO TILe FOLLOWING: 

1. 	 Clarification of loan activities. Assuming purpose help FEDECACES 
acchieve self-sustainJii financial status with expanded role as 
central agency, self-help housing and perhaps grain storage and 
marketing systems would appear beyond capabilities of credit union 
or FEDECACES in early stage development. 

2. 	 If FEDECACES to assume central agency role for system AID loan 
assistance requires reasonable debt-equity ratio or in lieu
 
thereof viable financial plan for achieving this, Financial 
outline presented in IRIL requires amplification and explanation 
in view guaranty program and other financial and technical 
requirements. 

3. 	 Any legislation, GOES approvals and/or support required by FEDECACES 
to expand role should be secured during intensive review or set 
forth as condition precedent disbursements. AYD/W concurs with 
Mission re new cooperatives law as being basic to viability of
 
credit union system. Since GOES guarantee of AID loan is required 
suggest USAID secure assessi'ent to this effect prior initiation 
intensive review.
 

4. 	 Among other things review should clearly define the need for 
expanding FEDECACES role in rural area within context of existing 
institutional structure and sorvices, especially related to ABC, 
Caja 	 de Crddito and similar rural based credit institutions. 
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5. 
 Credit union development 1966-69 impressive, especially 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.
 

6. Financial analysis should justify money cost margins betweenAID, FEDECACES, credit unions and ultimato users and projectionsshould establish financial viability. Since latter basic toloan authorization suggest USAID undertake financial analysisimmediately following assessment GOES willingness act as guarantor
AID loan and probability achiovomnt workable cooperatives law. 
7. Re paras 2 and 6 AID/W could arrange for financial analyst TDYthrough CUNA/AID/LARO contract. Cable USAID concurrence, timing,

appropriation and allotment numbers. 

RICIMADSON 
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CREDIT UNION DEVELOPMENT 

CERTIFICATION PURSUANT TO SECTION 6 11(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 effectively naintain and utilize the 
capital assistance project, "Credit Union Development" 
(Fedecaces). 

The capital assistance paper certifies that the statutory
criteria as applied to El Salvador have been me:. Discussion 
in the capital assistance paper clearly has demonstrated the 
capability of El Salvador and the Borrower effectively to 
maintain and utilize the project. Basically, El Salvador has 
shown reasonable effectiveness in maintaining and utilizing
projects financed or assisted by the United States. 

"L. Paul Oechli', Director 

Date:./.-c. , 1-77o 
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FEDECAECS
 

PROJECT DETAILS
 

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

1 - Basic data on Fedecaces
 
2 - Organizational Structure of Fedecaces
 
3 -
Charter Members of Fedecaces 
4 - Fedecaces Institutional Relationships 

Exhibit B - Credit Survey of UnionCredit System 

Exhibit C - Map showing locations of affiliated Credit Unions 

Exhibit D - Financial Statements and Projection 

Exhibit E - Letters from IBID, IDB and Export-Import Bank 

Exhibit F - Letter of support to Fedecaces from National Planning Office 

Exhibit G - Letter from Central Bank on line of credit to Fedecaces 

Exhibit H - Salvadoran Agricultuxal Credit System 

Supplements: (Not attached - see Official Files) 

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

2. Statutes of Fedecaces (S;pauis) 

3. Model Statutes for Salvadoran Credit Union (Spanish) 

4. Analysis of Fedecaces (Spanish)
 

5. Survey of Credit Union Demand (Spanish)
 

6. Credit Regulations of Fedecaces (Spanish)
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1eFeb'rero-de-197O.--

Mr. 
L. Paul Oechsli, Director
 
USAID Mission to El Salvador
 
c/o 	Embajada Americana 
Presente. 

Estimado Mr. Oechsli:
 

Por este medio mie perniito informarle que nuestro Consejo de Administraci6n
 
en Sesi6n celebrada el dfa 11ide los corrientes, acord6 gestionar ante esa
 
Agencia la Asistencia Financiera necesaria para desarrollar el Programa de
 
Asistencia Financiera y Thcnica, que. la Federacion proporcionarA a las Coo
 
perativas afiliadas y asus asociados.
 

El 	destino principal de los recursos que esa Agendia pueda proporcionar a 
la Federaci6n, ser~n para cr~ditos a la produccifn,al consumo, Contratos
 
Gerenciales, equipo de Oficina, etc. La mec~nica para la canalizaci6n de
 
estos recursos ha sido ya establecida y aprobada poi' los Asesores de CUNA/

AID. 

La 	 Federaci6n est,6 dispuesta a suministrar a esa Agendia en. cualquier Mo
* 	mento la infoniiaci6n necesaria para demostrar la factibilidad en el uso de 

los recursos que se han puesto a su disposici6n, as% corno datos referentes, 
a las experiencias'que el campo crediticio ha tenido en el pasado.'
 

De 	Usted con toda consideraci6n,
 

~~'L -R GODOFREDOAMIREZ 	 Y;>
&Secretarlo Cons ejo de Administraci6n , 

-LEG/mef..-	
*,., r~'~. 

4 
. 
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4..~; i :,~ 
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c) 	 We me anxou6 ,to extend oWA .ice,6 .to molte peopee and invove many 
more thousands in this coopeatiue movement6 and at the saine thne mo
ve towwLd a self 6utaining position. 

But to puue ouA aiim we are cAiticaLly Shokt o6 working capitaZ at botL
the Fede1taton and credit union levels. The Fedmartiom4 volune o6 opea
tion i f.u below the break even point &nd in order to operute undutL pae
6eit condLtions we need a subsidy. The individual cAedit unions eack voff
 
me and income and thi 
 piohibit6 theWL having profestsionat fuU tie manW 
gemet wLich coutd activecy promote new membes and sev.ices and ftwutheq
s6.t'Lejngthen and extend -the zystem. 

it view o6 the above the Bowtd o DOLecto/ autho)uCzed me to explore the
possibitity of an A.1.D. Zoan. Thiz awtho'uzation i6 6owd in the WAtLntes
o6 the BoaLd's meeting of FebLuVUJ 11, 1970. TheJ.LeCoLe, I hu'eby appty to
A. I. D. oi a toan to asist in the deve-opment od the C},eclt union .systein
,Zn E1 SaCvador, at A.I.D.',s most conczoioaZ tutims, in an estmated amout 
o6 $2,000.000.00. A more prec66e loan 6,CjJL e wZC be foit hcomng a oUAopeationatprojection6 (o& 1971 - 3, (.Ue paoposed dcsbtmement pe/tiod,)
MLe re(ine-d. 

ts 	attahimeits to ,ht lette I m )tCased to 6o'L4J'JLd l cta,.s about the
FedvtLa-on's o'tgawtzatLon, aCeg(-LLsuC, legpV b s£.,,, operationS, finan
c-ca state)ients and otheA detai"L. 

We w-(C i be happy to sutpply you w&th any o,(heA i1:6o0J'Ouk.t iG1 you may need to 
heep you evaettate oWuL applicti~on. 

SincuLe-ey yours, 

V't. LUIS E. GUTIEIZREZ
Manag(JL 

http:2,000.000.00
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AID LOAN APPLICATION 
(Attachment I to Fedecaces Letters) 

of February 16, and 24, 1970 

1. 	 Borrower: "Federaci6n de Cooperativas de Ahorro y Crddito
 
de El Salvador" (FEDECACES)
 

2. 	 Address: Edificio Luz
 
la Diagonal y 25 Avenida Norte,
 
Apartado Postal #156 
San Salvador, El Salvador, Central America 
Tel. 25-3023, 25-3035, 25-3037 

3. 	 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) 

4. 	 Legal Basis: Fedecaccs is a juridical person authorized to function
 
under the Ministry of Interior (See Supplement 2, By-laws,
 
Official GOES Authorization 

5. 	 The Federation is a cooperative that operates in the same manner
 
as a Credit Union League in the U. S. and has the same basic
 
philosophy and method of operation. In contrast with other credit 
institutions in El Salvador, the primary guarantee for the loans is 
the character of 	the member. The fornation of capital through 
savings and the 	use of this capital to help neet the members 
credit needs is the basis of the credit union. The credit union can 
also act as an intermediary for the mnem-bers in order to secure 
credit from sources to which the nenber does not have access. 

6. 	 FEDECACES has affiliated credit unions throughout the country of
 
El Salvador (See Annex li-G)
 

7. 	 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 Federation 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 net worth of $55, 810. 

.8. Balance Sheets (See Annex 1-D) 

9. 	 The organizational structure of Fedecaces (See Attachment' 2 ) . 

UNCLASSIFIMD 
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10. 	 Credit Unions that Founded FEDECACES. (See Attachment 3) 

11. 	 Fedecaces Institutional Relationships. See Attachment 4) 

1Z. 	 Biographic Data of Directors: 

President: Efrafn Romero Canahuati, 53, Salvadoran, Farmer, 

Administrator of the Tenancingo Cajas de Cr6dito (1943-1947) 
Accountant and Manager, Tenancingo Cajas de Cr6dito, (1948-

Present), General studies on administration and cooperative 
accounting (1944), and loans and credit analysis (1944). 

Secretary: Rube6n Godofredo Ramfrez, 36 Salvadoran, Secretary 

of National Circuit of Theaters, 11. A. , Taculty of Humanities, 

University of El Salvador, College studies in Humanities, also 

studies in Administration, analysis and human relations. Has 

been Director of various cooperatives. 

Director: Gustavo Adolfo Caballero, 40, Salvadoran, High 

School, Inspector of Roads and Streetq and Chief of Garbage 

Disposal Services - Santa Ana. 

Director: Francisco Abraham Escobar, 36, Primary School 

Teacher, employee of Ministry of Educationi, hlaj been both 

Director and teacher of various primary schools. Additional 

studies in cooperatives, nutrition and agriculture. 

Director: Mauricio Salinas Sandoval, 35 Salvadoran, Agronomist, 

Has been agricultural administrator and is presently a consulting 

agronomist. 

Director: Eufraslo Ferrufino Mendez, 38, Salvadoran, Primary 

School Teacher and Assgt Director of the Boys School of Santa 

Elena. Active in several cooperatives and civic associations. 

13. 	 Biographic Data: Manager 
Luis E. Guti6rrez, 54, Salvadoran, Economist, B.A. and M.A. 

in Economics at McGill University, Canada and N. Y. U. 
asrespectively. 14 years in Foreign Service of El Salv'ador 

vice consul, consul and consul general (1944-.1958) Superintendent 

of Bank of El Salvador, Economic Consultant to INSAFI and 

Professor of Economics and Finance at the University of El Salvador. 

Serves 3 Boards of Directors of various organizations. 
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ANNUAL MEETING
 

RBOARP OF DIRECTORS ... CEI 

COMMITTEE ICOMMITTEE 

External 	 LegaSe Adv. 

TECH. ADVISOR
 

CUNA/AID
 

IZGIj
 
- DIRECTOR . 

"-Purchasres9 

V. 	 I 
NCE DTVTSTON OPERATIONS DIVISION ADMINISTRATIVE

I--------- DIVISION
 
I) Credit Section 1) Personnel
 

-2) Bonding & Insurance 2.). Records & Statistics 

3) Controlar _3) Pub!. &. SupolieU 
Internal Audit 	 J.) Tranort&h Vehicles 

-5) Maintenance 

EXTENSION 	 EDCATION SUPFRVISIO°XCT EI
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38. Magisterial Santaneca Urbana 
39. Magisterial de Juayua Urbana 
40. Magisterial "El' Esfuerzo" Urbana 
41. Magisterial de Metapin Urbana 
42. Magisterial de Ataco Urbana 
43. Comunal de Perciufn Rural 
44. Priniera IgleLiia Bautista de El Salvador Urbana 
45. Magisterial Circuito Central San Salvador Urbana 
'16. Trabajadorco de IUSA Urbana 
,17. Maginterial San Vicente Urbana 
4L. Magisterial de M o razin Urbana 
49. Campamento Santa Lucfa Urbana 

UNCLASSIFIED
 



-9 ~ F'S TN'1, 

~ L~QEN~'. - Coor ina or 

Iternational Organzs. EL__________ 
AlD--C A7 P-ace Corp 
~OthersCETA
 

Mi. 

-fEonm
Mm. of conomyMin. ofA iiculture 

-a) TNSAFT F E D EC A C E S1:, g xt ev~ 
b)Off Inspection A.Et evcComm$ & Labor 

ia..~ .C~~m~eAdministrationPlanning &Coord. for
Board 4/Rural-Welfare (ABC) 

\ IMPUT%,. 

(FARMSUPPLIES FTNANCTNG 
 SEVIE 
 TECH. ASSIST, SUP-RVTsI')N 
1) FFT)CArES 1)FFDECACES 1) FF.IECACES 1) FEDFCACES 1) FEDECACES21 A.9.C. 
 Operatinp Cap. angTrining DAPO"rFogi&am Additing Serv.
3) Commercial Prod. Credit Lea A4tt ccutn


hossManag.Improy. BnigCy.o.Eu. 2)OFF. INSPEC. 
2) CNRLB - Say. & Loan ins. Prom. Sav.-Me,nb, COIMM, & LAI3ORProduction Off.Supplies 
 Management

3) Boo.HPOTEC. Loss Prevention 2)AG.EX.&AC 
UIN 
sinadtr
Generalb~.
rmto 
 tu~s
ivestock to collaborate4)A.-3.C proj eo with Fede-caces-Id ~c t i n . te n 3) INSA F IT r o C . E i o n 


)AID 
 SamilIndustry'
 

C IE UU N SIT NI1G 

Ail 

X 

http:BnigCy.o.Eu


UNCLASSIFIED 

AID-DLC/P-890 
ANNEX II 
Exhibit B, Pago I of 2 

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 asked: 

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 categories? 

a. 	 General purpose loans 

b. 	 Working capital loans 

c. 	 Fixed capital loans 

d. 	 Administrative improvement loans 

49 credit unions of the 78 affiliated to Fedecaces, representing 
a total membership of 6, Z39, answered the questionnaire. This 
represents approximately 60% of the total system. 

Projecting the credit needsi of the total system (100%), the 
following results were obtaincd: 

1. 	 Credit applications peiiding: 870 

2. 	 Amount of pending applications: $206, 000 

3. 	 Twelve months needs: 

UNCLASSIFED
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, 

(a) General Purpose $1. 7 33% 

(b) Working Capital 1. 4 28/o 

(c) Fixed Capital 1. 6 32% 

(d) Management Improvement 0. 3 

The survey detail in available itn Supplement 5. 
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IFPECACES 

S7Aill. f.l. OF PERATII:So (1966 1969 Actual)
ST-A-ZF:T OF OPEPR7IoL S (1970 -- 1975 Projected

(In thousands of U.S. Do_L_ Equivalents) 

1966 19a7 1968 1969 1970 1971 1972 1973 1974 1975 

Interest o- lTans 
 .3 2.8 14.9 87.6 205.2 303.9
Affilitaed Credi Union Dues .5 349.0 360.0
2.2 3.5 5.2 8.5 12.4 18.2 29.5 44.5 64.0investments 

.4 1.0 2.5 
 4.0 15.0
Sales of Supplies 15.0 15.0
 

3.3 4.5 6.1 8.1 9.5 11.7Other Tncome 14.7.2 .3 6.4 3.9 5.1 6.3 7.4 8.5 9.7 10.8 

TOTAL I1TCO , 0.7 2.5 10.2 15.6 
 34.0 114.9 242.9 366.4 429.9 464.5
 

EXPENSES

Operating Expenses 
 37.2 35.1 38.2 
 90.6 141.6 172.6 201.3 
 224.1 245.6
Depreciation 259.9

.3 .9 11.5 16.7 16.7 16.7 17.3 17.9

Interest on Borrowings

1) A1D Loan 

19.0 40.0 40.0 4o.o 4o.o2) E.S. Central Bank -Class A 4.0 6.0 6.0 6.0 6.0 6.0
3) E.S. Central Bank -

DEv. Fund
4) Other 13.7 37.0 


- 65.5 68.0.8 1.4 
 - - - -

TOTAL EXPENSES 37.2 35.1 38.5 92.3 158.5 214.3 277.7 323,8 374.4 391.8
 

NET OPERATIG AIT/LOSS (k) {36.5) (32.6) (28.3 (76.7) (124.5) (99.4) (34.8) 42.6 55.5 72.7 
(1) Net operating losses will be offest by AiD grants .
r.ou.. 1970, after which the AID loanbecomes operative and any subsequent losses will be capitalized as a deferred expansion
 

expense.
 

OY\ 

0 
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A.I.D. GRANTS TO FEDECACES 1966 - 1974 

(In thousands of US$ equivalents)
 

1966 Actual 68.2 

1967 " 58.7 

1968 " 74.1 

1969 " 167.0 

1970 Programmed 158.5 

1971 " 50.0 

1972 " 30.0 

1973 " 30.0 

1974 " - 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. 



FEDECACES 

ACTUA-L BALAcCE ST-2.TT 1966 - 1969 
PROJECTED BAJAfTCE STATF=T TS 1970 - 1975 

(In thousands of U.S.$ F.-valents) 

ASSETSCash 
Accounts Receivable 
Loans Outstanding 
Investments 
Inventory 

Office Equipment 

Vehicles
Deferred Assets 
Deferred Losses3.3 

TOTAL A.-SETS 

1966 

.1 

1.7 

1.8 

1967 

3.6 
.8 

1.5 

6.8 

1968 

4.0 
1.5 

13.7 

.4 
2.4 

22.0 

1969 

3.1 
3.4 

47.8 
8.9 
3.4 

13.0 

1.8 

81.4 

1970 

2.1 
3.4 

247.9 
8.9 
5.0 

52.1 

20.9 
3.0 

343.3 

1971 

5.5 
5.0 

1228.2 
8.9 
5.0 

46. 

35.9 
3.0 

99.4 

1437.4 

1972 

2.6 
5.0 

27142.8 
8.9 
5.0 

41.1 

24.7 
3.0 

134.2 

2967.3 

1973 

150.5 
5.0 

3438.3 
8.9 
5.0 

35.6 

13.5
3.0 

91.6 

3751.4 

1974 

273.4 
5.0 

4313.4 
8.9 
5.0 

30.1 

19.6
3.0 

03 
36.1 

4694.5 

1975 

468.8 
5.0 

4500.0 
8.9 
5.0 

24.6 

25.1
3.0 

0 

504o.4 

LIABILITIES 
Debts in National Currency
1) Accounts Payable 

2) E.S. Central Bank -Class A 

3) E.S. Central Bank -
Dev. Fund 

Debts in Foreign CurrencyAID Loan 

TOTAL LIABILITIES 

.4 

.4 

28.2 

200.0 

28.2 

28.3 

300.0 

228.3 

12.4 

300.0 

949.8 

1262.2 

12.4 

300.0 

341.3 

2000.0 

2653.7 

12.4 

300.0 

925.8 

2000.0 

3238.2 

12.4 

300.0 

1635.7 

2000.0 

3948.1 

12.4 

300.0 

1700.0 

2000.0 

4012.4 

€-a. 

0 



1966 1967 1968 
 1969 1970 
 1971 1972 1973 
 1974 1975
 
CAPITAL & RESERVES
Share Caital .6 i.4 3.2Donations 4.7 28.1 76.3 187.2 352.4 542.51.1 742.5
5.2 15.9 43.0 80.2
Legal Reserve 80.2 80.2 80.2
.1 80.2 80.2.2 1.7 1.7 1.7 1.7
Bad Debts Reserve 1.7 1.7 1.7 1.7.8 3.8 5.0 11.0 24.8 
 42.0 63.5 86.o
M.O.V. Reserves
Undistributed Earnings 


- 6.0 19.7- - - 36.9 58.5 81.0- - - 36.6 
TOTAL CAPITAL & LIABILITIS 
 1.8 6.8 22.0 81.4 
 343.3 1437.4 2967.3 3751.4 4694.5 5040.4 

,-J0 

0 
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DEPRECIATION SCHEDULE 

EQUIPMENT 

BALANCE-BEGINNING YEAR 

NEW AquISITIONS YEAR 

LESS DEPRECIATION 

DEPRECIATED VALUE 

YEAR END 

1970 

12,957 

41.555 

-5,483 

52,029 

1971 

52,029 

-51483 

4.6,546 

1972 

46,546 

-5,483 

41,063 

1973 

41,063 

-5,483 

35,580 

1974 

35,580 

-5,483 

30,097 

1975 

30-097 

-5.483 

24 614 

VEHICLES 

BALANCE BEGINNING YEAR 

NEW AQUISITIONS YEAR 

LESS DEPRECIATION 

DEPRECIATED VALUE 
YEAR END 

-0-

26 928 

-5,984 

20,944 

20,944 

-11,220 

35,904-

35,904 

-11j220 

24,684 

24,684 

-11,220 

13,464 

13,952 

17,952 

-11,818 

19,598 

19,598 

17952 

12416 

25,134 
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FEDECACES 

PROTECTED CASH-FLOW 1970 1974 
(In Thousands of U.S. Dollar Equivalents) 

1970 1971 1972 

CASH RECEIVED FROM:Net Gain/Loss 
(124.5) (i 99.4) (34.8)

Depreciation 1.5 16.7 16.7 
increase in FEDECACES Share Capital (1) 23.4 48.2 1.923.1+Re4a.2e110.9o16B.rr1w0.1
Loan Repayment from Borrowers 
 34.3 306.6 1,1443.3
in Reserves 


!ncrease 12.1 27.4
Increase in Accounts Payable 
12 

.1 -Proposed AID Loan -

Proposed AID Grants 
- 949.8 1,050.2 

124.5 
 -Proposed AID Equipment Donations 
 37.2 
7 . 

E.S. Central Bank - Class A 
200.0 300.0 
 300.0
E.S. Central Bank - Dev. Fund 

- 341.3 

TOTAL CASH RECEIVED 307.7 1,534.0 3.255.0 


CASH DISBURSED FOR:Loans to Borrowers 

234.4 1,286.9Acquisition of Fixed Assets 2,957.9 

71.5 26.2 -


Repayments of Borrowings
 
2) E.S. Central Bank 
 Class--FundDev. - 200.0 300.0
2)ES Cnrl ak
De.Fnd---
Decrease in Accounts Payable 
 - 15.9 -
Increase in Accounts Receivable 


1-
Increase in Deferred Assets 
 1.2 -Increase in Inventories 

1.6  -

TOTAL CASH DISBURSED 
 308.7 1,530.6 3,257.9 

INCREASE/DECRRASE IN CASH 1.0) 3.4 (2.9) 

JASH BAIICE -- BEGIN-NvTIG OF YEAR 3.1 2.1
'ASH BALANCE -- OF "EAR 2.1 5.5 2.6 


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

1973 

42.6 

16.7 

165.2 

2,738.2 

34.4 

-

" 
 -
300.0 

925.8 


4,222.9 


3,433.7 

-

300.0 

341.31 

-

4,075.0 


147.9 

2-6 

150.5 

1974 

55.5
17.3 

190.1 

3,430.9 

43.1 

-

300.0 

1,635.7 


5,672.6 


4,306.0 

17.9 


300.0 

925.8 -

-

.
 
-

5,549.7 

1?2.9 


150,5
 
?73.V 


1975 

72.717.9 
1.

200.0 
4,298.4 

45.0 

-

300.0 
1,700.0 

6,634.0 

4,485.0 
17.9 

300.0 
1,635.7 

-

6,438.6 

195.41 

W 
0 

ciH 

468.8_ 

0 

a\ 
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January 6.1970 AMBANC 

Mr. Robert Kanchuger
 
Bureau for Latin America
 
Office of Development Resources
 
Agency for International Development
 
Department of 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,
 

Sidney Schmulder 
Assistant Program Advisor
 



O.,O,, I INrERNATIONAL BANK FOR REiCONSTRUCTION AND DEVELOPMENT 
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)ember 2, 1969
 

Mr. Kenneth Davidson
 
Bureau for Latin America
 
Office of Development Resources
 
Department of State
 
Agency for Inteniational Development 
Washington, D. C. 
 2o523 

Dear Mr. Davidson, 

Referring to your letter of November 26, 1969, I am writing 

to advise you that the Bank is not, interestod in connlrm.rinv for 
financing the project in E1 Salvador mentioned in your letter.
 

Best regards 

Sincerely yours
 

eAt eY@z/: 
Gerald Alter
 
Director
 

Western Hemisphere Department
 



W-3"T""IM". 

~-' ~ ry 

or t - 1A 
~~IT 

Dietr ha eiwd0_A 

7: 

41r14(kk %V. DaSr 

Colomia G fi 

The fexlsbiltn 01khDrecos hadcigtem sevieetito1 reurthmt ADfhe*of December:J'isrko196Q)W 
earnings 

'-
Uod 1'~s~t3 

i 

ary 
Thispoetean4k

fiinancits perposeince-At -' ~r -
4 

Thi iAn~ proec 

Ira~4 .,1L_ lk 

* -

NV>' '4 11, 



--

A A 
NNVACOWAL Of PLAN~fICACbON 

~ ~~,~y:<$SAN SALVADoR, ' 

Finmemo 26 D1 1260D 

* DR. Lut, E. GurI6RRcz
 
GCRENTEO
 

FCOCRAC36N DE COOPERATIVA3 DE
 
SAmoRRao Y CRIDITO DE EL SALVADOR,
 
Eciricio Luz - 1Cm. Poso
 
FUENTE'LumiNOSA Y 25 Av. NTc.
 

TEN120 EL AGRADO 01 RErERIRNE A SU ATENTA NOTA
C DEL 19 DE LOS CORRIEN4TES, ALU31VA A LA V131TA'QUE HE HICIERA-EN
 

FCIIA RKC3CNTE) ACOI4PARADQ DEL 
SCROR KEN DAVIDSON, rUNcIot4AnIo 
oc AID, QUIEN LLEG6 AL PA13 IROCCDCNTE DE WASIIINGTON,,D.C.,CON 
(L ODJITO DE CITUDIAR 1,A POlI0ILIDA0 DE QUi: AQUEL URGAN13M~O 
OTORGUC uN cnfD9TO A FEDECACES, PARA QUC (5TA PUEQA rINANCIAR 

-

LAS NECERIDAODu CRCDITICIA3 C LOS SOCIO3 DE LAS COOPERATIVAS
 

AIILID~a. SOORC DIC11O PARTICULAR$ CSTIHO OPORTUNO Y CONVE
NIENTC HACER DE SU C0ON0CII4TO LO BIOUIE"TEC
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AL OrRECER NUESTRA COLABORACI6N EN LO QUE CST A
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AGRICJTURAJJ CREDIT INSTITUTIONS 

(By Clark Joel, Nathan Associates)
 

Tile purpose of this preliminary draft is to outline the existing
institutional setup for channeling credit to the agricultural sector.
A very detailed study of this subject (El Crddito Agrfcola on El
Salvador) was 
published in 1967 by the Grupo Pormanente de Trabajo del
Organismo Nacional, with tochnical assistance by exports from the
Ministry of Economy, the 13anco Hiipotecarlo, and the Inter-AmericanBank. This memorandum aims only, as a first stop, at summarizingthe 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 and Livestock, which contains pertinent information on theagricultural credit situation. 
No rechecking of the facts described ,r of the views expressed .i.n twotheno documnts has been undertaken
 
*ofar.
 

This paper is designed to provide the following information oneach of the various organizations Involved in extending agliiculturalcredit: (1) sources its funds; theof (2) groups that are the majorbeneficiaries of the credit; (3) the exact purpose of the loan; and
finally, (4) tIhe shortcomings 
of the credit institution in terms ofmoeting the needs of the groups they are serving and interms of
fulfilling the broad requirements of the agricultural 
 sector for workingcapital and for nedium and long-term credits financeto expansion In
productive capacity. 

The following section suimmarizes the major deficiencies of theinstitutional agricultural credit sgructure as described in El CrdditoAgrfcolaen El Sa!vador. It should be borne in mind that thesedeficiencies: a)are general deficiencies that characterizo theagricultural credit setup a and notas whole, do necessarily apply toall agricultural credit institutions; b) refer to the situation that
prevailed in 19C5-67, 

The major shortcomitngs of the agricultural credit system aresummarized under three headings: 1) Institutional Sources of Credit;2) Non-Institutional Hourcen of 3)Credit; Special Credit Programs. 

a) Shortcomings of Institutional Sources of Credit (e.g. ADC, CaJasdo Cr6dito, Central Bank, Banco lHipotecurlo, commercial banks etc.) 
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pgroductivlescac
pledge :and the sin ththey can is~g etptnilusscaiu yebig-family ownership pattern that characterizes :::: ::;ji::i! 

5) Over-emphasis on real estate as collateral (an 
a "ocmtn
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specified under thec 

9) sVerys lowprocessing of loan uppers and oxcessive centralization,
of decision-making. This causesloans:tobeuntimely with respect to
theneeds of therecipint. Moreover, forms to be completed are often 

.identical to those required of applicants for industrial credit, and 
nao thus poorly suited for the purposes of th agricultural sector. 

b) Deficiencies of Non-Institutional Sources of Credit (privatesuppliers of agricultural inputs and supplies, processors and expj;rters*.of coffee and sugar, commercial firms and private money lenders).'$ 

1) Credit is almost always short-term and for operating capital
only, except in the case of seloers of costly agricultural equipment.
In the latter case, terms are 'still relatively short - a maximum of. 
three years. 

2) Interest chargos are relatively high, amounting, on the average,
to 3j% above the commercial bank rate. 

3) Crodit extended by processors and exporters of coffee, tugar
and honey is often part of a sales contract, binding the produce.-r tosell his products at an agreed priceo which is frequently lower than
that obtainablo in tho market. This hns led somo producers into: 
serious financial difficulties. 

' 

. V 

4) Credit extendodfrom those sources is quite insufficient tomeet the need of small and medium-size farmers. 

Nonetheless, those private suppliers of credit fulfill an important
role owing to the wide gap loft by institutional sources. 

0c Shortcomings of special agricultural credit prograims (META# MEGA#MIPO and the Fondo de Dosarrollo Eoon6mico del Banco Control*, These programs utilize the formal channels discussod under a) abovo s financialintermediaries). 

1) Shortngo of qualified technical porsoutilel 
;

4->' 
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such as rural housing, integration of minifarms, refinancing of
 
debts, rural hygiene) soil improvement; in otherwords,, the ABC, 
 -

6. " O failed to provide financial assistance to remedy the general
problems of rural families resulting from the whole complex of 
socio-economic causes (pago xvii). Loans are made to submarginal 
farmors without first ensuring that they are free from problems 
that interfere with their ability to produce andrepay the loan. 
6) Loans are often too small and for periods too short (page xviii).
7) The decision-making process is over-centralized (all loans 
aboved2,000 must be approved by the central office), thus causing 
delays, inefficiencies, and inade-ato attention to planning* 

ORGANIIZATION: Banco ipotecaro
 

RECEIVES FUNDS FROMI: 

Its capital (0900,000) was contribu.od by the government in 1935.
 
The shares are presently held by the Asociaci6n Cafetalera de
 
El Salvador (70%), Asociaci6n do Ganadoros de El Salvador (20%)

and privato shareholders (10%): The Bank also accepts demand and
 
timo deposits. in addition, the Dlank receivos public funds to
help carry out special prograins such as 1M1'AO hEGA, and the
1"ondo do Dosnrrollo Econ6mico of the Central Bank. 

CHANELS FUNDS TO: 
.ostly to large farmers and intrmodiarlos able to pledge excellent
 

collateral, generally in the form of real estate mortgages.
 

FORT11E PURPOSE OF:
 

Mostly to provide short-term credits for working capital. Medium 
and long-term loans are made, in connection with the special METAand IEGA programs, and with the Fondo do Desarrollo.
 

BSIOIRTCOMINGS
 

1) Lack of dynamism.
 
2) The Bank requires an excessive amount of collateral, mostly
 

real estate mortgages.
 
3) The Bank insnot oriented to bring about agricultural development
 

and hast no deftinite agricultural crodif policy.
 

-~4
-4-

4;m
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4) 	Slowness and inefficiency in processing loan applications.
 
5) Loans are highly concentrated iii the hands of a few borrowers 

with access to other credit sources (an annual average of C14.2 
million in credit were loaned In only 78 credit transactions 
(page ix of El Cr6dito Agricola). 

6) 	 Shun; inve.stment credit dcaigned to expand agricultural 
productivo capacity, except for funds provided under the special 
investinont programs. 

ORlGANIZATION: 	 Commercial Banks 

RECEIVE FIN 2; FROM: 

Own resources (nostLLy from jepo-,itors), public funds under MEGA 
and METI'A, special credit lines set the Central Bankup by for 
cotton a1d coele, and resources from the Fondo de Desarrollo 
Econ~mtco of the Central Bank, 

CILANNETL FI1,IM; TO: 

Mo:; y ,to I g' fnrnier nod intermediarles, as evidenced by the 
hvh avorage ]uan f [iure granted (€'/14,200 for the period 62-65). 

FOR PURI' -),OF: 

Mo, 	 Liy to provide working capii.nln to finance tlie traditional 
cropm. For the yearn .966 and 1967, 72 to 76 percent of total 
credli, uxtended by com terciIa1 banks to the sub-sector agrfcola 
went to coffee, cotton and sugar. (Plan Quinquenal, Table 11-27). 

SI[ORITOM N114GS 
1) -

An4 mon,!t commrcJiat. banks are family-held banks, their loans have 
catered mainly to sull grotpn and are not oriented towards the 
need,,; of social and economic development. Loans are highly con
centratud. In 1964, 75% of the total volume of credit was con
centrated Int:o 6.7% of total credit transactions, which probably 
account for no more than 5% of the total number of customers served. 

http:capii.nl
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SHORTCOMINGS: 

1) Very slow processing of loan papers and excessive centrali

zation of dtcision-making.
 
2) Quotas setby Central Bank on the amounts commercial banks can
 

lend for "commevcial" (as opposed to "productive") purposes 

have adversely affected the production and distribution of 

agricultural commodities (Ibid, pages vi-vii).
 

3) Excessive rigidity also characteriz!,,i the terms of repayment
 

grantod which are often not consonant with the biological 

cycle and have generated financial difficulties for the 

borrowers (Ibid., iv-v). 
4) H[eavy emphasis on the financing of coffee and cotton at the 

expense of other agricultural sectors (page vi). 

ORGANI1ATION: Fedoraci6n de Cajas do Cr4dito Rural
 

RECEIVES 1.U1DS FROM: 

in 1943 was obtained
The lederationgs original capital of 0201,600 
as follows: from the Mejoramiento Social (an institution now 

extiIIcI) 01.00,000; from the Baneo Hipotecarlo, 0100,000; 

an( from the 16 Cajas or local cooperatives, only 01,600. The 

cap.|tal of the individual Cajas or Coops varies, depending on the 

contribution of its members. Value of shares is 00 and no 

member can own sharos exceeding 03,000, except for the autonomous 
public institutions. 

CHANNELS FUNDS TO: 

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 Cr6dito Agricola,
 

p. 166).
 

SHORTCOMINGS 

1) The Federation failed to display initiative and dynamismp 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 areas 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
 

services rendered by the members, etc.).
 

4) The Federation has operated without an agricultural development
 

plan or investment policy.
 

5) Made loans without prior investigation of the current and
 

potential productive and repayment capacity of borrowers.
 

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

type.
 

ORGANIZATION: INSAFI
 

RECEIVES FUNDS FROM: 

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


Government. 

cIIANN'LI FUNDS TO:
 

Does not lend to agriculral enterprises
Industrial enterprises. 

such, except small amounts for poultry development. Most of
 as 


its loans are medium and long-term.
 

1DR 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
 

(e.g. textiles, food processing,
inputs to the agricultural sectors 


fertilizers, insecticides).
 

SHORTCOMINGS 

1) Lacks dynamism and follows a conservative 	 policy, demanding 
for its loans.ample and traditional types of collateral 
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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 operations while neglecting its
 

primary function of creating now industries.
 

5) A large proportion of the Institutets resources are directed
 

to large enterprises, while neglecting small businesses
 

(El Crddito Agricola, pages xxiv-xxv).
 

ORGANIZATION: Cooperativa Algodonera
 

RECEIVES FUNDS FROM:
 

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

foreign banks.
 

CHANNELS FUNDS TO: 

Cotton producers, processors and exporters that are members of
 

tile 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 warehouses. The Cooperative also provides
 

credit in kind - for chemical fertilizers, seeds, insecticides
 

and aereal spraying (El Cr6dito Agricola, Volume II, page 499).
 

SHORTCOMINGS:
 

The credit serves the limited purpose of providing short-term
 

funds to supplement the working capital of cotton growers,
 

processors, and exporters.
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Compafiff Salvadorefla de Caf6
ORGANIZATION: 


RECEIVES FUNDS FROM:
 

Original capital of 0252,000 distributed as follows: 
180,000
 

to Asociaci
6n Cafetalera dc El Salvador; 060,000 to Banco
 

to private shareholders. El Fondo Re-

Hipotecario and 0]2,000 

the same time to be managed by
gulador del Caf6 was set up at 

the company for the purpose of stabilizing 
national coffee
 

on the basis of the profitsfund constitutedprices. This was 
and with the resources of the Banco 

of the Asociaci 6 n Cafetalora 
therose in subsequent years,

Hlipotocario. As coffee prices 
it 

Fondo was not required for purposes of price stabilization and 

loans to coffee processors,
could be used for the granting of 

the Compififaproducers. Additional resources for 

exporters and 
are obtained regularly through the capitalization of part of the 

profits of the Compa~fa. In addition, loans may be obtained from
 

Loans made by domestic banks are
 domestic or forogn banks. 


generally rodiscounted, at least in part, 
by the Central Bank.
 

CHANNELS FUNDS TO: 

and exporters (two-thirds of
large processorsMostly to coffee 

went to this group).
the total credit extended in 1966 

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

to coffee cooperatives.
 

FOR PURPOSE OF: 

or
Enabling the processor-exporters to purchase coffee to extand 

Credit is short-term and for the
 credit to coffee producers. 

The funds loaned to the
 

purpose of supplementing working capital. 


processor-exporters are used to purchase coffee 
or advanced to
 

(with the futurepurchase contractcoffee producers as part of a 

coffee crop pledged as collateral). The Compaflfa also makes such
 

Loans for debt refinancing are made
 loans directly to producers. 


in some instances. No investment credit is granted.
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SHORTCOMINGS: 

1) It fails to provide credit that would increase productivity#
 

promote diversification, or withdraw marginal land from
 

coffee cultivation.
 

2) Concentration of bbnefits on a small number of processor
exporters. (Pages xxi-xxii, El Cr6dito Agrfcola).
 

ORGANIZATION: Financiora do Desarrollo e Inversi6n
 

(a private financial organization)
 

RECEIVES FUNDS FROM:
 

Private capital sifbscribed by foreigners and Salvadorans. Principal
 

shareholders are Salvadoran businessmen, industrialists and large 
farmers (as well as foreign financial Institutions such as Wells 
Fargo Bank of San Francisco and the Banco do Londres y Montreal 
in El Salvador). (El Cr6d.to Agrfcola, page 246). The Financiora 
is also abule to utilize credit lines from the Central Bank, and 
has applied to use funds from the Fondo do Desarrollo Econ6mico 
to finance some medium and long-term projects. It has obtained 

a $5 million credit line from AID to finance the importation of 

machinery and equipment from the 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 increase in the operati.ns 
of this 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 O:
 

Promote, organize and finance new industries; expand existing
 

industries; make loans for productive purposes with own
 

http:operati.ns
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resources as well as 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 Cr6dito Agrfcola, page 434).
 

SHORTCOMINGS
 

The institution has made a substantial contribution to the 
financing
 

of productive enterprises in the country, and placed 017 
million
 

in a period of a year ano eight months. The following shortcomings
 

are noted:
 

1) The financing has been generally heavily concentrated 
on large
 

enterprises. The small entrepreneur has been neglected.
 

have followed the traditional pattern,
2) The guarantees demanded 
Personal


consisting almost entirely of real estate mortgages, 

guarantecs from individuals of known solvency and reputation 

have been accepted on occasion, but only for short-term 

opera tions. 
not carried out its principal objective3) The instituLion has 

helping to initiate new enterprises. These were to be
of 
a later date,
turned over to independent private operators at 

with equity shares offered for sale to the general public. 

4) From the viewpoint of agricultural development, a shortcoming 

resources of the enterprise have gone to
is that most of the 

(page 445 of El Cr6dito Agricola.)
finance manufacturing industry. 


ICR (Instituto do Colonizaci
6n Rural)


ORGANIZATION: 


RECEIVES FUNDS FROM:
 

Its capital was derived from the assets of the Junta 
Nacional de
 

Defensa Social and from Mejoramiento Sosial, institutions 
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 012.5 million (El Cr6dito Agrfcola, 
pages 29--292).
 

CHANNELS FUNDS TO:
 

Its credit function is limited to
Does not channel any funds. 
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the distribution of lots and houses on credit to the settlers
 

with provisions for payment in periodic installments. To
 

satisfy other crddit needs of settlers, ICR has acted as
 

intermediary in attempting to obtain credit for them through
 

the ADC, the Federaci6n do Cajas do CrAdito, and private
 

banks.
 

FOR PURPOSE OF:
 

Improve living standards and the educational level of agri

cultural laborers; and increase agricultural production by
 

means of a program of settlement of landless farmers and of 
land
 

redistribution with the help of technical and credit assistance.
 

SHORTCOMINGS:
 

The ICR has no credit resources of its own and has often
 
by settlersboon unsuccessful in obtaining the credit needod 

from other institutions. Other deficiencies include:
 

too small in relation to the
1) Resource'; of the Institute are 

problem at h:ind. While some redistribudion of land has been 

settlers were resettled and various sanitary
effected, some 

and educational facilities were erected, these activities
 

bear no relationship to the magnitude of the problem.
 

2) The Institute has spread its activities over too many 
areas
 

thus divertingof rural welfare and agricultural development, 

resources from its principal objective, which is theits 

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
 

problem posed by minifarms in the country (El Cr6dito
 

Agricola, pages 312-314).
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II. NON-INSTITUTIONAL SOURCES OF CREDIT
 

Commercial suppliers of agricultural 
inputs,
 

ORGANIZATION: 

including agricultural machinery and 

equipment
 

RECEIVE FUNDS FROM:
 

National credit institutions (mostly
 By order of importance: 


commercial banks); manufacturers and 
banks located abroad and
 

xix and 504).
(El Cr6dito Agricola, pages
from own resources 


CHANNEL FUNDS TO:
 

Mostly to medium-size farmers, to 
a lessor extent small farmers,
 

(the larger ones have access to commercial 
bank credit) (Ibid.,
 

pages xxxix and 499).
 

FOR PURPOSE OF:
 

promoting the sale of agricultural 
inputs (fertilizers, seeds,
 

insecticides, farm tools, etc.), and 
of agricultural machinery
 

and equipment.
 

SHORTCOMINGS:
 
While
 

1) 	The cost of this type of financing 
is relatively high, 


the nominal interest rate is reasonable, 
the manner of computing
 

it and additional charges result in 
a total effective interest
 

rate which is relatively high (about 
31% higher than the
 

commercial bank rate).
 

2) 	The initial downpayment requirement 
removes the goods from the
 

This is mainly the case for agricultural
reach of many farmers. 


equipment.
 
3) This type of credit is not ideally designed for investment
 

purposes, 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 017
 
million in 1961 to 062 million in 1965. The c redit offers the
 
advantages of: (1) being directed to medium and small farmers
 
which are neglected 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 mix and 507).
 

ORGANIZATION: Processors and exporters of coffee
 

RECEIVE FUNDS FROM:
 

By order of importance: own funds, commercial banks, and Banco
 
Hipotecario, Compaila Salvadorefla de Cai6 and foreign banks. 

CHANNEL FUNDS TO:
 

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

FOR PURPOSE OF:
 

To insure themselves of an adequate supply of coffee for processing
 
and export. Gradit is 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 LUio producer and purchaser 
at a later time. (The price will depend on the world price and 
on quota limitations). The coffee itself is pledged as collateral. 
The purpose of this credit is purely to provide working capital 
(pages 1 and li, 511 and 521-522).
 

SHORTCOMINGS:
 

1) Cost of credit is significantly higher than from financial 
institutions. The interest rate is about 3j% above the commercial 
bank loan rate (the rate is generally between 9 to 10% a year). 
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2) Credit is limited to providing working capital, to increase
 

productive capacity.
 
3) The system is conducive to lwer prices for producers, a fact
 

which has contributed to the insolvency of a number of coffee
 

growers in the years 1961-62.
 

ORGANIZATION: 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 from foreign firms
 

and banks.
 

CHANNEL FUNDS TO:
 

Mostly to small, and to a lesser extent, to medium-size producers
 

of sugar cane and honey,
 

FOR PURPOSE OF:
 

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


is extended as part of a purchase contract, with repayment 
of the
 

loan at the time of delivery (El Cr6dito Agrfcola, page 525).
 

SHORTCOMINGS:
 

- only 0200,000 to 0360,000 a year.
1) The amount involved is small 

- about 3j% above commercial bank
2) Relatively high cost of credit 


loan charge.
 
3) This type of financing often results in lower priueo to.
 

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


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
 

ba:tk 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 El
 

Salvador owing to the insufficiency of institutional credit availnble
 

to small farmers and the many oi:,"r shortcomings attending such
 

Credit offered by private merchants and money
credit noted above. 

lenders 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
 

It is hoped that the development of instituto deliver the crop. 


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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III. SPECIAL AGRICULTURAL CREDIT PROGRAMS 

The special credit programs described below use the 
institutional
 

intermediaries described under I to distribute their 
credit
 

They do not have direct contact with ultimate users.
 resources. 


META (Mejoramionto de Tierras Agricolas)
ORGANIZATION: 

RECEIVES FUNWDS FROMt 

Mostly from Government budget and AID.
 

CHANNEL FNDS TO:
 

program is intended for small and modium-size farmers; 
but


Tho 
gone to medium and large

in practice, 	 most of the credit has 
META(see data in El Cr6dito Agrfcola, page 541).size farmers 


through Banco 	iHipotccario (40%), ABC (19%),
channws its funds 

banks (197), commercial banks (41%), (percentagescommercial 
The
 

for period from inception through Oct. 66, Ibid., 
p.539). 


Ministry of Agriculture and
META program 	 is administered by the 

The Central Bank, as fiscal agent for the government,
Livestock. 

the funds loaned by AIR and rediscounts credits
administers 


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 personnelp particularly
 

irrigation and soil engineers.
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2) Commercial banks have applied their own criteria 
with regard
 

to acceptable collateral, timing on loans and repayments,
 
These standards frequently
choice of beneficiaries, terms, etc. 


conflict with the principles underlying the META program 
as
 

"Manual de Operaciones" (see pages xlv, 542
spelled out in the 
and 566). Except for the Banco Iipotecario, other credit
 

institutions have not c 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 between 
the technical
 

and financial aspects of the META program, due in 
part to
 

factors 1) and 2) mentioned above.
 

4) Poor planning and control of investment project.
 

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 suppamontary credit programs to promote effective
 

utilization of the improvements resulting from the 
irrigation
 

and drainage projects, (Page xlvi).
 

7) Neglect of conservation activities: About 90% of the loans
 

nade were utilized for irrigation and drainage, 
only ].0% for
 

soil conservation (page 564).
 

MEGA
ORGANIZATION: 


RECEIVES FUNDS FROM:
 

Government budget and AID.
 

CHANNELS FUNDS TO:
 

Funds are intended for small and medium-size 
owners of beef and
 

The maximum loan that can be extended to anyone
dairy cattle. 

10,000 was found to
 borrower is 030,000 (the original amount ox 


However, in practice, the larger livestock owners
be too small). 
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have also benefited from the program through the device of 
having
 

various members of the family negotiate separate loans (El
 

While the program does not require
Cr6dito Agrfcola, page 586). 


the beneficiaries to be landownders, tn practice, the program
 

has greatly favored this group since all financial institutions
 

with the exception of ABC have demanded real estate mortgages
 

The credit is channeled through the
 as securities for loans. 

CaJasBanco Hlipotecario, the commercial banks, the Fedoraci6n de 

and (The and Banco lipotecario arede Cr6dito the ABC. ABC the 

the most important, channeling 43.5% and 25.8%, respectively of 

the credit extended under MEGA up to September 30,1966). MEGA
 

funds are administered by the Central Bank, as for META. 

FOR PURPOSE OF:
 

registered bulls,improvements of herds through crosses with 
of physicaldevelopment of pure domestic treeds, improvement 

of forage crops on livestock farms.facilities, and development 

SHORTCOMINGS: 

a definite success from the viewpoint of
The program has beon 

acceptance. Demand substantially exceeded funds available.
 

Shortcomings include:
 

1) 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
 

(they rejected the logic of this requirement since the livestock 

wnn covered by life Insurance). 

2) Technical assistance was i.nadequate both from the viewpoint 
of
 

credit planning as well as project implementation. Technicians
 

were handicapped by lack of knowledge of land utilization
 

patterns and potential, as well as inadequate knowledge of
 

principles of agricultural credit, farm management and agricul-


There are no general economic feasibility
tural economics. 

studies of livestock farming for the vavcious 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 be desired. Most of the approved applications were from
 

large ranchers, while many applications from medium-size 

applicants were rejected; almost all applications from small
 

ranchers were turned down (Ibid,, page 605).
 

4) The negotiation of loans was unjustifiable slow, thus causing
 

prospective borrowers to miss their best opportunities.
 

5) An important problem was the collateral domanded by commercial 

they refused to accept the livestock to be purchased
banks as 

and insisted on real estate guarantees.as collat:eral 

of funds in the program as evidenced b: the substantial6) Shortage 
between the number of applications received anddiscrepancy 

the much lesserprocessed by the technical department as against 

ntuber approved by the financial institutions. (Page 606). 

7) Absnco of economic feasibility studies to indicate whether 

MEGA should give priority to the production of meat or of 

milk; studie should be undertaken to determine the type of 

mostly economical for the differentlivestock farming that is 

arenas of the country. 

8) Failure by the Central Bank to exorcise any control over the 

of NIGA loans and rediscounts. Sanctionsdisposition nmde 
been im posed by the Central Bank on commercialshould have 

that failed to comply with the objectives of thebanks 
program to discourage violations.
 

MEPO (Mejoramiento Porcine)ORGANIZATION: 

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
 
All
 

loaned to anyone user has been set at 030,000 as 
for MEGA. 


channeled exclusively through
loans under the MEPO program are 


the ABC.
 

FOR PURPOSE OF:
 

improved animals to be followed by the expansion
Imprtatilon of 
n Porcina at the Posta Zoot6cnica
 of the Centro do Reproducci

6


de Izalco; the establishment of operating 
pig farms; and the
 

financing of operating expenditures (El Cr6dito Agrfcolap pages
 

575-576). Thirty-six percent of the credit has boon 
used for
 

44% for the purchase of facilitielstock,the purchase of breeding 

and 15% went for operating expenditures.
 

SHlORTCOMINGS: 

1) Up to now the program has been of little 
significance owing to
 

disposes of no funds of 
shortage of funds. The MEPO p ogram 

of the ABC. This latter 
its own and relies on the resources 

extremnly conservative in its approval of 
institution has been 
loans.
 

2) There are serious problems regarding the 
economics of hog 

cost of feed and the 
rals ng in El Salvador, owing to the high 

This situaticn underlines the
 absence of a marketing system. 


importance of undertaking studies to suggest 
the best line of
 

action.
 

by the 
3) Lack of technical assistance which is badly needed 

program owing to high costs of production 
and lack of experience 

in hog raising in the country. 

4) The requirements of real estate mortgages 
have been the largest
 

obstacles to expansion of the program as 
the small hog ranchers
 

(El Crdito Agricola,
are unable to put up such collateral. 


pages 606-607).
 



25 

ANNEX II 
Exhibit H 

Fondo do Desarrollo Econ6mico del Banco
ORGANIZATION: 

Central
 

RECEIVES FUNDS FROM:
 

Central Bank own resources resulting from accumulation of
 

profits.
 

CHANNELS FUNDS TO: 

To private and mixed enterprises. No restrictions are imposed
 

on the nationality of the user; there are no provisions specifying
 

must owner 	 natural juridicalwhether user be or renter, a or 

person or describing types of beneficiaries. Loans subjectare not 

to maximum or minimtun amounts. Credit is extended through 

commercial banks, the 3nnco Hipotecario, INSAFI, la Financiera do 

Fedoracion de Cajas de Cr6dito and ABCsDesarrollo e Inversi6n, S.A., 

FOR PURPOSE OF:
 

shortage funds medium long-termTo 	alleviate the of for and 
of 	 raw materialsinve,;[ uent in ngrtculturv, industIrial processl iig 

Futd is also to improv% the marketing andand for Lu.iri:jm. The 
di!.;tributLion of agrtcultural proluct anid to promote the develop

ment of the extractive industry (El Cr6dito Agrfcola, page 610). 

SHORTCOMINGS: 

1) The limited resources of the Fund are dispersed over a broad 

area instead of being concentrated in agriculture. Agriculture
 

in 	 particular suffers from competition with tourism as the 

latter sector appears to offer 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 mortgage requirements with little attention
 

paid to the destination of credit, the social benefit, control
 

over the ultimate use of funds, and the need for technical
 

assistance. It may be presumed, therefore, that most of the
 

Fund's resources did not reach the small and medium-size farmers. 
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3) The operating rules of the Fund do not include specific
 

regulations 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, extension rights, etc. No
 

mention is made of guarantees; and, most importantly, no
 
use of the funds,
provision is included for control over the 


a feature that is essential to all programs of agricultural
 

to the financial institutions
credit. These aspects were left 


which are generally interested only in real estate collateral.
 

4) The loan application requirements for agricultural credit 
are
 

the same as for industrial credit, including presentation of
 

a complex investment plan, feasibility studies, etc. which
 

cannot be provided by the small and medium farmers.
 

administered properly5) Credits granted from the Fund were not 


owing to failure to maintain proper coordination with the
 

Planning Council, the Ministry of Agriculture and Livestock
 
technical assistanceand other organizations able to provide 


(page 1 and 621).
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CHECKLIST OF STATUTORY CRITERIA 

(Alliance for Progress)
 

iten %riteansi-cr, or, as appropriateIn the right-hand margin, for each 
reference the section(s)

a swimary of-required discussion. As necessary, 

of the Capital Assistance Paper, or other clearly identified and 
available 

docm cnt, in which the matter is further discussed. This form may be made 

a part of the'Capitnl Assistance Paper.
 

The following abbreviations are used:
 

mnnded by the Foreign Assistance
FAA - Foreign Assistldce Act of 1961, ps 


Act of 1968.
 

Foreign Assistance and Related Agencies Appropriations Act, 
1970


Al p. 


COUNTRY PEI.RRII'XAIC 

Pvqres T ads Contry Goali 

1. FAA P.20.8; fi. 251 i'h) 

to which
 
countrq is
 
A. Deoncribe extent 

1.A. (1) El Salvador is making(1) Making appropriateefforts 
to increase food production appropriate efforts through its 

for food Supervised Agricultural Credit.
and i,?rove means 

Livestock Improvement Agencies,otorage and distribution. 
Agricultural price Stabilization 
Institute, and the Agrarian Reform 
Program implemented through its 
Rural Colonization Institute. 

1.A(Z) El Salvador is creating(2) Creating a favorable cZimate 

for forciqn and domestic private such climate by 1. Common market 

efforts, 2. investment protection
enterprive and inveotment. 


laws, 3. investment guarantees 
4. free exchange, 5. tax incentives 
(a new industries. 
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A. (3) The public's role in the 

developmental process in El 
(3) Inoieaoing the pub 'iote 

increasing through
role in the developcntal Salvador is 

the Savings & Loan Associations, 
process, an expansionDemographic Society, 

of private cooperatives encouraged 

by the 1969 Cooperatives Law, this 
the private industrial bankproject, 


and other private institutions.
 

El Salvador is allocating1. A. (4)(a)(4) (a) Allocating availablo 
re.sourcessubstantial budgetarybudgetary resouroco to 

to development.development, 

1. At4)(b) El Salvador.does
(b) Diverting such 

not 

appear to be taking these actions. 
resources for unnecessary 

mtlitary expenditure (See
 

also Itn 110. 218.) and
 
affairs ofintervention in 


other free aid independont
 
also Iteli No. 17.)
nations. (See 

to A. (5) Public and private
(5) Willint to contribute funds 

Salvadoran entities will 
the project or programl. 

contribute substantial funds 
to the project. 
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(6) Making econom?%C, vocia%, A. (6)E1 Salvador is making efforts 
and political rcfo2,-r- ouch as to accomplish these reforms. 

- n t o tac collection ijl)rov0lef ond Progress is being made in recognition 
e n t s ,changles in ..... d t ar'Cralg of the importance of individual 

and making progress toward respect freedom, initiative, and private 
for thle rtalc of lat, .freedom of enterprise, and freedom of 
exprebd2ion and of the press, and expression of the press exists. 
recogni ing te i.nqortance of
 

initiative,
individual freedom, 
and private enterprise. 

(7) Adhering to the principles of 1. A. (7) El Salvador is adhering to 

the Act of Bogota and Charter of the principles of the Act of Bogot4 

Punta dG14 Este. and Charter of Punta del Este. 

(8) Attempting to repatriatecapital1. A. (8) El Salvador has consist

invcsted in other countries by ito ently followed policies that
 
encourage the repatriation of
own citizens, 
capital invested in other countries 
by its citizens. 

(9) Otherwtse reoponding to the vitllA. (9) El Salvador is responding 
economtc, politica, and social to these concerns and demonstra
concerns of its people, and demonstrating ting a clear determination to 

a clear dete2Tination to take effective take effective self-help measures 
self-help measures. as shown by its recent increase in 

real property taxes, and contribu
tions from its own resources toward 

4fgricultural and educational reform, 

into account 1n and other development projects.B. Are above factors taken 
the furnishing of the subject assistance? 

I. B. - The bove factors have been 
taken into account inthe furnishing 
of subject assistance. 
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Trcatun._mt .f 	 U.S. !tnfM1 

2 FAA 0.620(c). If ajoiOtancc 1,0 

to govervnment, is the gaverlenl 
debtor or uncoiiditioliable as 

debt to a U.S.guarantoron any 
citizen for goodit or orrvices 
furninahd or ordered where (a) 

cuch citipen has exh awted 
available legal remedies and 

(b) 	 debt is not denied or 
such government?contested by 

If assiis anceFAA Vt.62(). 
is to a goverv7flent, ha,- it 
(incljudin, government agencies or 

subdivlsio?19) taken any action 
effect of nationalwhich has the 

is,ing, expropriating, or otherwise 

oeizirl-ownership or control of 
catiZcens orproperty of U.S. 

entitics beneficatllly awned by 

them wit!out tak'ing steps to 

discharije its obligations 
citizens or entitido?toward such 

. If cowitry attemptsAM11.1 0 6 

to creatediutinctionsbecause 

of their race or religion wnong 

Americans in granting personal 
or commercial access or other 
rights otherwise available to 

U.S. citizens generally, what 

steps (will bc) (have been) 
taken during loan negotiations 
to influence el-imination 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 
not attemptcertain that GOES will 


to create distinctions because of
 

their race, or religion among
 
Americans in 'granting -personal 

or otheror commercial access 
rights otherwise available to U. S. 

citizens generally. GOES does 
not now so discriminate. 

4
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5. 	 FAA '. 620(o); Fisheren'5 Protective 5. According to the best 
6At.f.5. If couitJyhacseized, or information available, no 

iqosed any penalty or sanction against, seizure of U.S. fishing 

any U.S. fishiiV vessel. on account of vessels or imposure of 
its 	 fishing activities in international sanctions or penalties against 

them have been made bywaters, 
El Salvador. 

a. has any deduction required by 5. a. N/A
 
Fishermen's Protective Act been made?

b. has complete denial of assistance 5. b. N/A
 

been considered by A..1). Adinistrator?
 

Relations with U.S. Govervnent md Other
 
Nations
 

6. 	 4A_ %!,620(d). If aosistance is for 6. Assistance planned under 
cy Productive enterprise which will this loan is for infrastructure 
compete in the U.S. with U.S. enter- and not for a productive 
price, is there az agreement by the enterprise which could compete 
recipient country to prevent export with U. S. enterprise. 
to the U.S. of more than 20% of the
 

enterprise's annual production during
 

the life of the loan?
 

?. FAA .620(j). Hlas the country 7. Such actions have not been 
take permitted and adequate measurespermitted, or failed to 	 have been taken to prevent 

to prevent, the
adequate meaures 	 thembmob 	 action,
damage o' destruction by 

property?
of U.S. 
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8. A bilateral agreement8. FAA 0.620(). If tle coWtry has 
f-aTR 	 Tol-titutte the invosfcfnt between the United States
 

and El Salvador, relating
guaranty prosro for The specific 
risks of expropriation, in con- to the guaranty of private 

vertilbility or confiscation, has the investments, was signed at 
San Salvador January 20,A.I.D. adninistrationwithin 	the pact 

year considered denying assistance to 1960, and entered into force 

such goverinment for this reason? April 8, 1960. 

9. 	 FAA q.620(q). Is the gover?ment of 9. El Salvador is not in
 
dcfault 'on default of any principal or
the recipient country in 

interest or principal of anvd A.I.D. interest on any loan made 

loan to the cowtri? to it under the Act. 

10. El Salvador has consistently10. FAA P.620(t). Has the coWtry 
maintained diplomatic relationsPOV01 dnfomatie relattons with 


U.S.? If so, have they been rcnwned with the United States.
 

and hzave ne bitatcral a.ssistance
 
agreementsn been negotiated and entered
 
into ,:ince c wl rCsl6nption?
 

is the payment 11. El Salvador is not known11. FAA 0.620(). What 
statu, of thle country's U.N. 	 to be delinquent on any of its 

obligations? If the country 	is in U. N. obligations. 
arrears, were sutch arrearage taken 

into accownt by the A.I.D. Administrator
 
in dctermining the current A.I.D.
 
Operating Year Budget?
 

and (b). 12. According to the best12. FAA V.620(a)L A_ . .107(a) 
DToes re-ipient country ftnish information available, El 
assistance to Cuba, sell strategic Salvador complies fully with 

material to Cuba, or permit ships or these prohibitions against 
trade with or assisting Cubaaircraft under its flag to carry 

;cargoes to or from cubq. 	 and with permitting ships or 
aircraft under is registry to 
carry proscribed items to 
Cuba. 

6 
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to a 13. The Secretary of State 
13. 	 FAA .620(b). If aosistance is 

has determined thatgovemrvncnt, lhut Secretary of State 
not controllednot controlled El Salvador isdetermined that it is 


by thc internationalConmnunot movement, by the Communist movement.
 

14. 	 El Salvador does not 
14. 	 FAA 5.620(f) .pv .109. Does 

a commnist have a-Communist Govern-Jip'e't cou_j haei 
me nt.governhniet 

No determination' has been 
15. 	 FAA R. 620(i). Is recipient country 

iade that El Salvadorin M(I,v"rson 

of, or nm[lit cL'y a(gras io n against, the involved.
 
country receivng i.S.
 

'nawl, walt '.1012)c'd (a) 	 is o 

U.S. 	 or any 
(b) the planning of suchassistance, or 

cubvercion or aggresmiion. 

16. 	 FAA/ii..2_60(;=0,_App._ 107(b) mid 116. 

I- S 2C cowlntry furnih goodsrepienlt 
to North Vior.l-c, 0 permit ships or 

-to carryaircraft under 	its floag 
or from North Viet-Nla?cargoes to 

Alita .arpndt1res 

17. 	FAA -R. 620( ). What percentage of 
country 	budg e t is for military 

How much of foreignexpenditures?cxchage resotirces spoilt on military 


uch spent for the
equipent?eow
qexact 

purchase of sophisticated weapons 
systemsi? (Considration of these 


ted withbe cpisto 

coordaepoints oPIPC/iAS.) 

16. According to the best 
information available, no 
El S'alvador ships or aircraft 
traffic with North Vietnam. 

GOE 1970 DOD budget17. 
and its Publicrepresents 6% 

17. Safety budget (National Guard, 

National Police Fire Depts. , etc) 
3. 96% of.4ts Nationalrepresdnts

bud get or a total of 1,l%of 

GNP for the two items. Data on 
amount of foreign exchange 

spent on military equipresources onnent is not av~ilab~e. Mss 
availae evidence that an

has no 
amount of exchangeinordinate 

resources will be spent for this 
used 	inareNo. U. S. pJL480 funds 

rpose in the predictable'future. 
Salvador for military purposes. No determination has been made that 

of its resources whicha percentagedevoting to military purposesGOES is 
o de-4elopment.materially intereros with i 
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11ow 7nuch 18. GOES has not purchased18. 
opcnt by country during current U.S. sophisticated military equip
fiscal year for cophisticated militqry ment during current U. S. fisca 
equipmnt purchased since January 1, year. 
1968? Has corresponding aotoit been 
deducted from current OYB, or is the
 
weapons purchase determined by the
 
Pma'4ident to be importcait to U.S.
 
national eccurity? (Roe ponvce to
 
these qu etionu to be coordinated
 
with rPC/:1S. )
 

(.oNrJI70'7' 01' THE J,0AA; 

19. 	 Loan terms are consistentGeneral Soundn,;c 'with United States and El 
The lending

19. 	 YAA P.201(d). Inowicnation and Salvador laws. 


concm;-ion on reasonableness and and relending terms are
 
considered reasonable inlegality (under laws of country and 

sour cesof lcndinG and ralending terns conparison with otherU.S.) 
of financing available.of the loan. 

)(2). I.2P51 (c.), 	 ZO. The activity is concluded20. 	 FAA P."251Jzfo2iation andf conclusion on to be economically and technically 

activity 's eco;wnic and technical sound. An application has been 

cow'dness. if Zoan is not mafie pursuant received for this loan which 
gives sufficient information andto qt 'ultilateralplan, and the anount 

of the loan exceeds $100,000, has countryassurance that the funds will be 

submitted to A.I.D. an applicationfor used in an economically and 

ouch funds together with assurances to technically sound manner
anindicate that funds wotll be used in 

economically and technically sound 
manner. 
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FAA f.251(b). Infor;nation and Analysis'of Borrower's cash flow 
21. ofindicates reasonable prospectseonctvl.sion on capacitty of the 

couintry to repay the loan, 	 repayment (Annex 11 Exhibit A) 
Borrower will register loan with

includbng reoono'enese of 
GOES to assure availability of 

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

to "ig i7V3 '22. A reasonably firm 	estimate of 
22. FAA 0.611(a)(1). Prio' 

of loan wzl--there be (a) eniineer- the cost to the United States has 

been prepared, along with satis
iwj finmzcial, and other pltno 
necessary to ca1ry out the awciotancc factory financial plans. 

and (b) a reasonably firm c,0tib t 

of the cost to the U.S. of the 
assistance? 

;. F,'AA '. 6:(a) ('). If furtlier 	 Z3. No l1rgislative nction will be 
required for accomplishment of

zegi,-la-i'v ct ion is rc,7quired w~thin 
for the purposes of the loan.reci.pient cozo2j, tw'at is,ba. io 


reasonable expe.ctation that l4ch,
 

action wil be co,,pieted in tii::.s to
 

perinit orderly accomptilwicint or
 
pvTroscs of loan? 

l6 1(,-). If low? is for capital 	 24. The Mission Director has24. VAA 
certified this compliance.aosic-tance, and all U.S. as.i.tance 

to projcct; n', o.cedb $1 rili.ioi, Ias
 

Mission P!reeCor certified ti country's
 

capablity cffoetiLvely to maintain and
 

utili'Je the project?
 

sources25. FAA §.251(b). Information and Z5. Other Free World 
are not interestedconclusion on avaE lability of financing of financing 

including in financing this project atfrom other free-world souro.s, 
within the United States,,ati'sfactoryterms and condiprivate soUces 

tions. (See Annex II, Exhibit E) 

9
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-ANNE 

Foftr 

C/,.ao i tatce.. refJLote 
()~appropriate'einphlaeiS on, 

so cia i no t .,tio? 7i (b.) setlf-
ha'p n 01i~t2,i 0iet",t~e 

food needs; (o) iinfprOl''f6 aai-
obilit/ o tained manpowe~r in 

Ytraof 
thaC coountrjf (d) prgcalls eig 
to 1,eat the 0unjtry 'e heltl 

or(oolza mprtVt areas Of 
jxrliiic0Z0101d social-

o~LIl.Cci o a 

develop;neflt., ilcuding induati."d 
free l-ahor unio no, COOpates 

n4 

26."(a2h'rje~'- atJJ 

these ve ' , i scu s 

ine Par He o I ,a 

t~lfeto 

_.()Availability of trained I 

manpower wile bimnproe cthrugh 

the project's proposdt'1ic1'~~44
dtangprrms

5siota id ranig roras 

2e6 . (d) Agicultural productiond yte-rj 
increases causedbrth poet

an b terWill result in more 
quality food for the populations 
thocreby improving the grneral 

4 

trancwp02tatiofl and comwnunilcatiofl.-.
26. (e) The project has a significant

ptl-;iqng and Vubtic adflinistration; 
on the cooperativet; and moderfliJcation impact -- 4 

turbmn d**3op .... movement in El Salvador. 
of aisttnq 1mk'3. 

27. The project is not 
IProject sue oaptibte,27. FA-A P09. as asusceptible of execution

of~ ~ fuoeVt.?cwPart of regional 
i project not part of a regiaal project.

)ojec~t?Ifs 

28 The activity is consistent with 
Information and2.FAA 25()() the objectives of the Country

oui~usiofl on activityj 'a relation-
Assistance Program-Rural4

ahpto. and consiatefCn tth 

other cdeVelOpmeflt cztitflties, 
its contributionl to realizabta 
long-ranlge obdaoti'Css 

and lnstitutional.and Development,
Developmn~t. By strengthening the 
technical and financial relc1Qrce s of 
F edecaces, it will contribuIIe, to 



realizable long-range objectives and 
.stimulate the development of iriable4 

consumer cooperatives,,~production and 
with growth omphasis on tha'rural',44 
sector*

4 --
4 --10 

-44-4*4i',4 
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29. 	 FAA 9. 261 'b) (e). Inj'orytiabion 29.Th project willmake &,s t' 
a0 on wheThor 0 contribution'to self -subtaiuel'grot

... ... . :	 :4 4. A 

not the a, 	 through itstecanical 'ani n iactivty to be fi.nanced finarici 
Witl contr e to the acht vement .assistance to the cooperative' 

movement in El Salvador.of sef--sue ta-n2ng growth. 

a basic relation30. FAA e.oni(a). 	 30. The activity hasDescribe extent 
Zoch WioZi contribute ship to eventual development '75ictza 'r...7 potu 

to th objective of o irino and encouragement of democratic 
private and local governmentalmaximzn participationin the task 

of e' onomio dpvnlopment on the part institutions,' and will represent a 
of tile pooplie of the country, through strong contribution to the 
the enicouragcment of democratic, objective of assuring maximum 
private,and oa 2 govrmentat participation by the people In the 
ins t .tnn.a -economic development of El Salvador. I 

31, MAA 9l.281(b). Deincribe extent to 31. XZio program su ports these 
needs,' desires, and capacities,M71'ihprogram recognizes the 

supportive of institutionalpartfubarneedsi, desires, and and is 
capacities of he people of the development. 
countrij; utiizcit the country's 
intelteotuat raBourrooO to encourage 

supports civic,.education and 
training in. A1IM~c required for . .. . ... . ...... 

. 4 
e ! 7 . . .. . .

effective partiolpationin 
. .. , : 

governmentat,and polittaaZ procon O 

essential to oelf-govamfmeflt. 

'47 
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32. FAA P.Q1(a). Info'rmation 
whct7irand 	 effort sloan wi e "t". g, o 

of th., con"try to: (a) 
increase 1rt. flow of 
ijnteratj.on;a trade; (b) 
foster private initiative 

and colpoetifon; (0) 
enco10rage dovelopnent and 

credit40C of cooperatflvrs, 
0lion-, and "sal)liil.and 

loan ctrooci.ations; (d) 
opolist)'discolrccle mo 

itmprovepractice.; (e) 
teclical efficiency of 

andindiw try, arjicultutre, 
(f) strengthcncornnrec; (Old 

fI'ce lclbor zo'O"

3. FAA 9. I.If assistancce is 

32. 


for T1?iid,'vcm t countr; 
it 	 it furnishd through 
mu l.tilaoteral,oll7ani.;ationsor 

plans'lo tl:e r,;a.rTMwn extent 
appT'Ortop 'la c? 

7'134. !"AA . (). IJ'o2rmation and 
-on1'whethr tilte"eo0 

wt,ivili,' co:" tet with the 

ofenid rcevrc'datlotWfindi,'psthe 7r;'r rr.m,'4fzcoi;:ittce for 

in itse for NoCvrOnthe Al i 
rcvieiw of "ational develanitool 

and.1nforiliation35. FAA 
eo T OM '3on 141;r of loan to 

acoist ir proiotiD7 the coop-

UNCLASSIFIED 
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The loan will make a definite 
contributiQn to improve technical 
efficiency of agriculture and 

through strengtheningcommerce 
and expansion of cooperative 
savings and loan credit unions, 
thus increasing private enterprise, 
private initiative and competition. 

not a newly33. El Salvador is 

independent country.
 

34. 	 The Inter-American Committee 
the Alliance for Progress has on 

consiscently supported the cooperative 
as a 

movement in Latin America 
means of achieving political and
 

social development.
 

This loans specifically related35. 
of 	cooperatives.to 	the development 

Latin Arner1Ca.erative movement in 

12
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36. This assistance is in-country36. FAA 9. 209 §. 251(b) (8). oriented but will contribute to
.Tnfonation cd OnClWZoil 

the economic and political integrationwhether assistaicewill 
of Latin America by creating aencourage regional development 

program,% and contribte to the 	 strong private sector cooperative 

economic and political 	 savings and loan credit union 
system related through CUNA andintegration of Latin America. 
other entities to similar institutions 

in other Latin American countries. 
U.S. and A.I.DLoan's Effeet on 

37. The loan will have no adverse 
3. FAA P. 251(b) (1) P 102. 

effect 	 economy.informlation and conlwsionl o on the U. S. 
commoditiesProcurement of U.S. 

1,o sible effects of loan on 
and assistance will be increased

U.S. economy, with speetal 
through the effectr of utilization of

referince to area,; of sub-
as a modestloan funds so to make

stantial labor surplus., and 
U.S. comodities contribution in aid of the U. S. 

extent to which 
balance of pa1.Lclfiand o,--Ii.'to~w- ur-' fzo,!?!shcd in 


a m'anncr eonsirtent with improv

ing the U.S. balance of payments
 

position. 

38. Income resulting from newly
.38 FAA !.COt(b). information and 

created and expanded cooperativecOfI. N.lo?lofz how the 7,Oan wii 
encourage U.S. private trade savings and loan credit unions will 

'create an additional demand for
and inves'ti e n t abroad and how 

U. S. imports to El Salvador and
it will. ciivurage prtivate U.S. 

encourage the use of private tradeparticipationin foreign 
Chanrnels and the services of U. S.

ass'.stanco progrmis (including 
use of private trade channels private enterprise.
 

private
and the cervices of U.S. 


enterprise).
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39. FAA 9.007(d). If a capitaZ 39. Up to $100, 000 of loan funds 
may be used to procure profesproject, (we efnineering 
sional services of U.S. firms, or 

and professional services of 
U.S. 	 firms and their affil- from independent countries of the 

he maxiIZ Western Hemisphere south of the
iates used -o 

extent consistent with the U.S. (except Cuba)
 

40. No direct procurcnent of goods
40. FAA P.(02. Informiation and 

SonciTuiofl whaet;her U.S. small 	 is contemplated by Borrower under 
the loan. Technical services may

buiness will participate 

equitably in the funnishing of be financed as noted in item 39.
 

goods. and services finance by
 

the loan.
 

This Section will be complied
41. FAA .620(h). Will the loan 41. 

foreign with. The loan agreement willpromote or asist the 
use of this assistance.ald proijoe-"or acY h)?'timr of vreclude such 


the Commnist.-B7oc countries?
 

FAA 9.621. If technical 4Z. Such assistance will be 

"i:Fs-- ec in financed by the contracted from private firms from 

loan, infornation and conclusion.the U.S. and/or independent 
countries of the Western Hemispherewhether such assistancewill be 
aouth of the U.S. (except Cuba).furnished to the fullest extent 


as goods and profespracticabdle 
sional and other services from 

pr.vatC enterprise o a contract
 

basis. If the facilities of other
 

Federal agencies will be utilized,
 

information and conclusion on
 

whether they are particularly
 
suitable, are not competitive withI
 

can be made
private enterprise, md 


available without undue interference
 

with domestic progrono. 

14 
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43. 	 FAA ..252(a). Tota4l ariiount of money 43. This loan is being made 

under loan r'hib in go ing directly directly to a private inter
to p2Uvate enterprise, is going to mediate credit institution for sub

loans and for technical servicesinte~rmcdiatc credit ins titutiol 
or other borrowers for use by pri- to private sector member savings 
vate enterprise, is be!ng used to and loan credit unions. 
finance in.ports frn private sources 
or is otherwise being used to
 
finance procumnments fro private
 
SOM!CCS
 

Loan '0 Comfplia'Mc with Sci fic 
Requirements 

44. 	 FAA fl.201(d). Is interest rate 44. Yes. 
of loan at least 2% per annun
 
during grace period and at least
 
3%per annum tbereafter?
 

45. 	 FAA 9. 608(a). Info)mation On 45 N. A. 
taken to utilizewasures to be 

U.S. 	 Goverwment excess personal
 
lieu of the procurepropcrty in 


ment of' new ites.
 

Will 	 46. Equipment financed 
46. 	 FAA 0.604(a): Avp. 6.108. 

under the loan shall have its
all coninodity procurement financed 

U.S. 	 except source/origin'in and be
uider the loa? be from 

procured from the U.S. or independent
as otherwise deternined by the 

countries of the Western HemispherePresident? 

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

is 
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4?. 	 FAA 9.604(b). What provision is 47. No-bulk commodity pur
made to prevent financing commodity chases are contemplated.
 

bulk at prices higher
procurement in 

than adjusted U.S. market price?
 

48. 	 FAA ni.604(d). If the host country 48. Host country does not 
discriminates against U.S. marine so discriminate. 
insurance companies, will loan agree
ment require that marine insurance
 
be placed in the U.S. on comodities
 
financed by,/ the loan?
 

No such procurement is 
49. 	 FAA 004(a). If off-shore procure-49 .
 

ment of a-2' cultural commodity or contemplated under the
 

financed, is there loan.product is to be72*,t : e:h l'r~'o VlC nt°e~p rot',ion ,,:,-

when the do;men	,tic price of such
 
less than pari"ty?
collkQdity is 

50. 	 FAA .0;11(0)L L.. 10 1 . If loan 50. This project is not a 

financs wae-itr or water-related land water or water-related land 
re,sOnrce COM(1brw tion project or resource construction 
program, is there a benefit-cost • •
 

insofar as practicahle,
computation made, 
the procedures setin accoVdanc0 with 


forth in the Memorandivi of the President
 
dated May 15, 1962?
 

51. 	 No construction contracts51. 	 FAA §.611(c). If contracts for 
construction are to be financed, will be :inanced under this 
what 	provision will be made that loan.
 
they be let on a competitive
 
basis to maximum extent practicable?
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52. No loan funds will be used 
o2o( )_,. What provision is52. FAA 

t-ere aainst use of subject for these purposes. The loan agree
ment will preculde such Use of

assistance to compensate owners 

loan funds.for expropriatedor nationalized 
property?
 

the loan53. As demonstrated in
DescribeFAA 8-.UJZ(P;* will53. to the paper, Salvadoran sources 

steps taken to assu.e that, 
the countrly contribute a substantial 

extent possible,ma.Cilinl 
toaniount of the local costs of the 

is contributing local, cUaWlencies no U.S. ownedproject. Therp are 
tile cost of contractual and foreign currencies availablemeetother services, and foreign currencles 

for the project.are utilized toowned by the U.S. 
cost of contractal,and other 

meet the 
services. 

No such p.yrnents will be 
loan funds 54. 

54. Ayp. 0. 104. will any 
for made under this loan, 

be used to pay pensions, etc., 

military personnel? 

55. To the extent that they may 
.111. Compliance55. App. with 

these requirementEbe applicable,
requirnents for security 

will be met.citizenclearance of U S. 
contract personnel. 
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56. 	 App. 1 .112. If loan is for 56. All Borrower-contractors 
capital project, is there and the terms of the contracts 
provision for A.I.D. approval will be approved by USAID. 
of all contractors and contract 
ter7ns? 

57. 	 App. 9.114. Will ati loan 57. The loan agreement will 
fund-, be used to pay U.N. preclude such use of funds. 
assessments? 

58. 	 App. . .115. Compliance witlz 58. The loan agreernent: will
 
re1u.lations on pntoiienb of reflect this requiremefito
 
U.S. 	 and local personnel for 
funds obligated after
 
April 30, 1964 (Regulation 7).
 

59. 	 FAA 9.636(i). Will any lom funds 59. No non* U. S. vehicles 
be used to finance purchase, long- will be procured. 
term lease, or exchange of motor
 
vehicle manufactured outside the
 
United States, or any guaranty of
 
such 	a transaction? 

60. 	 App. E.401. Will any loan funds 60. Loan funds will not be 

be used for publicity or propaganda used for publicity or propa 

purposes within U.S. not authorized ganda purpos.es within the 
. United States.by the Congress?
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AID 1240-2 (1-70) 

61. 	 FAA 9.620(k). If construotion 61. Aggregate value of assistance 
of productive enterprive, will to be furnished by United States 
aggregate value of assistance will not exceed $100 million. 
to be fumished by U,S. exceed 
$100 	million?
 

does 	not own excess foreign62. 	 FAA P. 612 (d). Does the U.S. 62. U.S. 
own excess foreign currency currency (Colones] which could be 

and, if so, what arrangements used for the Project.
 
have been made for its 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 

LOAN AUTHORIZATION 

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

Pursuant to the authority vested in the Deputy U.S. Coordinator,
 
Alliance for Progress, Agency for International Development ("A.I.D" 1),
 
by the Foreign Assistance Act of 1961, 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 Federacion de Cooperativas de Ahorro y Credito do El Salvador, 
"Fedecaces," ("Borrower") of not to exceed two million United States 
dollars ($2,000,000) to assist in 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 subjoct to the followin, terms and conditions: 

1. Interest and Term., of Repaymcnt: 

(a) 	 Borrower shall repay the oan 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 ('[) years. Borrower shsll pay 
to A.I.D. in United States dollars, on the (lisbursed balance 
of the loon, interest at the rate of two percent (25,) per 
amum during the grace period and three percent (30) per 
annum thereafter. 

(b) 	 If prior to the date on which the first interest payment 
is due the Goverment 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 tim's called for in 
the Loan Agreement, of the amounts payable under l(a) above, 
determined at the rates of exchange 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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in. Ure d States dollars on 	thete(i 	eInt ereest 
bftaundisbursed 

of eiW (2% mddrlng, a 

Grac&sP teo ten (10)' ean t r c d 
prlaPerod") and three o "Government 


percent r3resJr aniumsthereaftgr.
 

I
 
local ossofal th lanatate te, :.."?mae 


pecenourec praand
2.eOther arrys 	 thitj 

S(40)ons ears,to cdig eoovennce d-odr-:. 

their origin inahd be pocuredthe loan shall have 
goiali 	 'ftePrjc
the~~ola~ 

the United States or indepenident countries.ofInfrom
the Western Hemisphere south-of the Uni•ed'Sta.tes 

' .

(exceptj Cuba). 	 9 

i l 
4<emae valale toBroeA it
 

'.". 	 per..D.iof u d" * 

(b) 	 United States dollaxu utilized underY th0 loatn to finance 
shall be made available tolocal 	currency costs 

A. Is D.Borrower or its designee upon request to 

will(c) 	 t"Borrower"' shall covenant that it and A. Is D. 
perform progress reviews, towards meeting 

14jointly 

the goals of the Project, as deetned appropriate by 
either party, and will reach agreement on the remedial r 

o
 
actions, if any, to be carried put by Borrower. 	 J 

t 
A.1. D. loa funds will be made available to Borrower on

(d) 
in share capital of. Fedecaces ,t 

a pari passa basis with pnid 
rate of one and one halfand member credit unions at'the 

to one percent (1%) of-paid-In-4~4
percent (4)of loan funds 	 u
share capital of Fedecaces 	and its member unionis. 

oan 	 Borrower,
(e) 	Prior to the disbursement of funds hereunder 

shall: 

fort and substance satisfactory,,
(i Provide evidence in 

attesting that this loanr illre-backed<Wyth Nto A.I.D. 
and its mmber t '- .

full faith and integrity of 	Fedecaces 

>
credit unions. 
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(ii) Cause this loan to be approved by the responsible
 
agency of Government under the Law of International
 
Transfers (Ley de Transferencias Internacionales),
 
and subsequently 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.
 

f) 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
 




