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DEPARTMENT OF STATE

AGENCY FOR INTERNATIONAL DEVELOPMENT
WASHINGTON, D.C. 20523

UNCLASSIFIED
AID-DLC/P-2130
December 12, 1975

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: COLAC - Credit Union Development

Attached for your review are the recommendations for the authorization
of a loan to the Latin American Confederation of Credit Unions, a
Panamanian cooperative organization é"Borrower"), of not to exceed
four million United States dollars ($4,000,000) to assist in financing
the United States dollar and local currency costs of a program
("Pragram") to provide medium-term financing and technical assistance
for the development and expansion of the credit union and cooperative
programs of the Borrower's member natijonal federations of credit unions
and cooperatives.

No meeting is scheduled for this proposal. However, please advise us
of your concurrence as early as possible but no later than December 17,
1975. If you are voting member a poll sheet has been enclosed for
your response.

Development Loan Committee
Office of Development Program
Review

Attachments
Summary and Recommendations
Project Analysus
Annexes I-XI



AGENCY FOR INTERNATIONAL DEVELOPMENT
PROJECT PAPER FACESHEET
YO BE COMPLETED BY ORIGINATING OFFICE

1. TRANSACTION CODE
("N approprate don!

m Original
[C] Aga

D Change
D Delete

PP

DOCUMENT
CODE

2. COUNTRY/ENTITY

3. DOCUMENT REVISION NUMBER

L.A. RECIONAL
4, PROJECT NUMBER 5. BUREAU 6. ESTIMATYED FY OF PROJECT COMPLETION
598-T—005 8. Symbol LA b. Caode o |7 lg l
7. PROJECT TITLE - SHORT (stay within brackets) 8. ESTIMATED FY OF AUTHORIZATION/OBLIGATION
mo. yr. .
[ coLAC - CREDIT UNION DEVELOPMENT _J a.INITIAL [7 6 ] b riNaLFY |7 7]

9. ESTIMATED TOTAL COST {$000 or equivalent, $1 =

)

FIRST YEAR FY_ (B

a. FUNDING SOURCE ALL YEARS
b. FX c. L/C d. Total s, FX 1. L/C a. Total
* AID APPROPRIATED TOTAL 350 - 350 4,600 - 4 600
(Grant) ¢ 350 e - ) 350 e goo Mt o ) 600
(Loan) ( 0 Mu - Mt Q 4,000 e o o e 4.000 )
Other 1.
us. j2.
YRXKERNKXNNEXX BORROWER 295 - 295 2,000 - 2,000
OTHER DONOR(5) + SOURCEB 6,250 - 6,250 15,000 - 15,000
TOTALS 6,895 - 6,895 21,600 - 21,600
10. ESTIMATED COSTS/AID APPROPRIATED FUNDS (5000)
a. Appro- | b. Primary | c. Primary | Fv__1b ev_T7T Fy _7 I ALL YEARS
P LG LI B P RN O T e e T
Egl 350 4000 250 - - - 600 4000
TOTALS 350 | 4000 250 - - - 600 4000 _
V1. ESTIMATED EXTENCITURES | 350 - 250 2,500 1,500 |
12. PROJECT PURPOSE(S) fstay wutnin brackets) || Check if different from PIDIPRP %

r;o Promote the establishment of an effective, efficient, and viable reg.j,ior.:I
al intermediate credit and service delivery system, capable of adequately
respondthg, to the priority development needs of the credit union movement
in Latin America, principally in rural areas.

L

_J

13. \WWERE CHANGES MADE IN BELOCKS 12, 13, 14, or 15 OF THE PID FACESHEET? IF YES, ATTACH CHANGED FID FACESHEET.

D Yes

(¥ no

14. ORIGINATING OFFICE CLEARANCE

15. Cate Recaived in AID/W, or F2r
AID/W Documents, Date of

Signature B - L A
Donor M. Lion /Z‘:I)Hf(_'{( /(( . { VR Distribution

Tile  Agsociate Assistant Administrator O e ey . mo. . day . yr.
Office of Development Resources !1!2 1L2! 71 5! 112 1015!7! 5!

AID 13304 {7-75)

* This project was approved as an IRR in January, 1975, therefore,
neither a PID nor a PRP was submitted nor necessary.



PROJECT PAPER

LATIN AMERICA REGIONAL

THE LATIN AMERICAN CONFEDERATION OF CREDIT UNIONS (COLAC)

FACE SHEET DATA

SUMMARY AND RECOMMENDATIONS

PART 1II.

B.

PART III.

A.

The Borrower and Executing Institutions
Proposed AID Contribution

Goal Structure

Summary Rationale

The Target Group

Project Description

Origin of the Projeat

Summary Cost Estimate and Financial Plan
Statutory Criteria

Summary Findings of Analysis

Project Issues

Conditiens and Covenants

The AID/COLAC Project Committee and Contributors

PROJECT BACKGROUND AND DETAILED DESCRIPTION
Background

1. The Development Problem:
Constraints to which the project is addressed

2, Evolution and Formation of COLAC

3. The Development of the Original Proposed AID
Capital Assistance Project and its Transfer
to the IDB

4, The AID Decision to Reconsider

5. Studies, Analyses,.Sdbmissions Performed to
Date

6. The GOLAC Loan Request

Detailed Project Description
1. Rationale and Goal Structure
PROJECT ANALYSIS
Technical Analysis
1. Prefunding Judgment
2, Suitability of Technology for Constraints to be
Overcome, the Development Problem

3. Technical Description of the Project as a
Basls for Cost

Page
Flyleaf

i

i

i

i
ii
ii
114
iv
iv
v

v
vi
vii
xi

1

11
16

17
19

20
20
35
35
35
35

37



PART

B,

Iv.

Financial Analysis and Plan

Social Analysis

1. The Target Group

2., The Spread Effect

3. Benefits to the Target. .Group

4, Target Group Participation in Design of the
Project and Decision Making

Economic Analysis
1. Supply and Demand: The Underlying Rationale
2. Demand within the COLAC System
3. Absorptive Capacity
4, Cost Effectiveness (In Lieu of Cost/Benefit
Analysis)
IMPLEMENTATION ARRANGEMENTS
Analysis of COLAC and AID
1. COLAC - Management Capability and Organizational
Structure
2. The Credit System
3. Inter - Institutional Relationships
4., AID's Administrative Arrangements

Implementation Plan

1. Prior to AID/IDB Disbursements
2. The full Project

Evaluation Plan

Review and Approval of Lending Criteria by AID
Review and Approval of Sub-Projects by AID
Disbursements

Procurement

Environmental Assessment

Integration of Women in Development

Conditions, Covenants and Negotiating Status

59

56
56
60
60
61
62
63
66
68
68
70
70
70
72
75
75
76

76
77

78
78
78
79
79
79
79

81



ANNEXES

Annex 1 Draft Loan Authorization
Annex 11 Application
*Annex III - Statutory Checklist
Annex 1V - Financial Projections
Annex V - Logical Framework
Annex VI - Project Performance Tracking Matrix
Annex VII - Absorptive Capacity Calculations
Annex VIII - Justification for an AID Loan to
COLAC (Post - IDB)
Annex IX - The COLAC Proposal and Recommended
Distribution of AID Loan Funds
Annex X -~ Credit Demand
Annex XI - Current Qutstanding Portfolio

*May be found in LA/DR files.



PROJECT PAPER

LATIN AMERICA REGIONAL PROJECT

CONFEDERACION LATINOAMERICANA

DE COOPERATIVAS DE AHORRO Y CREDITO

(COLAC)

PART I. SUMMARY AND RECOMMENDATIONS

A. The Borrower and Executing Institution

The Borrower is the Latin American Confederation of Credit Unions
(COLAC), a private international cooperative service organization,
legally chartered in Panama. COLAC provides credit, financial,
technical, and representational service to an active membership of
15 national credit union federations. Other cooperative organiza-
tions may affiliate as associate members.,

B. Proposed AID Contribution:

1. The Loan:

a) Amount: US $4 million to be disbursed over a three
year period from the date of satisfactory completion of the conditions
precedent to initial disbursement.

b) Terms: 30 years, including a ten year grace period on
amortization of principal, with interest at three percent on the

disbursed balance of the loan.

2. The Grant: Up to US $600,000 to be disbursed for operating
costs over a period of up to two years commencing on January 1, 1976,

C. Goal Structure

1. The Goal

The goal of this project is to inprove the real net income, production,
and productivity of a growing credit cooperative membership in Latin
America, especially of the small rural producer. It should be noted
that there will be a variety of secondary and some direct benefits

in such areas as health, education, housing, and the quality of life
in general of the target population,
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The project has been broadened since it was first presented to
AID over a year ago to a not-so-rigorous focus on the small
farmer. The goal and the institution relate to the entire credit
cooperative movement in Latin America and, hopefully, eventually
to cooperative membership of many other varieties, always main-
taining a focus on low income groups, both urban and rural.

2, The Purpose

The specific purpose of this project as distinct and more narrowly
defined than the goal, which is sector oriented as opposed to the
institutional nature of the COLAC project itself, is to promote
through COLAC the establishment of an effective, efficient, and
viable regional intermediate credit and service delivery system,
capable of adequately responding to the priority development needs
of the credit union movement in Latin America.

These priority development needs fall into two basic areas: (a)
increased capital at all levels of the cooperative system for lending,
operations, and equity; and (b) improved credit management at all
levels, especially for rural production.

D. Summary Rational.

The basic justification for this project must be based on the com-
parative advantage offered by channeling resources through COLAC

(the regional approach in place of traditional bilateral or national
level programs.) COLAC represents an additional institutional layer
at the apex of a multi-country system, at considerable cost to its
membership and supporting institutions. The rational, therefore,

must be based on the potential capacity to mobilize external resources,
from both public and private international sources, nore efficiently,
effectively, and at less cost to the movement than the various national
members could realize working independently of each other. By the

end of the project period AID should be able to withdraw from direct
asaistance to the Credit Union movement in Latin America confident

that COLAC, as a viable institution with substantial resources at

its command, will e able to continue in place of AID and other

donors with the necessary assistance and inputs to continue effect-
ively stimulating the growth of the novement and bringing about an
increasingly favorable impact upon affiliated lower income groups,
especially in the rural sector.

E. The Target Group

The beneficiaries of the project are the members (individual share-
holders) of the Latin American Credit Union movement, both rural
and urban., AID loan funds will be divided roughly between urban
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and rural, but the great majority of project resources as a whole
will be directed to the small farmer. In addition a substantial
"spread" effect is expected both within and outside of the movement
(See Section III,C,2.), due to the system building and outreach
incentives built into the design of the project.

The following principal "enefits to the target group are anticipated
as a result of this project:

1. 1Increased income and production.

2. Improved participation in the process of development and
the development of organizational skills and institutional infra-
structure at the community level, specifically rural credit unions
and cooperatives,

3. Acquisition of increased economic leverage.

4, Improved access to a variety of services such as credit,
agricultural extension, marketing assistance, supply, health,

education, and housing.

5. Stimulation of private savings, capitalization, and
investment.

F. Project Description

The project consists of the simultaneous realization of various
complementary activities in order fto achieve the successful
establishment of the delivery system envisioned within a three
year period., These activities are divided among the following
three principal categories:

1. Lending: COLAC will lend for agricultural production,
other (small industry, artisan handicrafts, etc.) production,
health, education, and housing.

2., Technical Assistance: COLAC will provide a full range of
technical advisory services to member federations in such areas as
project preparation, credit administration, delinquency control,
accounting and centralization of funds procedures, financial pro-
jections, marketing and supply, statistics and reporting, planning
and programming, evaluation, management, organizational develop-
ment and promotion,

3. Global: Activitier in this area relate to such areas as
resource mobilization, relations with the movemeut and other
external organizations (representation), and regional system building
activity and analysis pertaining to such areas as maintenance of
value, regional marketing and supply, planning and new program
development,
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The above activities are mutually reinforcing and are designed
to produce the self-sustaining growth of a true regional

me chanism capable of tapping public, private and international
capital and other resource markets for effective and efficient
distribution throughout the credit cooperative movement for the
ultimate benefit of the low income target man.

G. Origin of the Project

The origin of this projectis long and extremely complex, especially
in relation to recently approved IDB financing. Please consult
Section II,A,2,3 and 4 for detailed treatment of the formation

and evolution of COLAC, the development of the original proposed

AID loan, its transfer to the IDB, and the AID decision to reconsider
capital assistance. The proposed project represents the culmination
of over a decade of continual AID assistance to the Latin American
Credit Union Movement in both regional and bilateral contexts.

H. Summary Cost Estimate and Financial Plan ($000)

Source AID COLAC Others Total
Loan Grantl/ Loans Grants
Lending 4,000 2952/ 12,834 1,000 18,129
Operational
Support 600 600
Technical
Assistance 2/ 1,000 1,000
4,000 600 295 12,834 2,000 19,729

1/ The grant amount shown is for up to two years commencing on
January 1, 1976. (Please see financial analysis, pp. 50 - 54
for a detailed treatment and justification of the need for in-
creased and extended grant support.) $347,000 is included in the
FY 1976 congressional presentation for grant support to COLAC.
Approximately $250,000 additional support, therefore, will be
added to the FY 1977 congressional presentation. No separate
notification to Congress will be required.

2/ This was tae balance of member share capital as of June 30,
1975. Shares from credit operations should come close to $1.6
million by the end of the project period.



I. Statutory Criteria

All statutory criteria for the Foreign Assistance Act of 1974 have
been met. (See Annex IV.)

J. Summary Findings of Analysis

1. Technical Analysis

a) Prefunding Judgment. It is the judgment of the
Project Committee that this project is appropriate for the time and
area contemplated. Above all this judgment rests on the onique ap-
propriateness of the overall concept of the project for a period and
an area where:

-~ (Concessianal resources are bound to become more and more
gcarce over time.

- pemand for resources is and will be expanding rapidly due to
expanding education, mass media, land reform, social and rural
development programs of various types, the world food crisis,
expanding technology transfer, etc.

- Credit and other cooperative national and local organizational
{nfrastructure is at a stage of development, sophistication,
and viability where it can support its own regional institutional
mechanism for the securing and channeling of external capital
and technical assistance,

1t is also the judgment of the Project Committee that the project
i{s reasonably priced and designed in relation to the totality

of our program in Latin America, the long run potential impact
envisioned, the magnitude of resources to be mobilized from

other sources and the efficiency in general of the system when
compared to the cost of bilateral assistance.

b) Technical Soundness

The project, in the best judgment of the Project Committee, is techni-
cally sound based on the most extensive analyses feasible within the
time allowed and under the revised financial and institutional assump-
tions, constraints, and realities. Every effort possible has been

made to ensure that the project makes sense in institutional, financial
economic, and social terms., That the project is high risk, in AID .
experience, especially since no government guarantee is available,
there can be no doubt, The long run developemnt potential of the
effort, however, is estimated to far outveigh the risk, especially as
there is,indeed, a consortium approach to financing the effort (See
Implementation Arrangements); AID's portion represents less than 252
of the total project cost.
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Financial Analysis

Financial projections were prepared and analyzed, assuming a

$4,0 million AID loan, against relevant financial criteria (rates,

growth, etc.) and found satdsfactory:. If, as seems reasonable and ‘
probable, COLAC will make increasing use of loan funds from the l
US credit union movement, it will have the capacity to amortize the

AID loan, and others as well, and continue to grow as a regional I
intermediate credit institutiom, |

The case is made, however, in the financial analyeis for a $5.0
million AID loan and an increased grant duec to the unexpected
impact of an IDB restriction on end-user interest rates. It is

recommended that serious consideration be given, at a miniwum, to
the proposed grant increase.

3. Economic Analysis

The analysis assumes AID acceptance of the validity of the credit
constraint argument advanced in Latin American Sector analysis work
of recent years. That the lack of credit is a major retarding force
to Latin American rural and urban development alike seems irrefutable.
The main.conclusion of the analysis, however, is that the COLAC
""going rate" approach model is most conducive not only to the most
efficient and equitable use of credit resources but also to the
tapping of private and international capital markets for the greater
growth and outreach of the delivery system.

4, Implementation Capacity and Arrangements

a) COLAC

If COLAC is able to secure the resources to pursue its proposed
reorganization and development program it will be able to effectively
administer this, the IDB's and other projects effectively. Certain
key additional staff members are essential novw for the initial
"gearing up" phase of project execution and their employment is made
a condition precedent to disbursement,

b) ALD
A full tide AID funded position should be established for
COLAC project management, A tentative case has been made for the
location of such a position in Panama together with the COLAC
headquarters operation.

K. FProle a8

To the extent that international development institutions lend
direatly to national credit union federations, by=-passing the
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regional credit delivery system mechanism that this project will
build, the viability of COLAC may be impaired. While start-up
situations may merit direct bi-lateral assistance (as in the caee

of a new federation with limited absorptive capacity but clear need
for income generation ability possible only through direct conces-
sional assistance), the majority of future assistance to the credit
union movement should attempt to utilize the COLAC mechanism as a
conduit for financial and technical assistance to intended beneficia-
ries. To ensure that this is achieved, approval of this project
should constitute formal adoption by AID of such a policy and, sub-
sequently, AlD should undertake discussions with the 1DB and the IBRD
to obtain their endorsement and support for such a policy as it per-
tains to loans they might consider through national government
channels.,

2. Conditions of the IDB Loan to COLAC

While the overall impact of the IDB project is favorable, certaim
conditions of the IDB assistance agreement (yet to be signed) repre-
sent hindrances or obstacles for COLAC in working toward goals AID

and COLAC have long shared in this project. Specifically, IDB
limitations on end-user interest charges and proscriptions of CCLAC's
utilizing of maintenance of value measures in its subloans (see Finan-
clal Analysis and Plan section) are counter-productive to the project goal.
While the IDB-imposed obstacles are possible to work around with re-
sources from other channels they represent a modification in project
design by the IDB £rom AID and COLAC's original concepts, and also
from what the IDB informed us 1t expected it would do with the
COLAC project when we agreed to transfer it in May, 1975,

In view of the sipgnificant impact these changes will have on the

COLAC project, high level AID -~ IDB discusslions on ther should be
pursued.

3. Amount of AID Loan and Grant Support to COLAC

Largely as a result of constraints upon COLAC's financial operations
presented by the IDB conditions referred to above, precise, reliable
determinat fons ot additional fluancial cupport vequired by COLAC to

reach viability are fmpossible to make.  The proponed Loount of

S4,0 milltor in loan tunds 18 required;  however, ao deticribed more

folly later (o I11. K., 4 59,0 nillfon loan with increaged grant

support, above that contemplated, would provide proater assurance of
project poal-=objectives-outputs achfcevement. With no changes in the
IDB tmposucd conditions on COLAC, the Project Committee believes in-
croancd ALD support {a required,
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L. Conditions and Covenants (Draft)

1. Conditions Precedent to Initial Disbursement

Prior to the first disbursement or to issuance of any commitment
documents under the loan, the borrower shall, except as AID may
otherwise agree in writing, furnish to AID, in form and substance
satisfactory to AID, the following:

a) a certified copy of the corporate charter and
by-laws of the Borrower, duly authorized by the Borrower's Board
of Directors.

b) evidence that the positions of administrator,
finance division ‘chief - and operations divi§ion chiéf are filled,

¢) a certified copy of the operating policies,
procedures, and standards of the Borrower, which shall include but
not necessarily be limited to:

1) The Borrower's credit policy including:

- The procedures to be followed for the
objective and comprehensive review znd
authorization of all sub-loans proposed
to be made by the Borrower to assure that
such proposed activities are economically
justified, technically sound, and will
have the desired input on the agreed upon
target group of beneficiaries.

- Eligibility criteria to be met by sub-
borrowers and sub-loan preoposals in ecach
of the following areas: a) agricultural
production and related credit, b) non-
agricultural production and related credit,
c) health, education, and housing credit,
d) credit to be channeled through coopera-
tives other than credit cooperatives.

- The plan for periodic audit of sub-loans
made by the Borrower.
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ii) Policies controlling the subscription and
resale of capital shares in Borrower's equity capital by member
national credit union federations or other entities.

iii) The Borrower's policy and procedures
relating to the allocation and programming of human and other
operating resources in accordance with assessed project constraints,
country by country and regionally.

iv) The standards and procedures to be followed
in providing technical assistance to client federations.

d) The administrative, organizational, and staffing
plan of the Borrower for the effective execution of the project,
including a complete cost breakdown and timetable for execution
and a recruitment plan including job descriptions.

e) The operating plan for the first full year of
the project to commence in July 1976. (The first AID disbursement
is anticipated in June 1976.)

2. Covenuuts
Except as AID may otherwise agree in writing the Borrower shall not:

i) Make commitments invelving meore than the equivalent
of two million United States dollars ($2,000,000) of AID loan funds,
prior to a joint review of the progress of the program by AID and
COLAC;

i) Utilize AID loan funds or any repayments of
principal from sub-loans made from AID loan funds to pay adminis-
trative or operating expenses of the Borrower;

11 Permit AID funds to be used to finance any sub-
project or to mike sub-loans to any sub-borrower in excess of the
equivalent of five hundred thousand United States dollars ($500,000)
without {irst obtaining official written approval from AID;

fv) Make sub-loans with repavieent terms of more than
five (5) years;

v) Maintain a rescrve for bad debts of less than one
percent (1%) of {ta total sub-loan portfolio for the first three
yoara, f{uncreaning to three percent (37) thereafter;
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c)

d)

vi) Declare or pay dividends or patronage refunds
or rebates on shares of shareholders capital without first submitting
for AID approval a comprehensive dividend or refund policy;

vii) Declare or pay dividends or patronage refunds from
sources other than accrued earnings and after reserves for bad debts
and legal reserve requirements have been met;

viii) Incure any indebtedness for a term exceeding one
(1) year or for amounts of more than five hundred thousand dollars
($500,000) without the prior consultation with AID;

ix) Incur any indebtedness which would enjoy a position
superior to the obligation incurred under the AID loan;

x) Amend or modify its corporate charter, by-laws
or undergo any type of corporate reorganization without prior con-~
sultation with AID.

In addition to the foregoing requirements, the Borrower will agree to:

i) Use its best efforts to educate sub-borrowers in
relation to decapitalization risk from inflation and monetary deva-~
luation and will attempt to persuade them to take adequate financial
and administrative protective measures.

i1i) Utilize repayments from AID funded sub-loans only
for those purposes for which the AID loan funds were originally made
available.

iii) Give special and continuing recognition throughout
the 1life of this project to the effective and expeditious implemen-
tation of projects and activities designed to test, develop, and
expand programs of international inter-lending of financial resources
between national credit systems,

iv) Notify AID immediately subsequent to any change in
management or any other important decision which might have a signifi-
cant impact or bearing on the course of project execution.

Prior to COLAC disbursement of AID loan funds for any particular member
country, COLAC will submit for AID approval the maintenance of value
procedure to be utilized in that country.

Prior to COLAC disbursement of loan funds for any particular member
country, COLAC will submit to AID an opinion or opinions of counsel,
acceptable to AID, that all corporate and legal action required has
been taken under the laws of the country in which 1t proposes to lend
or otherwise fulfill obtlizationsunder the AID lean,
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3. Other Terms and Conditions

The loan shall be subject to such other terms and conditions as AID
may degm,advisablem

M. The AID/COLAC Project Committee and Contributors

Project Committee: John Heard - LA/DR
Edward Lijewski / - LA/DR
Wayne Tate ~ LA/DP
Joaquin Marquez - - LA/GC

Other- Contributors:

AID: Mike DeMetre - LA/DR
Wayne McKeel - FM/RSD
Kenneth L. White ~ SER/DM
Lawrence Livesay - SER/DM

James Ito ~ FM/RSD
CONTRACT: Angel Castro - Credit Union National
Association
Barry Rogstad - Systan Inc.
Roy Lave - Systan Inc.

This project in its broadest sense is the fruit of the effort of
many dedicated people, Latin American and American, who have worked
together tirelessly for the development of a concept and a system
they believe in. One person, however, stands out as the most
responsible, the most knowledgeable, and the one who has strived

and fought the longest and hardest, year after year. If this
project is successful, COLAC, Latin America, and AID will owe a
great 'debt of thanks to Angel Castro, currently serving as special
advisor to COLAC management for resource mobilization under contract
with the Credit Union National Association.



PART 1I. PROJECT BACKGROUND AND DETAILED DESCRIPTION

A. BACKGROUND

1. The Development Problem: Constraints to which
the project is addressed.

Traditionally the small producer in Latin America
has suffered from: a) the non-availability of both credit
and services necessary for increased production and self-
improvement, b) an overcentralization of the development
process and public services in national governments and a
corresponding lack of local and regional organizational
competence and infrastructure in virtually all areas
(especially rural) of both the bublic and private sectors,
and, c) the absence of practical mechanisms and channels
to facilitate and motivate the productive economic and
social involvement of lower income groups in the process
of their own development.

Of all low income groups, the small, and often landless
farmer, has suffered most from the prevalence of the above
factors. Restrictive patterns of land tenure, the absence
of organized, responsive marketing and distribution systems
and lack of access to technical assistance, credit, and
other services have insured a static or declining (in
relative terms) socio-economic condition for this group

and have frustrated the majority of rural development
efforts which have not treated the above factors in an
integrated fashion.

In recognition of the nature of the problem, over the
course of the past decade AID has gradually increased its
support for multifacted rural development programs to:

a) provide essential technical assistance and credit re-
sources to local and regional entities of various types
(cooperatives, credit unions, local units of government,
community development associations, etc.), and b) combat
the lack of popular participation and local organizational
infrastructure, in order to make possible the creation of
truly responsive and viable delivery systems for the real
economic and social benefit of the individual, the group,
and especially the small farm sub-sector.
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Gradually national credit and service systems have re-
sponded to initiatives primarily from national govern-
ments and the international donor-lender community.
The process, however, is painfully slow and very de-
pendent on continued concessional inputs which due to
the scarcity of resources has only reached a fairly
small select group. In today's world of increasingly
high inflation and competition for resources, profit,
and markets of all types, it is questionable how long
the present level of concessional aid may be able to
continue or much less to increase for greater coverage
or impact. This project is aimed at exactly this pro-
blem, the idea being to stimulate and help to insure
the creation of a regional resource mobilization and
delivery system with the following characteristics:

- Independent of government support or subsidy.

- Capable of self-sustaining and potentially dynamic
growth.

- Capable of tapping substantial resources from the
worldwide cooperative movement and private inter-
national capital markets.

- Respansive to needs of target populations through
and due to the cooperative process.

- Efficient in the sense that the high cost to inter-

national donors and national recipients of individual
bilateral project development activity is eliminated.

Multi-disciplinary and multi-service in approach so
as to provide an integrated package of services and
credit for the producer/member.

More specifically and immediately, the constraints to be
addressed by this project include the following within
the sphere of the credit cooperative movement in Latin
America.

a) THE CREDIT CONSTRAINT:

A considerable body of evidence now exists

to the effect that in Latin America the lack of institu-
tional credit is a major constraint to increased pro-
duction, productivity, and real income at the small



Page 3

producer‘level.l/ In addition the credit demand section
(pp. 66-67 ) will show that demand far exceeds the supply
of institutional credit from all known sources combined,
including this project. This is also demonstrated by the
widespread utilization of informal credit sources at rates
of interest varying from near commercial levels to 100%
and more. Normal informal rates awerage between 20% and
50% per loan, the majority of which are for less than

one year.

The constraint is twofold: a) the lack of resources and
b) the lack of credit delivery systems. Often, the small
producer simply has no access to an institutional source
of production or marketing credit, or does not know of
its existence. The nearest branch bank is frequently
more than a day's journey from the farm.

COLAC in the long-term, offers a mechanism for meeting
latent and actual demand on an unprecedented scale because
of its potential capacity to mobilize resources of an ever
increasing amount from private and international capital
markets. In order to do this, however, COLAC will have

to present to the international lending community a practi-
cal mechanism for interregional financing, which is another
major constraint.

b) LACK OF PRACTICAL MECHANISM FOR INTERREGIONAL
LENDING:

Significant "surplus" capital now held by the
U.S., Canadian, and European credit union movements (over
$100 million in the U.S. movement alone) could be channeled
to Latin America and other capital short systems if ade-
quate intermediate regional credit facilities could be
established which could demonstrate effective portfolio
management, assure repayment, and provide a reasonable
return. A project designed to test this hypothesis through
COLAC, known as the International Inter-Lending Project (IIP),
is now ready for execution.

%/ See Colombia (173) and Cuatemala (1975) studies per-
formed by Sector Analysis Division of Latin America
Bureau of AID incorporating the results of compre-
hensive farm-level surveys. The 1973 Spring Review
of Small Farmer Credit, Country Papers, indicate a
similar conclusion as do a number of demand analyses
for FY 1974 and FY 1975 agricultural credit loans
throughout Central and South America.
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Th¢ lender for the project is the recently established
United States National Central Credit Union, which will
provide up to $1.25 million to COLAC, primarily for agri-
cultural production. The loan has a 100% guarantee of
collection provided by the Office of Private Investment
Corporation (OPIC). (Loan and guarantee agreements were
signed on June 24, 1975, but disbursements have not yet
begun.) If the U. S. Central loan and credit from other
sources is properly utilized and repayments are timely,
larger lines of credit should be possible with lower per-
centage guarantees. (An international credit union
guarantee pool, for example, is now in the planning stage
in the U.S. and Canadian movements.) In addition, other
agencies such as Private Agencies Collaborating Together
(PACT), the World Council of Churches, the Canadian
Development Agency (CIDA), and European foundations

would be interested in the utilization of such an inter-
regional channel, if it can be proven effective and
creditworthy.

A major element of the rationale for this project and the
IDB's contribution is to provide capital and an adequate
margin on lending for early viability of COLAC as the
interregional approach is tested and a track record is
established based on the development of a substantial
portfolio during the life of the project. Further, as
the interest spread on capital obtained from private
sources will be low due to their more nearly commercial
rates, the AID and IDB credits will be critical during
the initial "take-off" period. Once a sufficient volume
of lending is established, such concessional resources
will no longer be essential although they will always be
welcome. This also relates to another constraint of great
importance in Latin America -- the prevailing interest
rate question discussed below.

c) THE SUBSIDIZED CREDIT CONSTRAINT

It is recognized in concept by COLAC and many
of its members that a market rate approach to lending
makes sense in terms of attracting needed resources from
the private sector. There are strong political pressures,
however, and in some cases legislative barriers to the
adoption of market rates. As both AID and the IDB have
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found in their bilateral credit projects, the majority
of Latin American Governments have established policies
for highly subsidized credit for small farm development,
i.e., 5 to 12 percent for the end borrower. The co-
operative movement itself in Latin America, as in the
U.S., has traditionally offered credit at 12 percent to
the shareholder.

Faced with the above prevailing norm, COLAC intends to
gradually educate the credit cooperative movement to the
need for a much more realistic interest rate structure,
but time is needed for promotion and education. Prospects
are better in some areas than others, especially in the
southern half of Latin America where inflation has forced
the adoption of more realistic policies. Also, higher
rate initiatives are now being tried in Costa Rica, El
Salvador, Colombia, and Bolivia. ‘

Both AID and the IDB have contributed to the subsidized
credit problem by allowing subsidies to be passed through
the lending system to the farmer and lost with each roll-
over rather than insuring that concessions are utilized
for system development and expansion. COLAC, and its
member federations, however, may be penalized in the
future due to inability to compete with international
concessional credit through government subsidized de-
velopment banks. Now that major external capital assist-
ance funding for COLAC is a reality, AID and the IDB
should exercise caution that future bilateral loans do
not jeopardize COLAC's competitive position.

Based on information obtained in the COLAC credit and
service demand survey of late 1974, the ability to fur-
ther raise interest rates within selected national move-
ments can be appraised as follows:

Considerably Some Very Little
(Up to 24%) (14-15%) (12~14%)
Honduras X
Guatemala X
Costa Rica X
Bolivia X
El Salvador X

Colombia X



Page 6

Considerably Some Very Little
(Up to 24%) (14-15%) (12-14%)

Nicaragua
(situation under- :
going change) X

Dominican Republic

Ecuador

Paraguay

R

d) THE LACK OF COMPLEMENTARY SERVICES AND
TECHNICAL ASSISTANCE FOR SMALL FARM
PRODUCTION CREDIT:

The membership of COLAC requires varying
levels and types of technical assistance and services to
enable both federation and primary level cooperatives to
insure effective and profitable production credit utili-
zation. Problems of scarcity and the high cost of ferti-
lizer and other agricultural supplies as well as diffi-
culties in marketing faced by small farmers also are
not being successfully addressed by most rural credit
unions. COLAC, through its integrated Production Credit
Program, presents a range of alternative approaches to
the problem, including where possible the building into
the cooperative system itself of the capability for ex-
tension, marketing, and supply services and/or a variety
of arrangements with private and public sector suppliers.
It is essentially a pragmatic approach and can be tailored
to the situation in any given country. Some systems, such
as Guatemala and Costa Rica are reasonably far advanced.
Also, a growing tendency is to establish a cooperative
marketing central or a mechanism for cross-cooperative
affiliation either regionally or nationally in order to
provide a more complete package of farm input, production,
and marketing services.

For the last two years COLAC has been under great pressure
to provide specialized technical assistance in the market-
ing and supply area. In addition, as the recent ATAC
evaluation of COLAC points out, there is a pressing need
for specialized assistance in the area of farm extension
and the delivery of the appropriate production technology



Page 7

packagesto cooperative members. These needs will be
met in part through IDB, AID, and COLAC-financed
technical assistance, both on a long and short-term
basis. (See Project Description.)

e) THE MANAGEMENT PROBLEM

Probably the greatest single impediment to
be overcome for successful growth of the credit coopera-
tive movement in Latin America is management. Boards
of Directors are likewise often lacking in management
skill and technical capability in the area of credit
administration.

The problem is recognized by leaders of the credit co-
operative movement; and several federations, for example,
lend specfically for the employment of trained manage-
ment. The real answer to the management problem however,
lies in the area of education. The movement must be
educated to the essential need to direct and redirect
scarce resources to the employment of competent manage-
ment rather than passing them on to the shareholders in
the form of subsidies or dividends, until true viability
is reached. The issue relates to the interest rate
subsidy question as well.

COLAC has, as part of its key eligibility criteria for
the integrated production credit program, a requirement
that every cooperative that wishes to participate in the
program must have a paid, full-time, professional manager.
In the implementation of this project, COLAC will focus
on the question more and more vigorously through techni-
cal assistance and training.

Also, with the leverage of the capacity to make sub-
stantial loans to federations as a result of this and the
IDB projects, COLAC will be in a position to require a
more rigorous compliance with eligibility criteria re-
lating to management. COLAC also employs a full-time
expert in institutional development whose role is to

carry out periodic diagnostic planning and evaluation
seminars with member management and technical personnel.
With training in modern participatory management practices,
he is capable of assisting federations to identify manage-
ment problems both in themselves and in their member
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the long-term AID grant agreement signed in June 1973,
made little sense without an accompanying AID con-
cessional loan to help the project reach financial
viability within the four-year period contemplated for
grant execution (July 1973 - June 1977). Finally, on
October 4, 1974 an Intensive Review Request (IRR) was
prescnted for review by the Development Assistance
Executive Committee (DAEC) of AID's Latin America Bureau.
The DAEC approved the IRR, which at the time contemplated
a loan of only $5 million, and authorized the AID project
committee to proceed with certain prieority analyses,

with the provision that full authority to prepare a
Capital Assistance Paper would be subject to a subse-
quent DAEC assessment by means of an interim progress
review to be held in early 1975,

In February 1975 an Interim Progress Report summarizing
the results of Phase I of the intensive review was pre-
sented to the DAEC. Phase I concentrated heavily on
financial feasibility, and credit and service demand.
Also included were chapters covering a review of main-
tenance of value and decapitalization risk considerations
relating to monctary devaluation and inflation, and the
initial findings of a contract evaluation of the COLAC/
AID grant project.

The Interim Report recommended an AID loan of $8 million
as optimal based primarily on a computer-assisted analysis
of a largye number of alternative possible financial com-
binations of external capital, operating cecsts, lending
rates, and other variables. 1In addition, a country-by-
country survey of federation credit and service demand
carriced out in late 1974 supported the claim that credit
demand, even at the near commercial interest rates con-
templated, was not a resl constraint.

The DAEC, in reacting to the Interim Report, approved
continuation of the intensive review for the second and
final phase (Phase II , and tenatively accepted the
recommended loan amount of $8 million subject to the
results of an analysis of the potential availabiality of
funds to the project from other (non-AID) sources, in-
cluding the possibility of utilizing reflows from the
Social Progress Trust Fund (SPTF) of the IDB, funds from
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U.S. commercial sources to be guaranteed by the Office
of Private Investment Corporation (OPIC), and additional
resources (over and above those contemplated, from such
sources as the United States National Central Credit
Union.

To answer the above concern, a supplementary paper was
prepared which analyzed the question of potential mobili-
zation of other (non-AID) source capital in addition to
inputs realized and contemplated from the U.S. Central,
the Inter-American Foundation, the UNDP Capital Develop-
ment Fund, and CUNA Mutual Insurance Society. Essential-
ly, the analysis concluded that the capacity of COLAC to
mobilize funds from other sources during the three-year
project period would not be sufficient to replace a
significant portion of the AID loan, especially since al-
most all other funds would be at considerably higher
cost. Also, the time factor was considered critical as
considerable momentum had been generated in COLAC and

the federations by the AID intensive review. Finally,

a significant "track record" establishing the credit-
worthiness of COLAC as a borrower, would not be possible
for at least two to three years. Thus, the AID loan
amount of $8 million was justified from a different angle
and determined to be necessary for COLAC to reach fin-
ancial equilibrium within the project period, given the
facts and circumstances as analyzed by the project com-
mittee.

The possibility of utilizing IDB resources was not known
at the time. AID checked with the IDB in February 1975
and the answer was a clear negative on lending to COLAC
in any form, primarily because of the lack of a govern-
ment guarantee.

Phase II of the AID intensive review proceeded from early
February 1975 through May 1975 at which time AID pre-
pared an executive summary of terms and conditions and
negotiated the final assistance package with COLAC's
Board of Directors. The focus of Phase II was primarily
institutional in character and revolved around a major
"Program Budget" exercise which included: (a) a country-
by-country assessment of constrains or deficiencies to be
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overcome for effective project execution (at ccoperative,
federation, and national levels), and (b) determination
and calculation of the level, type, and cost of effort
to deal with the above constrains by activity, process,
sub-process, and major program category.

The methodology and results of the above exercise are
presented later in this paper, but essentially the out-
come was expressed in a three-year plan including a
calendar for disbursements and technical assistance, a
new organizational structure, and a recruitment plan for
the mobilization of the necessary professional talent
for effective project execution. Also, cost data was
put into the computer program for COLAC's financial
statements in order to analyze the impact of the pro-
jected operating project budgets. Heavy deficits were
incurred during the first two years of the project, be-
cause the level and cost of professional effort had to
be especially high during the early years relative to
the size of COLAC's outstanding loan portfolio. Break-
even was still possible by the end of the three-year
period, however, given a final oustanding portfolio of
approximately US $17 million and a gradual programmed
increase in lending rates. Also taken into considera-
tion were credit demand estimates and absorptive capac-
ity calculations at different rates of interest.

Finally, a number of distinct issues and factors of concern
were analyzed and treated to a greater or lesser extent
involving such questions as the interest rate structure,
the target group, necessary technical assistance to COLAC
itself, and financial and credit policies conducive to
achievement of the purpose of the project and the set

of objectives or "outputs" considered critical to the
purpose. (See Flow Chart . 34 )

The AID project committee, upon completion of negotiations,
was commencing preparation of the capital assistance paper
for loan authorization review (May 1975) when it became
clear that the IDB intended to move forward with its pro-
posal. Given AID's policy as a lender of last resort,

the AID loan was placed in suspense pending IDB delibera-
tions.
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b) TRANSFER TO THE IDB

On May 13, 1975 the IDB informed AID that
it considered the proposed operation (referring to the
proposed AID/COLAC loan and complementary grant package)
as a technical cooperation project, "suitable for re-
sources from SPTF reflows in local currencies intended
to improve COLAC's basic capital position." AID replied
expressing its "...very favorable reaction in gemeral..."
to what the Bank proposed. In.addition, AID pledged
substantial collaboration in terms of material from the
intensive review to be shared and staff support for the
development, finalization, and negotiation of the IDB
proposal. At the same time, AID expressed the hope that
certain points and issues receive particular considera-
tion by the Bank as it moved forward. (See Issues, I.K.)

Subsequent to the above exchange, considerable contro-
versy surrounded the matter of the transfer of the
project from AID to the IDB with strong concerns ex-
pressed by COLAC itself together with both OPIC and
CUNA. The concerns mainly had to do with the question
of AID's intention to terminate financial involvement,
if possible, in the face of diminishing congressional
appropriations and the fact that AID is a "lender of
last resort." 1In addition it was feared that IDB
resources, to be made available in non-convertible
local currency in Social Progress Trust Fund reflows
would place COLAC in a very awkward operating and
negotiating position vis-a-vis federations, central
banks, and other potential lenders. Other problem
areas surfaced as well as certain restrictions covered
later in the analysis. Finally, COLAC and AID werec
relatively close to loan authorization based on almost
a year of intensive analytical activity. 7The momentum
and expectations that had been built up by the end of
the intensive review period (May 1975) were strong,
resulting in considerable frustration when AID told
COLAC to hold all further loan preparatory activity in
abeyance pending IDB deliberations and an assessment
of the project and institutional impact of proposed IDB
financing.
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To further complicate matters, OPIC, the U.S. Central,
and COLAC signed a letter of agreement in June 1975

to the effect that there would be no disbursement under
the $1.25 million international inter-lending project
until AID made a loan. This resulted . from OPIC's
assessment of the preliminary IDB proposal and its
belief that the basic viability of the project was
jeopardized which would increase the risk factor under
the OPIC guarantee.

Given the resulting confusion and ambiguous state of
affairs, COLAC and AID agreed in a meeting in June 1975
to carry out an assessment of the financial and institu-
tional implications of the IDB project over the following
three-month period in order to determine whether a re-
consideration on AID's part was necessary.

4. The AID Decision to Reconsider

From June through mid-October 1975 COLAC analyzed
in detail the financial and institutional impact of the
proposed IDB project on COLAC and the project as original-
ly developed and negotiated with AID. Also during the
period AID worked closely with the IDB to assist the Bank to
put together a project for which it had little background
Or experience.

During the above process every effort was made by beth

COLAC and AID to prevail upon the Bank to accept a project
design, conditions, and execution procedures which would be
most conducive to COLAC's growth, viability, and outreach
based on the intensive analysis already accomplished by

AID and COLAC for the original AID package. Over and

above participation in technical and negotiation sessions --
on a daily basis -- AID went twice to the Board of Directors
with carefully prepared talking points stressing specific
concerns to be resolved for successful project execution.

The IDB project was approved in Octoher 1975. Shortly
thereafter COLAC presented its own detailed two-volume
analysis of the implications of the financing, together
with a U.S. $4 million loan request to AID.

AID, at the time, had alrcady drawn a number of tenative
conclusions on its own which led it to be considerably
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more receptive to COLAC's revised approach. Finally,
after a concentrated review of the IDB documents, the
COLAC study, and a variety of other factors of importance,
AID concluded that it should indeed reconsider and proceed
to prepare a PP for loan authorization as soon as possible
no later than December 1975. The COLAC Executive Com-
mittee was so informed at a meeting with the Assistant
Administrator on November 5, 1975.

It should be stressed that it was not easy to arrive at
the above conclusion. A recommendation to move forward
with a loan under the circumstances is without precedent
in AID along with other unprecedented elements in this
project. Nevertheless, it is felt that LA/DR is stand-
ing on firm ground and that a forthright and valid techni-
cal case has been made as will be seen in the following
analyses and ANNEX VIII. It is also felt that the
project will indeed "break new grcund" and show the way
for delivery system innovation which will allow AID in-
creasingly to withdraw from direct bilateral support to
cooperatives in favor of the self-financing regional
mechanism for mobilizing and distributing resources to
the target groups within a framework of sel{-help and
democratic institution building at all levels, from the
community through the international.

The "Post-IDB" raticnale for an AID lcan to COLAC depends

on a set of compelling and complex factors -- somewhat
difficult to appreciate at first. These arc spelled
out, however, ANNEX VIII.

5. Studies, Analyses, and Subnrissions Performed to
Date

The Intensive Review for this loan really began
in September 1974. Sincce that time AID, COLAC, and
various contractors have worked steadily to produce
analytical and supporting material for the autiorization
of the project. 1In fact there is now sc much material
that even a concise summary would occupy an entire volume.
The studies and analyscs accomplished are listed here for
reference and are all on file in LA/DR. The analytical
material in Part I1I depends heavily on these studies,
as the citations indicate.



a)

b)

c)

d)

e)

£)

g)

h)

i)
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Intensive Review Request, September 1974.

COLAC, Country-by-Country Credit and Service
Demand Survey, February 1975.

Intensive Review, Phase I, Progress Report
to the DAEC, February 1975.

Evaluation of COLAC, performed under contract
by the American Technical Assistance Corpora-
tion, April 1975.

Decision Budgeting in COLAC, performed under
contract by Systan, Inc.

Executive Summary of Terms, Conditions, and
Execution Plan for the AID/COLAC Project
and the Proposed Loan, prepared by AID for
Board negotiations in May 1975.

The Size and Terms of the Proposed FY 1975
AID Loan to COLAC 1n Relation to Other
Potential Sources of Financing for the

Project, proposed by the AID project committee.

Sensitivity Program: A computer program for

the running of complete pro forma financial
statement projections to demonstrate the
sensitivity of the statements to an almost
infinite number of variable changes (cost,
volume, marginal interest, budget, aad other
variables.) developed by the AID Office of Data

Management. ) .
A complete assessment of constraints to be

overconme for cffective lending at cooperative,
federation, and national levels in addition
to costing and programming of specialized
technical assistance to rescolve such con=
straints. Carried out as part of the Frogram
Budget Exercise summarized in e) above.
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j) The Impact of the Inter-American Develop-
ment Bank's Capital and Technical Assistance
Project on the Institutional Development of
the Latin American Confederation of Credit
Unions, October 22, 1973, 2-volume study
submitted to AID by COLAC, together with a
revised loan request.

k) Miscellaneous: Literally dozens of analytical
pleces were prepared by and at the request of
AID covering such areas as specialized techni-
cal assistance, absorptive capacity of
federations, revised credit policies and
procedures, indicators for meeting production
credit and other program criteria, etc.

6. The COLAC Loan Request

The COLAC Loan Proposal, (See Annexes IX and Xii)
is for a long-term development loan of US $4 million plus
continued budget support through June 1977. Of the total,
COLAC requests: .

a) $1.5 million for production credit and related
needs, including agricultural, artisan, and small industry
Production and related services such as fertilizer and
marketing facilities.

b) $1.5 for non-production credit needs, both
urban and rural, in the area of housing, health, and
education.

c) $1.0 million for the financing of other types
of cooperatives (non-credit union) such as agricultural,
artisan, fishing, and industrial cooperatives.

This paper recommends a package that is basically responsive
to the request although a number of controls and covenants
are introduced to insure that lending activity will be in
line with AID's program goals. Category c) may also be elim-
inated in whole or in bart pending further negotiations.

In any case the full $4 million requested is more than justi-
fied in accordance with the findings of AID's analysis.

(See pp. 50 - 54, Financial Plan and Analysis.)
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B. Detailed Project Description

1. Rationale and Goal Structure

a) Summary Rationale

The basic justification for this project, from the point of view
of both AID and IDB, must be based on the comparative advantage
offered by channeling resources through COLAC (the regional
approach in place of traditional bilateral or national level
programs.) COLAC represents an additional institutional layer

at the apex of a multi-country system, at considerable cost to

its membership and supporting institutions. (The Fiscal Year

1976 operating budget is calculated at just over $700,000.) A
large part of the justification, therefore, must be based on the
potential capacity to mobilize external resources, from both public
and private international sources, more efficiently, cffectively,
and at less cost to the movement than the various national members
could realize working independently of each other. By the end of
the project period, both AID and the ILB should be able to with-
draw from direct assistance to the Credit Union Movement in Latin
America confident that COLAC, as a viable institution with sub-
stantial resources at its command, will be able to continue in
place of the Bank and AID with the necessary assistance and inputs
to continue effectively stimulating the growth of the movement and
bringing about an increasing favorable impact upon affiliated lower
income groups, especially in the rural sector.

b) The Nature of the Project

The project is of both an economic and social development nature
and contributes directly to the realization of the following
objectives:

i) Increased income and production among low
income farmers and other producers.

ii) Improved popular participation in the process
of development among lower income groups -nd the development of
organizational skills and institutional infrastructurc .t the
community level, specifically rural credit unions and cooperatives.

iii) Acquisition of increased economic leverage
for marginal and lower income segments of the population.

iv) Improved access of the small farmer and
other marginal groups to a variety of public services such as credit,
agricultural extension, marketing assistance, transportation, etc,
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v) Stimulation of private savings and
investment by low income farmers and workers,

c¢) The Goal Structure

i) Statement of Goal

The goal of this project is to improve the real net income, pro-

duction, and productivity of a growing credit cooperative member-
ship in Latin America, especially of the small rural producer.

It should be noted that there will be a variety of secondary and

some direct benefits in such areas as health, education, housing,
and the quality of life in general of the target population,

The project has been broadened since it was first presented to

AID to a not-so-rigorous focus on the small farmer. The goal

and the institution relate to the entire credit movement in Latin
America, and hopefully eventually to cooperatives across the board,
always maintaining a focus on low income groups--both urban and
rural.

ii) Assumptions for Achievement of Goal

1. That the credit union movement in
Latin America will respond to basic
economic and social incentives for
outreach or expansion to include an
ever larger low income membership, The
System must grow to survive and prosper,

2. That the cooperative movement will
continue to receive support and collabora-
tion but not be taken over by the Latin
American Governments.

3. That there will exist generally stable
political, economic, social, and national
conditions which will permit real increases
in production and income f[r., itwereased
credit availability,

iii) Specific Purpose of the Project (As distinct
and more narrowly defined than the goal which
is sector oriented as opposed to the institu-
tional nature of the COLAC project itself)
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The project purpose Ls to promote through COLAC the establishment

of an effective, efficient, and viable regional intermediate credit
and service delivery system, capable of adequately responding to

the priority development needs of the credit union movement in
Latin America, principally in rural areas. These priority develop-
ment needs fall into two basic areas: (a) increased capital at all
levels of the cooperative system for lending, operations, and equity;
and (b) improved credit management at all levels, especially for
rural production. (Also, note the basic financial and external
capital mobilization thrust of COLAC as a project as opposed to the
normal bilateral or national project financed by the IDB or AID;
i.e., the justification for COLAC as an additional layer in the
system. (See II. B. 1. a. Summary Rationale.)

iv) Conditions Expected by the End of the
Project Period

It should be stressed here that it is impossible to separate
entirely the impact of the AID input--only approximately 25% of the
total resource inputs--from the various other donors and lenders,
Expected conditions, therefore, and output tareets must be defined
and quantified on a total project basis. Some quantification will
have to wait for new data to be devebped during the condition pre-
cedent stage in early 1976.

iv, a) Effective: By the end of the project
period C™1AC will have accomplished the following through their
credit system development and lending programs.

l. Ten national federation finance
departments will be functioning at fully operational capacity and
four others will be performing satisfactorily. On file with the
project office are complete definitions and criteria for "fully

operational' as applied to finance departments.

2. The Integrated Production Credit
Program will be operating satisfactorily in eight countries and
successfully initiated in four others. Criteria for "satisfactorily"
operating are also on file.

3. By the end of the project period at
least 10 federations will have received loans from COLAC and will
be current in terms of financial obligations to COLAC.

4. By the end of the project 50 7 of
COLAC's agricultural credit portfolio will be utilized by federa-
tions in accordance with integrated Production Credit Program
criteria.
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Included in the above total, COLAC will place yp to $1.2 million of AID and

an unidentified amount of other source money in rural and urban housing,
health, and education through special funds to pe egtablished for thig purpose.
(See Implemeniation Plan)

Beyond the above total, on the other hand,

and over the same time period, COLAC intends to respond gradually but
increasingly to demand from outside the strictly credit-coop sub-movement.
During the life of the project, lending is contemplated to agriculture,
marketing, industrial, and other cooperatives through federations in
Panama, Honduras, Bolivia, Ecuador, and possibly other countries. A
special fund may also be established for this category.

Lending for the most part will be through credit union federations, such
as FACACH in Honduras which for several years has been lending to agri-
cultural, coffee, agrarian reform, and other coops and community groups
(;hrough the Honduras Development Foundation.)

b) Technical Assistance (Credit System Development)
and Training Outputs

At the time of the program budget exercise in February and March of 1975,
a complete country by country, three year schedule of technical assistance
by specialty was developed in accordance with a preceding assessment of
constraints and the disbursement schedule planned at that time. Sub-
sequently, the technical assistance schedule became somewhat obsolete
because of changed and increased financing plus delays and complications
arising from IDB project development, and additional countries and types
of lending to be implemented thanks to both the new IDB and AID credits.
Plans need to be revised and new detailed targets established., This
process will take place during December 1975 and January 1976 immediately
after loan authorization as COLAC proceeds with an intensive gearing up
process for the execution of lending activity for both projects. (See

PPT network) Nevertheless the following chart, prepared as part of the
AID intensive review, is illustrative of the relative minimum order of
magnitude considered necessary for effective lending of a given amount

per country., This of course reflects the end result of a detailed series
of steps of aggregating different types of assistance by country. Different
countries also require different amounts of technical assistance depending
on the nature and magnitude of the constraint to be overcome. Also shown
are the levels of administrative effort by country for the actual lending
process itself in accordance with the disbursement schedule.
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Table 1
COLAC Disbursement Schedule
(Pre - IDB)

7/1/75 7/1/76 7/1/77
COUNTRIES 6/30/76 6/30/77 6/30/78
Honduras Us$1,000,000 Us$1,000,000 US$1,000,000
Guatemala 1,000,000 500,000 500,000
Costa Rica 500,000 890,000 600,000
Bolivia 300,000 900,000 389,000
Colombia 250,000 750,000 588,000
El Salvador - 2,000,000 1,000,000
Nicaragua - 600,000 500,000
Rep. Dominican - 400,000 200,000
Mexico - - 800,000
Paraguay - - 500,000

TOTAL U$$3,050,000 USs$7,040,000

US$6,077,000

——
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Table 2
Pre - IDB
Level of Effort by Country
(man days)

Credit Credit Credit

System System System
Country Lending Development Lending Develop. Lending. Develop.
Honduras 68 205 64 25 64 65 65
Guatemala 68 126 64 10 64 45
Costa Rica 68 232 64 25 64 55
Bolivia 68 418 64 175 64 28
Colombia 54 372 64 311 64 41
El Salvador - 60 54 184 64 70
Nicaragua - 307 54 289 64 55
Rep. Dominican -~ 205 54 332 64 75
Mexico - 106 - 268 54 317
Paraguay - 40 5 90 54 177
Ecuador - 30 - 65 - 156
Panama - 40 - 125 - 235
Antillas Holandesas - 10 - 46 - 60
Brazil - 9 - 15 - 226
Peru - 11 - 10 - 232
Venezuela - - - 55 - 5

TOTAL 326 2,136 482 1,980 620

||
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Since the program budget exercise, the entire technical assistance
question has become more complex primarily because of the IDB
package and new countries to be lent to. Also, the schedule above
was considered the absolute minimum necessary for a responsible
program designed to meet program goal criteria in regard to the
target group and especially the integrated production credit pro-
gram. Now with added and more complex lending and the advantage
of the IDB grant for technical assistance, the activity has expanded
significantly. Resources and the organization necessary to carry
out the effort will be discussed in the technical analysis, but
types of agsistance are discussed below.

The major thrust of the COLAC technical assistance activity is for
the development of the appropriate delivery system in each country
and its capacity to effectively absorb and utilize credit channeled
to it by COLAC and other lenders. The basic approach is to direct
and train federation staffs in the mavagement and improvement of
priority activities for credit union development and expansion while
such activities are determined, planned, and implemented. Federation
officials are also trained to train officials at the cooperative
level in similar disciplines and techniques, modified appropriately
for local situations. All COLAC assistance is at the federation
level or through the federation in order to achieve the maximum
multiplier effort. In addition, a number of regional and national
formal training seminars are held throughout the year in such areas
as production credit management, finance and capitalization, in-
surance,savings and membership promotion, institutional development
(0D), and education.

For the most part technical assistance is tailored specifically to

the individual diagnosed needs of the federations, based on the prior
assessment of constraints to be overcome. Assistance typically goes to
such areas as project preparation, credit administration, delinquency
control, accounting and centralization of funds procedures, capitali-
zation procedures, financial projections, marketing and supply,
statistics and reporting, planning, programming, evaluation, manage-
ment, etc. The list could be much longer. (See Technical Analysis.)

Specific output targets are included in individual country assess-
ments. 1In general they relate to gjiven country constraints and
problems. To list and show them here would require too much

space but specific output criteria and the COLAC rating system for
federation finance and production credit programs - as well as
other areas have been developed. A number of the indicators -
especially in the areas of credit administration, viability,
delinquency and complementary services also relate to eligibility
criteria for lending,
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Major technical assistance outputs include:
Managers and Technicians Trained
Comprehensive Federation Plans and Budgets developed
Information and Data Systems developed
Marketing and Supply Systems developed
Projects developed and approved for funding
Delinquency control problems overcome
‘Savings and promotion campaigns realized
Accounting systems improved
Capitalization systems improved

c) Global Outputs

Targets in this area relate mainly to capital mobilization,
relations with the movement and other external organizations
(representation), regional system building activity and analysis
pertaining to such areas as maintenance of value, regional market-
ing and supply, policy formulation, planning and new program
development (R & D). In addition, COLAC intends to establish a
complete management and federation information system through a
special center to be established for this purpose within the
organization. An economic trend analysis capability will be de-
veloped in COLAC primarily to contend with such problem areas as
monetary devaluation, investment priorities in relation to domestic
and international economic and marketing considerations, etc.
Finally, the necessary apparatus for effective lending and control
within COLAC itself is essential. The organization and programming
of resources for this is covered in the technical analysis.

d) Critical Assumptions for Achievement of
Qutputs

Assumptions for outputs almost have to be country-specific which
precludes detailed treatment here. Basically one must assume that

the federations will in fact accept COLAC criteria and indieators

for effective credit utilization and that it will in fact be possible
to sell an increasingly commercial approach to lending and system
development. COLAC, obviously, will be under great pressure to move
funds rapidly, especially the cheaper IDB resources, and it must be
assumed that leadership will accept and support, in practice, the
rigorous standards which COLAC will apply. One also must assume,

as in the case of the project purpose, that the international lending
agencies will generally support COLAC strategy and not overly finance
national movements at the expense of COLAC's competitive positionm.

The effectiveness of both COLAC's lending and technical assistance
programs depend on a mutually reinforcing concept. That is, federations
will strive to comply with COLAC criteria in order to be able to secure
COLAC resources. The process and the effort could be neutralized to a
greater or lesser extent if ILA's do not exercise a certain forbearance
or at least coordination with COLAC before proceeding with major
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investments which could do serious damage to the concept. For
the same reasons we have to assume that national governments will
not move to emasculate the regional effort by introducing i11-
conceived subsidies within national contexts.
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vii) Inputs

vii. a) Capital: COLAC as a project represents
a4 true consortium approach to development, although there is,as of
now, no written agreement to this effect. The following chart depicts
resource inputs to the project during the period from all known
sources.

Capital Inputs Amount Terms Grace
IDB $ 8,000,000 30 years 10
AlID 4,000,000
IAF (grant) 1,000,000 N/A N/A
US Central (OPIC

Guarantee) 1,250,000 5 years 2
CUNA Mutual 450,000 15 years 5

$14,700,000

In addition, COLAC may possibly be able to obtain US$ 1 million from
the United Nations Development Programme Capital Development Fund
although this is somewhat doubtful due to conditions and restrictions
built into the project. Finally COLAC will have to mobilize the
necessary additional resources for viability from other sources.
Depending on  interest rates which COLAC will be able to establish
with the IDB package, the terms and conditions of future borrowings,
etc. COLAC must mobilize somewhere between 2 and 5 million to become
viable by the end of the period, even counting on the US$ 4 million
of the AID input. (See financial plan.)

vii. b) Grant

AID: AID grant funded hudget is recommended for up to two
additional years for a total of up to $600,000 over the period.

IDB: The IDB has approved a US$ 1 million technical assistance grant
which has been tentatively programmed as follows over the three year
project period.

Systems Analysis $ 135,000
36 mm

Data Collection 55,000
12 mm

Resource Mobilization 115,000
24 mm

Accounting and Control 20,000

System
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Systems Design and 513,000
Implementation -
Country Resident
Technicians - 180 mm

Regional Seminars on 162,000
Agricultural Credit

Total $1,000,000

d. Project Design (Overall) and Course of Action

The course of action of the project consists of the simulaneous

and ongoing performance of the entire range of operational global

and administrative activity, gradually growing more sophisticated

in nature. Activities will vary and fluctuate in accordance with
diagnosed country needs and changing national priorities, conditions
and resources. In the long run, and outside of lending itself, COLAC
activity will probably become highly technical and focused on special-
ized areas as federations become generally competent in traditional
functions. The following flow chart depicts the entire process.

(Also see Implementation Plan.)
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PART III. PROJECT ANALYSIS

A. TECHNICAL ANALYSIS

1. Prefunding Judgment

a) It is the judgment of the Project Committee that this
pProject is appropriate for the time frame and area contemplated.
Above all, this judgment rests on the unique appropriateness of '
the overall concept of the project for a period and an area where:

- Concessional Resources are bound to become more and more
scarce over time.

- Demand for resources is and will be expanding rapidly due to
expanding education, mass media, land reform, social and rural
development programs of various types, the world food crisis,
expanding technology transfer, etc.

- Credit and other cooperative national and local organizational
infrastructure is at a stage of development, sophistication,
and viability where it can support its own regional institutional
mechanism for the securing and channeling of external capital and
technical assistance.

b) It is also the judgment of the Project Committee that
the ptaject is reasonably priced and designed in relation to the
totality of our program in Latin America, the long run potential
impact envisioned, the magnitude of resources to be mobilized from
other sources and the efficiency in general of the system when com-
pared to the cost of bilateral assistance.

2. Suitability of Technology for Constraints to be Qvercome,
the Development Problem

The suitability of the technology of this project as well as the
viability of the concept and the institution must be treated in
the regional context in which COLAC operates. For pumposes of
this section, one must assume the basic acceptance on AID's part
of the credit union and the cooperative in general as a suitable
and valid development mechanism.

No two national credit union movements or structures are alike

and COLAC's approach is tailored in each case to mesh with national
and local conditions. Nevertheless the following basic elements

of the technology and the concept are common to the application

of the program regionally.
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a) The Integrated Production Credit Program (IPCP)

The IPCP is an outgrowth of the original Directed Agricultural
Production Credit Program in Ecuador in the mid and late 1960's.
Essentially the concept is that credit, to be effective for small
farmer production purposes, should be part of an integrated package
of complementary services such as farm extension, supply, and
marketing. The services do not need to be integrated within the
cooperative system itself but should be assured through one of a
variety of arrangements for the recipient. It is essentially a
pragmatic approach and can be tailored to individual country
conditions and needs. COLAC has developed a comprehensive, flexible
set of criteria and indicators for the successful IPCP which are
used as a basic design, training, assessment and evaluatbn instrument.

b) Sound Credit Administration

Above all the COLAC approach focuses on the area of financial manage-~
ment and credit administration. Again a comprehensive set of indica-
tors and criteria are established for both federations and cooperatives
which cover the full range of credit administration.from portfolio
management through delinquency control. In addition COLAC promotes

a centralization of funds mechanism, which, although not appropriate
for all countries, at the same time improves accounting and record
keeping aspects of credit administration and provides a short term
liquid source of resources for immediate federation and credit

union needs.

c¢) Capitalization

The technology of this project includes a strong focus on the need
and mechanics for capitalization at all levels from the cooperative
through COLAC itself, the idea being that adequate capitalization
is essential not only for viability but also to leverage essential
external borrowing.

The basic capitalization mechanism works through the required con-
tribution of a portion of each loan made. This is normally 10%

at the coop level and 5% at the federation. Both federations and
cooperatives normally require a small capital contribution for
entrance. COLAC itself takes 4% off the top of each loan and
charges 17 on the cutstanding quarterly balance after the first
year of a given loan. Once a truly viable operation is established
at any given level, dividends or patronage refunds are paid in
proportion to the equity holding of the shareholder.

d) The Going Rate Approach

COLAC since its establishment has been an advocate of an interest
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rate structure which would be conducive to the tapping of private
capital markets and a more equitable and efficient distribution
of resources. This element of the technology package is covered
in detail by the constraint section of this paper and in the
Economic Analysis.

e) International Inter-lending

A basic compoitent of COLAC technology and of the project design
relates to the mobilization of resources within cooperative movements
in the U.S., Canada, and other developed countries and channeling
these resources through institutions such as COLAC to the lesser
developed countries. The OPIC guaranteed loan to COLAC from the
U.S. National Central Credit Union is a pilot project for the
establishment of the feasibility of just such a system. Once proven
feasible, the magnitude of financing that conceivably could be
obtained from such sources is practically without limit, at least

in relation to the absorptive capacity of the systems contemplated
in the coming decade. Estimates of excess liquidity in government
backed deposits of one kind or another in the U.S. movement alone
right now run from 100 million to 0.5 billion.

3. Technical Description of the Project, as a Basis for Cost

a) Methodology 1/

During vhase II of the intensive review for the original proposed
AID loan, February-March 1975, a complete program budget exercise
was carried out at COLAC in order to provide the organization and
AID with the operational information and procedures necessary to
design and implement plans and programs in a manner consistent with
the best use of project and institutional resources. The exercise
permitted management to translate plans into operationally useful
resource budgets (both capital and operating) on which to base
sound long andshort term programming decisions.

The exercise was carried out in Panama and involved the entire pro-
fessional staff of COLAC. Guidance and technical assistance were
provided through an AID contract with Systan Inc. and additional
assistance was supplied by CUNA. The following steps were involved:

1) A "planning framework' was developed as a required
input to the program budget. This involved the elaboration of an
exhaustive set of indicators relating to constraints to be overcome
at local, national federation, and country levels in accordance
with COLAC's credit policy, eligibility, and other criteria. Then

1/ See Decision Budgeting in COLAC, Final Report submitted to AID
by Systan Inc. under contract, dated July 1975,
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the extent to which the conditions and structure of each federation
fell short of these indicators was assessed in order to provide
COLAC with an operational set or list of tasks to be accomplished
and deficiencies to be overcome.

{1) All of the work done by the COLAC staff and all
the direct expenses of COLAC were classified by "activities," a
micro-unit of work at the most basic or disaggregated level.
Activities for the most part are mutually exclusive. Analysis
of credit requests, for example, is an activity. Others are loan
impact evaluations and debt service accounting, Activities thus
formed the building blocks which could be combined in a variety of
ways to form (a) a process, a logical grouping of activities re-
lated to an organizational output, or (b) a program, which consists
of several processes and relates to a major objective. A loan for
example is an output, and lending is ¢ process. 1In contrast lending
is a component part of COLAC's finance program designed to meet the
external capital needs of its members. The complete list of ac:i-
vities allocated by sub-process, process, and program resulted in
an overalli classification system for both direct and administrative
cost,

1ii1) Using the activity classificationlist, the COIAC
staff then determined which aciivities and in what magnitude (man
days or cost) were required to address each task or resolve ecach
deficiency identified in the planning framework portion of the
exercise,

iv) Then a cost assignment ecxercise was completed
starting with the traditional administrative budget and ending
with program and process budgets.

The entire analysis was accomplished without being constrained

by the organizational limits of what COLAC is today. In other
words, the fact that COLAC does not now have an expert in marketing
and supply did -.ot prohibit the development and incorporation of
a marketing and supply activity as being essential to the resolu-
tion of certain deficiencies. The result has provided COLAC with
an invaluable management policy, planning, and programming in-
strument, COLAC's effort and costs can be shown in my number
of ways, by process, sub-process, activity, and by country or uny
combination thereof. (The possible combinations of cost data for
more valid d:cision making are almost endless.) The exercise
produced the best possible estimate, at the time and under the
circumstances, of resource requirements (hoth human and other
operating cost) for project execution. Also the disbursement
schedule was revised in accordance with the findings of the
exercise (i.e. the technical effort necessary to place the loan
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COLAC Program Budgets (Pre-IDB)

Program or Process

TABLE _3
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CY¥ 1974 and Fiscal Years 1976, 1977, 1978

107 20% 30% 407 50%
CY74 24,405
Lending FY76 63,254
FY77 94,833
FY78 123,352
T
74 91,426
Credit
System 76 324,480
Development
(Technical 77 331,861
Assistance)
78 348,745
—
Representa- 74 55,907
tion & lﬁ
76 56,047
Promotion T ——ry ’
77 60,276
78 66,274
Resource 74 39,828
Mobiliza- 76 60,863
tion &
Admin 77 66,696
78 73,317
Tothl Operation Budgets
90,567 Ck 1974  $49Q,470
Planning & % , rY 1976 694 216
Policy 6 15,785 F¥ 1977 757,882
/,
Formulation ’° e ' F¥ 1978 83d, 149
77 17,363
78 __J 19,084
7 21,309
Organiza-
tional 74 77,507
Development 7 85 301
)’
78 93,751
7 167,028
Administra-
tion 76 92,280
77 107,552
7q 111,626
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i) The efficiency of the COLAC operation could
be improved dramatically through reorganization and reorientation,
and

ii) Sharp initial increases in operating resources
were required to effectively launch the project as envisioned and
determined to be feasible by AID and COLAC together.

c) Operational and Budgetary Implications of the IDB
Contribution.

There has not yet been time to work entirely through a second major
program budget exercise to take into account changed conditions,

new constraints and emphases, a different resource mix, etc, brought
about by the IDB contribution. COLAC has, however, carefully assessed
the impact of the IDB contribution in terms of “uman and other opera-
ting costs necessary to implement it. In addition, the original
program budget had been cut sharply to conform to the income genera-
tion capacity of identified capital resources at the time. On re-
assessment, the following factors and needs have come to light.

i) COLAC's salary schedule necds to be upgraded
sufficiently to attract and maintain high quality talent as core
staff. The sophistication designed into COLAC's future operations
calls for first rate international expertise. Skill and compensation
levels more and more will have to be in line with such organizations
as the 0AS, the UN, IDB, etc,

ii) The financial and administrative capability of
COLAC should be upgraded from present levels and those contemplated
originally by AID to handle (a) more complex international financial
transactions under the IDB project, and (b) a more diversified port-
folio and more countries with separate dollar and local currency
procedures and requirements.

iii) COLAC should have a true economic and international
monetary trend analysis capability.

iv) Budget provision is necessary for a full time
legal counsel or at least a sharp increase in legal services in
order to handle the projected increased level of legal work that
will be necessary to implement the IDB project, including inter-
national loan and borrowing agreements, study of national coopera-
tive legislation, etc.

v) COLAC needs to increase its long term technical
assistance capability in the area of farm marketing, supply, and
accounting systems for federations.
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vi) Budget provisions are necessary for a permanent
planning and programming unit to assist with long range planning
and maintenance of a management information system,

vii) A technical information center is needed to handle
the enormous volume of data, information, and studies now collected
and to maximize COLAC's potential to transfer relevant and timely
information to its members. For the same reason COLAC's printing
capability (not commercially viable) needsto be maintained and
subsidized.

viii) Budget provisions are necessary for a research and
development unit capable of designing new programs and services for
member federations.

ix) Budget provisions are necessary to accommodate the
depreciation expense of a future COLAC building which COLAC may
purchase after achieving viability. This would enable COLAC to
capitalize an estimated $20,000 to $25,000 that is projected to
be paid in office rent beginning in 1976-77.

Xx) In general, increased operational specialization,
technical improvement, and a better support and para professional
capability is called for over and above present and originally con-
templated levels.

The pre- and post IDB functional and organizational charts are shown
in Figures 2 - 5,

d) The Proposed Budget

The budget for operating expenses which COLAC considers optimal
under the revised (post-IDB) assumptions and conditions is shown

in Table 4 . It should be noted that this does not include the
three-year Technical Assistance Budget to be financed by the IDB.
This would have inflated the budget in the first three years, making
comparative analyses much more difficult. In addition COLAC wants

to maintain the integrity of their proposed budget options for
planning purposes so that with termination of the IDB package the
institutional impact of the expiration will be minimal. (Seepp.32-33
for breakdown of the IDB "Technical Cooperation" sub-prozram. )

A comparison of pre- and post-IDB budgets for the ten-year period,
1976-1985, is shown below. The pre-IDB budget was that developed

by the program budget exercise and subsequently cntered into the
computer program to provide financial projections for negotiating
the original AID $8 million package. It was also picked up directly
by the IDB for their financing proposal. The net difference essen-
tially relfects the needs described in the preceding section and in
the revised organizational structure.
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FIGURE 3
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FIGURE 4
FUNCTIONAL DISTRIBUTION OF COLAC ACTIVITIES ACCORLING TO PROPOSED RECRGANIZATION
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FIGURE S
PROPOSED ADMINTSTRATIVE RLORGANIZATION

Adviser to
Management

{ Marager l

ISecretarE!

Planning and_|

oordinating
Legal Committee
Advice

I
Credit and Technicaq
Assistance Division

1 Economist

1 Credit Analyst

R el

Finance Division!
Finance Hanager_l

. 1~Economist

1~Credit Analyst

—
Support Unif
Specialized
Techniciang
1-Credit Institutions
1-Organizational
Development
1-Promotion
1-5upply and
Marketing
l-Accounting Systems
1-Administrative Systems

Financial !
projection#
—il-Assistant |
Finance l
]

Manager

—
tAccounting Dept.!
J——-l—Accountant
1-Assistant

JRRNA :
egion 11 (Tegion 1
1-Coordinator 1-Coordinator 1-Coordinator
*Mexico *Dominican 1-Production Credit Brazil
*Honduras Republic Technician Venezuela
*Nicaragua *Colombia Costa Rica Netherlands
El Salvador *Bolivia Ecuador Antilles
’ **Paraguay Guatemala
Panama
Peru

AResident COLAC Technician
#*%2 CUNA Techniciang in Paraguay

Department o‘!
Planning and |
Information ;
1-Planner

i Informatio

[ Center .

———=nter .
1-Director

1-Librarian

Adninistracon
1-Administrato
l-Assistant

Personnel !
i Adminx:tratbn_j

_Receprion & Trips
+1-Receptionist

|

__JFiles
IM
_

|Secretarial Pool]
| 1B-Secretaries

jMail
n-iReproductioq
1-Clerk |

___Joffice Hahtenancﬂ
11-Janitor

Print Shop

‘——1-Chief
1-Draftsman
1-Composer
1-Press
1-Photomechanic

1-Secretary

1-General Assistant

?
|
|
|




Page 47

Salaries
Social and Fringe Benefits
Program Travel
Technican Placement & Moving
Other Travel Costs
Training Material
Office Material
Rent -~ Office
Light-Cables, Telephone
Office Repailrs - Alterations
Technician Furniture Repair
Rent, IBM,XEROX etc.
Freight Correspondence
Publications
Educational Material
Publications
Board and Executive
Committee Meetings
General Assembly
Seminars & Conferences
Technical Assistance to COLAC
Research &System Design Contract
Fees, Consultants & Lawyers
Bonding Insurance
Dues, World Council
Eternal Audit
Depretation of Equipment
and Building
Public Relations
Bank Charges
IDB Seminars (Manager and
Extension Agents)
Contingencies
Office Moving Costs

TOTAL OPERATING COSTS

1975-76

300,300
53,200
132,800
53,900
0

1,000
6,300
17,800
20,000
13,000
900
8,600
15,000

3,000
8,000
13,400

0
1,700
0

0
25,000
1,800
12,000
3,000
12,600

3,000
3,200
13,000
0

722,500

COLAC OPERATING COST PROJECTIONS 1975 - 76 to
Assumes U.S5.$ 4 Million A.I.D.

1976-77

409,300
73,100
39,400
16,290

0
2,000
7,500

23,200
23,400
5,000
1,900
9,000
16,300

3,200
8,300
14,100

0
1,700
0

0
26,300
2,000
12,600
5,000
15,500

5,000
6,000

24,800
0

850,900

TABLE

1977-78

467,300
79,100
146,400
16,900
0

2,100
7,900
23,200
24,500
5,500
2,100
9,500
16,100

3,300
8,800
14,900

24,300
1,800
0

0
27,500
2,200
13,300
5,500
15,500

5,300
9,100

28,000
0

260,000

1978-79

569,700
9/,000
53,700
17,800

0
2,200
8,300

23,200
25,800
5,500
6,500
10,000
16,900

3,500
9,300
17,800

0
1,900
0
50,000
28,900
2,400
14,600
5,800
15,500

5,500
4,600
32,900
0

1,128,300

1979-80

712,400
115,200
161,400
18,700
0

2,300
8,700

0
27,000
6,100
2,300
10,500
17,700

3,600
9,700
18,400

0
2,000
0
50,000
30,400
2,600
23,000
6,100
55,500

5,800
5,200
38,600
5,000

1,338,200

1374 - B5

Loan and Reorganization

1956-81

748,000
120,000
119,500
19,606
0

2,400
9,100

0
28,400
6,100
2,500
11,000
18,600

3,800
10,200
19,000

27,300
2,100
0
55,000
32,000
2,900
23,000
6,400
55,500

6,000
7,900
34,800
0

1,422,600

1981-a82

755,400
126,900
175,000

20,€00

2,600
2,600

29,800
%,700
2,500

11,560

19,500

4,000
10,700
12,800

0
2,200
0
55,000
33,600
3,200
24,200
6,700
54,700

6,200
6,700
35,700
0

1,455,900

1982-83

%24 760
133,300
156,900
21,700
0

2,700
10,000
0
31,300
6,700
7,500
12,100
20,500

4,200
11,300
20.800

0
2,300
0
60,500
35,300
3,500
25,300
7,000
48,800

6,500
6,500
37,500
0

1,526,900

1983-84

865,900
139,600
196,200
22,800
0

2,900
10,600
0
32,900
7,200
7,500
12,200
21,500

4,400
11,300
21,900

32,100
2,400
0
60,500
37,100
3,900
26,600
7,400
48,800

6,800
5,700
40,000
0

1,629,200

1984-85

908,300
147,000
206,000
22,900
0

3,200
11,100
0
34,500
7,200
2,800
13,300
22,600

4,600
12,400
22,900

0
2,600
0
66,500
38,900
4,200
27,980
7,800
45,000

7,200
7,300
41,000
0

1,667,200
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Increase

Pre-IDB
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Increase
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FY-76 FY-77 FY-78 FY-79 FY-80
690,200 758,000 836,000 877,800 921,700
722,500 850,900 960,000 1,128,300 1,338,200
32,300 92,900 124,100 250,500 416,500

FY-81 FY-82 FY-83 FY-84 FY-85
s61,800 1,016,200 1,066,800 1,120,300 1,176,300
1,422,600 1,455,900 1,526,900 1,629,200 1,667,200
460,800 439,700 460,100 508,900 490,900

COLAC's analysis of the projected increases shown above is as follows:

FYs 76, 77, 78:

FY 79

The increase is primarily attributable to the

increased level of technical and support staff
needad to implement the IDB program.

In this year COLAC assumes approximately 50% of
the annual program cost of the IDB funded technical
assistance program which is scheduled to end on

June 30,

R

1978.

proposed COLAC budget are considerably higher.

——— i —— A Sy STy 8Os = > oy

Does not include Peserves for bad debts, which in the new

ey
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FY 1980: COLAC assumes the full program cost of the IDB
funded technical assistance program, on the order
of $300,000 per year. Also, COLAC begins to
depreciate its building , to be purchased in this
year, at an annual rate of $40,000 per year.

" FY 1981-85: The difference reflects normal annual increases in
operating costs but on a substantially larger
operation than that originally contemplated by either
AID or the IDB. The difference also reflects con-
tinued building depreciation plus maintenance of

the IDB technical assistance program.

4. Suamary Conclusion - Technical Soundness

The project, in the best judgment of the Project Committee, is
technically sound based on the most extensive analysis feasible
within the time allowed and under the revised financial and insti-
tutional assumptions, constraints, and realities. Every possible effort
has been made to ensure that the project makes sense in institutional,
financial, economic, and social terms. That the project is high

risk, in AID experience, especially since no government guarantee

is available, there can be no doubt. The long run development
potential of the effort, however, is estimated to far outweigh the
risk, especially as there is indeed a consortium approach to finan-
cing the effort (see Implementation Arrangements); and AID's portion
represents, for a change, less than 25% of the total cost and
resources of the project.
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Part 11I. B. Financial Plan and Analysis

1. Financial Plan/Budget Tables
Table B-1:

Summary Cost Estimate and Financial Plan ($000)

Source AID COLAC Others Total
Loan Grant Loans Grants
Lending 4,000 295 12,834 1,000 18,129
Operational
Support 600 600
Technical
Assistance 1,000 1,000
4,000 600 295 i/ 12,834 2,000 19,729

The following is an explanation of the financial inputs shown above:

Loans Explanation
1. AID $4,000,000 Amount proposed in this PP
2. Others:
a) 8,000,000 IDB~-Social Progress Trust Fund
Local Currencies
b) 1,250,000 U.S. Central Credit Union
c) 1,000,000 United Nations Capital Dev. Fund
(doubtful)
d) 450,000 CUNA Mutual
e) 265,000 Security Pacific Inter. Bank
f) 1,869,000 Other Sources (as yet unidentified)
Grants
1. AID $ 600,000 Final Phases of Existing Grant Support
2. Others:
a) 1,000,000 Inter-American Foundation for Capitali-
zation and lending
b) 1,000,000 IDB-Social Progress Fund for Technical
Assistance

1/ This was the balance of member share capital as of June 30, 1975.
Shares from credit operations should come close to $1.6 million by
the end of the project period.
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b. Costing of Project Outputs/Inputs

Given the nature of the proposed activity a regional credit
union intermediate credit institution with a single primary output
of increasing subloans and the difficulty and arbitrariness
required in assigning relationships between individual financial
inputs and total project outputs, an Output/Input Table is of little
relevance and therefore not presented.

2. Financial Analysis. Financial projections prepared by
COLAC in support of its request for an AID loan of $4.0m. were
analysed by the Project Committee in October. Judged against
relevant financial criteria, those projections demonstrated that
COLAC in fact required additional concessional resources in order to
cover the larger than expected operating expenses now anticipated
in implementing the IDB credit, to compensate for the probability
of currency devaluations reducing the earning power of COLAC's 1DB-
SPTF funds, and to enhance COLAC's capability for achieving early
and self-sustaining financial viability. Subsequently, COLAC was
adviscd by the IDB during final negotiations on the IDB-COLAC
project of two particular, restrictions on the use of IDB funds
which will limit substantially COLAC's ability to earn revenue in
relending those funds.

At the time these projections were prepared (October-
1975) COLAC assumed that no major restrictions would be placed on
its use of IDB-SPTF resources. Accordingly, all available funds
to be lent to member federations were assumed to earn 10% interest
for COLAC. Recently, COLAC has been advised that IDB-SPTF funds
it relends to the credit union movement cannot reach the end-user
(typically, the local credit union small farm member) at a cost
higher than or cqual to the end-user cost of other IDB provided
resources made available for similar objectives (e.g., basic
grains production) through national development banks or similar
institutions. The specific, actual implication of this limitation
remains unclear since interest rates of the kind to be used as a
guide vary significantly from country-to-country, and even within
a single country. (COLAC, however, has already gathered much data
on this issue for several countries.) Nonetheless, given the need
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for an interest margin at each level of the system to cover costs
and produce income (i.e., at the federation and the local credit
union levels), analysis of available data indicates COLAC may be
unable to relent IDB funds at greater than an average cost of 5%.

A further constraint concerns the effect of currency
devaluations on COLAC's IDB-SPTF funds (all in various L.A.
natioal currencies) and COLAC's ability to minimize such effects.
Initially, the IDB had indicated COLAC was free to work out, if
possible, arrangements with its individual borrowing members or
systems to compensate totally or partially for devaluations of
local currencies. Most recently, indications are that the IDB will
specifically prohibit COLAC from attempting to incorporate any
such "maintenance of value" mechanisms in its subproject
agreements.

As a result, a revised set of pro~formal financial
projections for the COLAC project was prepared (attached as Annex IV.
including financial assumptions, cash flows, balance sheets, and
income/expense statements. The projections incorporate an
assumption of a 5% average margin for COLAC on the IDB-SPTF funds
as well as other minor changes in assumptions of, for example,
the timing of disbursements of funds from other donors given
current cxpectations of issues (primarily legal) yet to be
resolved.  lMowever, due to complications in computerizing the data,
the devaluation impact on COLAC's assets was not incorporated and
is handled separatcly below. Table B-2 below presents key data
from these projections supporting the need for AID funds.

Table B-2

COLAC~Summary Income/Expense Data (With $4.0 in AID loan and 5%
Margin on IDB Funds)

FY: 75/6 76/7 77/8 78/9 79/80
1. Net Income before
Operating Expenscs 486,862 733,105 950,824 1,217,040 1,376,260
2. Operating Expenses, plus
Bad Debt Reserves 749,272 801,700 901,261 1,048,797 1,227,963
3. Net Income (Loss) (262,410) (68,595) 49,563 168,243 148,297

4. Accumulated Income (Loss) (262,410) (331,005) (281,442) (113,200) 35,097

These figures chow COLAC reaching its financial breakeven point within three
years (an objective of the AID-COLAC project for obvious reasons, an important
one of which is that the existing grant support to COLAC is programmed to
terminate by the end of CY 1977 and achieving modest but significant
net income levels subsequently, llowever, the favorable results of these pro-
forma figures are qualified by two critical factors: a) they assume significant
reductions in COLAC's annual operating budget for personnel and administrative
items from what COLAC believes desirable and necessary over this period (ca. 20%
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for each year); and b) no compensation for the impact of currency devaluations
on current income was incorporated.

COLAC's analysis suggests devaluation probabilities are
significant over time in 5 of the 10 countries it will be operating in with
IDB-SPTF currencies: Bolivia, Dominican Republic, Colombia, Costa Rica and
Peru. Since predicting the timing of currency devaluations is not possible,
an alternative is to estimate the likely annual currency depreciation based
on historical trends. Following this approach produces an estimated impact
on net income as follows:

TABLE B-3

COLAC - Annual Net Income Levels Adjusted for Currency Devaluations

FY: 75/6 76/7 77/8 78/9 79/80
1. Net Income (Loss)
From Table B-2 (262,410) (68.595) 49,563 168,243 148,297
2. Estimated Impact of
Devaluations on Annual
Income -0 - -6,000 -17,000 -39,000 -50,000
3. Revised Net Income (Loss) (262,410) (74,595) 32,563 129,243 98,297

The devaluation impact is likely to increase annually along the
trend shown over future vears as the probability of devaluations in any or
all of the f{ive countries increases.

[n view of the foregoing, the case for the proposed concessional
loan of $4.0 million appears fully justified: without the loan COLAC obviously
will not reach financial/operationsl viability. However, cven the amount of
$4.0 million may not be totally sufficient to provide reasonable confidence
that COLAC will achieve project targets in terms of goals, objectives, and
outputs, given that COLAC would be operating on a slashed budget during the
critical start-up periods for the project. An Increase in the AID input from
4 to $5.0 million would provide COLAC with increased earning power and would
not burden COLAC's (and the credit union system's) capacity to absorb additional
funds. Assuming such an increase in the AID loan and its disbursement totally
within FY 77/78, COLAC's annual net income position would appear as follows:

TABLE B-4
COLAC - Revised Net Income Levels with $5.0, AlD Loan
FY: 75/6 76/7 77/8 78/9 79/80
1. Net Income (adjusted

for devaluations) from
Table B-3 (262,410) (74,595) 32,563 129,243 98,297
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2. Incremental Net Income
from additional $1.0m
from AID (estimates) -0 - -0 - 80,000 86,000 92,000

3. Revised Annual Net
Income (Loss) (262,410) (74,595) 112,563 215,243 190,297

COLAC's overall position, particularly over time, would be improved
with increased AID funds. While this assumption does not directly address
COLAC's administrative/operational budget constraint in the first two years, it
could allow COLAC to increase its operating deficit slightly in the first two
years to increase its operational staff/capabilities on the assumption of
increased revenues to be generated and available subsequently as a means to
finance such deficits. Increased AID budget support to COLAC within the frame-
work of the existing grant project (not extending the termination date sub-
stantially), with the increased AID loan, could be the answer to providing
the financial elements necessary to making the determination that the project
can be expected to meet its targets as indicated below.

Assuming that COLAC increases its operational/administrative
budget by 50% of the difference between its preferred budget and the reduced
budget assumed in the projections, and also assuming modest additional AID
grant support; COLAC's situation would be improved as follows:

TABLE B-5

COLAC - Net Income (with $5.0m AID loan and increased AID Grant Support)

FY: 75/6 76/7 77/8 78/9 79/80

1. 50% of Difference

between Preferred/

Reduced Budgets -0 - 83,000 93,000 110,000 130,000
Jo Assumed Ineremental

Increased AID Pudpet

Support -0 - 80,000 90,000 -0 - -0 -
Y. Revised Annual Net

Income (loss) data-

from Table B-4 (262,410) (77,595) 109,563 105,243 60,297

While COLAC clearly would need to both find ways of increasing
Income and reducfng expenses Inall periods, especially in FY 76/77, under
this assumption 1t would have necessary resources to implement the project.
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The basic financial projections assuming a $4.0m AID loan were
analysed against relevant financial criteria (debt/equity ratio;
current ratio; times interest earned; growth in annual net income
and retained earnings; liquidity requirements etc.) and satisfactory.
If, as seems reasonable to assume, COLAC will make increasing use
of loan funds from the U.S. credit union movement, it will have the
capacity to amorized the AID loan, and others as well, and continue
to grow as a regional credit union intermediate credit institution.
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C. Socilal Analysis

1. The Target Group

The beneficiaries of the project are the members
(individual shareholders) of the Latin American Credit Union
Movement, both urban and rural. AID loan funds will be devided
roughly equally between urban and rural, but the great majority
of project resources as a whole will be directed to the rural sector.
In addition, a substantial "spread effect" is expected both within
and outside of the credit cooperative movement. (See Section 2 )
The primary intended beneficiary of the project, however, remains
the small farmer.

Data currently available to COLAC and AID is insufficient to allow
the presentation of a statistically valid set of parameters for the
target group in each and every member country. In early 1975,
however, COLAC technicians, using the results of a country-by-
country survey conducted in October and November 1974 as part of the AID
intensive review, and other information available to them concerning
the movement, made initial estimates of ranges for the seven economic
indicators shown below. The ranges were calculated so as to include
approximately 80% of all credit union farmer members. The figures
were then sent to the federations where they were reviewed by
techinical staffs and suggestions for changes were made based on
knowledge of the local situation. The information was then returned
to COLAC where it was retabulated and put into the form shown below.

AGGREGATED PROFILE OF 80% OF FARMER MEMBERS
OF CREDIT UNIONS BELONGING TO COLAC FEDERATIONS

Range Containing 80%
of farmer members 1/

Net Income $150 - 1,200
Other Income $ 50 - 300
Total Income $200 - 1,500
Hectares Cultivated 1.5 - 13
Total Value of Assets $600 -~ 6,000
Average Savings $ 30 - 300
Average Amount Borrowed for

Production Purposes $150 - 1,000

1/ As raw data from the individual borrowers were not available
to the COLAC staff, it was not possible to make a more accurate
estimate using the standard diviation technique.
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2. The Spread Effect

The impact of the project due to its institutional,
financial, and economic nature, will evenutally encompass a
target group many times the number of those who will directly
receive credit or technical assistance during the implementation
period. The lasting benefit of the project lies in the
establishment of an independent, self-financing capital mobilization
and delivery system to meet the needs of the movement for external
inputs indefinitely and on a commerical or near-commercial basis.

There is no practical limit in the foreseeable future to the growth
potential of COLAC and its affiliates. 1In fact, COLAC could, at
some point in the future, become the major supplier of external
production and other credit for the cooperative sector as a whole
in Latin America, especially if concessional bi- and multilateral
assistance decreases over time in the region due to increasingly
scarce resources and the growth of the hemispheric economy as
opposed to Asian and African countries where the need for such
assistance is greater. National credit cooperative movements,
financially and institutionally strengthened by the project and
other foreign and domestic inputs, can logically be expected to
continue to expand operations and outreach activities.

Finally, as federations and co-ops continue to be squeezed by

the opposing forces of increased demand and continuing inflation,
volumes of operation will have to grow to compensate for diminished
margins. Increasingly, co-vperatives will have to reach out to

lower income, higher risk elientele, in order to survice and prosper.l/

3. Benefits to the Target Group

The following principal benefits to the target group are
anticipated.

a) Increased access to and receipt of agricultural
and other production credit.

b) Improved services complementary to production credit
in marketing, supply, extension, and other areas.

c¢) Improved and increased access to credit, information,
and facilities in the areas of health, education, and
housing.

1/ The co-ops will also attempt to expand to a higher income

membership for obvious reasons. However, because of the buillt-in
graduation incentives posed by the higher cost of capital through the
system, relative to commercial sources, it 1s expected that the greatest
expansion will be possible among those groups that have no access to
such cheaper sources of credit which cater to the more heavily col-
lateralized, higher volume borrower.
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d) Enforced savings and capitalization.
e) Credit Life and other types of insurance.

f) Increased employment from agricultural and small
industrial enterprises financed.

g) Improved access to and the chance to influence
commercial decision making, the distribution of
resources and the market place in general.

They all add up, one way or another, to increased income and
socio-economic wellbeing.

4. Target Group Participation in Design of the Project
and Decision-Making

COLAC is a cooperative and duly registered as such under
the Agrarian Law of Panama. It is a third level international
cooperative, but clearly controlled by its members. This 1is a
curse and a blessing at the same time for different reasons, but
it does make for target group representation and participation.

The ultimate authority in any cooperative rests with the assembly,

or total active membership, which, in turn, elects the governing
board, approves policy, and makes other significant decisions.

The board in turn selects management, approves the budget, establishes
operating guidelines, makes major resource allocation decisions,

etc. Again, COLAC is no different.

Management and administration of COLAC is exercised through
executive bodies and positions in the following order of
precedence: a) General Assembly (ordinary assemblies every

three years), b) Board of Directors '"Consejo de Administracion"
(one director per member, ordinary meetings annually), c) Executive
Committee (President, Vice President, Secretary, and two additional
designated Board members, ordinary meetings every four months),

d) Manager. The President presides over Board and Executive
Committee meetings.

COLAC itself was oringially established by federation representatives
meeting annually in Panama who felt the need and had the vision

to make the critical decision to form COLAC, primarily as a vehicle
for external capital recourse mobilization. As the record shows,
over the last several years neither AID nor the IDB nor other major
donors in the program have sought out COLAC as a recipient. Rather
COLAC has been aggressively pursuing AID and other external capital
assistance for at least four years now. Again and again the
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initiative, the direction, and focus of effort down the inter-
national financial intermediary route has been pursued and approved
by federation representatives in annual assemblies, board, and
executive committee meetings.

AID has participated in at least three of the past four annual
assemblies and a large number of Board meetings. The active
participation in the design and negotiations for the project by
federations and their elected representatives has been constructive,
enthusiastic, and unfailing. The extent to which federation repre-~
sentatives actually represent the interests of the poorest of the
target group, especially the small farmer, of course is debatable;
but there is no denying tha. the pressure of the target group has
and is being felt strongly by these representatives.

Ir early May 1975, at a special Board meeting called for the
purpose of negotiating the original AID package, federation
representatives demonstrated an extraordinary grasp of sophisticated
project concepts and went to some lengths to air the issues and
ensure that there was indeed a genuine consensus. Management was
given a clear mandate to proceed with all speed to finalize
negotiations and execute the proposal according to agreed-upon
guidelines and conditions. Details of the package, the mix of
resources, the modus operandi and timing of the project have now
changed, but basic fundamental elements are still the same. The
project committee has no doubt, therefore, that the federations

and their memberships will continue to sincerely and constructively
support COLAC as a project, an institution and a total system,

L. Economic Analysis

For a regional project such as this, it is not possible to
prepare the traditional economic analysis. Certainly there will
be no measurable "macro" effect during the project period in the
countries in question. The potential exists in the second decade
and beyond, however, if all goes according to plan.
On the "micro" side, the reader is referred to AID and contract
farm level surveys carried out in Colombia, Guatemala, and
Paraguay as well as analyses prepared in the last two years for
cooperative, credit, and sector loans authorized in Panama, Costa
Rica, Nicaragua, Honduras, and elsewhere. The project committee
does not believe that the basic assertion needs to be redocumented
that, other elements in place (adequate marketing and price Structures,
the production technology package, and a delivery system for
extension and other services etc.) the receipt and proper utilization
of credit will bring about meaningful improvements in production,
productivity, and earnings for the small producer, urban or rural.

With the above in mind and for purpose of the presentation,
therefore, the main economic factors to be covered will include
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only project~related demand and cost considerationsin addition
to the project’s basfc economic hypothesis, that the "poing
vate” approach s wost conducive to maximum target group impact.

1. Supply and Demand: The Underlying Rationale

The underlying economic premise of this project lies in
the apparent reality, tested a number of times in AID and other
studies, that demand for credit, all types, but especially production
credit and working capital, far exceeds supply in Latin America.
As will be noted in the tables in the following section, this is
certainly the case within the credit cooperative mevement.

In economic terms, assuming credit is indeed in short supply,

the local money market situation can be described ia relation to
classic supply and demand functions as shown in Figure 6 1/

In the example shown, the artifically reduced price attracts a supply
of capital of Q1. The demand for credit at that price, however,

is Q3. At the equilibrium cost, C,demand is at Q2. If left
unconstrained, market forces would drive the price to point C, where
the curves cross, which would stimulate higher lending and savings,
both beneficial to the target group. Presently, however, the seeking
of such an equilibrium point is frustrated by arbitrary maximum
interest rates, subsidized credit policies, simple tradition, and
politics.

The Project Committee argues that the illustration is applicable

as well to the situation where external capital is applied at a
subsidized rate. The demand will always be there to absorb the
subsidized supply, but what about demand beyond the limited amount
that can be provided at the artificial price? 1If our objective is
to simply assist a fixed number of small producers, say 10,000 out
of a total group of 100,000, then the subsidized rate is acceptable
provided it can be maintained over time. If our objective is to
expand outreach, however, and assist an even larger group, then the
subsidy is actually counterproductive and a constraining force.

Another economic argument for the higher rate approach is that

only if funds are put out at cost will such funds find "efficient"
use. That is, if the rate is constrained at an arbitrarily low point
such as 8% or 127 then some borrowers on the lower end of the
economic scale will be able to afford borrowing who would normally

1/ For Figure 6 and the following argument, the Project
Committee is indebted to Systan, Inc. and the Credit Union
National Association (CUNA). The material is drawn in part from
"An International Inter-lending Program for Credit Unions"

prepared by Systan under CUNA contract in July 1973.
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Figure 6

CREDIT SUPPLY AND DEMAND
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of the system to absorb and deliver. It is precisely this
institutional capacity where the subsidy in the AID project is
focussed as well as COLAC's subsidies to its own members in the
form of technical assistance, with the exception of IDB funds which
by agreement will have to go out at subsidized rates.

2. Demand Within the COLAC System

In the interim report submitted in February 1975, a
demand analysis was presented based on the findings of the survey
conducted for the intensive review of October and November 1974.
To summarize, the following aggregated expressed demand schedule
for agricultural production credit only was presented for the
eight countries from which results had been obtained. (Bolivia,
Colombia, Nicaragua, Honduras, El1 Salvador, Guatemala, the
Dominican Republic, and Costa Rica.)

Composite Expressed Federation Demand by Year and Interest
Rate for Rural Production Credit from COLAC (US $000)

Yoar 87 9% 10% 117 127
1975 7,308 4,662 3,387 319 319
1970 6,827 5,111 942 354 354
1977 7,564 5,689 2,977 389 389
1978 8,253 5,811 4,626 496 496
1979 8,573 6,223 5,038 2,666 566
Totals 38,825 27,496 16,970 4,224 2,124

At the time there were, and still are, a number of reasons why
these estimates should be considered unrealistically low in
relation to project resources. These are as follows:

a)  The expressed federation demand figures are con-~
siderably below demand estimated on the basis of credit need per
land arca of cultivation per farmer sharcholder vs. known funding
available from other sources. (See Annex y , Tables 2 & 2a.)

b) Demand estimated on the basis of average loan amounts
per farmer member, the number of current agricultural shareholders
eligible for credit, and those who are seeking credit and have not
yet been able to obtain it, is much higher than expressed demand
figures would indicate. (See Annex X, Table 3. )
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c) Federations are reluctant to 80 on record as being
willing to receive credit at higher cost until they are actually
faced with such a decision in an operational sense.

d) Ecuador (a current borrower), Paraguay, Panama,
Mexico, Peru, and other potential longer range sub-borrowers
are not included in the above~expressed demand figures.

e) The figures do not adequately take into account
potential expansion of the rural movement and the inclusion of
a large number of member cooperatives not now eligible for credit
for one reason or another. (See Annex X, p.1)

f) The figures do not take into account the "expediency
factor'" which comes into play when a federation is in urgent need
of funds for a particular crop cycle, for example. 1In this
situation, a federation will borrow at a higher rate from COLAC
in order to receive the funds on time rather than wailt several
months and receive the credit at a lower, subsidized rate from a
development or state bank.

g) As noted earlier, the expressed demand figures related
almost entirely to agricultural production credit. The amount
of credit demand for investments, other production, and urban
associated credit remains to be calculated and may be substantial.
Tablesz have been developed, however, for non-production credit
based on the same survey. (See Annex X, Tables 4-8.) The non-
production expressed demand runs from a high of approximately $27.5
million at 87 for the five-year period, 1975-1979, to a low of
$5.9 million at 12%. At 10%, which will preferably be COLAC's
lending rate for the next two to three years, the demand was $24
million.

To summarize the demand situation, calculations based on cultivated
land or an average outstanding loan per ha, in eligible cooperative
comes to over US $50 million a year for 250,000 farmer members by
the end of the project period for the eight countries included in
the survey, at least $30,000 of which will have to come from
external sources. Demand, therefore, given COLAC's lending policy
and intended expanded scope of operation in terms of lending in
more countries, greater portfolio diversification, and the opening
of the program to other types of cooperatives, 1s very clearly not
a constraint. In fact, the real danger may be in COLAC's being
forced by its membership to move money more rapidly than prudent
credit administration would allow. COLAC estimates the AID loan
will be fully disbursed in 18 months, for example.
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3. Absorptive Capacity

Absorptive capacity depends on a number of factors
depending on how one views the situation. To COLAC and AID
probably the most important factor is sound administration and
technical/managerial capacity to properly utilize and supervise the
resources in accordance with program criteria. This, of course,
is what the technical assistance side of COLAC's operation is all
about. On purely financial grounds, however, based on projected
debt equity ratios at the federation level, the latest absorptive
capacity calculation made of the eight countries contemplated by
the original AID package was as shown below. (For detail and

assumptions, see Annex VI )
FY 1976 FY 1977 FY 1978 FY 1979
18,563,465 16,275,965 17,286,454 20,278,618

4. Cost Effectiveness (In lieu of Cost/Benefit Analysis)

As emphasized earlier, the original rationale for the formation
of COLAC had to do with federation realization of their need for a
mechanism for external lending capital mobilization. The federations
recognized that they did not have either the experience or the re-
Sources to independently pursue the necessary capital inputs and
lines of credit from the international lending community. Capital
mobilization is an expensive proposition, whether from commercial
or concessional sources; and where contacts and negotiations outside
the country are involved, the search and effort itself almost has to
be subsidized. By sharing the cost, however, amongst the members
of COLAC, once viability is achieved, the credit cooperative
movement will be able to aggressively seek credit in worldwide
capital markets in the U.S., Canada, Europe, and elsewhere for their
own daccount.

The argument, of course, cuts both ways, for AID and the ILA
community or for credit cooperative movements in developed countries
seeking sound and philosophically attractive opportunities to assist
sister movements and to Place excess deposits or liquidity,*mechanism
such as COLAC offers a number of cost savings. Consider the cost

of development of the average bilateral AID, IDB or IBRD loan which
can,and at times does, run into six figures., The cost of lending
every two to threce years to even half of the eleven contemplated COLAC
sub~borrowers would be clearly prohibitive for international lending
agencies. Also, given the fact that COLAC can now and will, much
more aggressively in the future, physically go to the lender in
Washington, New York or wherever, with professionally prepared
financeable packages, reduces the cost still further.
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In summary, at a time when concessional resources appear to be
dwindling, at least in the Latin American context, COLAC
represents what appears to be the most cost effective way for
federations to receive a sufficient volume of external lending
capital to survive, prosper, and reach an expanding target
clientele in the indefinite future.
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PART IV IMPLEMENTATION ARRANGEMENTS

A. Analysis of COLAC and AID Administrative Arrangementsg

l. COLAC - Management Capability and Organizational Structure

Section III A 3 described the analytical process through which the
proposed budget and organizational structure weredeveloped, 1In
practice, of course, COLAC will budget and structure itself ag
resources and conditions will permit and demand. It {s clear,
however, that COLAC is not capable of executing the project en-

Currently, management, staff, and the adviser for resource mobiliza-
tion are working under high stress conditions and have to "run"
night and day, just to stay even. This condition cannot last much
longer.

clear. The one person brought on board in the interim has been the
CUNA adviser for resource mobilization,

While AID may reserve Judgment on the magnitude of the budgetary and
orpanizational needsg currently proposed by COLAC, it {is essential
that certain key Positions and functions be properly staffed in the
shortest possible period if this project (combined AID/IDB) is going
Lo get off the ground on g sound initial technical and administrative
basis. These positions are as follows:

Administrator
. Operations Division Chief
Finance Division Chief

This implies hiring immediately two highly qualified professionals,
The current Chief of Operations could handle either the new Depart-
ment of Operations or 'inance.

COLAC currently has on file a number of applications brought in as

a result of the initiation of the previous recruitment plan--now
held in abeyance. A sound evaluation (matrix) system for selection
is also established thanks to short-term CUNA assistance during the
AID intensive review. Most of the new job descriptions can also

be readily modified from those established for the original AID
package., In relatively short order a revised recruitment plan can
be prepared and key professionals hired for the initial critical six
to nine month period. 1Ip any case, ATD will require as a minimum
that the above positions be adequately staffed prior to disbursement,
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Other organizational needs in the area of economic analysis,

planning, coordination of country programs, data and information

collection and dissemination are also considered important by both

COLAC and AID. These will be staffed as rapidly as resources will
permit. As explained ecarlier, the project design contemplates

a heavy "front-end" load. The need is actually greatest at the
outset. As technical, administrative, and financial capacities
improve over time in the federations, the need will diminish, or

at least not grow as rapidly, for heavy COLAC technical assistance,
training, monitoring, processing, ‘rouble shooting, etc,

The IDB technical assistancc grant will, of course, help substantially
during the early years (See pp. 32 ). The current CUNA adviser
will be covered from the grant plus long-term country resident tech-
nicians, the systems analyst, data collection advisory services, and

a new comprehensive accounting and budgetary control system. All
should be on board or in process by the end of June 1976.

Given the AID requirement for key staff and planning (see Conditions
Nos._1 b&d) plus the IDB technical cooperation sub-program, the
Project Committeec is confident that COLAC will have an adequate
human and resource base for successful albeit perhaps not optimal
project execution.

The Manager of COLAC is a dedicated executive with many years of
practical experience in the Panamanian cooperative movement. He

is perfectly capable of leading the organization and making sound
decisions, but needs better staff support. The current problem is
that he is so pressed with day-to-day operational, technical, and
administrative questions that the essential time is simply not
available for due consideration and attention of the most important
issues and problems. lle nceds to be given the freedom and resources
to "e the manager COLAC nceds. This will also be resolved during
the coming six-month period, as the envisioned recruitment plan is
exccuted.

The Board of Directors consists, undcr recently revised statutes,
of a representative from each of the sixteen-member federation. It
meets once a year in place of the former annual assembly (now every
three vears). The real soverning body is the Executive Committee
consisting of the President, Secretary, and First Vice President

of COLAC, plus two clected members. This body now mecets once a
quarter on the average.

The Executive Committee is an effective body but needs to be better
informed. COLAC is now operating in a very sophisticated, financial,
and international environment., It is very difficult to keep such a
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3. Inter Institutiounal Relationships

Although there is no written agreement among participating
institutions, the COLAC project represents what could be called
a consortium approach to development financing, albeit perhaps
more by circumstance than by design. The respective inputs and
institutions are shown in Fig. 7 .

The importance of the mutually supporting roles of the various
institutions for the benefit of the project cannot be overempha-
sized, especially as this effort is so unprecedented in nature
and of relatively high risk at least until an adequate track
record has been established. It is essential that good working
relationships, close coordination and an attitude of trust be
maintained at the working level of the various institutions in
order to maximize the complementarity of each input as well as
to avoid the obvious duplication of effort that could evolve.

From both COLAC's and the donor/lender stancpoint, there is a
considerable cost savings potential here. For example, a single
reporting system and format could be designed, joint evaluations
could be realized, etc. As these major inputs are about to be
launched almost simultaneously (AID, the IDB, and the QPIC -

US Central) it would make sense to meet early in 1976 to design
integrated or at least complementary procedures where practical.

4, AlID's Administrative Arrangements

COLAC, as a project has been covered by an AID/Washington Project
Manager (rural delivery systems specialist, LA/DR/RD) for the past
2 1/2 years. As the project has grown and picked up momentum over
time, and especially once the loan development process was initia-
ted, management of the activity has become almost a full time job
and would be if time and circumstances permitted. Counting

the inputs from the LA/DR finance officer, it is unow more than a
full-time job. With loan execution activity about to begin which
will include a demanding condition precedent/gearing up phase

(see followlng section) project management will include heavy
responsibilities for at least the first year. It is therefore
recommended either that a personnel ceiling or a contract position
be established for the prvoject. The effort is of such a nature and
potential that the AID ahould not run the risk of sloppy implementa-
tion or having the project go of{ course due to inadequate attention
or superuvision. Such a position conceivably could also serve as

a coordinating agent for other participating donor agencies at a
real cost savings to all. Perhaps even the expense of a contract
or direct hire supervisor could be shared tomehow with OPIC and

the IDB, although it Is understood that the IDB will monitor the
project through thelr Panama office.
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A fInal question relates to whether the activity should be managed
in Washington or Panama where the headquarters operation 1is physi-
cally located. The USAID has indicated from time to time that it
would be glad to help where possible and continue to cooperate
administratively under the bilateral agreement (coveragedue to end
Dec. 31, 1975); but it has been made very clear that the Mission
would not consider taking over the management of the activity
without a position.

Reviewing travel activity of the past year and the probable field
time requirements of the job in addition to past management problems
in Washington of time, distance, and communication, it would appear -
on balance - that the position whould be attached to the Panama
Mission, but the case is definitely not clear cut due to all the

approvals and coordinating activity that naturally take place in
Washington.

B. Implementation Plan

Implementation of this project can not be separated into convenient
components relating to AID, the IDB, OPIC, anhe IAF, etc. It must

be viewed and executed as an integrated whole. Involvecd are
simultaneous. one—-time and ongoing activities in Panama, member
countries and Washington, Because of the state of flux the project
has been in for the past eight months, much rema‘ns to be calculated,
determined, planned, and prcgrammed, etc. There 1s also considerable
pressure now from the federations for action, movement or money and
services of all kinds. Over the past 15 months COLAC management

and staff have been so engaged 1n the capital mobilization effort
that major sacrifices were made in the area of ongoing lending,
technical assistance, training and other services to the federations.

Nevertheless, it is pcssible at this point to establish certain
critical project indicators and a time table for execution subject
to review early in CY 1976 after COLAC and AID have had the chance
to sudy and sort out exactly what has come out of recent rounds

of negotiations and project development activity in terms of con-
ditions, constraints, resources and needs. Tentatively the implem-
entation plan is presented in two phases, (a) pre-disbursement and
(b) the full project. (Also sec Annex VI, Performance Tracking Matrix.)

1. Prior to ATD/IDB disbursements:

Event Target
a) AID Loan Authorization December 1975
b) IDB Financing Agrcement signed December 1975

c) COLAC Recruitment Plan launched
for AID required positions December 1975



d)
e)
£f)
g)
h)

1)

3
k)

1)
m)

a)
b)
c)
d)
e)
£)
g)
h)
i)
1)
k)
1)

m)
n)

COLAC Seminar, and full Board
meeting

COLAC/AID Loan Agreement.signed
COLAC Position of Finance Division

Manager, Operation Division Manager

and Administrator are filled
Final OPIC - US Central
Disbursement

Complete operating policies and
procedures submitted to AID
Operations Plan for lst year and
Planning Framework submitted to
AID

All conditions Precedent
completed

IDB Financed Country Resident
Technicians and Headquarters
Advisors are in place

First AID disbursement

First IDB disbursement

2. The Full Project

First AID disbursement

First IDB disbursement

Joint AID/COLAC review prior to
disbursement of 2nd mission
Complete Management and
statistical gathering system esta
established

Annual Evaluation review

AID Grant Support terminates,
COLAC reaches breakeven

All AID funds disbursed

Annual AID Evaluation Review
All IDB Funds for relending

are disbursed

COLAC's outstanding portfolio
reaches $19-20 million

10 Federations have fully
operational finance depts.

8 Federations have satisfactorily
operating production credit
programs

Terminal disbursement date
Final IDB/AID Evaluation
complete
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mid-February
mid-February

Early March

March 31,

mid-April

mid-May

May 31,

May 31,
June 30,

September 30,

June
September

April

May

June
December

December

June

June

December

June

June

June

June

1976
1976
1976
1976

1976

1976
1976
1970

1976
1976

31,
30,

1976
1976

1977

1977
30, 1977
1977
1977
30, 1978

30, 1978

31, 1978

30, 1979

1979
1979

30,
30,

30, 1979
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C. Evaluation Plan

The IDB project proposal requires an evaluation to be conducted
jointly by COLAC and the Bank within four years from the signature
of the financing agreement to assess the impact of the Bank's finan-
cial and technical assistance on member federations and constituent
credit unions. The evaluation will be at four levels of analysis:
COLAC, national federations, and a valid sample of individual credit
unions and credit union shareholders.

It is recommended that AID negotiate with the Bank a Joint evaluation
at the time with due emphasis given to the respective pProgram goals
and criteria of each institution. Perhaps also the US National
Central Credit Union and OPIC could participate as well as the
Inter-American Foundation. The cost savings here for a major evalua-
tion contract could be substantial,

The most important aspect of such an evabation, for KID's purposes,
would be the relative utility of COLAC as a regional development
model to be replicated in other regions or in other organizational
contexts,

In the intervening period it is suggested that annual project re-
views be held beginning in June 1976, or one year from when AID
disbursements are scheduled to commence. The annual review would
consist of *the presenta.ion to LA/DR by the Project committee of

an annual evaluation report which would treat in detail the extent
to which goal, program, and output indicators were being met with
recommendations as to required remedial action and changes in in-
dicators, assumptions, etc., warranted due to changing circumstances
and conditions. 1In addition, a special Jjoint GOLAC/AID review will
be held after disbursement of the first $2 million of AID funds.

COLAC quarterly reports will be devised to focus on purpose and
output indicators. In addition the technical assistance COLAC will
receive from the IDB grant for the establishment of a statistical
gathering system will be helpful in terms of relevant shareholder,
coop, and federation data.

Finally, annual audited financial statements are required by both
AlD and the IDB.

The Project Manager, supported by appropriate members of the project
committee will spend approximately twoomonths per year in gathering
material and preparing the evaluation report for the annual review,
Of this time at least one month should be spent in the field review-
ing COLAC's headquarters operation and impact at the federation
level.
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D. Review and Approval of Lending Criteria by AID

All egibility criteria as well as procedures for lending will he

reviewed and approved by AID. Specific elements to be emphasized
will be:

a) The economic return to the producer or shareholder;

b) Absorptive capacity of the borrowing federations and
cooperatives;

c) Administrative and technical capacity of the federation
and the cooperative to pProperly utilize and supervise
loan funds;

d) Financial condition of the sub-borrower and capacity
to repay. Delinquency control and monitoring, portfolio
management capability, etc.;

e) Technical assistance necessary to properly implement
the sub-projects or project;

£) Complementary Services to credit necessary for effective
sub-project execution, in marketing, extension, supply,
etc.,

In addition to the above general criteria, separate criteria to
be applied to non-productive areas such as housing, health and
education will be reviewed and approved with assistance from
appropriate technical divisions of LA/DR.

E. Review and Approval of Sub-Projects by AID

All COLAC projects to be financed by AID, regardless of slze,
will be submitted to the AID/W Project Manager with a copy to the
USAID in the country involved. The material included in this
submission will consist of the following:

1. COLAC Loan Document: Full technical, financial, and
economic description and Justification of the project in accordance
with AID approved procedures and criteria.

2. COLAC letter certifying that the loan has been author-
ized by COLAC's credit committee.

3. A copy of the loan agreement.,

Each AID financed project will be checked for compliance with the
loan agreement and any project to utilize more than $500,000 in
AID funds will require formal AID approval by the AID project
manager through an implementation letter.
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F. Disbursements

Disbursements to COLAC will be made in United States dollars, COLAC
requires dollar disbursements to sub-borrowers where possible in
order to register loans with exchange control authorities and Central
Banks in each country for repatriation of principal, interest and
capitalization purposes.

G. Procurement

Since COLAC is an Intermediate Credit Institution, the procurement
regulations of the Capital Project Guidelines will not apply. Also,
Small Business Notification wili not be necessary except in instances
where federations elect to carry out a formal competitive bidding
procedure.

H. Environmental Assessment

Given the regional nature of the project (total project resources
will be distributed fairly evenly amongst some 10 countries) and

the relatively modest amount of total resources to be made available
by the end of the project (less than $20 million) to those countries,
the proposed activity's effect or impact upon the environment is
likely to be neutral even if it is assumed that all project resources
would be directed to small farmer agricultural production.

Under COLAC's integrated production credit program concept, project
funds will be made available through the credit union "delivery
sustem' to credit union members to increase their agricultural
productinn. Use of the funds will probably include the purchase

of fertilizer and insecticides and possibly, tractor rental for

land preparation and (conceivably) small scale, individual unit,
irrigation activities. In no case is large scale or widespread use
of insecticides or other chemicals, In any area or on any fawm, con-
templated or likely. On the other hand, it is probable that many
small farmer credit recipients will follow the appropriate technical
assistance advice in order to be eligible under the jintegrated
production cradit program and adopt improved agricultural practices
which may enhance the overall value of the land cultivated through
land protection and soil erosion minimization practices.

I. Integration uf Women in Development

There is no legal discrimination against women in COLAC or any of

its member federations and national systems. In many instances women
are found on cooperative boards management and staffs. In Paraguay,
the president of the federation is 2 woman and a senator.

The condition and station of women in the movement varies depending
on the -ountry and it has not been possible to obtain data on mem—
bership and participation which would be meaningful for this presen-
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tation. A number of pProjects which COLAC will finance, however, in
such areas as artisanry, small industry and agriculture will benefit,
create work, and provide opportunities for women.

Credit, technjcal assistance, and other services are provided without
regard to sex by cooperatives and federations alike.
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Conditions, Covenants and Negotiating Status

The following conditions and covenants ar -
menugd.for,inclusion in the loan agreement. $h£§gom
corditions and covenants remain to be renegotiated as
trey have changed somewhat from the original AID pro-
Fosal negotiated in May 1975. The differences, how-

ever, are of more form than substance j
: e and no major
problem is anticipated. , or

1. Conditions Precedent to Initial Disbursement

Prior to the first disbursement or to issuance of any commitment
documents under the loan, the borrower shall, except as AID may
otherwise agree in writing, furnish to AID, in form and substance
satisfactory to AID, the following:

a) a certified copy of the corporate charter and
by:laws of the Borrower, duly authorized by the Borrower's Board
of Directors.

b) evidence that the positions of administrator,
finance division ‘chief  and operations diviSion chiéf are filled,

c¢) a certified copy cf the operating policies,
procedures, and standards of the Borrower, which shall include but
not necessarily be limited to:

1) The Borrower's credit policy including:

- The procedures to be followed for the
objective and comprehensive review gnd
authorization of ail sub-loans proposed
to be made by the Borrower to assure that
such proposed activities are economically
justified, technically sound, and will
have the desired input on the agreed upon
target group of beneficiaries.

- Eligibility criteria to be met by sub-
borrowers and sub-loan proposals in each
of the following areas: a) agricultural
production and related credit, b) non-
agricultural production and related credit,
c¢) health, education, and housing credit,
d) credit to be channeled through coopera-
tives other than credit cooperatives.,

- The plan for periodic audit of sub-loans
made by the Borrower.
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11) Policies controlling the subscription and
resale of capital shares in Borrower's equity capital by member
national credit union federations or other entities.

iii) The Borrower's policy and procedures
relating to the allocation and programming of human and other
operating resources in accordance with assessed project constraints,
country by country and regionally.

iv) The standards an¢ procedures to be followed
in providing technical assistance to client federations.,

d) The administrative, organizational, and staffing
plan of the Borrower for the effective execution of the project,
including a complete cost breakdown and timetable for execution
and a recruitment plan including job descriptions.

e) The operating plan for the first full year of
the project to commence in July 1976. (The first AID disbursement
is anticipated in June 1976)

2, Covenants
Except as AID may otherwise agree in writing the Borrower shall not:

1) Make commitments invelving more than the equivalent
of two million United States dollars ($2,000,000) of AID loan funds,
prior to a joint review of the progress of the program by AID and
COLAC;

i) Utilize AID loan funds or any repayments of
principal from sub-loans made from AID loan funds to pay adminis-
trative or operating expenses of the Borrower;

i1) Permit AID funds to be used to finance any sub-
project or to make sub-loans to any sub-borrower in excess of the
equivalent of five hundred thousand United States dollars (5500, 000)
without first obtaining official written approval from AID;

iv) Make sub-locns with repayment terms of more than
five (5)years;

v) Maintain a reserve for bad debts of less than one
percent (1%) of its total sub-loan portfolio for the first three
years, increasing to three percent (3%) thereafter;



b)

c)

d)

Page 84

vi) Declare or pay dividends or patronage refunds
or rebates on shares of shareholders capital without first submitting
for AID approval a comprehensive dividend or refund policy;

vii) Declare or pay dividends or patronage refunds from
sources other than accrued earnings and after reserves. for bad debts
and legal reserve requirements have been met;

viii) Incure any indebtedness for a term exceeding one
(1) year or for amounts of more than five hundred thousand dollars
($500,000) without the prior consultation with AID;

ix) Incur any indebtedness which would enjoy a position

superior to the obligation incurred under the AID loan;

x) Amend or modify its corporate charter, by-lavs
or undergo any type of corporate reorganization without prior con-
sultation with AID.

In addition to the foregoing requirements, the Borrower will agree to:

1) Use its best efforts to educate sub-borrowers in
relation to decapitalization risk from inflation and monetary deva-
luation and will attempt to persuade them to take adequate financial
and administrative protective measures.

11) Utilize repayments from AID funded sub-loans only
for those purposes for which the AID loan funds were originally made
available.

111) Give special and continuing recognition throughout
the life cof this project to the effective and expediticus implemen-
tation of projects and activities designed to test, develop, and
expand programs of international inter-lending of financial resources
between national credit systems.

iv) Notify AID immediately subsequent to any change in
management or any other important decision which might have a signifi-
cant impact or bearing on the course of project execution.

Prior to COLAC disbursement of AID loan funds for any partizular member
country, COLAC will submit for AID approval the maintenance of value
procedure to be utilized in that country.

Prior to COLAC disbursement of loan funds for any particular member
country, COLAC will submit to AID an opinion or opinions of counsel,
acceptable to AID, that all corporate and legal action required has
been taken under the laws of the country in which it proposes to lend
or ctherwise fulfill ebligntionsunder the AID lean,



Page 85

3. Other Terms and Conditions

The loan shall be subject to such ot

her terms and conditions as AID
may deem advisable..
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LOAN AUTHORIZATION

(DRAFT)
A.I.D. Loan No. 598-T-005

Provided from: FAA Section 103 ("Food and Nutrition")
For: Latin America Regional: Latin American Confederation
of Credit Unions (COLAC)

Pursuant to the authority vested in the Deputy U.S. Coordinator, Alliance

for Progress, by the Foreign Assistance Act of 1961, as amended ("the Act"),
and the delegations of authority issued thereunder, I hereby authorized

the establishment of a loan ('Loan") pursuant to Section 103 of the Act,

and in furtherance of the Alliance for Progress, to the Latin American
Confederation of Credit Unions, a Panamanian cooperative organization
("Borrower"), of not to exceed four million United States dollars (54,000,000)
to assist in financing the United States dollar and local currency costs

of a program (''Program") to provide medium~term financing and technical
assistance for the development and expansion of the credit union and cooper-
ative programs of the Borrower's member nationalfederations of credit unions
and cooperatives. The loan shall be subject to the following terms and
conditions,

I. Interest and Terms of Repayment

Borrower shall repay the loan to the Agency for International
Development ("A.I.D.") within thirty (30) years from the date
of the first disbursement under the loan, including a grace
period of not to exceed ten (10) years. Borrower shall pay
to A.I.D. in United States dollars on the disbursed balance
of the loan interest during the grace period at the rate of
two percent (2%) per annum, and at the rate of three percent
(3%) thereafter.

II. Source and Origin

Goods, services (except for ocean shipping) and marine insurance
financed under the loan shall have their sources and origin in
countries included in Code 941 of the A.I.D. Geographic Code Book.
Marine insurance may be financed under the loan only if it is
obtained on a competitive basis and any claims thereunder are
payable in freely convertible currencies. Ocean shipping financed
under the loan shall be procured in any country included in Code
941 of the A.I.D. Geographic Code Book, excluding the country

of the relevant sub-borrower.
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ITI. Local Currency Costs

United States dollars utilized under the loan to finance local
currency costs shall be made avallable pursuant to procedures
satisfactory to A.I.D.

Iv. Conditions Precedent

Prior to the first disbursement or to the issuance of any commit-
ment documents under the loan, the Borrower shall, except as
A.1.D. may otherwise agree in writing, furnish to A.I.D., in form
and substance satisfactory to A.I.D., the following:

A a certified copy of the corporate charter and
by:laws of the Borrower, duly authorized by the Borrower's Board
of Directors.

B. evidence that the positions of administrator,
finance division ‘chief and operations division chiaf are filled,

() a certified copy of the operating policies,
procedures, and standards of the Borrower, which shall ineclude but
not necessarily be limited to:

1. The Borrower's credit policy including:

a) - The procedures to be followed for the
objective and comprehensive review znd
authorization of all sub-icans propased
to be made by the Borrower tc assure that
such proposed activities are economically
Justified, technically sound, and will
have the desired input on the agreed upon
target group of beneficiaries.

'b) - Eligibility criteria to be met by sub-
borrowers and sub-loan proposals in each
of the following areas: a) agricultural
production and related credit, b) non-
agricultural production and related credit,
c) health, education, and housing credit,
d) credit to be channeled through coopera-
tives other than credit cooperatives.

c) - The plan for periodic audit of sub-loans
made by the Borrower.
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d) Policies contrnl the subscription and
resale of capital shares in Borruwer s equity capital by member
national credit union federations or other entities.

e), The Becrrower's policy and procedures
relating to the allocation an. programming of human and other
operating resources in accordance with assessed project constraints,
country by country and regionally.

f) The standards and procedures to be followed
in providing technical assistance to client federationms.

2. The administrative, organizational, and staffing
plan of the Borrower for the effective execution of the project,
including a complete cost breakdown and timetable for execution
and a recruitment plan including job descriptionms.

3. The operating plan for the first full year of
the project to commence in July 1976, (The first AID disbursement
is anticipated in June 1976.)

v. Covenants
Except as AID may otherwise agree in writing the Borrower shall not:

1. Make commitmernts inveolving more than the equivalent
of two million United States dollars ($2,000,000) of AID loan funds,
prior to a joint review of the progress of the program by AID and
COLAC;

2. Utilize AID loan funds or any repayments of
principal from sub-loans made from AID loan funds to pay adminis-
trative or operating expenses of the Borrower;

3. Permit AID funds to be used to finance any sub-
project or to make sub-loans to any sub-borrower in excess of the
equivalent of five hundred thousand United States dollars ($500,000)
without first obtaining ofiicial written approval from AID;

4. Make sub-loans with repayment terms of more than
five (5)years;

5. Maintain a reserve for bad debts of less than one
percent (1%) of its total sub-loan portfolio for the first three
years, increasing to three percent (3%) thereafter;
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6. Declare or pay dividends or patronage refunds
or rebates on shares of shareholder- capital without first submitting
for AID approval a comprehensive dividend or refund policy;

7. Declare or pay dividends or patronage refunds from
sources other than accrued earnings and after reserves.for bad debts
and legal reserve requirements have been met;

8. Incure any indebtedness for a term exceeding one
(1) year or for amounts of more than five hundred thousand dollars
($500,000) without the prior consultation with AID;

9. Incur any indebtedness which would enjoy a position
superior to the obligation incurred under the AID loan;

10. Amend or modify its corporate charter, by-lavs
or undergo any type of corporate reorganization without prior con-
sultation with AID.

In addition to the foregoing requirements, the Borrower will agree to:

l., Use its best efforts to educate sub-borrowers in
relation to decapitalization risk from inflation and monetary deva-
luation and will attempt to persuade them to take adequate financial
and administrative protective measures.

2.  ytilize repayments from AID funded sub-loans only
for those purposes for which the AID loan funds were originally made
available.

3. Give special and continuing recognition throughout
the life of this project to the effective and expeditious implemen-
tation of projects and activities designed to test, develop, and
expand programs of international inter-lending of financial resources
between national credit systems.

4. Notify AID immediately subsequent to any change in
management or any other important decision which might have a signifi-
cant impact or bearing on the course of project execution.

Prior to COLAC disbursement of AID loan funds for any particular member
country, COLAC will submit for AID approval the maintenance of value
procedure to be utilized in that country.

Prior to COLAC disbursement of loan funds for any particular member
country, COLAC will submit to AID an orinion or opinions of counsel,
acceptable to AID, that all corporate and legal action required has
been taken under the laws of the country in which it proposes to lend
or otherwice fulfill oklizationsunder the AID lean,
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vi, Other Terms and Conditions

The loan shall be subject to such other term

s and conditions as AID
may deem advisable..
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CONFEDERACION LATINOAMERICANA DE COOPERATIVAS RE AHORRO Y CREDITO

Apartado Postal 6664; Panam4 5, R. de P. o Cable COLAC o Tel.: 23-7412 PIe [ q;b

Panam§, 27 de octubre de lglﬁzpétgé?,

Sr. llerman Kleine ;%%’yﬁz‘ ;74)%9
Deputy U.S. Coordinator

Alliance for Progress
AA/LA /
Department of State

Washington, D.C. 20523 W/M <
Estimado Senhor Kleine: */ ///opfy“vjjx
7/
Ante todo queremos nanifestar, una vez mas, nuestro
agradeciriento »nor la avuda cque hemos recibido del AID
la gue nos ha permitido, trabajando juntos, Uds y nosotros,
iniciar una corganizacidn, QGnica en su clasec, quc es una
prucba de la visidn, de la agresividad, del es»niritu de
innovacidn cdel AID v del liovimiento Coonerativo Latinoame-

ricann v a3l Ao e Uds de cummlir con Jos obtictivos col
prourana de avuda externa de esa gran lacidn.

Perddneme si narcce nresentuoso decir que gracias a
que ¢l AID tuvo el valor de romomer con todas las tradiciones,
con la rutina, con los esquemas preestablecidos para canalizar
recursos hacia Tatinoamerica v a que nosotros tuvinos el
coraje dAec correr cl riesao ¢de dejar wosiciones anarentcemente
mas estables nara trabajar en lo cque parecifia un sueho, esc
sueno se esta convirtiendo, con muchas dificultades, es
cierto, en una realidad.

Sin luqar a dudas el nréstamo del BID coloca a COLAC
en una posicidn qunr le permite una mavor estabilidad, una
mayor sczauridad de aue la realizacidn de lo que hemos planea-
do juntos vunde lograrsc.

Pero, tamhién es cierto, que las condiciones especiales
de csta asistencia econdmica deja una serie de lagqunas en
cuanto al cumnlimiento ¢e lo ru2 juntos hemos wnlaneado, lagu-
nas que Ud. podrd constatar en el trabajo caue acorpana esta
carta, trabajo del cual nos sentinos orgqullosos porque demuves-
tra la capacidad técnica nmara cumnlir los objetivos del orga—
nismo ague Uds. han avudado a crear

21l trabajo gue acemnafamos demuastra on forma irrefutable
que sin un nréstame d2 por lo menos cuatro millones de dblares
de parte de Uds. nuestra viabilidad economlqa es problemdtica
Yy que tendriamos que tomar medidas de recorte presunuestario

J
&

AFILIADA AL CONSEJO MUNDIAL DE COOPERATIVAS DE CREDITO
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FECJECTED PROU-FCZRhA COLALYS BALANCE SFEET

(FIGURES th U.s. UULL ARS )

LIABILITIES + MFT WOKTHh T7/1775 /17176 HAYAL) /70 /17 7€ 7/1/80 7/1/81 7/1/82 T/1/83 171784
«/3C/7¢ ©/30/77 6/30/7b &/ 33/ 73 ¢/ 30/ 60 6/73C/721 6/30/82 6/3C/83 6/30/84 6/30/85

TOTAL LIABILITIES + NET wJnTh «85%252, 11845056. 11,35455,, dUSYuyas. 244T02¢4. 30560043, 34545931. 35101439, 44671626« 47288162,
TCTAL LIRAERILITIES 15%2C%9, 10354030, 143016%6. 17530004. 1£515102. 25464123, 27982498, 3CBE46516. 34456623, 34828810.
CURRENT LIABILITIES 27059, 55756, S5Rod. 122550, ls42¢€. 2€7455. 35333c¢. 421518, 502455, 512143.
REVOLVIM € FUND 0. Ja 0. V. 0. 0. 0. 0. O. [+ 2%
INTERFST CN LGANS PAYAsLL 25831. 54458, 565394, ldidoc. 143000. 296187, 352062. 420250. 501187. 510875,
OTHER PAYABLE 2CCOUNTS 0. 0. Ja Je 0. O 0. 0. O. 0.
CEFERFD INCECME 1268, 1265. 126b. lcob . 12684 1258. 1268. 1268. 12684 12684
EXTEPMNAL LOANS +565000. 1C298334. 142453134, 174063544 168370834, 25166667, 27629167. 3(425C0l. 33954167, 34316667.
108 30C000. 5300000. 7750000. BLJGJUIV. 8000000. E000000. 8000000. £000C00. 8000000« 800J000.
SECUR ITY PACIFAC 3l 80000. 80000. Je Ue. 0. Je Q. 0. 0. 0.
SECURITY PACIFAC #2 185000. 185000. Je Ve 0. O. 0. Q. 0. 0.
CUNA MUTUAL «50000. 433334, 395334, 358324, 320834, 283334, 245834, 206334, 170834, 133334,
UNITED NATIONS 0. 0. 1J0000u. 100J32U. 1000000. L000000. 1000000. 1000C00. 900000. 800000.
UeSe CENTRAL #1 500000. 1250000. 1050000. O. 0. 0. 0. 0. Qe 0.
UeSe CENTRAL 42 0. 0. 0. 30uJdudu. 3000000. 3000000. 2000000. 1000C00. 1000000. 1000000«
U.S. CENTPAL #3 0. 0. 0. Ue O. 4000000. 4000000. <0QuCOO. 2666667. 1333333,
U.S. CENTRAL #e C. Q. Je V. Oe 0. O. U. 6000000. 6000020,
AID 0. 2500090. 400230u. =0GUJIJu. ~4000020. 4Q00000. <00000C. «LUOCOO. 400000u. <00UOUO.
CUNZ MUTUALL SAVINGS CEAT. 560u0. S0090. 53J00. 5Uduu. 50009. 50000. $0000. 50cC00. 50000. 50000.
CTHER SOUxCES] C. J. V. 1GUUJIU. 1000UVLO. 933333, 5C0000. LE6£67, 166667, 166667,
CTEFR SOURCES:Z 0. 0. Ve Q. 1000003. 1000000. 833333. 500C00. 165667« 1666674
OTHER SCURCES2 0. Jd. J. Ue 0. 3000000. 30G0000. 25C0C00. 15000004 5000004
OTHER SGURCES4 C. 0. Je Ve 0. 0. 4400000. 4000C00. 3332333, 2000000,
OTHFR SOURCFESS 0. 0. J. Ve 0. 0. G. 50C0C00. 5000000. ©166667.
OTHER SCURCESE 0. V. Ve Ve . [*2% 0. 0. 1000000. 1000000.

OTHER SUURCES? 0. 0. Jao Ue 0. C. O. 0. 0. 5000000,


http:CENT,.AL
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Assumptions to Financial Projections

Sources, Terms, and Conditions of Available Funds.

a. CUNA Mutual Savings Certificate. $50,000 @ 5 1/2%;
(Renewable term).

b. CUNA Mutual Line of Credit. $450,000 @ 6%; 15 year
term,

C. Interamerican Development Bank. $8,000,000 in
various Latin currencies @ 0% interest; 30 year
amortization - 10 year grace period. Comprised of:

Bolivia - $1,200,000 equivalent
Colombia - $1,000,000 " "
Costa Rica - 500,000 " "
Dom. Republic - $1,000,000 " "
Ecuador’ - 500,000 " "
El Salvador - 500,000 " "
Guatemala $1,000,000 " "
Nicaragua $1,000,000 " "
Mexico 800,000 " n
Paraguay 500,000 " "
$8,000,000

d. A.I.D. $4.0 million @ 2%/3%; 30 year amortization -
10 year grace period.

e. U.S. Central Credit Union (ICUS). $1.25 million @
8 3/4%; 5 years - 2 year grace period. Additional,
follow-on loans from U.S. Central of $3,4, and 6
million at 9% with same terms.

f. U.N. Capital Development Fund. $1.0 million @ 2%;
15 years amortization - 5 year grace period.

g. Other Sources. (Banks; insurance companies, etc.
currently unidentified). Amounts of $1,3,4, and 5
million @ 9%; 5 year amortization - 2 year grace period
for each.

h. Inter-American Foundation. $1.0 million grant,
( COLAC already has $500,000 of this amount) .

i. Capitalization. Regular dues amount to $6,000 per year
to COLAC (from all federations). Special subscriptions
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of $40,000 per year in FYs 75/76 and 76/77 are assumed.
Additionally, a 4% capitalization charge is levied on
the total amount of a subloan approved, with additionu|
charges of 1% per quarter on outstanding loan balances
beginning in the second year,

COLAC Subloans. All available funds are relent in the
quarterly period following their recuperation or availability.

gss?med }ilnterest charge is 5% on IDB-SPTF funds, 10%.on other funds
uring the first 3 years-rising to 11% thereafter; ter

including 2 vear qrace period.  TEIms are 5 years,
Interest on Bank balances i$ calculated at 8%.

A Bad Debt reserve is built up and maintained at 1% of the
highest outstanding quarterly subloan portfolio balance.

Legal Reserves. In accordance with Panamanian law, in
periods of net income, COLAC will reserve: 35% for Operations;
10% for Education; and 10% for Social Security.

Retained Earnings will be maintained in COLAC through
issuance of PRO-RATA "stock" or support certificates to COLAC
members.

AID Budget Support of $325,000 in FY 75/76 and $225,000 in
FY 76/77 is assumed.

IDB Grant Technical Assistance. All uses of these funds are
handled separately and are not incorporated into these
projections.

Operating Budget. COLAC's budget will assume the costs of
maintaining - continuing portions of