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It 	IUW T OF AJOR UZOI VMTIONS
 

A. 	Principal Recomendations made to AID:
 

1. 	Authorize a loan to COLAC of from $6 to $B million at conrassional
 

rates.
 

2. 	Provide COLAC with grant assistance during the first two years of
 

disbursement of the loan (FY 1966-67) to permit an operations budget
 

of $600,000.
 

B. 	Recom=endations Relating to Improving "Efficiency" of COLAC as an
 

Intermediate Credit Organization:
 

1. 	Defer the recruitment of a third country team (monitoring).
 

2. 	Eliminate Assistant Director position and shift present incumbent to
 

Statistics Advisor.
 

3. 	Utilize OD Officer in dual administrative role while training
 

country teams (monitors) in OD techniques; within one year, reconsider
 

need for OD position.
 

4. 	Concentrate Promotion Officer efforts on training of federation countei
 

parts and on COLAC's objectives vis-a-vis the federations.
 

5. 	Eliminate the printing operation.
 

6. 	Replace present audit firm and revise accounting system.
 

7. 	Add two full time agricultural specialists in farm production-planning
 

and marketing.
 

8. 	Recruit a financial expert to strengthen the mobilization of capital
 

and to relieve top management from this highly specialized function.
 

9. 	Defer for later consideration relocation of COIAC.
 

10. 	Plan ahead for replacement of personnel and recruit professionals
 

outside the cooperative movement.
 

11. 	 Request AID to provide specialized T.A. in statistics.
 

C. 	Recommendations Relating to COLAC's "Effectiveness"
 

1. 	Charge differential rates of interest and limit amounts'loaned to
 

federations with different risk ratings.
 

2. 	Establish special bank control accounts and limit access to security
 

notes and documents on loans to federations.
 

3. 	Undertake periodic and in-depth loan appraisal with annual reports
 

to COLAC management on loan portfolio status.
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4. 	Investigate the legal safeguards utilized for documents held against
 

COLAC loans.
 

5. 	Give vote in the Loan Credit Couittee ro Director instead of the
 

Coordinator.
 

6. 	Keep statistical requirements to a minimum but include data specified.
 

7. 	Refine and complete the Logical Framework (Exhibit #8) for measurement
 

of future performance and priority of COLAC activity.
 

8. 	Develop uniform standards, guides and systems.
 

9. 	Reinstate the monthly newsletter for interchange of ideas.
 

D. 	Recommendations for AID Action Relating to "Viability" of COLAC:
 

1. 	Make conditions of the proposed loan flexible, permitting temporary
 

non-production loans and fixed investment.
 

2. 	Promote use of COLAC as contractor to oversee the implementation of
 

bilateral funding to federations.
 

3. 	Utilize AID management to obtain IDB cooperation in providing or
 

mobilizing capital for COLAC.
 



II. L.A. CREDIT UNION MOVEHENT: AN OVERVIEW 

The credit union movement in Latin America was started relatively
 

recently, and many national movements were established within the last 10 

years. COLAC was established in 1970 and became operational in 1973. By
 

the beginning of 1974, COLAC estimates that its affiliates had over one 

million members with $150 million of their own savings available for relending. 

The movement is generally healthy and does not suffer from extreme politici­

zation. It is potentially an effective channel for reaching a large and 

growing number of poor people and for helping them help themsevles. '1ile 

initially, and still primarily, an urban/consumer movement, more coope 

tives (1) in rural areas and a growing number of production-credit programs
 

promise to provide a meaningful financial and assistance resource for 

small farmers who are not eligible for private bank credit. In most cases,
 

these farmers are not reached by other cooperative or community development 

organizations or programs.
 

As can be expected, the national federations and movements have much 

in common; there are,nevertheless, many different forms of organization,
 

services offered, and methods of operation stemming from differences in
 

management policy and country characteristics. These differences pru-vide
 

an opportunity to the movement to analyze and choose those forms of opera­

tion which result in bene~ifical performance and to eliminate those which
 

are less effective and efficient. In part, these differences stem from
 

relative development levels in the transition common to all country move­

ments from a social/economic voluntary organization stressing grass roots
 

assistance to a more professional, formal intermediate credit institutional
 

movement. At the federation level, the rise of young, professional, full­

time, paid managers and technicians is already well established, Profes­

sionalism at the cooperative level is less developed, though in some
 

countries already formally and systematically underway. These.transitional
 

(1) In this report, credit unions will be referred to as cooperatives, the
 

common nomenclature of the movement. Agricultural cooperatives will be
 

specifically denoted.
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changes can be expected to result in more dynamic leadership in the next 

five years, and, if COLAC recognizes and takes the opportunity to lead and 

introduce modern organization and new business practices as standard proce­

dure, it will have fulfilled the promise of its founders. To do so, however, 

it vill have to have more adequate loan funding, credits, and/or other 

financial assistance which make it viable and free to concentrate on its 

function of a "credit assistance" agency. Once in this position, moreover, 

its management should be able to make independent decisions and will begin 

to, finally,be an indigenous Latin American entrepreneurial organization. 

Professional management will gradually bring about more responsible
 

and recuperable operations, but the grass roots nature of the movement has
 

failed to attract internationally known professionalsto its leadership.
 

This is probably the major reason why COLAC is finding the mobilization of
 

capital and loan funds so difficult.
 

In addition to greater professionalism and still greater emphasis on
 

production credit, another important element which is changing the charac­

ter of the credit union movement is its source of funds for further growth.
 

The initial period of growth was based on small member savings and consumer
 

loans at relatively low interest rates, reflecting, in part, volunteer
 

management and low savings returns. High delinquency and default rates could
 

be absorbed and covered, temporarily, from a combination of resources,
 

partial repossession, and gradual repayment in subsequent years. Where net
 

losses ultimately occurred, these were essentially transfers from one
 

member to another within national boundaries without great import to the
 

outside world. As the national federations and affiliated cooperatives
 

begin to depend on external capital and financing, initially concessional,
 

but ultimately at market rates, and as a higher percentage of lending is
 

for production and industrial lending, the credit union system cannot
 

indulge in loosely controlled lending policies and operations leading to
 

delinquency, defaults, and losses. External lenders, including COLAC, will
 

not stand for failure to meet repayment schedules.
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11. 	AID TARGET GROUP AND RATIONALE
 

AID's ultimate rationale for support of COLAC is to help an indigenous
 

:redit movement, currently highly national rather than regional and subject
 

to sharp reverses, become an effective and viable credit source for Latin Ameriea
 

farmers not now eligible as clients of other institutions. Current and po­

tential farmer members looking to their credit cooperatives for production
 

credit can benefit more from use of this mechanism if adequate farm planning
 

and credit assistance accompanies the loan; farm planning is also a means
 

of reducing risks of inefficient management of the loan. As members ,r'he
 

cooperative, they will have more opportunity to participate in the "rul.
 

of the game" and since saving is a prerequisite, will have an incentive to
 

build for the future and for emergencies. Participation in cooperative farm
 

credit production programs does not rule out participation, at the same time,
 

in government and other agricultural programs which are either complementary 

or supplementary, especially marketing. Thus, in the short run, AID's 

objective should be the institutional development of COLAC as an effective 

and viable credit assistance institution, measured, in turn, by the long 

run objective of increased numbers of farmers receiving production credit 

and related services from whatever source, but integrated into a loan 

package which is repayable and does not endanger the economic independence 

of the borrower.
 

AID will have policy decisions to make in (1) defining the relation
 

and extent of support to the movement regionally, as compared to individual
 

missions and countries; and (2) the relative support and related conditions
 

of separate movements intended to help the same farmers, namely, credit
 

and agricultural cooperatives both regionally and nationally. We see the
 

use of the cooperative credit union movement primarily as a source of credit
 

for current operating expenses (seed, feed, labor), as compared with credit
 

for increasing productivity (irrigation, herds, buildings, land, etc.)
 

AID will want to clearly distinguish between farm production credit
 

and credit to rural cooperatives or to farmers which is not for production
 

purposes. The statistical measurement of such utilization is currently
 

inadequate and improved and uniform statistics-should be a condition of any
 

loan 	or grant package.
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IV. PRINCIPAL CONCLUSION AND RECOMHENDATION 

On balance, COLAC as an intermediate credit institution and as a cata­

lyst to promote and unify the continued growth of the Latin Americanocredit
 

mvement qualifies for AID support. Given certain recommended changes in
 

organization, personnel, objectives, and viability base, COLAC has the
 

potential for developing the credit movement into an effective hemisphere
 

institution to serve the credit needs of the low income farmer and worker.
 

We find the present management of COLAC to be responsible, dedicated, and
 

highly experienced. The national federations visited have .indicated -voy wish
 

COLAC to provide financing, monitoring, training, other assistance, an
 

lea lership.
 

Recommendation: 	 AID should move concurrently with both grant and loan
 
assistance to support COLAC for two fiscal years throug
 
June 30 of 1977. If the loan is authorized in FY-75,
 
we expect it to be sufficiently disbursed by 1977 to
 
obviate the need for further grant support:
 

(1) AID should authorize a loan to COLAC in 1975 of
 
no less than $6 million and no more than $8 million
 
at 2%/3%, with a 5 year grace period. The exact
 
duration of the loan-will require further study and
 
probably will not require the usual 40 years.
 

(2) At the same time, AID should provide COLAC with
 
grant assistance to underwrite its operations at
 
about the $600,000 annual level, of which approxi­

mately $400,000 will be personnel. This should be
 
a final two year authorization, giving notice to
 
COLAC of AID's expectation that it will become sell­
sufficient of AID assistance in 1977.
 

Assuring operations at the $600,000 level cumpares with a level of
 

$531,000 in 1974, of which an estimated $63,000 could have been saved if
 

the printing operation had been eliminated. Thus we are effectively
 

recommending a level of slightly more than $100,000 higher than 1974 for
 

each of the two years to provide for additional personnel in agri-business at
 

farm planning, credit mobilization, and possibly finance.
 

Assuring a $600,000 level will require regional funding in each of
 

the two years of no more, and probably less,'than $400,000, considering the
 

alternative income already available to COLAC from interest on its $1 milli*
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in 	loan funds; its potential income from charges for technical assistance
 
and recruitment; and potential income from future contracts to oversee the
 
successful implemetation of AID bilateral funding to national federations.
 

In 	this connection, AID/W should take positive steps to promote-contracts
 
with COLAC by missions and federations, similar to the one in El Salvador
 
and now being contemplated in Colombia, to have COLAC provide technical
 
and credit assistance in the utlization of bilateral funding of cooperative
 
credit. COLAC would hire new, sometime temporary, personnel and, at the
 
same time utilize more efficiently the services of its present staff for
 
general long-term improvements in national federations. Insofar as L -ices
 
of existing staff technicians can be charged against bilateral contracts,
 
such costs would not be charged to the general COLAC budget. There are
 
three options open to AID/W to obligate the proposed grant funds to COLAC:
 

a) As previously planned, $325,000 in 1976 and $225,000
 
in 1977. Administratively, this is the easiest for AID and
 
has the advantage of forcing COLAC to seek any shortfall
 
from alternative sources or to operate at a lower level.
 

b) On a "line of credit" basis, reducing the amount obligated as
 
COLAC receives bilateral contracts and charges costs of
 
existing staff to these contracts, with corresponding reduction
 
in regional funding. This is a more uncertain method but
 
builds in an incentive to AID/W to promote COLAC-Federation
 
relations.
 

c) 	On a sliding scale, with a larger input the first year and
 
depending on alternative revenues, a reduced input the last
 
year. This is similar to the line of credit but makes all
 
of the adjustment in the second year.
 

AID/W could, of course, choose to aiithorize fixed amounts (Option a))
 
and if COLAC obtains income from other sources, agreement could be reached
 
jointly to increase services to federations over the $600,000 level. Thus,
 
e.g., the federations in particular need of promotion might be assisted to
 

quicker growth.
 

Our proposal,under any of the above options, would permit COLAC a
 
breathing space of two years to concentrate on institutional development:
 
recruitment, statistics, mobilization of alternate source funds, production
 
credit and federation relations without interruption for new budget proposal.
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It permits federations to enjoy bilateral concessional funding while 
utilizing COLAC for assistance. Assured grant funding permits COLAC to 

disburse the loan in a responsible manner so that loan revenues will come
 

on stream as grant funds are eliminated.
 

No dividends on capital should be paid by COLAC to its member federa­
tions during the period of grant assistance since this could be considered 

an AID subsidy to the federations over and above support of COLAC. 
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V. CONDITIONS OF SUPPORT
 

Our principal conclusions and related recommendations presuppose certain
 

requirements which AID will want to consider and to negotiate with COLAC.
 

These fall into various categories relating to future effectiveness, efficiency,
 

and viability of COLAC by June 1977.
 

A. Organization and Management: Increased Efficiency
 

The history of the changes which led to the present organization of
 

COLAC has been succintly set forth in the PROP of February 20, 1973. AID is
 

well aware that the Director and many of the professional staff of COL
 

were changed in 1973 and 1974, and the organization structure was realign,=
 

at the same time. The major difference in organization and approach is
 

shown in a comparison of the organization chart of 1972 with the present
 

one Exhibits #1 and #2). The 1972 organization was structured around functional
 

specialists who provided Technical Assistance (as compared with credit
 

assistance) directly to Federations. The 1974 organization is still in transi­

tion, pending the employment of the two additional technicians to oversee
 

affiliated country Federations not now covered, but reflects COLAC as a
 

monitor and supplier of technical assistance related directly to loans to 

Federations. In a very real sense, the important liaison technicians are 

country officers, although one of each team is a specialist in production
 

credit and the other an economist or agri-business specialist. Eventually,
 

these technicians will not only systematically monitor each Federation, but
 

will recruit 9pecialized technical assistance specialists from Federations
 

or the outside rather than as at present providing direct technical assistance.
 

1. Recruitment of a Third Country Team
 

Farm production programs are either already underway or can be developed
 

from initial programs in eleven of the fifteen federations affiliated to
 

COLAC. These are Bolivia, Colombia, Costa Rica, Dominican Republic,
 

El Salvador, Guatemala, Honduras, Mexico, Nicaragua, Panama, and Paraguay.
 

Contrariwise, Brazil and Peru are limited by law or regulation from operating
 

farm credit programs; Curaqao is too small and has too little potential to
 

warrant COLAC's investing much of its manpower to develop a program.
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Internal political problems in the past have deterred COLAC from
 

entering into a 	development relationship with Venezuela. These may be
 

moving toward resolution and COLAC may be able to initiate a program there
 

£.n the near future.
 

Recommendation: 	Because of these particular country situations, COLAC
 
should defer the recruitment of its 3rd monitoring or
 
country team for the next year or two, using its
 
budgetary resources for more pressing expenditures.
 

2. Assistant Director and Statistics Improvement
 

At the time of the evaluation, the Executive Director or Manager con­

centrated on federation relations, in addition to overall management, and the
 

Assistant Director concentrated on internal management problems. Technical
 

detail and credit assistance was provided primarily by a Coordinator of
 

Technical Services.
 

Recommendation: 	The present Assistant Director is a U.S. citizen with
 
long service in COLAC. He has given it needed stability
 
and provided expertise in the preparation of loan requests
 
to AID and international agencies. Considering COLAC's
 
original objective of indigenization and its current needs,
 
we recommend that he be shifted to an advisory position
 
and given the task of developing and unifiying the sta­
tistical collection function of the federations and
 
developihg special statistical surveys which AID will
 
find helpful in monitoring its grant and loan. We believe
 
this can be accomplished by June 1976.
 

For budgetary reasons and because future Executive
 
Directors may be chosen from outside of COLAC, we do not
 
believe it necessary to maintain an Assistant Director
 
position. In the absence of the Director, the Coordina­
tor would appear to be the logical person to provide
 
temporary direction. It does not appear desirable for
 
both the Director and the Coordinator to be absent at
 
the same time for any significant time period.
 

If our recommendation on a shift of the Assistant Director
 
to Statistics is followed, we further recommend that AII W
 
provide specialized backstopping to COLAC in the develolsent
 
of a uniform management information system.
 

3. Organizational Development
 

Ir our preliminary report we noted that:
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"COLAC's new approach to monitoring Federations, uncovering
 
problems, evaluating alternatives, and assuring actions by

pinpointing specific responsibility could prove to be the
 
most important function served by COLAC. But the systems

approach utilized can be applied by any trained professional

and follow-up is being done by the country officers. Moreover,
 
the method utilized by the OD officer presently depends on the
 
Federation personnel recognizing their own problems."
 

We recommended that the position be abolished after the-country team
 

technicians were sufficiently trained in the systems approach. Since that
 
report, the OD technician returned to her Panamanian Government position
 
and a new technician has been employed in her place.
 

Recommenoation: In view of the importance of follow-up by the monitors,
 
the necessity to build the closest possible advisory

problem-solving relationship between monitors and re­
lated federation management, and the expertise that the
 
monitors have, as compared with the OD technician, we
 
continue to recommend that this not be a separate full
 
time position, draining budgetary resources better used
 
for new positions. We repeat our contention that'the
 
monitors (country team technicians) could easily learn
 
the technique and OD services would thus still be
 
available to the federations. In view of the necessity
 
for training of the monitors over a several month period

and the need for the introduction of concentrated adminis­
trative procedures within COLAC, the OD officer may be
 
utilized in a dual role for a trial one year period.
 
COLAC will want to carefully consider at that time
 
whether budgetary outlays are necessary and desirable
 
for this combined position.
 

4. Promotion and Publications
 

It would be difficult to find a more highly qualified promotion
 

technician than COLAC's Merchan Mora. 
Our surveys of the federations
 

uniformly brought both praise and indications that his services would be
 

requested.
 

Recommendation: We repeat our preliminary recommendation that he 
ter­
minate his services aimed at helping particular coope­
ratives to build membership, concentrating instead on
 
training counterparts at the federation level who can
 
serve cooperatives. We believe, furthermore, it is
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worth experimenting with his promotional expertise
 
to gain COLAC's objectives vis-a-vis the federations.
 
This could include intensive campaigns to raise interest
 
rates, to convince federations of the necessity to pay
 
for technical services, of the role and importance of
 
uniform credit and statistical operations, among others.
 

Mr. Merchan has been, and currently is being used, to direct a greatly
 

-educed printing operation.
 

Recommendation: 	We are recommending that the printing operation T
 
eliminated, even on a partial basis, because it
 
inefficient, cannot serve federation publication n-'_s,
 
diverts management efforts from its major tasks, and
 
takes up space which could be rerented. We estimate
 
that slightly more than $60,000 would be saved if the
 
printing machinery is sold and the space is subcontracted
 
(Exhibit #3). In any case, we do not believe Merchan
 
should be utilized in the printing operation.
 

5. 	Audit
 

COLAC has been employing an outside Panamanian audit firm, partly
 

because it was assumed that principals of the firm could be influential
 

with the Government. This firm was responsible for the accounting system
 

and particular bookkeeping system used by COLAC. During an extended period
 

of sickness of the accountant, the audit firm actually did the day to day
 

accounting. Although COLAC's newly employed internal accountant may eventually
 

be able to salvage some of the accounting records and introduce useful and
 

speedy accounts, the current system leaves much to be desired.
 

Recommendation: 	We recommend that COLAC replace its audit firm and
 
give high priority, allocating temporary clerical
 
budget if necessary, to revise its accounting system.
 

6. 	New Positions
 

A. 	Agricultural Technicians
 

Our field visits developed strong evidence that federations will
 

move slowly to take COLAC financing for agricultural production credit
 

until they can be reassured that the risks of this type of lending on a large
 

scale can be understood and controlled. The key to such control is in farm
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plans underlying each loan and agricultural technicians in each federation
 

overseeing the production and marketing prospects of members.
 

Recommendation: 	We recommend that COLAC add two agricultural economists
 
with operational experience to its permanent staff, one
 
highly specialized in farm production and planning, the
 
other in marketing. Although COLAC is counting on the
 
latter to be financed from German sources, this temporary
 
assistance may not be of sufficient scale or focussed
 
sufficiently to the training and constantly changing
 
market needs; such assistance might prove helpful in
 
supplementing a more permanent employee. Our r. menda­
tion is made with the knowledge that at least two
 
COLAC's staff are highly qualified agricultural technicians.
 
They, however, are not available full time for this functional
 
task, although they would reinforce both planning and
 
training objectives.
 

The Fondo de Agricultura, Avicultura, y GanaderTa in the Banco de Mexico
 

has had a very successful program of agricultural credit which owes its success
 

to supervised farm plans and careful recruitment of technicians. The FONDO has
 

given courses to third country technicians and may be a source for personnel
 

and training. Other sources are FAO and Turrialba (IICA).
 

B. Loan or Finance Officer
 

Viability (self-sufficiency) of COLAC, leverage to enforce credit
 

standards, and acceptance of its monitoring and assistance functions are
 

directly tied to COLACts ability to attract capital and loans. Without
 

AID loans and grants, as recommended previously, we do not see COLAC becoming
 

viable before 1980. COLAC cannot continue to disperse the efforts of its
 

entire top staff to mobilize loans from international agencies, governments,
 

or banking institutions. Although COLAC may not be able to attract the
 

right person, a full time highly experienced and qualified expert appears
 

to be needed if long run loan funds are to become available to COLAC. Ideally
 

IDB should provide COLAC with capital, both being specialized L.A. development
 

institutions. AID/W may not have utilized its top management to sound out
 

IDB to consider becoming the financial arm of COLAC.
(I)
 

(1) IDB has had unfortunate experiences with credit organizations not
 
affiliated with COLAC and cannot be considered at the same level of per­
formance or organization. COLAC needs to be represented to many officials
 
within IDB for what it is.
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Recommendation: 	Failing this, we recommend that COLAC employ an expert

in finance with background in tapping the private
 
money markets. Employees of IDB and IBRD appear to
 
offer the most likely candidates. If possible, a Latin
 
American would be preferred as a solicitor of funds
 
for COLAC. It may be possible to employ this expert
 
on a part time basis.
 

7. Organization and Personnel
 

A. Based on the foregoing recommendations, COLAC would move rapidly
 

to become a fully operating intermediate credit institution and be org:. ed
 

as shown in Exhibit #4. Not shown in the chart are personnel resources
 

which are available to COLAC through formal and informal arrangements.
 

(1) The World Council maintains Dr. Serrano as a full-time Latin
 
American Credit Cooperative Leader and Educator. We recommend
 
against the use of COLAC budgetary resources to pay for seminars
 
on the world situation which relates to the cooperative movement
 
(population, food, and similar trends) but rather to broaden
 
this program, focusing on education, public relations and legal
 
advice.
 

(2) CUNA Mutual makes available without cost: audit, credit, and
 
insurance technicians for assistance through COLAC to federa­
tions. These should be consciously integrated into COLAC's
 
training and credit analysis functions.
 

(3) Donated personnel are expected from European foundations and
 
from AID.
 

B. Location of 	COLAC
 

Much attention has been given in the last year to the possibility
 

and advisability of a move of COLAC's headquarters to Colombia or Costa Rica.
 

COLAC has a study of the relative costs of operation in each country. The
 

Colombian Government had indicated in principle that COLAC might obtain
 

regional status if located there. CUNA MUTUAL has offered COLAC a 6% loan
 

to purchase a 1/3 interest in a 16 story building now nearing completion in
 

Bogota. On the surface it would appear desirable for COLAC to seriously consider
 

this possibility; (1) Together with CUNA MUTUAL and World Council, Bogota
 

would be the center of the L.A. credit union movement, (2) The building would
 

probably pay for itself, reducing COLAC's operation costs, (3) Some loss
 

might occur in mobility but is not considered important; (4) less interna­

tional banking facilities are found in Bogota, again not overriding since
 

COLAC could bank in New York or Panama by telex; and (5) some separation
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from the very active Central American Federations would be offset by closer
 
proximity to Paraguay and Colombia itself, two clients which would benefit
 

from COLAC assistance. (6) The.availability of adjunct technicians from
 

CUNA MUTUAL also weighs in favor of a move to Colombia.
 

Despite these favorable reasons, COLAC would be put in a position of
 

dependency on CUNA MUTUAL which in the long run could militate against indi­

genous insurance operations at the federation or COLAC level. The level
 

of independence from the Government is far from clear, moreover, and
 

might eventually hamper COLAC's flexibility, especially as an intermediaL.
 

credit institution (consider, e.g., the possibility of a requirement to hold
 

all assets and capital in Colombia).
 

We are not, therefore, recommending a move in location even though
 

Panama is excessively expensive and tends to discourage the recruitment of
 

qualified technicians at COLAC's salary levels. This question should be
 

reconsidered at a later date.
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VI. PROJECT PERFORMANCE 

A. Past Performance: Effectiveness 

During the past year, COLAC shifted from an institution primarily 

providing technical assistance, as requested by federations, to an inter­

mediate credit institution, providing credit related technical assistance
 

and the beginnings of monitoring.
 

During the same period new management and turnover of professional
 

staff make performance responsibility more difficult to assess. COLAC a­

an institution, however, cannot use either change in management or funct,
 

as a basis for any non-performance which may have occurred.
 

The original project purpose performance indicators were developed
 

in mid 1973 and baseline data are for that year. One year of performance,
 

1974, was compared with expected performance, as revised by Exhibit D, an
 

amendment, to the Grant Agreement. This amendment took into account the
 

changes in COLAC and reduced downward the targets from the original levels
 

of performance. Attribution of performance-achievement is difficult to
 

pinpoint, moreover, considering the increased professionalism of the federa­

tions and the built-in growth of the movement. Nevertheless, taking the
 

targets set forth for COLAC, most of the indicators of satisfactory performance
 

have been met or exceeded (Exhibit 5). The two which have not been met are
 

(1) the average rating of all programs (30% compared with a 48% target).
 

This is not a well defined indicator, being similar to the GNP as an indicator
 

of an economy's health; and (2) the number of farmers in rural credit unions in
 

9 of 11 federations reporting was about 20,000 short of the 187,000 projected.
 

In actual fact, the number of farmer members is not easily determined with pre­

sent statistical reporting and could easily exceed the target or vice versa.
 

1. Satisfactory Credit and Integrated Production Credit Department
 

Perhaps the two most important indicators of effectiveness of the move­

ment is the capability of finance or credit departments in operational and
 

satisfactory condition and the number of federations with satisfactorily
 

operating production credit programs. These criteria (Exhibit 6) were
 

generally known to the federations, but they are not fully aware of the
 

scales and measurements used to evaluate the level of capability. The
 

particular federations which qualify and the level of development of each
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federation are shown in Exhibit 7. Since COLAC expects to limit financing 

to those federations which qualify as satisfactory, these criteria will
 

continue to be important prerequisites to future relationships. -COLAC may
 

wish to reeducate the top management of federations to the importance of these
 

criteria, their meaning and measurement.
 

Of the 6 federations which qualify as having satisfactory or operational
 

credit departments, COLAC was instrumental in helping El Salvador, Bolivia, and
 

Costa Rica to reach their present levels. The CUNA/LARO program, which preceded
 

COLAC, and the country CUNA/AID programs are responsible for the establ. ent
 

of the credit departments in Panama, Honduras and Guatemala.
 

COLAC, therefore, has proven it can help federations to organize and
 

establish highly responsible and competent credit departments. Once loan
 

funds are available to COLAC, it can exert greater leverage and incentives
 

to those not yet up to the 85% level.
 

Recommendation: 	We recommend that COLAC consider either or both
 
of the following in the making of loans:
 

(1) Charge a higher rate of interest for funds lent
 
to federations with lower ratings of capability,
 
keeping an absolute prohibition against lons to those
 
under an unacceptable level, including not lending
 
to -federations which do not have a fidelity bond pro­
gram for member credit unions.
 

(2) Limit the amount lent to a federation to a percen­
tage of capital which would increase as its capability
 
rating increases. Present credit policy permits the
 
least experienced federation to borrow up to 5 times
 
its capital and those with considerable experience to
 
borrow up to 15 times its capital.
 

Three Central American federations have 75% or higher levels of satis­

factory production credit programs. Honduras may actually qualify as a fourth
 

federation. Other, lower rated programs are underway in Paraguay and Ecuador.
 

All of these countries owe their development of the program to COLAC or to
 

CUNA/LARO. The rating is implicitly taken into account when determining
 

borrower eligibility and once funds are available to COLAC, it can be expected
 

to be given even 	greater weight as a prerequisite to a loan.
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2. COLAC Lending 

The team carefully reviewed the manner in which COLAC carries on its
 

credit operations. All of the documents on one loan were examined. This 
included the first application, the evaluations, contracts, and reports from
 

the field. Each COLAC loan was discussed in detail with the COLAC credit 
official, or the responsible country team member. In addition, the team
 

visited two of the countries which have COLAC loans. We were impressed 
with COLAC's decisive move to protect its loan to the Ecuadorean federation.
 

In that case, COLAC forced the resignation of the manager for misapplication
 

of funds.
 

Recommendation: The procedures followed by COLAC appear to be thorough
 
and adequate. Recommendations have been accepted by 
COLAC to establish special bank accounts for COLAC 
loans and to control loan notes at the federation 
level by controlling access to them to more than the
 
manager of the federation. If COLAC, by contract, 
required immediate transmission to it or its trustee 
for its account of all note payments, the withholding
 
of such funds by an employee would likely involve
 
a breach of trust which would be covered by his
 
fidelity bond.
 

The team found that COLAC did not evaluate federations' portfolio of
 

outstanding loans. It relied upon the delinquency figure reported by the
 

federations. Since no standard definition exists amongst COLAC's members
 

for calculating delinquency, and since this figure is subject to certain
 

manipulations, the team recommended to COLAC that it evaluate each loan in
 

a federation's portfolio. (A loan delinquency may be of no consequence or
 

it may be a signal of serious difficulties. Loans may be 100% collectible,
 

given an extension of time, whereas a loan may collapse overnight and be
 

entirely uncollectible but, being within the repayment period not considered
 

delinquent. Periodic and in-depth loan appraisal or audit would provide
 

COLAC and the federations with a basis for making loans and for setting
 

reserves.) This would permit COLAC to form an estimate of the probable
 

loss to be suffered by the federation. COLAC's loan policy calls for the
 

granting of loans in relation to a federation's capital. The probable loss
 

figure should be subtracted from the capital of the federation, and a loan
 

extended on the basis of the calculated net capital.
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COLAC limits its control to loans which it makes to the federations.
 
There is no systematized method of credit auditing of the federations, or
 
the cooper&-ives. 
 Thus loans with other than COLAC funds do not come under
 
COLAC's scrutiny. COLAC, therefore, has no reliable measure of the true
 
worth of the federations' balance sheets; similarly, the federations have
 

no reliable way of checking the balance sheets of the cooperatives. An
 
overall audit implementation would appear essential to lending activities
 

and to capital mobilization.
 

Recommendation: 	 We recommend that COLAC analyze the U.S. system

for adaptation to the credit movement of L.A.
 
This would particularly mean that COLAC would
 
initiate an auditing and loan examination service
 
to examine every loan on the books for legality,
 
repayment, collateral, and soundness. 
A full
 
annual report to management on the status of all
 
loans would be made, including an appraisal of their
 
collectibility. 
This system needs to be ultimately

established for all three levels, COLAC, Federation
 
and cooperative.
 

A disturbing finding in Colombia points to the possibility that the
 
"pagares", which are notes of members sequentially assigned to the coopera­
tive, federation, and to COLAC as partial security for a loan, may be repaid
 
at the cooperative or federation level without the necessity of the note
 
being reclaimed. 
Once a member has a separate receipt, however, attesting
 
to repayment, Colombian law does not permit the original note to be en­
forced. COLAC may be auditing notes which are held securely in vaults,
 
but are worthless. 
Possible safeguards are to hold managers, accountants,
 
and/or boards of 	directors at each level personally responsible for the
 
repayment of the 	notes. Another safeguard would be to develop a uniform
 
document which specifically warns the member that he has to retrieve his
 

signed note on repayment.
 

(1) See manuals 	and credit forms utilized by the U.S. FARM CREDIT SYSTLM:
 
(1) Principles of Credit - A Lending Manual
 
(2) Manual for Credit Examinations of Production Credit Associations
 
(3) Credit Review of a Production Credit Association
 
(4) Inspection and Appraisal Reports
 
(5) Operations Manual for Production Credit Associations
 
(6) Statistical 	Summary for Production Credit Associations
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Recomendation: We recommend that COLAC consult with legal advisors
 
in several countries on this problem. Dr. Serrano
 
might well head up the investigation.
 

COLAC loans of less than $50,000 are approved by the Direqtor. All
 

other loans are approved by a Credit Committee of 2 federation representatives
 

and COLAC's Coordinator of Technical Services. The Director of COLAC is a 

non-voting member. Since loan requests are prepared by federations, with 

assistance of COLAC's technical staff who report to the Coordinator, the
 

Coordinator in effect is voting on his own request.
 

Recommendation: We recommend that the Director of COLAC, in lieu
 
the Coordinator, be given a vote in the Credit
 
Committee.
 

COLAC's credit policy states that loans for productive purposes will be
 

given priority over others. To date, COLAC has made loans only for productive
 

purposes. In the future, however, it will need to support the low income
 

consumer segment of its movement.
 

3. Uniform National Statistical Reporting System
 

All national federations visited were particularly questioned about the 

nature, timing, and extent of reporting statistics. Statistical forms are 

included in our supplemental volume. In Panama, where the federation performs 

the accounting function for most of its cooperatives, most of them supply
 

the information on time and the information is very detailed. The federation
 

even receives the names of delinquent individuals.
 

In Paraguay, there was near total non-compliance by the cooperatives
 

in reporting their statistics. When the data required was cut from 34 items
 

to less than a dozen the situation changed*and there is now near total
 

compliance. 

In Honduras, the data requested has always been minimal and has always
 

flowed naturally out of the monthly closing of the accounts. In addition,
 

the federation has always stayed on top of the cooperatives, hounding those
 

who were late with their data. The feeling there was that a cooperative
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not reporting its data probably had some problem and needed help from the 
federation extensionist. Historically, 75Z to 90% of the cooperatives re­
port their data within 15 days of the end of the month. More detailed in­
formation is generated by the federation once a year. However, the federa­
tion generates this information itself. Locally generated information would 
not be reliable, even if it was forthcoming. 

The lesson of these three examples is that COLAC can only expect to 
generate data if it keeps the requests simple and usP every means at its 
disposition to insist that the information be provided. Special info-:, tion 
such as that required by AID in connection with a loan, will require sp_ '1 
efforts and can probably only be handled by surveys every three to five 

years. It is basic that COLAC develop and insist on the installation of a 
uniform reporting system from coops to federations to COLAC. If requested 

by COLAC to do so, AID/W would be wise to provide specialized T.A. to COLAC. 

4. Expansion of 	Production Credit
 

The team had no data with which to analyze the growth of production
 

credit, even on a sample basis. 
Since the federations do not systematically
 

collect such data, even they do not know the answer.
 

Recommendation: 	We recommend, as part of COLAC's future development
 
of statistics, the following basic data be collected:
 

(1) Number of loans made to farmers. An increase
 
will be favorable.
 

(2) The dollar amount of loans made to farmers.
 
An increase in both total and the average size
 
of the loan will be favorable.
 

(3) Number and amount of farm loans refinanced or
 
rolled over. If this figure is kept low, the
 
situation will be healthy.
 

(4) Delinquency rate in farm loans. (N.B. a standard
 
definition must be prepared by COLAC.) A low
 
and/or decreasing amount will be favorable.
 

(5) The gross and average savings of farmers. This
 
figure should increase constantly.
 

(6) The number of farm members. This figure should
 
increase.
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5. Specific Cases of COLAC Performance
 

Lack of data and failure to impose realistic targets for 1974 diminish 
the validity and usefulness of the agreed-upon performance (purpose) indi­
cators. We found certain examples of COLAC's activities during 1974 more 
revealing and indicative of the services it was rendering to federations 

and the movement. 

The evaluation team concluded that COLAC, in addition to initial 
shifting to an intermediate credit institution, had provided catalytic and
 
strategic as well as long run training and other assistance activities - -ing
 
1974 which spell continued growth to particular federations.
 

As noted in our Preliminary Report, COLAC has provided solid backstopping
 
to more effective organization and higher more realistic interest rates in
 
several countries:
 

Nicaragua: (1) Administraion reorganization and change of 
Manager. 

(2) Reorganization and functioning of finance 
department. 

(3) Increase of interest rate from 4 to 8% for 
special loans. 

(4) Increase of interest rate from 8 to 10% for 
ordinary loans. 

(5) Regulation of overdrafts in the central 
accounting system. 

Costa Rica: Increase of interest rates from Federations to 
Credit Unions from 10 to 12% and from the latter 
to members from 12 to 18%. 

Panama: Studied credit policy and regulations and intro­
duced changes in period of repayment and revised the 
interest rate structure. 

Bolivia: Organized a finance department, including its 
functions and operations. Restructured the ad­
ministration and organization of the Federation. 

Several countries benefitted from direct promotion efforts of COLAC's
 

expert, particularly Ecuador. Other types.of activities (outputs) are de­
tailed in' the Annex of COLAC's 1974 Annual Report.
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In addition, COLAC provided hemispheric leadership in safeguarding
 

against encroachments on particular federation operations:
 

Colombia 

In early 1974, the Government of Colombia issued a decree which
 

effectively replaced the director of FINANCIACOOP with a Government appointed 

director, taking control of the cooperative. COLAC mobilized opinion in 
every affiliated country and petitions poured into the GOC from the hemis­

phere. As a result, the decree was withdrawn.
 

Paraguay 

When one sector of the cooperative movement and the Central Bank
 

attempted to promote a law to bring credit unions under rigid Central Bank
 

control, which would severely restrict the operating flexibility and growth
 

of the smaller cooperatives, COLAC was instrumental in explaining the dan­

gers in the proposed law. The law was not passed and the leadership of the
 

federation was changed. 

Ecuador
 

In the last quarter of 1974, COLAC, by moving decisively to call a
 

$55,000 loan which was being put to ineligible use, was directly responsible
 

for changing the Federation manager and for initiating improved organization.
 

Bolivia
 

In mid 1974, as a condition precedent to a loan, the Bolivian Federation,
 

to meet the credit department capability criteria, requested and received
 

credit assistance, including organizational assistance leading to reorganiza­

tion.
 

Thus, COLAC can be seen to be actively assisting particular federations
 

and the movement. What is not 
so evident is that its internal administration
 

lacked cohesion; its personnel were not specializing; and its accounting,
 

statistics, and recruitment need serious upgrading.
 

B. Future Performance:
 

The team reviewed the 1973 logical framework, or design of the COLAC
 
project, and made suggested revisions and additions which are under current
 

study by COLAC. The team suggested a revised set of goals and tentative old
 

and new indicators of purpose and output. (Exhibit 8)
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At the goal level, we are recommending that farmer production and
 
income statistics not be required regularly. If AID requires these data
 
for Congressional purposes, they are best obtained from sample surveys
 

every 3-5 years. Such surveys are better designed to isolate the attri­

bution to income of off farm sources, of cyclical factors operating on 
particular year income, and of the particular effect on production and
 

productivity of the credit. We are proposing that numbers of loans to and
 

repayment of loans by farmers are sufficient evidence of successful credit
 

operations, especially if farmer savings increase. The potential credet
 

to rural industry has been explicitly introduced as an indicator of de­

sirable related credit beneficiaries. 

At the purpose level, we are proposing that COLAC's performance be
 

measured by adequate marketing and credit life insurance and by the rate
 

of delinquency at the federation/cooperative level.
 

At the output level, we propose considerably greater attention by 

COLAC to the establishment and utilization of uniform COLAC standards for 

making loans by credit unions and federations. 

The foregoing refer primarily to questions of effectiveness. In con­
sidering indicators of the cost per unit of COLAC's activities, there do
 

not appear to be many, if any, meaningful indicators. We have proposed
 

the average cost per dollar lent as an overall guide to the cost of COLAC's
 

operation. We expect, however, that average costs may rise initially as
 

competent, high salaried technicians are recruited for specific tasks.
 

C. Viability
 

AID has already published an in-depth analysis of COLAC's financial 

status, including results of computer runs for combinations and permutations 

of various levels of loan amounts, interest charged and received, and 

duration of loans. We do not consider it necessary to repeat these data. (1) 
We repeat the major conclusion of our preliminary analyses: Without AID 

support, COLAC cannot be expected to become viable before 1980, if then. 

(1) See INTENSIVE REVIEW PHASE I, PROGRESS REPORT TO THE DAEC, February 1975. 
Sections II and IV. 
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At the present time, COLAC's major assets include a $1 million IAF grant; 
a 6% $500,000 loan from CUNA 	MUTUAL; some $150,000 in member shares. Assuming 
all of these funds were available for relending (only 1/2 of the IAF grant 
'rpresently available) at 8% to federations, COLAC vodld have roughly the 
following gross income: $1,150,000 (IAF plus capital) @8%or $92,000, 
$500,000 (CUNA) @ 2% - $10,000. This total o: $102,000 (1)is roughly the
 
amount of gross income COLAC can count on to cover its operating expenses, 
which we estimate at $600,000 (2), for adequate performance in FY 1976-1977. 
In general terms, COLAC has a shortfall of $498,000. Certain other types 
of income, such as dues and miscellaneous receipts, leave COLAC with about 
a $460,000 shortfall. Considering that the elimination of the printing
 
operation saves some $63,000, COLAC's basic shortfall could be as low as
 

$400,000 in'round numbers.
 

An AID loan of $6 million @ 2% would, when fully disbursed, bring in
 
$360,000 (1) ($6 million @ 8% less 2%). 
 If during the next two years, COLAC 
can obtain an average of 9% interest instead of 8%, this would increase its 
revenues to $420,000, about the amount of shortfall. We believe the federa­

tions'will pay this rate. In actual fact, we hav2 assumed full immediate
 
disbursement. We wish to stress, however, that both the rate of interest
 
and rate of disbursement are likely to be difficult through 1977.
 

Recommendation: We recommend that AID be as 
flexible as possible
 
in permitting COLAC to lend for short-term tra­
ditional non production credit union loans and
 
permit COLAC to keep a portion of the loan in
 
fixed investment during the first two years.
 
This 	will permit COLAC to have greater flexi­
bility and reduce the need to disburse too
 
rapidly.
 

If AID were to make $8 million at 2% available to COLAC, this would
 
result in income of $480,000 when fully disbursed if COLAC charged an average
 
of 8% to federations. This is a more realistic revenue level if COLAC is to
 
cover the estimated increase in cost per year of 7% in salaries and other
 
overhead through 1977 and the possibility that the credit and finance experts
 

(1) 	COLAC receives capital contributions equal to 4% of loans made but
 
these may not be immediately available for relending.
 

(2) 	Assuming two additional agricultural experts and finance and credit
 

mobilization experts.
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will be relatively high priced personnel. At an average charipof 9% to fede­

rations, COLAC would receive income per year of $560,000 but since disbursement
 

vill be slow, perhaps only 2/3rds of this would be available for operating
 

expenses within the first two years.
 

Long run viability, with COLAC not depending on external grants and
 

operating at present levels or higher, is possible only if COLAC is success­

ful in mobilizing loan funds in the early period and obtaining additional
 

loans and the beginning of significant capital infusions in later per 's.
 

A good case can be made that COLAC will not be able to borrow significa,.
 

amounts from private sources at market rates unless it has an adequate
 

capital base to secure such borrowings. This is not to say that a good
 

"track record" is not also a prime requirement of long run loans, but a strong
 

capital structure is a necessary condition for borrowing if U.S. experience is
 

any guide. We are not sanguine, therefore, about the prospects of COLAC
 

being in a position soon to obtain loan funds from the private banking
 

system on a significant scale. To do so, moreover, would require, in the
 

short run, a lowering of the bank interest rate to 9%, to permit COLAC to
 

maintain at least a 1% margin under the maximum 10%, and, for the bull of
 

its loans, a bank rate of 7% to permit COLAC to charge federations 8%. In
 

the long run, the federations can be expected to borrow at rates of 10-12%
 

or even higher. But COLAC normally needs a 2% spread to cover costs.
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VII. SAMPLE SURVEY OF FEDERATIONS: OPPORTUNITY FOR LEADERSHIP
 

A detailed supplementary report on federation visits is attached with
 

particular observations and conclusions on the federations visit T COLAC/
 

federation relationships, the way COLAC is conceived, and the types of service
 

desired differ depending on whether funding is available bilaterally and on
 

the degree of professionalism in the federation. We were particularly
 

impressed with the acceptance, if not the reaching out at the federation
 

level for government assistance wherever it could help the movement. This
 

was in stark contrast to the attitude of COLAC's management which appe-ed
 

to fear encroachment of and takeover by governments if permitted to bec.
 

involved. Similarly, we have noted tha failure of COLAC and AID/W to come
 

to grips with the relationships between agricultural and credit cooperatives.
 

Because of this, credit union members are often being denied the benefits of
 

related marketing services. Where possible, harmonization and agreement
 

between these sister cooperative movements should be worked out. The agri­

cultural cooperative is primarily a marketing cooperative and will normally
 

centralize its location to provide marketing services. The credit coopera­

tive will specialize in production and integrated purchase of inputs making
 

it necessary to be more widely dispersed in location. In those cases where
 

agricultural cooperatives have not developed or are failing, not an unusual
 

phenomenon, the credit cooperatives will have no choice but to provide marketing
 

services.
 

1. Conclusions from Field Visits
 

a) While all credit union systems will have certain problems in common
 

(i.e., delinquency), country differences in rate of inflation, interest
 

rate and availability of funds, size and dispersion of cooperatives,
 

control of money supply, among others, suggest that attempts to provide
 

financing, training, and assistance be flexible and utilize more than
 

one avenue.
 

b) If agricultural production is to be the prime target of COLAC's lending
 

and assistance, federations will require specialized agricultural
 

technicians, particularly in farm planning and marketing. Marketing of
 

members' agricultural production is a neglected area and may result
 

27
 



in loss of benefits from the movement's lending. Cooperation between
 

agricultural and credit unions in the one country where it is being
 

tried is a failure. A.I.D. may play a useful role in defining
 

specialized functions of the two movements, fostering joint member­

ship and other forms of collaboration, and providing rural development
 

officers in the USAID's with policy guidelines to break down opposition to
 

to the credit union role in agricultural production and, in those cases
 

where it applies, to purchase of inputs and/or the financing of rural
 

industry.
 

c) 	Federations viewed COLAC differently, depending on needs and manage­

ment personalities. In general, COLAC is seen as helpful, needed,
 

and worthy of support. All federations visited indicated a willingness
 

to provide COLAC with a full faith guarantee of its borrowing from
 

external sources.
 

d) 	The demand for production credit funds is almost unlimited in the long
 

run, but federations will move slowly during the first two years while
 

gaining experience and expertise. Thus, COLAC's projections in the
 

short run may be over optimistic. Contrariwise, where bilateral
 

funding is not available, lack of additional lending by COLAC to the
 

federations may cause serious defections, especially by rural coope­

ratives.
 

e) 	The new breed of federation managers and staffs are young, dynamic,
 

dedicated and university trained leaders. COLAC's leadership to
 

bring business-like and uniform methods of lending and promotion will
 

be easily understood and appreciated at the federation level. If
 

actively pursued by COLAC the movement will slowly become more unified
 

and regionalized.
 

f) 	There is a tendency in some federations for management to engage in
 

business enterprises which take time from the principal function of
 

a savings and loan institution.
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g)The benefits of working with governmentsare many and the federations
 

visited felt no danger to their independence in seeking such coopera­

tion and assistance. COLAC may be lagging behind in this regard.
 

2. COLAC Guarantees in Lieu of Loans
 

One of the most exciting possibilities discovered in the course of the
 

federation surveys relates to the possibility of using AID funds to guarantee
 

local currency loans from local banks (Bolivia) or to lend to federations
 

through the central bank (Colombia). COLAC and AID/W will want to follow
 

up on this: COLAC should once again discuss this with the Panama Branch
 

of the Bank of America. AID/W may wish to query the missions re the pos.
 

bility of the central banks or other local financial institutions taking
 

the risks of devaluation and convertibility for small farmer credit.
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VIII MISCELLANEOUS RECOMMENDATIONS
 

A. Support of COLAC as T.A. Contractor
 

We recommend that AID/W systematically support the letting of
 

contracts by national federations and AID missions to COLAC to oversee the
 

implementation of bilateral funding. Not only will this provide COLAC with
 

income and resources to recruit and train staff throughout the hemisphere,
 

but it will reinforce the COLAC/Federation relationship we foresee when
 

COLAC is providing the credit. It may also reduce the AID regional funding
 

requirement for the next two years.
 

B. Continued Professionalism
 

COLAC's management has a built-in bias which limits its use of
 

technicians too severely to those with cooperative movement experience and
 

training. On the other hand, federation management, when queried, felt
 

that the movement could recruit more widely. We believe that recruitment of
 

competent professionals in various functional specialties will be one of
 

the keys to ultimate success of COLAC and the national organizations.
 

Broadening the choice of experts outside the movement will vastly increase
 

the supply of potential technicians and bring fresh insight into the move­

ment. In this connection, COLAC should attempt to review the job descrip­

tions of its professional personnel with a view to limiting their activities
 

along specialized lines. (1)We were particularly impressed and concerned by
 

the heavy work load of the coordinator, among others.
 

We find COLAC vulnerable to sudden, unplanned loss of professional
 

personnel. COLAC would be well advised to plan ahead for necessary replace­

ment of key personnel, both existing and potential. COLAC will want to seek
 

advice and personnel within IDB, IBRD, AID and other international agencies
 

as well as providing employment in COLAC as a step up for federation person­

nel.
 

We would not expect additional technical personnel to be Panamanian
 

or Ecuadorian citizens, even though those who are presently employed are
 

(1) In working out duties and work load, particular technicians can be moni­
tors for part of the year and functional specialists for the rest of the
 
year. Thus, e.g., Dr. Heart can provide agricultural economic analysis
 
and planning; Dr, Varela, finance.
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highly competent. One means of providing broad scale representation is to
 

employ nationals from as many countries as possible. Naturally, the cope­

oency of the individual is the overriding consideration.
 

C. 	Unifying the Movement
 

Although local national problems tended to preoccupy federation
 

management, there was a frank and fresh interchange on ways to strengthen
 

the movement. We were particularly impressed with the willingness of every
 

federation visited to give a full faith guarantee as cosigners for the '
'C
 

guaranteed loan currently under consideration. The interchange of techni
 

cians was offered willingly and without reservation. We have recommended
 

the 	development by COLAC of uniform standards, guides, checklists, and
 

systems (audit, accounting, statistics, etc.) which would be utilized
 

throughout the movement and would lead to greater efficiency and reduced
 

delinquency. It would, ultimately,permit greater movement and communication
 

among the federations and as potential personnel for COLAC. We have noted
 

earlier that COLAC needs to give much more leadership in the form of prior
 

studies and recommendations for more purposeful and relevant agendas at the
 

general assemblies.
 

D. 	Ifnovation: Interchange of Ideas
 

We were impressed within COLAC of the innovative steps taken by
 

the Director to initiate a monthly letter to the federations (Exhibit #12)
 

tointerchange ideas and to assure a memory bank of problem-solving activi­

ties. In some cases, e.g., letters to delinquent members prepared by Panama,
 

prototypes will mean that other federations do not'have to "reinvent the
 

wheel". Perhaps because management has been diverted to a multitude of other
 

activities, including a steady stream of visitors and evaluators, a concerted
 

effort to obtain credits, public relations, among others, the monthly letter
 

has not been systematically followed up. We recommend it be reconstituted
 

and implemented. Certainly the country teams in the course of monitoring
 

will have countless suggestions after each federation visit.
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IX GENERAL CONCLUSIONS
 

We believe the present organization of COLAC is made up of experienced
 

and dedicated technical personnel. Salaries are not excessive. IOLAC needs
 

to obtain specialized personnel in agriculture, finance, and mobilization of
 

resources. Without AID or similar loan support, viability does not appear
 

possible within the next four to five years. We believe AID should under­

write the viability of COLAC with 2-year grant funds and an initial loan
 

of from $6-8 million. Present AID bilateral loans to federations reduce
 

COLAC's leverage and potential loan placement. The credit union movement
 

is maintaining its growth and performing a desirable development functi:
 

in Latin America. In addition to its present efforts, COLAC needs to take
 

positive steps to strengthen the bonds among federations, and to provide
 

federations and credit unions with updated uniform standards and guides on
 

loans to keep defaults to a minimum. As time and personnel permit, COLAC
 

by representation to other organizations and governments,'.should reduce
 

disharmony which may exist in the cooperative movement in particular
 

*countries and provide governments with an understanding of the benefits to
 

small farmers from credit union lending and the role this plays in national
 

agricultural plans. COLAC management has welcomed the evaluation, been
 

completely cooperative, and has already introduced changes suggested by the
 

evaluation.
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EXHIBITS: MAIN REPORT
 

Numbers 1 through 9
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3IBIT 02
 

PRESENT STRUCTURE 

ESTRUCTURA DE COLAC 

GERENTE
 

ASESOR LEGA .....COMITE DE PLANIFICACION 

( SUBGERENTE ] 

ICONTABILIDAD ADMINISTRACION 

DEPARTAMENTO DE IMPRENTASERVICIOS IMRET 

Este Comiti est3ri formado por t1cnicos 
de cada esp:-cialidad. Encro/1974 

(E)2
 



mMIBIT 3 

Assuming the sale of the printing machinery at $30,000, the following
 

changes would occur in COLAC's budget: 

INCOME: YEARLY 

Increase in interest from $30,000 loan at 9% $2,700 

EXPENSES: 

Reduction due to salaries, benefits, etc. of 
employees. 33,600 

Cost of renting office, IBM machine, utilities, 
depreciation 29,292 

$62,892 

Reduction in the cost of COLAC's publications 
at the rate of $800 per month 9,600 

72,492 

Increase in cost of publications of COLAC 
printed in private shops 12,000 

$60,492 

SUMMARY: 

Increase in income $2,700 

Reduction in expenses 60,492 

TOTAL $63,192 

Jan 7, 1975 
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EXHIBIT 4
PROPOSED 


COLAC ORGANIZATION CHlART 

(Paid Employees Only)
 

I Direto, 

Secretary eal C eli Auditv.r, 

.- -~in~to]r 

c wingAdmni str-at orConrTe=( 

Typing __ -CountryTo.a, (b)[ 

Translation S2th ,:1 :.i 
Office Boy
Etc.
 

,Country Tcam (c):'South ,",r4-r "d 

-_. Prom ot i o n 

Credit Annlysis 
and Statistic: 

arm Planning,
 

xtension&l
 
arketing
 

(1) Legal Counsel and Auditor are outside positions. They are paid when actually employed.
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directing the department's operations. 
 This criterion was established to assure that there
 

The goal is to develop at least two employees that can assume the full responsibility of
is sufficient depth in the credit, department's personnel, thus avoiding seriouz problems in
 
the event that 
the department head leaves the federation at any given moment.

With respect to the technical quality of the credit department personnel, each of the

employees in the department must fully understand his duties and responsibilities.
be able to carry these out efficiently and in a coordinated manner with the rest of the
 

He must
 
personnel working in the department.
 

4. 
Well defined credit policies and procedures for processingloans. 
This cirterion relates to the federation's lending policies and rules.
considered to have well defined credit policies and rules when these indicate clearly and
 

A federation will be
specifically the borrowing conditions as 
related to:
(b) interest rates on 
 (a) the maximum amount that can be borrowed,
loans, (c) types of guarantees to be accepted for.each kind of loan,

(d) special credit norms for agriculture, livestock, artisan and small industry loans, and (e)
 

administrati. 
 that ,nrust 
 e met precedent to
minimum . . ofY . _
conditions . n e 
d isbursement of loan funds.

In addition to the above, the basic loan agreements or contracts and other legal documents that
 
can prove the existence of loans made to borrowers must be clearly defined.
also have well-defined loan processing procedures that clearly specify the steps involved in
 

Federations must
making a loan from the time that the loan request is received through 
its ultimate recuperation.
 

As a guideline to measure efficiency, it is considered that no more than 15 days should transpire
 
under normal circumstances for the approval or rejection of any loan request that is received.
5. CpaciL tomake loan anal 
 to carryotloans ervision. 
This criterion will be considered to be met when the credit department personnel have the ability
 
to make analyses of loan requests that clearly establish the future growth trend of the borrowing
 
credit union, Its 
financial condition, and its projected financial position during the period ih
 
which the loan being requested is to be outstanding. 
The credit analyst of a loan request must
 
produce a concise and clear report indicating his conclusions and recommendntions
the loan in question should be approved or rejected. The loan analyst must 

as to whether
developing pro-forma financial statements of the requesting credit union to 
aso
be capable of
 

:ermine its future
 



debt capacity. 
The credit department personnel responsible for the supervision of loans made
must be capable of verifying the utilization of loan funds at cooperative ano member levels
and idust be able to estimate the level of possible loan delinquency and determine ways to
 
prevent or correct the situation.
 

If loan 
 funds are disbursed in'the form of a line-of-credit, the credit department's personnel
must have the capacity to judge whether the project being financed is progressing in accordance
with the financial plan agreed to with the credit union before they approve any further dis­bursements. 
 If there is evidence that adequate progress is not being made, the credit departmeut's
personnel must have the authority to suspend future disbursements. It will then be their respon­sibility to draw up a plan of action that will bring the project back up to an acceptable level
 
so that the remaining disbursements can be made.
 

6. 	Have an adequate capitalization system.
 

The 	federation will be considered to have an adequate system of capitalization when; (1) the
requirements for ouch a system are spelled out in the bylaws or in other special rules; and (2)
the affiliated credit unions are meeting their obligations on a regular basis and are providing the
federation with sufficient equity capital to allow the federation to mobilize or obtain external
funds in amounts that will enable it to provide an adequate credit service to its affiliates.
 

7. 	Adequate accountingsystem.
 

A federation will be considered to have an adequate accounting system when the followino minimum
 
conditions are met:
 

a) When a trial balance can be produced on a daily basis.
 
b) When reconciliation of bank statements are made promptly at the end of each month.
c) 	 When information on loan due dates and loan amortizations is kept up to date and when there isin operation a loan delinquency control system that can provide at any given moment Informtiou 

concerning:
 

i) names of delinquent credit unions,
 
it) total amount'delinquent of loans outstanding, and
 
iii) classification of loan delinquency by length of time.
 



d) When financial ststements that accurately reflect the financial position of'the federation
 

can be produced at any given time.
 

8. Adequate statistical data collection system on credit operations.
 

A federation will be considered to have an adequate system of collecting statistical data.vhen
it is capable,of producing the following minimum information concerning loans outstanding as
well as 
loans already collected:
 

a) type of loans made and amounts.
 
b) term of loans.
 
c) types of guarantees.

d) number of sub-loans made by credit unions to their individual members.
e) the loan delinquency in credit unions that have federation loans classified by the length


of tine delinqtent.

f) the number of loans made and the amount of monthly recuperations.
 

9. Adeuate reserves for bad debts.
 
A federation will be considered to have adequate reserves for bad debts when it has, established by
the by-lows or other special resolution, an amount in the bad .debt
reserve account equal to 2% of
outstanding loans. 
 This bad debt reserve is in addition to the legal reserve provisions found in
most of the cooperative laws of Latin America.
 
When a federation has obtained external loans in hard currency it must also have established an
 
adequate reserve against possible monetary devaluation.
 

10. Medium rane financinl_plninnnlt.
 

A federation will be considered to be meeting this criterion when it is able to determine the
probable future demands (or credit of its affiliated credit unions using surveys or other
methods. 
These "future demands" should be able to be presented in such a way as to include
loan nmounts, types, disbursement dates, recuperations, and projected outstanding quarterly
balances. 
Also included in the presentation should be projected cash-flow ztatements.
 
An additional requirement is that the finance department personnel be able t 
prepare
pro-forma statements for at least a five year period.
 



PECo~vc'c MPRovOT Or FEDERATION CREDIT DEPI M.ENTS DUR NG THE PERIOD OF 1973-1976. 

0 

_.____________1972 

a) Assigned value (maximum i500 for 
the 15 countries). 

b) Assigned value expreased as a 
I'.rcct. 

c) NI o[ satisfactorily operating.
Finance Departments (ic. 857.-99%
errfcicnt) (non-cumulative) 

d) Nt- of sclE-sufficicnt Finance 
Departbcants (ie. 1007. efficient)
(cumulative). 

550 

36.6% 

0 

1973 

673 

44.8% 

3 

1974 

970 

64.6 

2 

2 

975 

1034 

68.9% 

2 

3 

1976 

1134 

75.6% 

2 

4 



NUMBER OF PRODUCTION CREDIT PROGRAMS
 

The following 10 criteria were used to determine the stage of development of each
federation's production credit program. 
Each of the criterion is worth from 0 - 10
points depending on how advanced that aspect of the program is. 
 With 10 criteria .
each having a possible value of 10 points, and taking into account the fifteen coun­tries in which .COLAC operates, a perfect score 
(that is, when all the federations
have the program completely developed) would be 1500 points.
 
A Federation will be considered to have a production credit program satisfactorily
operational when it is fulfilling, with at least 75% efficiency, the following con­ditions:
 

(1) Number of Credit Unions in the Production Credit Program
 
b .ective:
That the production credit program is established and functioning In
at least 10 affiliated credit unions.*
 

Value: 
 I point per credit union.
 

(2) Loans from the Federation for Productive Loans
 

Obectve: 
That the federation have a loan portfolio of production oriented loans
in 
an amount of at least US$700,000, either from local or externally

generated funds.
 

Value: 
 1 point for each US$70,000.
 

(3) Training of Federation Personnel
 

Objective: 
 That there be a well trained program head plus sufficient well-trained
fieldmen, all of whom have the material resources to carry out their
 
functions.
 

Value: 4 points for a well-trained program head.
 
See page 5 of the Rationale for a list of qualifications that a credit union
must fulfill in order to be considered to have a functioning production
credit program.
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4 points for the required number of well-trained fieldmen necessary

to carry out the program, and
2 points for the means of transportation that will allow the fleldmen
to cary out their respective functions.
 

(4) 	Credit Union Managers
 

Objective: That a paid, specially trained, full time manager be employed in
every credit union that wishes to be includedin the-program.
 
Value: 
 Up to 6 points when the federation has the training courses available
for 	managers and has management contracts available.
Up to 
A points based on the level of the training of the managers pre­sently employed in production credit union.
 

(5) 	Plans to Expand the Production Credit Proqram
 

Objective: 
 That 	short or medium term plans exist to expand the program that take
into 	account the national development plans.
 
Value: 
 Up to 6 points for having a plan, the exact number of points depending
 

on its quality.

Up to 4 points will be given depending how closely the plan follows the
national development plan for the area.
 

(6) 	Agricultural Technical Assistance
 

Objective: 
 That 	adequate and effective agricultural technical assistance Is
available for each credit union in the program, either directly from
the federation, or coordinated by it.
 
Value: 
 1 point for each credit union that has this service.
 

(7) 	Provision of Agricultural Supplies
 

Objective: That agricultural supplies, in the quality and q. ttity necessary,
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Value: 

and at the lowest price possible, be available to the credit jnlonmembers in the program. These supplies may come directly from the
federation or may come from other organizations such as agricultural
cooperatives and simply be coordinated by the federation. 

I point for each-credit union that is receiving discounted agricul­
tural'supplies either from the federation or third parties. 

(8) Marketing 

Objective: That each credit union in the program receivean orientation from thefederation concerning which crops offer the least qrowinq and market
risks as well as receiving assistance in arranging contracts withbuyers. If the local situation requires it, the federation shouldalso be prepared to carry out one or more steps of the marketing proc­
ess. 

Value: Up to 5 points will be based on the quality of the federations crop
and market orientation. 
Up to 5 additional points will be based on the arrangements or con­tracts that the federation can make for the sale of the produce of themembers of affiliates that represent improvement over the previous
market conditions. 

(9) Data Gathering system 

Objective: 
 That a system for gathering, storing and interpreting statistical data
relevant to the program be developed and carried out by the federation.
 

Value: 
 2 points will be given when the federation names an adequately trained
 
person to be in charqe of the statistics program and gives him the re­
sources he needs to carry out his task.
1 point will be given for each of the following e.tum when the federa­
tion has it available from each affiliate in the 
 ogram:
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(1) 	total membership
 

(2) 	total savings
 

(3) 	delinquency
 

(4) 	number of farmers/members
 

(5) 	amount of agricultural supplies sold to members
 
in the previous year.
 

(6) 	number of persons who received production credit
 
loans in the last year and the amount of those loans.
 

(7) 	on a sample basis - the effLct of the program on the
 
net income of participants.
 

(8) 	type, quantity, and dollar value of products sold by

members in the program.
 

(10) 	Follow-up and Evaluation
 

Objective: 	 That the federation have a program of follow-up and evaluatioh for the
 
credit unions in the production credit program. The minimum that will
 
be acceptable will be one evaluation per credit union per year.
 

Valiue: 
 Up to 6 points will be awarded based on the existence and effectiveness
 
of follow-up and evaluation plans.

4 points will be awarded for the execution and results of the annual
 
evaluation.
 



PROJECTED PROGRESS OF THE PRODUCTION CREDIT PROGRAM IN THE
 

FIFTEEN COUNTRIFS SERVED BY COLAC, 1973-1976
 

THE PRODUCTION CREDIT PROGRAM
 

Expected improvement
during the period 1973-1976 1973 1974 1975 1976
 

Total points assigned for the

fifteen countries (Maximum 1500) 
 524 697 792 869
 

Point value expressed as
 
a percent of 1500 
 35% 46% 53% 
 58%
 

Number of programs operating
 
satisfactorily: 75-99% efficient
 
(non-cumulative) 
 1 2 
 2 1
 

Number of programs operating

at 100% efficiency 
 0 0 0 0
 



SOURCES OF FUNDS FOR THE PRODUCTION CREDIT PROGRAM 

1973 - 1976 

1973 1974 1975 1976 

Loan funds coming from COLAC, 
year end balances $ 467,500 $ 705,500 $ 725,000 $ 750,000 

Loan funds coming from the federations, 
year end balances 2,200,000 2,950,000 4,000,000 5,000,000 

Funds generated by the cooperatives 
themselves, year end balances 1,189,000 2,170,500 3,502,650 5,675,250 

TOTAL $3,856,500 $5,826,000 $8,227,650 i11252,250 
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PROPOSED PROJECT DIRECTION
 

(ILLUSTRATIVE)
 

GOALS
 

RATIVE STATE.ENT 	 INDICATORS 1974 1975 1976 1977 ASSUMPTIONS 

teased production and 1. No. of farmer members in cre-'it 
ductivity of increasing unions with production.credit 

lbe of sall farmer members 2. No./value of production-type Farm plans and marketing afei 
loans given by credit unions available 

3. No./value of production-type No natural disasters occur 
loans repaid by farmers (drought, earthquake, ate.) 

4. No./value of delinquent loans
 
by farmers
 

5. 	Increase in small farmer avings
 
(amount/average per farms)
 

6. 	 Small industry in rural areas Marketing channels favor fam 
a. No./value of loans
 

Ut b. No./value of repayments
 

S uantitative targets to be determined by COLAC.
 



PURPOSE 

1974 1975 1976 1977 AMSUNTIrrO 

Promote effective and efficient Effectiveness (No. of federations with:) 
national federations of credit 
unions throughout Latin America 

1. Integrated production credit programs 
.operating satisfactorily 3 __0 Criteria 

with growing emphasis on rural 
credit needs of small farmers 2. Agrohusiress Activities 

3. Extensiont service (either internal 
or from other local agencies) 

4. Marleting assistance to members -
(grades, standards, prices, storage.) 

5. Bonding Service ­
a. National Credit Federation 
b. Other - Annex 

6. Credit life insurance 
a. Offered 
b. X coops utilizing 

7. Finance tcpnrtments fully operational 2 see Criteria. 
8. Finance departments satisfactory 4 See Criteria 

9. Uniform statistics-gathering systems 
in place 

C% 
a. Coop to Fcderation - Monthly/Quarterly 
b. FED to COlAC 

10. COLAC self-evaluation systems utilized 

11. Detailed 5-year plans approved by Board 

12. Professional trained managers 
a. Federation 
b. Coops 

13. Promotion capacity 

14. 60-day delinquency ratps of Coops to 
Federation less than 5Z 

15. COLAC's centralization of funds system 
Instailed 2 

Viability 
Z of operating expenses covered by income 
other than AID Regional grants 

a. Total Operating Expenses (Annex) 

b. AID Regional Grants (See Inputs) 

Efficiency 

Average unit cost of COLAC loans 



OUTPUT 

Confederation responsive to technical 
and financial needs of federations 
and providing leadership to movement 

1. Monitoring 

a) No. of federation visits (man days) 
b) No. of clinical histories prepared 
c) No. of loqns overseen 
d) No. of country assessments completed 

BASELINE1974 

.... 

1975 1976 

-

-

1977 

2. No. of loan applications prepared 
a) COLAC loans 
b) Other funding 

3. No. of promotion specialists trained 

4. No. of minimum loan standards 
lists) prepared 

(check­

5. Technical assistance to federations 
Specify (No. of courses): direct/indirect 
a) insurance 

tzi 

b) Planning and evaluation 
c) Professional managers course 
d) Finance 
e) Production credit 
f) Ext. - Farm Planning - -

6. No. of publications prepared 

7. Representation with Governments and 
at international conferences 

8. No. of Professional Personnel in 
Place (Annex) 

9. 

10. 

11. 

2 of total cost of professional personnel 
Sclf Evaluation System Developed (2) 

Uniform portfolio audit and appraisal 
system dovoloped (Z) 



INPUTS 

A. Sources of Revenue 

BASELINE1974 1975 1976 1977 

1. AID grants 1_A 

2. Annual dues 
000 

3. Net interest income 

4. Cozmmissions and charges 

a) Recruitment of technicians 

b) Non loan related T.A. 

c) Federation or other contracts 

5. Other grants In cash or kind 
(equivalent) 

a) World Council 

b) CUNA MUTUAL 

c) Federation Subgrants No/$ 

6. Total Revenue, All Sources 600,000.000 _.Oo0 

1/ AID regional grant funding to be drawn down as needed to assure total operating
 
level of $600,000.
 



ESTTMAT70N OF
 
EXHIBIT #9
 

rEDF.RATION NUEW CREDIT EHBT1 

DEAND FROM
 

COLAC
 

TIME - YEARS
 

o-lk Ii-3 
 3-5
 

1. Mexico 0.5 (3) 1.125 (3) 3.4 (3)
 

2. Guatemala -0- -0­

3. Honduras 0.85 (2) 1.1 (2) 4.5 (2)
 

4. El Salvador 2.025 (2) 2.0 (2) 7.350 (2)
 

5. Nicaragua -0- -0- ?
 

6. Costa Rica 0.425 (1) 0.5 (3) 0.5 f3)
 

7. Panama 0.25 * (2) 0 3 (2)* 1.75 f2)
 

8. Dominican Rep. 0.8 (2) 1.0 (2) 3.2 (2)
 

9. Curacao -0- -0- ?
 

10. Colombia 1.5 f2) 0.85 (2) 2.525 (2)
 

11. Venezuela 0.5 (3) 1.125 (3) 3.4 (3)
 

12. Brazil -0- ? ?
 

13. Ecuador 0.5 (1) 0.875 (1) 2.125 (1)
 

14. Peru' -0- -0- ?
 

15. Bolivia 0.45 (1) 0.5 (1) 2.05 (1)
 

16. Paraguay -0- -0- ?
 

17. Uruguav -0- ? ?
 

GRAND TOTAL 8.750 9.375 30.800
 

Total (1) 1.375 1.375 4.175
 

Total (2) 6.375 5.250 19.325
 

Total (3) 1.000 2.750 7.300
 

Noite: (next page)...
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Figures In 	US$000,000
 

(1) 	COLAC has loan applications for these amounts
 

(2) 	Estimate generated via COLAC's Survey of Member
 
Federations only 6 surveys completed so for.
 

(3) 	Estimate by COLAC's Finance Department based on subjective
 

infqrmation.
 

REASONING TO SUPPORT LOAN ESTTYATES 

MEXICO - Recently formed regional federation will absorb small loan in first
 
l year to establish a track record.
 
In the next time period they will absorb larger loan and additionally,
 
other newly formed federation will take small loan to establish
 
track records.
 

VENEZUELA 	Newly formed centrals will behave in a manner similar to that described
 
above.
 

PAN&Ak 	 Will borrow only for consumer purposes until it uses up recently 

approved bilateral funds 

GUATENLA
 
NICAraGUA
 

PARAGUAY Loan demand .totally or partially reduced bilateral funds
 
COSTA RICA
 

CUR.ACAO 	 Too small to be a subject of credit at present
 

URUGUAY Pre-affiliation negotiatiation are now underway
 

PERU Legal and structural problem impair COLAC's ability to funnel money
 
BOLIVIA through to local credit union
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ANNEX A
 

METHODOLOGY
 

The review and evaluation of COLAC's headquarters were on two levL
 

(1) An analysis of the function and efficiency of its organ­

ization and related expenditures; and
 

(2) A study of the bottlenecks which now exist to obtain loans
 

and grants and the related channels into which such loans
 

could be funnelled to provide prQduction credit to small
 

farmers and reasonable consumer credit to low income
 

workers, both urban and rural.
 

The evaluation was slanted somewhat by the knowledge that simultaneous
 

evaluations and assessments were underway on printing press operations,
 

cash flow, budget, and program personnel related to function, including
 

computer analysis. To complement these in-depth evaluations, we concen­

trated on the questions in the Scope of Work and on providing independent
 

judgements of the organization pattern; COLAC functions and indicators
 

of performance; and on controls over loan project proposal, loan repay­

ments, and general standards underlying the credit union movement growth.
 

The Scope of Work and the related ATAC Proposal define the objectives
 

of the evaluation. While ATAC originally proposed to undertake coverage
 

by questionnaire of all affiliated Federations, and possibly some credit
 

unions, it became obvious that considerations of time and of objectivity
 

made a written questionnaire undesirable. The team concluded, and the
 

AID project manager agreed, that answers to written questionnaires could
 

not be expected to yield great insight for several reasons:
 

(1) 	Federation managers would hesitate to go on record against
 

the management of COLAC, with whom long standing friendships
 

exist and on whom future loan funds may depend;
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(2) Federation managers are not professionally similar and would
 

interpret the questionnaire differently;
 

(3) Federations had recently ben sent two major questionnaires
 

and were currently inundated with extra work to meet these
 

requirements.
 

To assure representative sample coverage of the end result of COLAC's
 

operations, performance, and relations, personal visits to several Fee,
 

tions were scheduled. In Panama, the Federation was visited, interviews
 

held with five Credit Union managers, and data collected. COLAC has
 

provided assistance to some of the Mexican state federations and the
 

Confederation has been affiliated with COLAC for some years. A visit
 

to the Mexican Confederation was made for pretesting purposes. A partial
 

evaluation of the Nicaraguan situation was recently made by COLAC, so
 

that country was not included. Honduras, Bolivia, and Paraguay were
 

chosen for greatest in-depth evaluation. Colombia was included to
 

determine the advisability of relocation of COLAC as well as to talk to
 

the Federation representatives. The newly appointed manager of the Ecuado­

rian Federation was interviewed in Panama. Thus, effectively, two Central
 

American federations, three South American plus Ecuador in part, and Mexico
 

are intended to cover the variance in rural-urban mix, integrated vs.
 

straight credit operations, good vs. poor management, and big and small
 

characteristics which could have varying requirements on and relations with
 

COLAC.
 

In addition to federation visits, the Team interviewed representatives
 

of major donor organizations (AID, CUNA, OPIC, IAF, World Council.);
 

Dr. Serrano, the first president of COLAC and currently an advisor stationed
 

in Colombia; and USAID representatives in countries visited.
 

The Team initially concentrated on a review of services offered and
 

other performance indicators during 1972-73, recorgnizing that COLAC
 

personnel had a complete turnover during the period, had been reorganized,
 

had a new managing director, and had not been successful in obtaining the
 

projected level of loan funds. All professional personnel of COLAC were
 

interviewed. Relevant studies and documents were collected and listed. This
 

evaluation is intended for the Latin American Bureau of AID and contains
 

recommendations to improve the effectiveness and viability of COLAC.
 

(A)2
 



COLAC EVALUATION ANWE Z
 

MATERIALS AND DOCUMENTS
 

I. Scope of Work
 

2. Proposal
 

3. IRR 11/19 

4. Questionaire - COLAC 11/5
 

5. Proj. Proposal Summary & Analysis -IAF
 

6. SYSTAN - Issue of Decapitalization
 

7. Cable to COLAC on Eval.
 

8. Cable - John Heard
 

9. Grant Agreement -IAF
 

10. U.N. Proposal from COLAC
 

11. Pub. Relation Document COLAC (Operation Prod.)
 

12. COLAC 5 year plan
 

13. COLAC Exists
 

14. Non Capital Project Paper- April 1973
 

15. Int'l Interlending Program for Credit Unions
 

16. Transition from LARO to COLAC
 

17. COLAC Reports
 

18. COLAC Production Credit Booklet
 

19. Grant Agreement - AID
 

20. IRR - 5 million Sept 74
 

21. COLAC Payroll
 

22. Heard Memo to Federaciones -28 Nov.
 

23. Reglamento de Credito (Credit Policy)
 

24. Bases para Programa Educativo (Serrano Education Memo)
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48. Job Descriptions, Finance Department 

49. Track 	 Record of Costa Rica 

50. Track 	Record of Honduras
 

51. Track 	Record of Guatemala
 

52. Balance Sheets of Costa Rica
 

53. Balance Sheets of Honduras
 

54. Balance Sheets of Guatemala
 

55. Investment studies for CR
 

56. Investment studies for Honduras
 

57. Investment studier for Guatemala
 

58. Investment studies for El Salvador
 

59. Audit 	Report -COLAC
 

60. COLAC's Minimum Personnel Requirements
 

61. Systan Report: Criteria For Credit Worthy Federations
 

62. Federation Financial Obligations to COLAC (Pro forma 12/31/74)
 

§3. 	COLAC Organization Charts
 
A - Original Chart
 
B - First Revision
 
C - Present Structure
 
D - Proposed (1975)
 

64. AID Comments on COLAC 5-year plan (72-76)
 

65. Resume - AID/Panama Coop. Sector Loan (041)
 

66. Promotion Department - Results and Plans
 

67. Systan Report - COLAC's Goal Structure
 

68. Nicaraguan Coop Movement
 

69. COLAC 	Relocation Study
 

70. COLAC 	Employee Biodata
 

71. Federation Finance Dept. Ratings (Exhibit 07 of Final Report)
 

72. Survey of COLAC's Accounting System
 

73. Progress Report to DAEC, February 75 (See pages 104 on)
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.74. Resume of Federation External Debt
 

75, COLAC Documents of Typical Loan File
 

WL. Farmer's Planning and Records Book
 

77. Manual for Supervision Committee
 

78. Credit Union Merger Manual
 

79. COLAC Balance Sheet - 1972-73-74
 

80. Federation Survey Results - Costa Rica
 

81. Federation Survey Results - Honduras
 

82. Federation Survey Results - Dominican Republic
 

83. Federation Survey Results - Bolivia
 

84. Federation Survey Results - Colombia
 

85. New Departures in Rural Development in Colombia (Leonard Kornfeld, Dec 74)
 

86. Mexican.Confederation Data and Statutes
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SAMPLE SURVEY OF COLAC AFFILIATED FEDERATIONS
 

November 1974 - January 1975
 

INTRODUCTION
 

This supplemental report of indvidual country credit union situations,
 

characteristics, problems and opportunities reflect field visits by the eva­

luation team. One of the objectives of the survey was to develop and refl
 

a questionnaire which provides insight into policies and programs which COLAC
 

future action should encompass. This questionnaire is shown as Annex #i.
 

The major conclusions seen for each country are noted separately in the
 

particular country reports.
 

For readers wishing a general introduction to the economies of the
 

countries visited, the overall economic picture is shown in the latest A.I.D.
 

Congressional Presentation as follows:
 

Bolivia Colombia Costa Rica Ecuador Honduras Paraguay Panama 

Population 5.0 24.1 1.9 6.7 3.0 2.4 1.6 

(1973 Millions) 

Urban 35 62 37 40 27 37 48 

(% 1972) 

Labor Force 63 47 49 53 67 53 32 

(AGR) 

Per Cap GNP 150 349 653 335 273 327 867 

Literacy Rate 40 73 89 67 45 74 79 

(W) 
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SURVEY OF BOLIVIA
 

Background on Bolivia
 

Bolivia is a very large and extensive country. All of Panafna, for
 

example, would fit into one-half of the District of Cochabamba, one of
 

its medium sized districts. Most of the population is found between the
 

two mountainous ranges which run from North to South parallel to the Pacific
 

Coast and contiguous to Chile. The greatest population density is in tf-


Altiplano, the high mountainous area which is cold and only somewhat araole.
 

These mountainous areas contain the mineral wealth of Bolivia and agriculture
 

there is concentrated in sheep raising and wool weaving. There are several
 

steam railroads which serve the major centers and are connected to major
 

ports in Chile.
 

More than half the area of Bolivia is between the mountains and Brazil
 

and is tropical, being low and near the equator. The growth of Santa Cruz,
 

the great increase in cotton production, citrus, and sugar, promise great.
 

opportunity for Bolivia in a time of world wide food and fiber scarcity.
 

Not only are exports untapped, but the domestic market is largely un­

developed. Secondary processing of crops and livestock has yet to begin,
 

reflecting in pa':t the low income levels of the mass of the population.
 

History and General Description of FENACRE
 

The National Federation of Savings and Credit Cooperatives of Bolivia
 

(FENACRE) was founded on 15 February 1962 and formally recognized in 1964.
 

Of the founders, only four are still active in the movement. There is
 

active turnover in leaders interested in the movement. The Federation has
 

had six managers and has gradually developed specialized departments of
 

insurarkce, accounting and audit, training, public relations and publications,
 

finance and printing. (Exhibit #i). 

The Federation currently has 30 employees and has budgeted for 35 in
 

1975. Of these, 6 are professional administrative/technical personnel,
 

4 of which have university training (Exhibit #2). The Executive Director
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is a lawyer, 30 years of age, who in 10 years with 7ENACRE has been 
Director
 

FENACRE's primary business
of insurance, printing, accounting and auditing. 


is lending to and assisting the 170 active cooperative credit 
unions in
 

Bolivia, which currently serve 120,000 active paid up members, 
about 60%
 

of which are in rural areas. In addition, FENACRE is engaged in commercial
 

The former returns a profit of approximately U.S.
 printing and farming. 


the latter is currently likely to lose money unless some
 $25,000 per year; 


(The possibility of selling
unforeseen market for garlic can be found. 


other hemispheric countries through national federations 
and COLAC migh.
 

be possible in some products in future years, but, because 
of high prices
 

also entered
 
last year for garlic, other Federations, including GUATEMALA 


are similarly, looking for markets in an over-produced
into production and 


situation). (COLAC discovered a potential commercial garlic buyer for
 

FENACRE after our visit.)
 

Would COLAC have noted the possibility of overproduction
Question #i -

Could it
 

if it kept on top of these extra-curricular production 
enterprises? 


Cbuld it have arranged markets in
 have suggested alternative crop choices? 


advance of production?
 

FENACRE is currently occupying a three story building 
in central Cochabamba.
 

It's furniture, equipment, and general space utilization reflects 
the peasant/
 

consumer movement it serves. It has under construction a new 5 story modern
 

building next door to its present headquarters at a cost of $132,000.
office 


This is scheduled to be completed by mid-1975 and FENACRE plans to initially
 

- 7 years, occupy. FENACRE hopes to
 rent, but will ultimately, in about 5 


- 4 years of renting.
recover its investment in the building in 3 


FENACRE borrowed $20,000 at 13% for one year from a local bank 
to finance
 

some of its larger member cooperatives
the construction of the new building and 


are in the market for similar loans to construct office buildings 
for their
 

use. FENACRE distinguishes between borrowing for relending to 
members and
 

It is evident that a significant portion of manage­for an investment purpose. 


ment4s time is devoted to searching for and developing investment and business
 

enterprise opportunities rather than concentrating solely on 
improving and
 

controlling savings and loans by the member cooperatives.
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FENACRE's management is aware that many of its member coops are
 

economically too small, but expect many to merge or become branches of larger
 

coops when the Goverment's next increase in minimum salaries makes the
 

cost of administration prohibitive. Of the 170 coops, 8 - 10 are open to
 

farmers only on Sunday.
 

Relations with COOPS
 

Unlike some other Federations, FENACRE management leaves much of L1, 

detail and local administration to the individual cooperative. In effect, 

it does not go below the coop management in dealing with members. It's 

statistical requirements from coops are concentrated on credit status, 

savings, and number of members. Data on default and delinquency is re­

ported in gross numerical terms. FENACRE does not have much leverage to 

require complete and detailed statistics since it does not have centralized 

funds and/or accounting for coops and has not been in a position to fill 

all requests for loan funds. No statistical or financial reports from 

FENACRE is required by the Government of Bolivia, but a courtesy copy of 

the balance sheet is sent annually to the Cooperative Office of the Labor 

Ministry. 

No real data are available on amount loaned by the cooperatives for agri­

cultural production since the use of loans is not reported. Dr. Tellez
 

estimated that 30% of all loans were for agricultural production. Although
 

the statistical and accounting data can be considered minimal, these are
 

reported monthly and FENACRE believes they are far superior to data collected
 

by other Federations.
 

With regard to loans to coops by FENACRE, the coop is advised by phone
 

one day before the due date. All the coops except five are paying off
 

their loans satisfactorily. Of the 1,152,898 pesos currently lent out
 

This is almost 10% and was
by cooperatives, 108,153 pesos is delinquent. 


not a cause for alarm to FENACRE's management, because it has been reducing
 

Thus, while currently
the delinquency rate from 60% level of three years ago. 


double the maximum rate for the industry, this sharp reduction is probably the
 

best that could have been accomplished during the time period. FENACRE is not
 



pushing to initiate a-centralized funding system, but would not be adverse
 

to its installation.
 

Local Credit Situation
 

Local banks legally can charge clients 22% on loans made to them. This
 

consists of a 13% interest charge and a 9% commission, which is a tax to be
 

returned to the Government. (This was formerly 15% plus 7% tax). The co­

operatives, on the other hand, charge members 1.25% monthly on the unp,
 

balances, or an effective rate of 15% per year,plus a 0.25% commission, or
 

3%, a total of 18%.
 

Banks pay depositors 10% on savings accounts as compared with only 3%
 

by cooperatives. But cooperative members are not eligible for loans from
 

banks, being either higher risk or not physically reachable, and cooperative
 

members save at lower return to receive loans. To siphon off new members'
 

savings from banks, FENACRE is starting a $5,000 pilot program with one
 

selected coop, members of which will be offered an 11% fixed, plus a con­

tingent 2%, return. These special accounts will be non-voting and traditional
 

savings deposits, the funds from which will be invested in the production
 

of agricultural crops in the 104 hectare plot owned by FENACRE in Cochabamba.
 

The 11% will be guaranteed and the 2% will be paid depending on profit and
 

income from the crop, which this year is.wheat and barley. If successful,
 

FENACRE expects to gradually extend this alternative to other coops as in­

vestment opportunities appear.
 

FENACRE is considering an alternative suggestion that
 

the coops offer daily interest at lower rates of interest than paid by banks,
 

similar to that available in the U.S. This would capture funds available
 

for periods less than three months.
 

FENACRE does not charge cooperatives for special services, such as appraisal,
 

audit, etc. Management believes Bolivia has almost unlimited demand for
 

production credit once technical agricultural services are available to farmers.
 

These services are not available within FENACRE now, no agronomist being
 



part of the staff and no agricultural assistance agreement exists with
 

either the Government or AID. The Ministry of Agriculture is assisting
 

FENACRE in its soil and production efforts on its 104 hectares and
 

fooperation between them is evident.
 

FENACRE is expecting that future loans to cooperatives will be at
 

differential rates of interest, reflecting source and rate of original funds
 

(e.g., COLAC) and different rates for production and consumer loans.
 

Relations with USAID 

AID is presently providing $8 million to agriculture (FRA) and additional 

funds to industry (FRI) under a two stage loan. AID charges the Government 

4%, which in turn charges private banks 7%. The banks loan to farmers at 

12% without providing any technical assistance. The 5% is purely for risk
 

and goes, presumably, to farmers who can repay easily, i.e., the larger
 

commercial farmer.
 

FENACRE suggests that repayments is only one criterion, and type of borrower,
 

i.e., the small farmer, should be cut in on FRA loans. FENACRE is desirous
 

of having a portion of the AID loan set aside for coop lending, with FENACRE
 

as a principal borrower. Coops would be charged 10%, permitting them to
 

charge 12% for agricultural production, continuing to charge 15% for consumer
 

loans. FENACRE would agree to control the loans for repayment and would attempt
 

to make arrangements to utilize existing Government Extension services where
 

possible, hiring directly other agricultural technicians as the loan revenues
 

permit. FENACRE points out that its members all carry life insurance when
 

obtaining loans and these loans would be carefully followed by FENACRE and the
 

cooperatives. FENACRE also proposes that some flexibility be provided initially
 

to permit it to make loans to rual industry which produce inputs for farmers,
 

and for liquidity until specialized personnel are available to provide a plan­

ning base for these loans.
 



Relations with COLAC
 

FENACRE management sees COLAC primarily as a financial institution. It
 

does not depend on COLAC for leadership of for technical assistance. TENACRE
 

sees COLAC as a creation of AID, even as FENACRE was originally'supported by
 

AID/B. No changes in COLAC are suggested, however, admitting that COLAC is
 

what its membership wants, not AID. While FENACRE interprets its coops desires
 

aud needs, COLAC does not and cannot do the same, given the variation or
 

uniqueness of country situations. Bolivia could absorb at least $1/2 mnilion
 

in 1975 and $1 million more by 1977 at up to 10%, to give impetus to
 

agriculture production credit. It would not be pleased if other Fede­

rations were given funds at 8%, seeing this as discriminatory. They
 

point out that AID has helped those most in need, giving concessional
 

grants to COLAC, for example, while those who have succeeded by dint of
 

self help are left out or charged more. FENACRE would be willing to pay
 

more if the source of funding to COLAC cost more and the loans were made sooner.
 

Presently, the credit analyst of FENACRE is taking a special course at
 

COLAC, learning how to request loans. FENACRE has had visits of COLAC
 

personnel to help request such loans and has had their requests returned
 

three times for lack of data or other criteria.
 

FENACRE's manager is aware that there are numlerous criteria for Federations
 

to be eligible for loans but does not know how they are evaluated.
 

If COLAC were to lose its grant funding from AID, FENACRE believes it
 

would continue in name as an institution anyway, but would be reduced to a
 

skeleton staff providing only representation. There would be an initial
 

negative reaction against AID from the Federations in most, if not all the
 

15 countries, reflecting abandonment of the movement and the smaller farmer.
 

FENACRE has a very successful printing operation, making a profit of
 

about $25,000 per year. It might be interested in purchasing some of COLAC's
 

surplus equipment to add to its present equipment. It has and would like
 

to use Mr. Merchan, of COLAC, to help it still further to improve its publica­

tion capability.
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Dr. Tellez feels that the bigger banks, like the First National City 

Bank or Bank of America, which are primarily in Bolivia for investment, not 

,(-ercialpurposes, might consider lending to FENACRE against a COLAC 

dollar guarantee. He felt the concept was sound and desirable. 

Dr. Tellez noted that interchange of federation technicians was desirable
 

and would bring a cohesion to the hemispheric movement while giving insight
 

and experience to both parties. He indicated that the requesting fede-.
 

should bear the full cost of travel and per diem for the technician. He
 

felt the six heads of departments of FENACRE could be used in this capacity.
 

FENACRE has no guides or standards for making loans, although it does
 

have general credit and loan manuals. If these were developed by COLAC,
 

FENACRE would prefer to print those for its use in its own printing plant.
 

FENACRE has no marketing capacity. It has not attempted to utilize either
 

GOB or AID resources. FENACRE does have sporadic T.A. available to it from
 

non-COLAC sources, such as the Government in the field of agriculture. This
 

assistance normally results from friendships within the Ministry or the
 

University. Assistance has come also from the Voluntary Executive Corp. and
 

the International Cooperative Alliance.
 

Dr. Tellez made an independent suggestion regarding the make­

up of the Consejo and Executive Committee of COLAC: He does not believe that
 

managers of particular federations should be appointed to these committees;
 

rather presidents or other leaders would be better for policy making since
 

managers would have ulterior motives in voting to help their particular feder­

ation or country.
 

Dr. Tellez noted that Bolivia has a common problem with the Federations
 

of Ecuador and Peru. COLAC is expecting to provide loan funds for agricul­

tural production when it has funds. But the Government of Peru has pro­

hibited the Federation from making agricultural production loans; Ecuador has
 

had a long history of failure in such loans and will require the addition
 

of new technicians and new controls to assure repayment and production success;
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Bolivia has no experience and no personnel to assure success and control.
 

Question: If loans are for agricultural production, what is COLAC doing to
 

help prepare Federations in agricultural production?
 

Dr. Tellez indicated that FENACRE did not need nor want general courses,
 

seminars, or other assistance in education or philosophy of cooperatives or the
 

current world situation (as proposed by Dr. Serrano). On the contrary, he
 
sees this as a waste of time for participants and of operating funds br
 
utilized for credit assistance. He also felt that such courses tended to
 

emphasize themes which no longer held meaning for the cooperative movement
 

(old time religion).
 

CONCLUSION:
 

If loan funds do not become available to FENACRE and Coops for loans
 
to members, the growth of movement in Bolivia will suffer from unkept
 

promises and members will view it as ineffective.
 

USAID/BOLIVIA
 

One day was spent with the USAID personnel, particularly the Capital
 

Development Officer, Mr. Massey.
 

Mr. Massey indicated that the USAID was in the process of discussing
 

with the Central Bank if and how FENACRE could be considered an intermediate
 
credit institution. He noted that FENACRE had a good track record on re­

payment and served farmers which met the criteria of size, income, and other
 
eligibility conditions. He also confirmed that Bolivian farmers were honest
 

and likely to repay loans if production estimates were met. Massey was also
 
thinking of some way to get the Federation involved in the supervised agri­

cultural loan, perhaps as the organizer and auditor of coops.
 

The Rural Development Officer (Mr. J. R. Moffat), the Community Develop­

ment Officer (Mr. Max Williams), and the AID/EMB Economist (Mr. Randolph Mye)
 
were also interviewed. The USAID has some projects in process to revive and
 
renew agricultural coops. It is not clear that a sharp distinction is being
 

made between agricultural coops, which emphasize marketing, and credit/saving
 

coops, which finance production and inputs.
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The USAID official responsible for distribution of RTAC books and publica­

tions was asked to consider the possibility of sending some to FENACRE's
 

library,which was woefully lacking in economics, marketing, and agriculture.
 

He noted that the book program is terminating in August of 1975, but that
 

the USAID could send copies of any texts and publications received during the
 

interim period. No publications from past runs were available to the USAID.
 

A memo Lo Mr. Massey proposing the above was prepared.
 

The USAID would be very helpful to FENACRE if it could convince the Central
 

Bank to make FENACRE eligible to receive FRA lending. No advantage is seen
 

in a sub loan from the Agricultural Bank to the Federation.
 

COLAC Guarantee Through Private Banks
 

We interviewed 'Mr. Vivado, the Asst. Vice President of the Bank of America
 

and an official of the First National City Bank in La Paz re the possibility
 

of lending to the Federation with a dollar guarantee by COLAC.
 

Mr. Vivado of the Bank of America explained that the bank could not lend
 

Bolivian pesos directly because of limitations by GOB on reserves, portfolio,
 

and other conditions. But it would be possible to lend an amount of pesos
 

generated from Euro-dollars equivalent to the amount deposited in their branch
 

in Panama at a 1 1/2% spread. Thus, for each dollar deposited at 9.0% by
 

COLAC, the Federation would pay 10.5% for an equivalent amount of pesos. On
 

$500,000, COLAC would gain $45,000 annually and FENACRE would pay $52,500.
 

Originally, until FENACRE's credit is established, the gyarantee would be 100%.
 

The only advantage would be that of passing to Bank of America the risk of
 

devaluation and convertibility. Mr. Vivado said they would bring in the
 

Euro-dollars through the Central Bank, guaranteeing convertibility.
 

Mr. Moscoso, of First National City Bank, said that the Central Bank
 

regulations (Decree of 29 June 1974) requires banks to turn over 85% of its
 

loanable funds from deposits to the Central Bank for investment in particular
 

crop production. The remaining 15% is lent at 6% to commercial borrowers and
 

9% to industry. Hence, no funds are directly available for lending to agri­

culture. Re the rate of interest, if funds were available, that would depend
 

on the creditability of the Federation.
 

Neither of the 2 bank officials had prior knowledge of the Federation.
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Conclusions
 

1. The imost important insight from the Bolivian study results from the
 

pnssibility of COLAC arranging a sizable loan for FENACRE through .a guarantee 

with the Bank of America at 1 1/2%. Negotiation between FENACRE and the 

Bank will ultimately indicate the feasibility of such an arrangement, in­

cluding any hidden charges for inflation.
 

2. FENACRE is fast getting experience with agricultural production
 

through its growing of garlic, wheat, barley, and onions on its own land. 

It lacks agricultural economic expertise on a regular basis. It failed to 

avail itself of the services of the Agricultural Attache and the USAID to 

obtain material on garlic dehydration and marketing. It was not aware that
 

a Government related facility for diying vegetables exists, unused, in
 

Santa Cruz (the OAS has a food technology project there). FENACRE will
 

move cautiously into agricultural production credit even though the
 

demand is relatively unlimited.
 

3. The statistics available to FENACRE are deficient for COLAC's needs,
 

even though they may be among the best in the hemisphere. FENACRE takes 

little interest in details and experience below the credit union (coop) level. 

4. FENACRE has a basically competent, unified, and viable staff and the
 

reduction in delinquency from 60 to 10% at the coop level speaks well for
 

its efforts. Management of essentially private enterprises (printing and
 

crop production) is taking excessive time from its major business of savings,
 

loans, and development of production credit, especially in agriculture. In
 

the long run, however, investment income from these and ownership of buildings 

will likely increase operating income and reduce expenses.
 

5. FENACRE is not anxious for COLAC technical assistance except for publi­

cations, but desperately needs financing to maintain growth. Areas which
 

need attention include rationalization of cooperatives (merging and enlarging
 

member/management ratios. Although officially FENACRE has enrolled 170 coops,
 

only 140 are active and 10 are open one day only.) COLAC's minimum criteria
 

does not carry meaning with FENACRE and no FENACRE or COLAC checklists
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(standards) are systematically used by local or Federation level loan
 

co ittees. COLAC's Equipo 12 needs to keep in close contact, perhaps by
 

mail after the first visits, even though FENACRE management considers itself
 

to be on a similar technical level as COLAC. Even greater cooperation viii
 

come naturally if a loan or guarantee is arranged.
 

AID/W should investigate the possibility of a set aside of a portion of
 

FRA loan funds to be earmarked for re-lending through FENACRE.
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* 	 FEDERACION NACIONAL DE COOPERATIVAS
 

A 	 DE AHORRO YCREDITO DE BOLIVIA BOLIVIA
 
EXHIBIT 02
 

OPICINA CENTRAL: jordd.i 3226 -TeW /oos 1374. 8061- Casilla 829. Cochabamba-Bolivia 
OPICINA LA PAZ: Avenida Mariscal Sonta Crux 1322 (2do. Piso)TelWi. 28564-Casilla 3190 

tOPICINA SANTA CRUZ: Calle 24 de Sepliembre 689 . Telifono 2-4376. Casilla 1117 

Wra. 	 TeImurifica: efEnACNE, DATS DE LA FEDERACION NACIONAL DE COOPERATIVAS DE AHORRO 
.... "... Y CREDITO DE BOLIVIA
 

DATOS HISTORIOS: 

- La FNCACB se fund6 el 15 de Febrero de 1962 en la ciudad de Cochabanba 
- En 1963 se asocia a O.C.A. 
- Tanbi6n en abril de 1963 se integr6 a CINA Internacional 
- Es socia fundadora de COLAC 
- En Julio de 1964 se aprobaron, por el Gobierno de Bolivia, los Estatutos 

de la FNCACB y se dict6 la resoluci6n para la aprobaci6n de la Personeria
 
Jurfdica.
 
Directores Ejecutivos:
 
1962 - 1965 Padre Jos6 Beausoleil
 
1966 - 1969 Lic. Sim6n Belmonte
 
1970 - 1972 Lic. Jorge Navia V.
 
1972 - 1973 Lic. Fernando Chinche
 
1974 Sr. Fernando Laguna F.
 
1974 Dr. Marco Antonio T41lez
 

"NJEFES DE .DEPARTAINTO: 

1. 	 Jefe Departamento de Finanzas y Personal, Freddy Canedo Canedo, Contador 
General, 32 afios. 

2.Jefe Departamento Entrenamiento y RR.PP., Victor Hugo Arraya Lidmann, Pe­
riodista, 37 afios.
 

3.Jefe Departamento Seguros, Alfredo Lanza Cuadros, Abogado, 37 afos. 

4.Jefe Departamento Imrenta-Suinistros, Jos6 Luis Rioja Coronel, Dibujan­
te Artistico, 34 afios. 

5.Jefe Departauento Auditoria, Ramiro Ocampo "Rodriguez, Contador General,
 
34 afos.
 

DATOS ESTADISTIOS: 	 AL M'311-73- ""--30-9-74. "%-Crecim,
 

Nnero de Cooperativas 161 170 5.59 %
 
Nmero de Socios 112.143 116.824 4.17 %
 
Aportaciones 180.788.005.24 205.518.431.83 13.67 %
 
Prstamnos Pendientes 176.796.585.73 194.147.754.98 9.81 %
 
Pr6stamos Acunulados 847.724.006.02 909.458.778.41 7.28 %
 
Reservas 12.268.568.54 20.252.170.06 65.07 %
 
Activo 226.055.065.49 259.198.648.48 14.66 %
 

Codiabmaa, Enero de 1975
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SURVEY OF COLOMBIA
 

Colombia was visited from January 16 - 19, 1975. In addition to an 

intensive review with Dr. Ramiro Valderrama C., the General Manager of 

UCONAL (Union Cooperativa Nacional de Credito), interviews were held with 

Sr. Carlos Duque, Representative of Cuna Mutual; representatives of the USAID; 

and officials of the Bank of America and First National City Bank. We had 

an unusually good opportunity to watch Sr. Carlos Flores of COLAC assist ". 

prepare a request for AID grant assistance. Several USAID officers were 

interviewed.
 

1. CUNA MUTUAL and COLAC Relocation
 

One of the major reasons for visiting Colombia was to investigate the
 

desirability of a shift in location of COLAC to that country. CUNA MUTUAL
 

is financing a 16 story building and has offered COLAC a 1/3rd interest in
 

the building and a 20 year, 6% loan to purchase its share. CUNA MUTUAL has
 

already agreed to sell a 50% interest in the building to UCONAL, which now
 

occupies one floor of a large office building. COLAC's share would come out
 

of CUNA's half. At this writing, the question of relocation is almost academic,
 

COLAC having decided that (1) Panama provides more mobility; (2) it does not
 

gain from regional status; and (3) its costs would not be materially reduced
 

since its salary scales are already fixed in concrete. Nevertheless, CUNA's
 

offer is a generous one and is being held in reserve.
 

CUNA MUTUAL has offered to provide COLAC with 3 technicians specialized in
 

auditing, finance, and risk management to accompany COLAC's monitors or to
 

provide special training to the Federations. An independent highly specialized
 

group of this sort could introduce a better basis for evaluating particular
 

federation possibilities of loan eligibility if used properly, once loan or
 

guarantee funding is available. An organization chart of CUNA MUTUAL's
 

Regional Office is hown in Exhibit #1.
 

2. UCONAL - Brief History and Background
 

UCONAL was charted in August 1959. The first five years were destined to
 

organizational efforts: New cooperatives, training of extensionists, and
 

formation of volunteer leaders. UCONAL affiliated with CUNA International in
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1962, OCA in 1963, and with CUNA Mutual Insurance in 1964. From 1964 to
 

1968, UCONAL decentralized and improved administration and created new
 

'-rvices. A separate department was established to purchase household elec­

trical equipment and school supplies. PROUCONAL was established to purchase
 

and supply office machinery and equipment, office supplies, etc. During
 

this period, full-time managers were employed by the cooperatives. The head­

quarters space was acquired. In 1969, UCONAL restructured and departmental­

ized into 6 regional zones and organized a central checking account. ln .,dt
 

year also, a production credit program and external auditing were initiated.
 

In 1970, UCONAL played a principal role in the creation of COLAC and the
 

Colombian delegate was named President of the Confederation. From 1971 - 1974,
 

UCONAL presents a reasonably functioning organization dedicated to servicing
 

its cooperatives with financing, assistance, and representation. UCONAL
 

currently serves 280 cooperatives, of which 85 are rural and 195 are urban.
 

These cooperatives have approximately 150,000 members, of which 60,000 are
 

said by management to be engaged in rural occupations. (Other estimates are
 
closer to 32,000). Outstanding loans to all members totaled slightly more
 

than 171 million pesos or U.S. $6 million. As with most other federations,
 

the 52 management and technical personnel are practically all young profession­

als. Although the organization was in the process of change, UCONAL was
 

currently organized as showm in Exhibit 12. UCONAL's President is a medical
 

doctor; the Director General is an economist,
 

VCONAL has 6 regional offices which assess and monitor loans, cooperatives
 

are audited, and technical assistance provided. UCONAL's resources come from
 

(1) an annual 1% quota of cooperatives' loans, (2) 5% of cooperatives capitali­

zation, and (3) fees for services and profits from business sales. 
 Its lending
 
policy is to limit its outstanding loans to any cooperative to 2-3 times its
 

paid in capital. Capital and technical limitations are causing UCONAL to
 

severely reduce its promotional efforts to create new cooperatives. No new
 

rural cooperatives were formed in 1973.
 

Relationship to COLAC
 

At the present time, UCONAL puts additional training and technical assistance
 

from COLAC as a prerequisite to financing, even though the latter is badly
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needed. "Before the money, it is better to have a well trained staff. Other­

vise the loan will be lost." UCONAL representation as intangible and not easily
 

neasured. UCONAL believes;COLAC is superior to the Federations, because it is
 

needed. "Where bilateral AID assistance is available, with exception of
 

El Salvador, COLAC is considered a servant or lower than the Federation."
 

UCONAL is disposed to give a blanket guarantee to COLAC borrowing. It did
 

not seem strange to them because UCONAL has lent 5 million pesos to 2" _6
 

cooperatives under the same terms: "Each has the obligation to pay the entire
 

amount back." UCONAL expects to increase its lending to 20 million pesos to
 

the same 25 cooperatives with each co-signing for the total. This funding will
 

be possible becuase the Colombian Central Bank gives FINANCIACOOP, the general
 

Cooperative finance agency of Colombia, 250% of its paid capital for re-lending.
 

The latter will have 6.2 million pesos and will lend the 20 million to UCONAL.
 

Some of UCONAL's cooperatives belong to I'INANCIACOOP directly.
 

One possibility for borrowing by UCONAL from COLAC in dollars is through
 

the Banco Central/FINANCIACOOP. It is possible that the Central Bank would
 

borrow from COLAC at 8%; assign the loan to FINANCIACOOP at the same rate;
 

which, in turn, would relend to UCONAL at 9% for lending to cooperatives at
 

12%. This would guarantee repayment in dollars and relieve COLAC of the
 

devaluation, covertibility, and inflations risks.
 

UCONAL is looking to COLAC for training of its credit analyst (currently
 

underway) to understand COLAC's criteria and evaluation method.
 

Statistics and Financing
 

About 1/4th of the member cooperatives do not return the statistical questionnairc
 

which is now required each 6 months, (Exhibit #3). UCONAL expects to go to
 

a monthly system in 1976. It may be able to use its central funds/checking
 

as leverage to require data to be supplied.
 

Currently, UCONAL has borrowed 5 million pesos from FINANCIACOOP @ 5.5t,
 

12 million from Banco Popular @ 9 - 10% (Banco lopular administers its
 

central checking account which gives it information and control of loan im­

plementation); 1.5 million in own capital, or 18.5 million pesos in total for
 

loans to cooperatives.
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The cooperatives charge 12 - 24% as compared to Colombian private banks,
 

which charge 16 - 29%. Agricultural production loans are normally charged
 

'4%. Savings accounts receive 12% in both banks and cooperatives for demand
 

deposits. The cooperatives can pay up to 18% for time deposits.
 

UCONAL estimates it can absorb up to $3 million from external sources in
 

the next 18 months at 10% or less. The organization expects to charge 12-14%
 

and farmers would pay 24%. Even if they request $3 million, they expe. .
 

use $1.5 million in loans to 4 cooperatives as a pilot operation and a basis
 

for building staff and experience. Some Government Extension personnel are
 

expected to be available. In any case, they expect COLAC to help develop the
 

loan program and to help cooperatives with requests for loans.
 

Delinquency
 

Member delinquency, while officially said to be 1.5% is estimated at 5 ­

8%. No delinquency exists between cooperatives and UCONAL. Partly because of
 

scarcity of fund availability, only the strongest cooperatives receive loans
 

and cooperatives would be charged 2% per month on the principal of the loan,
 

or an effective 22% penalty. Strong penalties are imposed also on overdraws
 

which provide regional directors with control over loan committees.
 

Neither UCONAL nor the cooperatives use standard checklists in making
 

loans, though previous history in repayment is checked with other local banks
 

before loans are approved.
 

One of the types of security which COLAC uses to protpct itself against
 

risks of repayment is to have notes of the members sequentially assigned to
 

the cooperative/federation/COLAC. UCONAL management points out that in
 

Colombia, at least, this does not have complete meaning, since these "pagares"
 

do not have to be returned to the member when he repays. Thus, if the co­

operative were to receive repayment and provides the member with a receipt,
 

the member may not be forced to repay twice. A possible way to cover this
 

contingency is to make the managers and boards of directors of both the co­

operative and federation become personally liable for all loans.
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Educational Training
 

UCONAL management believes that the need for philosophic training, as
 

nroposed by Dr. Serrano, is not necessary at the federation level. In
 

Colombia, especially, the mcvement is well advanced and several different
 

publications are constantly providing data and ideas on cooperation.
 

INDESCO, The Cooperative 'University,has 900 students and is oriented towards
 

the personnel needs of cooperatives. It conducts courses and seminars,
 

as requested, for cooperatives and federations. UCONA is on its boa.
 

of directors.
 

USAID
 

There is a very close personal relationship between UCONAL and USAID
 

personnel, especially Colombian nationals. USAID projects in process i;ppear
 

to stem from recommendations contained in NEW DEPARTURES IN RURAL DEVELOPMENT,
 

prepared under contract by Leonard Kornfeld on December 7, 2974. Kornfeld,
 

before retiring last year, was Director of Programs and Planuing for the DUAID.
 

Two projects were being processed for AID/W consideration. A grant of
 

$500,000, for UCONAL over a 3 year period to finance training of federation
 

personnel; to purchase vehicles and office equipment; and to train village
 

leaders and cooperative officials to provide a much needed impetus to new
 

rural cooperatives. By chance, our visit coincided with the visit by Carlos
 

Flores, of COLAC, who was helping UCONAL with their part in preparation of
 

data for the proposal. His technical and personal relations with UCONAL were
 

outstanding. His experience in preparing requests, in developing a data and
 

philosophical base, and his obvious mastery of all phases of federation
 

operation and management was accepted by UCONAL personnel, and rightly so.
 

If he is representative of COLAC's assistance, the federations are getting
 

much more than they are paying for.
 

A request is being made to USAID, also, for a $2 million loin to the
 

Government (Central Bank) which would channel the funds through FINANCTACOOP.
 

Banco Naclonal would pay 2%, in dollars, FINANCIACOOP 8% in pesos to the Bank.
 

Forty percent, or $800,000 equivalent in pesos would be relent to UCONAL
 

at 9%, which, in turn, would lend to its cooperatives at 13%. Members would
 

pay 18%, lower than the legal limit of 24%.
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The evaluator sensed a certain amount of skepticism, if not outright
 

opposition, to UCONAL's entry in agricultural credit from the Rural Develop­

!-nt Advisor in the USAID. Despite this, top USAID management was high on
 

COLAC and a credit union role in development. In answer to AID/W's Program/
 

Budget Review request for USAID comments on existing projects (State 174969,
 

Aug. 17, 1974), USAID/Colombia had this to say: "The programs performed by
 

COLAC in Colombia through its local federation (UCONAL) have been outstanding,
 

specifically in the technical adaptation of their leaders and cooperat.
 

improve their economic aspects. Mission considers this project of great
 

assistance in the rural areas and in preparation of the cooperatives in the
 

development process." (Bogota 7730, Aug. 29, 1974).
 

Private Banking
 

Both Bank of America and First National City Bank were visited and
 

cordial discussions were held with responsible officials. The possibility
 

of a COLAC guarantee in dollars was reviewed. While it is legally possible
 

for dollars as a guarantee to be held outside of Colombia, it is not feasible.
 

Nor could a dollar guarantee be held within Colombia because of a 30% reserve
 

requirement. Peso lendinp osts private banks between 22 - 30% with a legal
 

interest ceiling of 16%.
 

Conclusions
 

1. The promotion of rural credit cooperatives is temporarily limited
 

by availability of funds; when available, UCONAL's management will initiate
 

pilot operations in production credit before rushing into generalized lending.
 

2. UCONAL actively seeks funding from the Central Bank, sees this in­

stitution as a possible intermediate borrower from COLAC, and would accept
 

technical support from other Government sources. If possible, this might
 

be the clue to relief from devaluation, convertibility,and inflation risks.
 

3. If UCONAL does not obtain loan funds from COLAC or other sources soon,
 

the momentum of the movement, expecially its rural component, will lose
 

credibility and may 'ace massive defection.
 

4. COLAC could assist UNCONAL with standard checklists for credit
 

committees and improved statistical procedures.
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COLOMBIA 

EXHIBIT #3 

UCONAL ITFORIME E.3TADISTICO 

en di MOBes A.o 

Los dsto3 de este informe dober&n suministrarse a 
UDONAL 3emestraLmente al 30 de junin y aL 31 de ­
liciembre 

SECJION A - DATUS D@ LAS COOPR.RTIVAS AREA URBA;NA AR A RURAL TOTAL 

Io. Ndm~ro do ooopera.tivaq con 
per~oneria juridioa __, 

2o. Soios activo_ 

3o. Mnnto do ahorros 

40. !Yontode pr6stamos vigantes .....
 

50. Monto de prr6tao3 marosos 

6o. Nonto de pr53tamon acumuladoe 

70. Monto da reserva5 para
 
pr&3tamos inoobrabls
 

8o. Monto d.) otrae rsservas y fondos
 

9o. Total de activo do las cooperativa 
 _ 

10. Activo corrionte d3 lag cooperativas
 

11. Total do pasivc da las oooperativas
 

12. Pa3ivo corriente da las corporativa. ,_.
 

13. Capital en aportacion33 de
 
la. ooop3rativas
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-2-

ARA URBANA ADIA RILL TOTAL 

14. Dep6sitos do las o0operativa­

15. Obligaciono3 barioario.i 
las coop rativas 

de 
No. 

16. Utilidadei par distribuir do 
las ooop3rativas 

SECCION B- DT0S DE L. FDDRACION MISMA TOTALE 

lo. Total de activos de la Reginnal 

2o. Activo corriente da la Rgional 

3o. Total del pasivo de la Regional 

4o Paaivo corriente do la Regional 

5o. Capital en aportacion:3 de la Regional 

6o. R~esrvas para pr63tamos incobrabLes 
de la Ragional 

7n. Total de rsservas de la Raegional 

8o. Monto do r3cursos axternng r3cibido3 
por la R:gional para otorGar pr5twnmI( ) Tasa 

NdMr3rO 

Otros oargo. 

Sdo 

9o. Ndmaro y salco de ar~ditn3 vigentas 
ooncdidos oor la Ragionl 
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_______ 

_____ ______ 

_______ 

-3 

Ndmarn Volumen 

20. lhimero y volumen de or~d~toB oonoodidom
 
por la Regional durante el B3Mastre
 

a. Producc16n agropeouazria______ 
b. Industx'ka, comrcio 	 ______ 

o. Vivianda 
do. Mejoi-as ad.ministrp.tivas an
 

las oooperativas ______
 

e. Pr63tamos g3n~raleg 

f. A otros tipos do oooperratives______________
 

TIOT.L S_____________ 

11. 	Nd5moro y monto d3 los pr5stamoS 3n mora
 
ocincadido3 por la Regional
 

2 -6 moses 7 -12 	 mfade 12 m3es
 

(No.) (1",or.to) (No.) . (monto) (YN7.) (1Monto)7 

12. 	Costo d31 pr6stamos do la Regional a las
 
coop~x'ativas 
 Tasa ____ Otro Cargos______ 

13. 	epri3lcia d.3 Cr6dito:
 
Mhmero M'onto
 

a. Pr&stp-nos vanioidos y cobradoz desde 
qua la Ragional ini-.io au pz'ograma­
do pr53tanos 


b. Pr53t.noz daclaradoz inriobrabt~a y
aplicados a la res~rva d3ade el i
 
coh del programa________________
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_ _ __ _ _ _ _ _ _ 

-4-


NdM3rO imonto 

14. Pr6stainos raoup3radoB 
SeO3tra 

&uzrante al 
________ 

15. Por cj3flto do gaitoB sobre ineTj3ne dGJ. 
dopartamanto do finanoimi3lt duranta 
01 3em3'tr3 

0_______ 

16. Geanancia brute. r~aiizada pror 31 dapax­
tamanto do financiaMionto iurant) olc-
53nm33tr3 %_________ 

17. Porc3ntajo do d&ividondo5 (intcer,3a) 
anual2s doclrxrados anbz'o eaportaIcinfl3­

durante el sem,stre 

-

%________ 

Ii'OTA.,S E7,Pf,IGP.TlIV.PS S3BflE L4OS DATOS BE EBS TIlOMM 

___ _______ _ _ _ ooh. _ _ _ _ _ _Sitio __ _ _ _ 

P..rscona Responsablo _______________________ 
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SURVEY OF HONDURAS
 

Honduras was visited from January 6 to 9, 1975. Interviews were
 
held with U.S./A.I.D. personnel, volunteer and paid personnel of FACACH
 
(Honduras credit union federation), the director, and two functionaries
 

of DIFCOOP (Honduras government cooperative regulatory agency), both
 
former FACACH managers, three Honduran banks (Bancasa, Atlantida and Casa
 
Propia), and several other Honduran cooperative figures, such as the manager
 

of FEHCOVIL (housing cooperative federation).
 

FACACH was one of the first federations to begin lending operations
 

for its members, It continues to do so, and today this is its major
 

service. It also offers a wide variety of other services for its members.
 

This includes insurance, bonding, centralization of funds (N.B. not
 

accounting) management assistance, office supplies, printing, agricultural
 

inputs, delinquent loan collection assistance and, beginning soon, a
 
farm products price advisory service. FACACH has a very large staff - 42
 

people. However, six of these are volunteers (European and Canadian)
 

and sever.l of the others are part-time employees.
 

FACACH has two offices. The principal office is in Tegucigalpa and is
 

located in a modern building constructed about three years ago. There
 

is a regional office for the Northern and Western parts of the country
 

located in San Pedro Sula.
 

FACACH has been lending to itz own members, other types of cooperatives,
 

and to other non-profit groups for almost eight years. Experience has
 
generally been good and delinquency rates, although high, are under control.
 

Almost ten percent of FACACH's loan portfolio is delinquent. It is important
 

to note here that FACACH only reports the-monthly or quarterly payments
 

as delinquent, not the entire loan balance. Therefore, the amount of money
 

actually jeopardized by delinquency is somewhat higher.
 

Part of this delinquency resides in a loan made by FACACH to the
 

Agricultural Cooperative Federation. This A.I.D., sponsored group went
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under almost immediately after receiving financing from FACACH. Two
 

consecutive drought years and poor management were among the reasons for
 

the failure, At the time that the Agricultural Federation went under, it
 

owed FACACH $225,000. This indebtedness has been reduced to $98,000
 

and FACACH hopes to recover considerably more.
 

For the past three years, FACACH's books were closed with moderate
 

deficits. Management believes tht this was due to an inadequate loan
 

volume. (Of course, the large staff must be taken into consideration.)
 

U.S./A.I.D provided FACACH with two loans. The first for $500,000 and
 

the second for $1,500,000. Both were for productive purposes and much of
 

the second was destined for the Agricultural Cooperative Federation. After
 

approximately half of that loan was disbursed, A.I.D. withdrew the
 

remainder. A.I.D. grant support to FACACH was terminated at about that
 

time also. Since then FACACH has "scrounged about" for lending capital.
 

It has had success attracting small amounts (i.e., - $100,000 range)
 

from German, Austrian and Canadian sources and from the IAF. If it could
 

attact more capital, it could be lent safely.
 

As mentioned above, FACACH lends to many different types of groups.
 

Presently, its loan protfolio of $2,400,000 is divided 65/35 between its
 

own members and others. However, DIFCOOP is presently in the process of
 

issuing a rule which will severely hamper FACACH's ability to lend to non­

affiliated groups. The rule will require that FACACH obtain a favornble
 

ruling form DIFCOOP on each loan made to a non-affiliate. If this proposed
 

ruling holds up, FACACH will have less demand for outside capital, may
 

have some difficulty collecting from present non-affiliated debtors and may
 

have serious problems balancing its budget.
 

Its ability to extend loans for productive purposes will also be
 

limited, as the bulk of loans to the non-affiliated groups were for productive
 

purposes. Two years ago, FACACH loans were split 60/40 between the
 

productive and consumer classification. Figures for last year are interesting.
 

They are:
 

Productive ........ 51%
 
Non-productive....25%
 
Refinancing of
 

old loans ...... 24%
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It is unknown what proportion of the last category can be considered
 
productive, if any. 
 In any case, such a high refinance rate is indicative
 
tf a possible hidden delinquency problem. It may, of course, be due to
 
the two droughts and the hurricane suffered by Honduras in the past three
 

years.
 

FACACH appears to be taking the necessary steps to bring and keep
 
delinquency under control. 
 It has a small cadre of lawyers working for
 
it in this area. The 1973 annual report (data for 1974 
were not available)
 
notes that eight cooperatives were successfully sued and that FACACH's
 
lawyers, representing 11 credit unions, successfully brought action
 

against 51 credit union members,
 

Money is tight in Honduras. Although the interest rate is 11 percent,
 
money is not easily available to anyone without an "in" 
to his friendly
 
banker. Discussions with banking officers were not promising. 
They
 
expressed interest in lending on COL4C's guaranty, but only if COLAC 
would
 
deposit the dollars in Honduras. In addition, because of the 30 percent
 
reserve requirement for dollar accounts in Honduras, they were rather
 

gloomy on the rate of interest which they would charge.
 

The possibility of discounting notes received by FACACH was 
also dis­
cussed. 
 For various reasons, OPIC has, on a trial basis, guaranteed
 
$250,000 of FACACH to credit union loans. 
 These notes could easily be
 
discounted or used to guaranty other loans. 
 The bankers were interested.
 
but talked of rates of interest in the neighborhood of 13 percent. 
 This
 
is too high for FACACH to use at present.
 

Credit unions in Honduras still believe in the sanctity of the 12
 
percent interest rate. FACACH management does not intend to change their
 
thinking. Therefore, an interest rate of 8 percent to 
9 percent is the
 
maximum which FACACH can afford. Management's position is not completely
 
without wisdom. 
 The BNF does loan to farmers at 6 percent. Although credit
 
union members could never hope to qualify for BNF loans, 
the credit unions
 
themselves can, and have received such loans.
 

29
 



FACACHIs management calculates that, if the rate to the ultimate
 
borrower can be kept to 12 percent, that it can use the following amounts of
 
new money starting in 1976,
 

First 18 months.,,$ 750,000
 

Next 18 months,.., 975,000
 
Next 24 months..... 1,700,000
 

This estimate was made without the knowledge of the proposed DIFCOOP rule.
 

FACACH is quite involved in agricultural production credit. It has
 
six agronomists on its staff who work with member coops. 
 It will soon
 
begin the farm products price information service. 
Also, it is beginning
 
the feasibility study for the construction and operation of a grain storage
 

warehouse.
 

Such an aggressive move to resolve the marketing problems of its
 
affiliates is very positive. 
However, marketing is a very risky undertaking
 
and the inclusion of this function inside FACACH's corporate structure
 
endangers its other activities.
 

FACACH began a centralization of funds and accounting program in 1969.
 
Tne accounting part was dropped almost immediately when technical problems
 
endangered the combined program. 
The funding portion of the program has
 
gone along well however. The problem of overdrafts (described in the Panama
 
trip report) was controlled by program design changes made in the second
 
year of operation.
 

The system now operates such that each local bank in the system keeps
 
track of the account of each credit union with which it does business and
 
permits overdrafts at its own risk. FACACH also keeps track of each credit
 
union's account, transfers money to and from them through the system and.
 
taps the float generated by the combined credit unions. 
 Of course, the bank
 
requires a higher reserve to compensate it for the additional work and the
 
risk retained.
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Honduras has an effective statistics collection system. Monthly reports
 
flow in from the coops. Seventy-five percent of these are on time, and the
 

rest are always caught up within three months. The data submitted is simple
 
and all flows out of the process of preparing the credit unions' monthly
 

statements. This simplicity, the fact that the credit unions were required
 
from the very beginning to submit data, and that FACACH has disciplined itself
 

are the most important reasons why the system operates as well as it does.
 

In addition, FACACH personnel visit each cooperative once each year for
 
the express purpose of filling in-a detailed, three-page questionnaire. (see
 
Exhibit 1). This provides information which is not needed more frequently or
 

which is difficult for sub or para-professional managers to provide.
 

A disturbing note at FACACH was the slowing down of the organization's
 

growth. Thile the federation has grown marvelously in terms of employees
 

and services offered, the movement seems to be stagnating. The organization
 

experienced accelerated growth during its first five years of exstence (i.e.,
 

1964 to 1969). Following a sustained period of entrepreneurial giowth; consol­

idation of administration and a slowing of growth are not unusual, or un­
desirable. Data provided by COLAC provides a reading of 
the past 5 years'
 

activities:
 

HOINDUR CREDIT UNION MOVPYOENT GROW7TH 

June 30, 19 # of of Savings 
coops people (U.S.$, 000 omitted)l
 

Source: 1969 114 20,800 2,202
 

1970 117 25,800 3,322
COLAC
 
1971 125 29,300 4,320
 

1972 120 29,000 4,320
 

1973 110 28,100 5,404
 

1974 110 29,400 6,311
 

The decrease in the number of credit unions could be accounted for by mergers
 

of small, weak groups, or it could be accounted for by the disaffiliation
 
of sophisticated groups. It was not possible to determine which was the case.
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The growth in number of members has completely stopped. Only one
 
hundred new members have entered in the past three years. 
This is an ex­
tremely ominous figure. 
Savings continue to flow in, which demonstrates
 
that the present members are using the organizations in much the same
 
manner (savings-wise) as they did four years ago. 
 It is very likely that
 
FACACH has abandoned membership development and is concentrating its
 
attention on developing new programs, searching for economic 
resources to
 
keep them going, or, possibly, is just wandering without a sense of direction.
 

The membership figure is extremely important. It represents FACACH's
 
market, and any organization which fails to watch over and develop its
 
market will, sooner or later, find itself in trouble. In a dynamic world,
 
organisms which do not grow, can only decay and disappear. Standing still
 
is not an option open to the organization.
 

Excluding FACACH employees, most of the people interviewed brought up
 
the topic of politics. FACACH, they maintained, has been politicized and 
no
 
longer is working to serve its members needs, but rather to advance a parti­
san political cause. It
was not possible to determine the validity of these
 
statements. To a considerable extent, their validity is attested to by the
 
simple fact that the statements were made. A public organization exists in
 
the realm of 
image. In Honduras, FACACH is seen as having been politicized.
 

The proposed DIFCOOP rule may be connected with this image, as FACACH's
 
politicians are not of the governing party; 
or the rule may have been
 
motivated by DIFCOOP's concern for the obedience of law, the integrity of
 
the movement and safety of FACACH's members' capital. (These latter were
 

the reasons given for the ruling.)
 

An organization which permits itself *to acquire a political tag 
necessarily plays a high gain - high loss game. It has all its eggs in one 

basket.
 

The following remarks relate to a series of questions put to FACACH's 
management about COLAC. 
 In general, management tended to be confused about
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what COLAC really was and what it could offer. 
This may be because COLAC
 
existed only on paper for a long time, and since then has often been too
 
preoccupied with evaluations to lend concrete services to its members.
 

A. The COLAC-Federation relationship is 
seen as being similar
 
to the Federation-credit union relation. 
However, it is not as airect,
 
and COLAC's disappearance would not affect FACACH as quickly as FACACH's
 
disappearance might affect the credit unions.
 

B. 
It is likely that FACACH would co-sign a COLAC loan, although
 
this would take time as 
the 	matter would have to be discussed at the local
 
level before being approved at the national level.
 

C. 
FACACH would be able and willing to pay for part of the costs
 
of technical assistance received from COLAC. 
 Something between the present
 
nominal $10.00 a day and the full cost would be possible... However, no
 

definite figure was set.
 

D. FACACH would be willing to lend its people to other federations
 
for the provision of technical assistance. It was also mentioned that in
 
the past they had provided bio-data for this purpose.
 

E. The following is 
a list of different kinds of technical assistance
 
which FACACH would like to receive from or through COLC:
 

" 	Training in agricultural production credit.
 

" 
Training in evaluating the agricultural credit
 
programs.
 

" 	Intensive training for two credit officials.
 

* 
Similar, but less intensive training for the 6 agronomists.
 

* 	Evaluation of the insurance program.
 

* 	Training for the insurance staff.
 

" 	Design of a marketing program for their family group life
 
insurance program. (FACAC11 probably should not have gotten

into this. It is different from their existing programs, it
is more difficult to administer and they do not have a source

of professional advice in the insurance field.)
 

" 
Program design, personnel training and continuing consulting

for a member and savings promotion program. This service

has been provided at least once, but FACACH has had consider­
able employee turnover and has failed to staff the program
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with adequate human resources.
 

o Evaluation of its capitalization program.
 

e Financing at low interest rates.
 

Conclusions
 

1. COLAC should determine the extent of real delinquency in Honduras.
 

Presently, the reporting of only the delinquent payment and the refinancing
 

of 24% of the portfolio cover too much. COLAC should evaluate FACACH's
 

portfolio on a loan by loan basis.
 

2. COLAC should attempt to determine the impact of DIFCOOP's proposed
 

rule on FACACH's ability to get r payment of its present loans and to lend
 

in the futnre. 

3. COLAC should attempt to determine the cause of the growth problems 

presently being experienced by FACACH. In part, the problem exists because
 

FACACH has failed to adequately use previous COLAC technical assistance.
 

Since COLAC has committed $980,000 in loan funds to Honduras and has already
 

disbursed $320,000, it should insist that FACACH use the assistance in a
 

proper manner. No further disbursements should be made until progress is
 

made on this point.
 

4. The impact of FACACH's political image upon the safety of COLAC's
 

loan should be analyzed and COLAC should take whatever steps are necessary
 

to protect its investments.
 

5. The solution to the overdraft problem developed in Honduras should
 

be made known to other federations with centralization of funds programs.
 

6. The possibility of COLAC extending the guaranty approach in Honduras
 

should be discussed with the Bank of America and the First National City
 

Bank. Their Honduran representatives were not contacted.
 

7. In order to operate in Honduras, C6LAC will have to keep its loan
 

rates under 9% for the forseeable future.
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SURVEY OF MEXICO
 

The visit to the Confederation Mexicana de Cajas Populares was less
 

intensive than to federations in other countries. The Confederation shares
 

in a minor way some of the same probems and functions vis-a-vis the
 

seven Mexican State Federations that COLAC has with its members.
 

The lexican Confederation is a very low key operation. Two full-time
 

professionals, a half-time volunteer retired U.S. professional, and a
 

secretary make up the work force. The physical facilities are minimal.
 

After 23 years in operation, the movement in Mexico is just awakening.
 

Only in May 1974 were the federations permitted to borrow funds from
 

external sources. Until then only the savings of members were available
 

for relending.
 

The latest data on the size and financial operations of the movement
 

.in Mexico are for November 1974 and are shown for each of the state
 

federations in Exhibit 1i. Comparison with the similar data for 1970
 

shows a decided reduction in number of cooperatives while increasing the
 

number of members, the amount of savings, and the level of loans. Even so,
 

at the present time, the movement has savings of only US$ 5 million equivalent
 

and $7 million in loans to its slightly more than 46,000 members.
 

The Mexican federations do not request financing from COLAC.
 

In general, they can't handle more and would consider it expensive at
 

present rates of interest. The state federations think of COLAC as a weight
 

on the Mexican movement, and to some extent consider their own confederation
 

a burden. "COLAC was started with externalfunds and was organized with too
 

many employees and much too much in facilities. When COLAC is self­

sufficient, i.e., no longer obtains external assistance, it will be too
 

expensive for the federations to support."
 

During 1975, the first year of using external funds, absorption will
 

be minimal. The Confederation considers 5 percent in delinquency as the
 

limit and believes- the federations are within this limit,
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Mexico was assigned $15,000 to be provided COLAC as a one-time
 

extraordinary capital pledge. The Confederation does not expect to meet
 

this amount, suggesting that perhaps $1,000 a year, starting in 1976,
 

for eight years would be the maximum amount possible. There appears to be
 

some feeling that Mexico should not be expected to help capitalize COLAC
 

long as it is not likely to borrow from COLAC. It will,however, continue
 as 


to provide $500 per year to COLAC in ordinary capital.
 

The Confederation believes the CALl criteria describes COLAC's role
 

in serving the federations, Some skepticism was reflected in COLAC's ability
 

to do financing, assistance, and representation all at once. The latter is
 

considered the easiest, but since the federations use bilaterial sources
 

Technical assistance is the most
 it indicates they do not depend on COLAC. 


No difficulty was seen if COLAC
important of the three to Mexico. 


charged for such assistance. The Confederation felt that COLAC should move
 

a Central American location, Panama not being representa­to Colombia or to 


tive of the hemisphere.
 

COLAC has supplied the Confederation with aasistancc in promotion among
 

COLAC has also
others and similar assistance will be sought in the future. 


supplied assistance directly to the Occidente Federation which covers the
 

state of Jalisco. Specifically, the Confederation would welcome courses,
 

seminars, promotion, production credit, and institutional development
 

same technicians.
Olanning and management), though not necessarily from the 


The Mexican movement does not provide agricultural credit. One coopera­

tive is looking into credit for fertilizer and the Confederation 
plans to
 

investJ.gate possiblities during 1975.
 

a good

Although a COLAC guarantee as compared with a loan, was seen as 


idea, Mexican banks lend at rates in excess of 11 to 15 percent, much too
 

Rates in Meyico could follow those in the
 high for cooperatives to utilize. 


U.S. and Mexican cooperatives would become credit subjects at 
rates of about
 

8 percent since the Confederation must lend at 9 percent by 
statute, the
 

cooperatives at 12 percent, except OccidenLe which lends at 9 percent.
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In some ways, the Mexican Confederation competes with COIAC (e.g., 
a
 
new credit manual for the Credit Committees is expected to be prcpared in
 
1975). 
 But without professional sLaff, the Mexican Confederation could
 

utilize COLAC to good advantage.
 

General Conclusions
 

Farmers in Mexico have several sources of subsidized credit. Without
 

technical staff or experience in production credit, the credit union
 
movement is not likely to be a prime borrower of COLAC, even at lower
 

rates of intcL=-t. The movement is just beginning to awaken and COLAC
 

could be an important catalyst while earning some additional income, even
 
if negligible, if non-credit technical assistance is provided at cost.
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CONFEDERAGION MEXICANA DE CWJAS POPULjARES. 

Datos Estadfsticos de 1974 

0 CTU B RE 

Pr~stamosFerler-acion P__opul Socios
Caja:- Ahorros en 
el ario. Prestada
Concedidos Cantidad Pr6stamos Cords
Saldo de eervas
Intereses tie
Otros 

DVZLCI. 32 5,995 6'O56,154 - - - 4-61,843 ,!613,843 487,700 279,034 1P287,590C'x.-_ c . 33 6,009 11'711,230 
 9,599 18'087,503 11'867,831 
11102,16-
rI 390,362 1'784,704110 2,739 3; 041,6981C R.FE .1,620 3',833,053 31185,93412 690 243,797 117,5511 '132,490 421,917606 1'3032656 i'120,808GCCID :TT. 90,737 41,79037 14,303 21'510,295 10,516 32'414,046 23'935,009 2?003,.-I-
251,.-57 

37 4,666 967,371 4'60.c .;63'58U9038 2,320. 3'711I223 35.3, 220. 27 8 .:38 12'040,482 311-583 208,206- -- 1,721,917 12'55,25. 1:163,380 -;35,625 11568.888
 
18 L2,930 59'076,387 2;,681 78'705,241 61528,0o25 5'396,775 2'5.;, ;82 .0'826,938 

N 0 V I E 1 B B 
LUZ:..cn. 
 32 5,961 6'.401.187 4,696 5'531,860 5'977,.36GUJ1 561,501 289,771
3-4 8,500 12'339,900 1'962,563
JO. 

10,757 21'012,296 121,'r95,679 1',75,6C2:71C-*. 391,,'28 2'007,12710 2,797

i0F3ST--. 3'1i 4I,632 1,707 .'273,188 3'312,8.:6 259,446+) 12 690 120,673 407,0511'1321,-90GCD2:TTT(+) 606 1'303,656 11120.80837 1.,303 21,510,295 10,546 32'. 90,737 .-1,790 251,1"87
PC.JUR. -',O6 23'95,009 2003,.1637 5,4;32 4'653, "7 2,976 967,371 .;'60,.;64'2.3,2o6 3'237,156S.*_7; LUIS nfO. 27 8,677 1.2' 1,572 128,080 908,206- 356,196 

- 17'223,970 _2,667,346 1,3.; 820 .;6 !53 2,568,19ota1: 19 
 6 .10 61'992,553 
31,288 86'002,222 62'96.280 6'163,66" 21613,33' 12'706,939 

(+) Datos corridoo de octubre.
 

* Pesos shown are 12:50 = $1.00 
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SURVEY OF PANAMA
 

Several interviews were held with FEDPA (Panamanian Credit UnTon
 

Federation) personnel during the various occasions that the team was in
 

Panama. Interviewed were Simon Pastor G., FEDPA Manager, Blas Rodriquez,
 

Director of Education and Extension and Antonio Richa, Director of the
 

Finance Department. Messrs. Pastor, Rodriguez and Richa are the three key
 

professional employees in FEDPA and are, respectively, an accountant, teacher
 

and economist. FEDPA's management were articulate and well informed about
 

the problems with which they deal.
 

FEDPA itself is housed in a very modern office which occupies the
 

first two floors of a condominium apartment building in Panama City.
 

The efficiently organized lay-out of the offices reflects well on the
 

capacity of management. At the same time, the offices are a bit fancy
 

and one wonders if this organization really represents a peasant movement.
 

The 82 member cooperatives are evenly divided between urban and rural groups.
 

The offices are probably considered quite proper by the standards of the
 

urban credit union members.
 

The services which FEDPA offers to its members are: education/
 

extension, financing, bonding and insurance, centralization of funds,
 

mechanized accounting, and loan collection assistance.
 

FEDPA has received two A.I.D. loans for a total of $3,900,000.
 

Both are for relending for agricultural purposes, and both are two
 

step loans channeled through the Government. The first loan ($1.9 million)
 

was granted several years ago and FEDPA experienced considerable difficulty
 

lending it out to the credit unions. For a period of time, approximately
 

$900,000 was kept in government bonds. Obviously, FEDPA was not able to
 

develop enough projects of sufficient magnitude to use the funds. Wisely,
 

they refrained from putting their funds in poor projects even to avoid the
 

embarrassment of having it sit in the bank.
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There are few rural credit unions in Panama - just 41. With such a
 

reduced number of groups, FEDPA must work closely and intensively with each
 

one to develop loan demand. With a small or inefficient extension staff,
 

the loan demand will not be stimulated.
 

With the new loan, FEDPA intends to overcome this problem by utilizing
 

a corps of trained agronomists supplied by the Government of Panama. A
 

total of 60 will be provided, but the bulk of these will be assigned to
 

COAGRO, the agricultural cooperative federation. FEDPA may get 15-20
 

of these people. Job descriptions and a specification of skills of
 

the agronomists have not yet been written. A policy for hiring,
 

firing, supervision and control of the agronomists has not yet been agreed
 

to by the parties. These are matters that shobld be attended to as soon
 

as possible. Until these people begin working in the field, FEDPA will not
 

have projects and loan requests towards which to respond.
 

Because it presently has enough capital to handle its agricultural
 

credit requests, FEDPA will not be borrowing from COLAC for this purpose
 

for some time. However, urban credit unions and the non-farmers in rural
 

credit unions will require funding. It is important that this sector of the
 

movement receive support because doing so allows FEDPA to diversify its
 

portfolio and spread its risks and because these groups provide a pool of
 

potential leaders and additional income for FEDPA.
 

FEDPA operates a combined centralization of funds and accounting
 

system. The accounting program appears to be functioning well. However,
 

the funds program is plagued with a serious overdraft problem. FEDPA
 

permits its members to overdraw their checking accounts. They must first
 

receive permission to do so and must pay 9 percent interest on the amount
 

overdrawn.
 

Some credit unions, however, overdraw without prior authorization.
 

To discourage this, FEDPA charges an additional 12 percent on the amount
 

overdrawn. Note, however, that this measure is designed to discourage
 

and not to prevent abuses. That the abuses do continue is testified to by
 

the fact that one small credit union had an overdraft of almost $25,000!
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Clearly, this situation is dangerous. FEDPA has taken away the check
 

book of the credit union referred to above, but this is somewhat like
 

have gone.
closing the barn door after the cows 


Credit unions' deposits in the account totaled approximately $100,000
 

at the time of our visit, and their indebtedness to the fund was $250,000.
 

FEDPA is using the fund as a quick loan mechanism. This may not be
 

desirable since a credit union is analyzed more carefully when soliciting a
 

formal loan than when soliciting an overdraft privilege. The implication
 

is, of course, that credit may be granted when it should not.
 

When a credit
There is an interesting legal question involved here. 


union treasurer uses the centralized checking account as an adjunct 
to the
 

act of embezzlement, is he stealing the credit union's or FEDPA's
 

Will the credit union's or FEDPA's fidelity bond cover the loss?
 money. 


Or will neither respond?
 

FEDPA collects statistics on a monthly basis from 100 percent of 
its
 

who are utilizing its centralization of accounting program.
affiliates 


These data are very replete, providing even details such as the names of
 

This allows FEDPA to assist, and even take the

delinquent individuals. 


This is fine as a means of
lead,in the collection of outstanding loans. 


to involve FEDPA unnecessarily
dealing with a dangerous problem, but tends 


Given the low number of
in the details of the credit unions' management. 


cooperatives and members (about 21,000) and the fact that it will have to
 

lend out an amount which approximates the entire movement's capital,
 

FEDPA migIt better utilize its resources elsewhere. Straight extension work,
 

a membership and savings promotion campaign, or agricultural development
 

assistance, might be a more profitable investment of management's 
time.
 

Regarding COLAC, FEDPA's management expressed the following opinions:
 

When

A. COLAC is important to FEDPA's long term survival and grbwth. 


asked what would happen if COLAC disappeared, the answer was
 

We would not stop right then, but we would be isolated.
 

When we got into trouble, there would be no one to help us
 

out. "Probably our growth would diminish and we would
 

a faded dream, an embarrassment to those
become moribund; 


who worked to bring us this far."
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B. 	Cosigning COLAC's loan was seen as feasible, but also time consuming.
 

It would probably have to be discussed in each cooperative
 

before being brought up at a FEDPA assembly. Since a COLAC loan
 

was 	a large obligation, it would have to be approved by the FEDPA
 

assembly. The substance of the guarantee was not seen as being
 

problematical, rather the formalities would have to be followed,
 

and 	that would take time.
 

C. 	FEDPA would be willing (indeed, pleased) to lend its people, for
 

reasonable periods of time, to work with other federations. This
 

had been done on two occasions in the past. CUNA/LARO used to
 

promote the lending of technical assistance between federations,
 

and used to maintain a ro ter of qualified personnel in the
 

movement.
 

Conclusions
 

1. FEDPA is trying to move a lot of money among few credit unions.
 

Essentially, $3,900,000 among the 41 rural entities. This is almost
 

$100,000 per cooperative and is a heavy burden, FEDPA will not be
 

borrowing from COLAC, except for consumer purposes. FEDPA will need a
 

great deal of assistance in managing its agronomists and developing
 

projects. It is in COLAC's long range interest to help it in this area.
 

2. The centralization of funds program presents considerable danger
 

to FEDPA. COLAC should provide technical assistance here with the intent
 

of resolving the overdraft problem. The Honduras system presents one
 

possible solution.
 

3. FEDPA's small size is a handicap. Growth in members, savings and,
 

if possible, number of credit unions should be pursued. The development
 

of strong, independent credit unions, able to work with minimum assistance
 

from FEDPA should also be pursued.
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ADDITIONAL NOTES ON FEDPA
 

During the second visit to Panama, the Credit Analyst of FEDPA was
 

interviewed. Like many of his counterparts in other federations, he is a
 

recent graduate in Economics from the National University. Some additional
 

insights into FEDPA's activities are as follows:
 

1. FEDPA has developed four sequential letters to be sent to delinquent
 

members. Each is more demanding that the previous one; the last one
 

notifies the member that legal action is being instituted against him.
 

In each of the local areas of credit unions, individual attorneys have
 

been employed to follow up on delinquency. They charge a straight 5 percent
 

which is paid by the member. These attorneys are beginning to take an
 

interest in the local credit coops. In Panama, it is considered insulting
 

to notify the member that his loan is coming due on a particular date.
 

Hence, members are often allowed to let their debt go unpaid for a short
 

time before the first reminder letter is sent. FEDPA is the only
 

federation which had data on individual members.
 

2. The Government of Panama provides a subsidy of 4 percent for agricultural
 

and 3 1/2 percent for indust±ial loans. Private Panamanian banks charge
 

a net 9 3/8 percent as compared with the credit unions, which charge a
 

net of 8 percent after subsidy to farmers. To partially cover the cost
 

of the subsidy the banks and the credit unions pay 1/2 percent to the GOP
 

for any consumer loans made. The statutes of FEDPA and the credit
 

unions limit the amount charged at 9 percent and 12 percent respectively.
 

3. FEDPA would like to see crop insurance available to farmers. Coupled
 

with life insurance, the risks of repayment would be considerably reduced.
 

4. Panamanian law provides for a maximum interest paid of 6 percent by credit
 

unions and 5 1/2 percent by banks. FEDPA would like to get this law changed
 

to 2 percent over the banks at any rate.
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SURVEY OF PARAGUAY 

The Paraguayan movement is the youngest in Latin America. Credicoop,
 
the national credit union organization,recently received its charter and
 
expects to vote on the question of affiliation to COLAC at its annual
 
assembly in March of 1975. The USAID began funding 
 the movement in 1970 and
 
expects to continue until 197S. The movement is still quite small. At
 
the end of 1974, it was estiated that there were 26 credit unions, 12,000
 

members and savings of $850,000.
 

Unlike credit union movements elsewhere, this one was designed for the
 

specific purpose of making credit available to small farmers and for in­
creasing their real productivity. ;As this time, about one half of the
 
members are farmers. Each credit union has a paid manager 
 and a paid field 
man. 
The field man acts as an agricultural and credit extension agent from
 

the cooperative to the farmers.
 

Recognizing that credit is only one of the obstacles to increasing agri­
cultural production, AID assisted in creating UNIPACO. UNIPACO is a federation
 

of agricultural cooperatives and its primary function is the marketing of
 
farm products. Credit unions have channeled their members' produce through
 

UNIPACO wherever possible.
 

An immediate and important problem facing Credicoop and its members is
 
marketing. If the agricultural production programs are to be successful,
 

there must be reasonable stability and predictability in the marketing of
 
the products. 
The farmers must have some measure of effective control over
 
the marketing of their own produce. 
 If not, they will be at the mercy of
 

capricious market forces.
 

Credicoop members are generally not represented in UNIPACO. UNIPACO's members
 
are several large agricultural cooperatives, some larger than UNIPACO, and
 
most already have sa isfactory marketing facilities built into their own
 
organization. UNIPACO is not, at this time, crucial to them and they have
 
no particular need to closely supervise management. UNIPACO seems to be
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having some difficulty deciding whom it will serve. It, apparently, does
 

little business with its own affiliates, but does buy from both the credit 

unions and the general public. A serious financial loss last yea- has left 

it in a difficult position. Credicoop is now pressuring it to make concrete
 

plans for this year, but it is unable to do so. Credicoop may have to make
 

financial arrangements for marketing of its members' product for the coming
 

year.
 

Progress towards the resolution of this problem could be made by the
 

incorporation of the credit union members in UNIPACO. This could be done by 
the creation of parallel agricultural cooperatives wherever credit unions
 

exist. This has been attempted and in the majority of locations, unfortunately,
 

was not possible because of a variety of reasons. Another approach would be
 

to have the credit unions join UNIPACO directly.
 

Having UNIPACO and Credicoop under common control would tend to cause
 

them to work more harmoniously towards common objectives. The present AID
 

Project Agreement calls for a working agreement between these two upper level
 

organizations. (see Exhibit 1). It is conceptualized as an arrow between
 

the two, and has never gotten any further than that conceptualization. A
 

more effective manner of bringing this about would be to have two 
arrows
 

eminating from the common membership source. (see Exhibit 2) That is,
 

credit unions should join both organizations.
 

If Credicoop is unable to resolve its marketing problems.so as to permit
 

this year's agricultural credit investment, it will have to create its own
 
marketing organization. To not do so would be to leave its loans open to
 

too great a risk.
 

Another immediate and serious problem facing the credit unions is that of
 

loan delinquency. Apparently, in the effort to get the movement started, not
 

enough attention was paid to loan repayment. This is not uncommon, but it is
 

serious. Credicoop management is presently placing great emphasis on this
 

problem. 

* Credicoop fieldmen, and in some cases its lawyers, are showing 
credit unions how to collect past due loans.
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SThe definition of what delinquency is, and the reporting

system are being overhauled. 
In the future, the entire principal

of any loan which is one month past due will be considered de­
linquent.
 

" 	Delinquency, as a percentage, will be measured in relation to the
 
cooperative's own capital as well as 
in 	relation to the loan
 
portfolio. In the past, it 
was only measured in the latter manner.
 
The deficiency of a measurement in relation to the portfolio is that
 
the receipt of loan capital from outside (e.g. - Credicoop or the
 
BNF) automatically reduces the rate without affecting the delinquency.
 

" 	Bad debt reserving practices are being revised. 
Presently, the
 
law requires that a loan which is three years behind be written
 
off completely. The long delay before the arrival of the day of

reckoning is unwise. Presently under study at Credicoop is 
a
 
plan which would require the funding of a reserve based on a
 
quarterly evaluation of the loan portfolio. This might work as
 
follows:
 

Time Delinquent % of Principal to Be Reserved
 

2 - 6 months 	 X%
 

6 - 12 months 	 Y%
 

12 	- 24 months 
 Z%
 

More than 24 months 	 100%
 

The amount placed in 
reserve would be taken from the cooperatives

earnings, and in 
cases where these were insufficient, from their
 
capital. 
 Since the credit unions are presently supporting two
 
paid employees, capital would most likely have to be reduced. 
 Such
 
a system should be put into operation gradually so as not to force
 
credit unions with good prospects over the brink in the short run.
 

Credicoop had not had a great deal of 
success generating statistical data
 
from its members. It was suggested that this was because the demands for data
 
were too great (34 different items at one time). Currently, the data re­
quested has been reduced and compliance has improved. The data now generated
 

include:
 

@ 	balance sheet
 

* 	delinquency report
 

a 	loan purpose report
 

* 	membership change report
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* 
report of number of farm members and their savings and loans.
 
This is the minimum information which the cooperatives and
 
Credicoop need for management purposes. (See Exhibit 3)

Anything more is a considerable burden for a new and unsophisti­
cated organization. Information wanted by outsiders can be
 
provided by yearly surveys as is done in Honduras.
 

There is presently being negotiated with USAID a loan for $3,000,000.
 
Credicoop will re-lend these funds for agricultural purposes. Credicoop will
 
be able to use the loan for supporting operations in the basic grains, soy
 
beans and the like. However, they will be unable to use these funds to support
 
the growing of cotton or tobacco. These are the two major cash crops in
 
Paraguay, and credit unions are still obtaining financing through the Banco
 

Natioaal de Fomento.
 

Because of the impending AID loan, it is not reasonable to assume that
 
Credicoop will be borrowing from COLAC for productive purposes in the immediate
 
future. 
There will be some demand for consumer loan funds, but the amount
 
is undefined. Credicoop should be able to disburse its AID loan funds within
 
three years, perhaps two, and should become a heavy borrower from COLAC after
 
that. Credicoop's own estimates of the loans that they will make are shown
 
below. The figures include new money and 
turnover. It was not possible to
 
determine just how optimistic this schedule is. It begins in 1976.
 

first 18 months.........$3,700,000
 
next 18 months........
.$7,500,000
 
next 24 months..........$9,000,000
 

Interest rates are high in Paraguay. Private banks lend at 18% plus a
 
1 1/2% tax. 
 The BhF lends at 11% plus a 1% commission plus a 3/4% tax.
 
Credit unions are limited by law to that sacrosanct old 12%. However, here
 
in Paraguay, they have been more foresightful and have added commissions and
 
service charges to get themselves up to more realistic levels. 
On the
 
average, agricultural credit is made available by the credit unions at about
 

14% to 15%.
 

Because of the high interest rates at the private banks, COLAC's lending
 
schemes which utilize the banks are not feasible for the time being.
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As mentioned above, the 3anco National de Fomento will be lending to 
the credit unions for cotton and tobacco production. It is already lending
 

for many different purposes, but will presumably withdraw once Credicoop
 

enters the lending field with adequate capital. Having the credit unions
 

borrow from two sources is not desirable because, to the extent that they
 

have alternate sources of capital available, they will be able to resist
 

Credicoop recommendations and demands for administrative improvements. Since
 

rural credit unions are largely peasant organizations, they lack a great deal
 
of sophistication. 
One of the main tasks of a national federation is to
 

inject professionalism into the autonomous groups which are its owners. 
 (This
 

is a very important difference between a cooperative federation and the usual
 

trade' or industrial organization.)
 

Since change involves pain, the credit unions will tend to resist demands
 

for increased professionalism. Cred'coop must have leverage to bring about
 

needed change. The presence of the Banco National de Fomento reduces Credi­
coop's leverage. It would be desirable for Credicoop to negotiate with the
 

Bank an arrangement whereby all lending to the credit unions was channeled 

through Credicoop. 

Management and personnel of Credicoop are young, very well trained, 

aggressive and dedicated. They take an analytical, problem-solving approach 
to the problem of the development of their movement. 

Exhibit 5 is the organization chart of Credicoop. The following obser­

vations are in order:
 

* 	The MAG (Ministry of Agriculture and Cattle) and the BNF people
 
are representatives of those two institutions working inside
 
Credicoop. They are primarily liaison people, but are also useful
 
for their technical expertise. The BNF man, for example, transmits 
the opinion of Credicoop to the Bank with respect to all loans 
that the Bank is considering for credit unions. This appears to 
be 	a very positive and productive relationship.
 

* 	The auditing function is 
a one man operation and has encountered
 
problems in the past. Since audit reports tend 
to have a negative
 
tone about them, and since they came from Credicoop, the credit
 
unions became angry with Credicoop. An attempt to "sweeten up"
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the reports was not very successful. The risk of their be­
coming subjective and insipid was great.
 

It might be wise for Credicoop to get rid of this function altogether
 
and negotiate with the Direccion del Cooperativismo (i.e., the government
 
cooperative regulatory agency) for them to provide the audits. 
It should be
 
possible to persuade the Government to provide, as a counterpart to AID's
 
contributions, for a once a year audit of all affiliated credit unions and
 
cooperatives. 
 This, of course, would be done at Government expense. The
 
Direccion would probably need some training for its auditors. Doing this
 
would remove a small financial burden from the cooperatives, would remove
 

an oppressive and difficult-to-manage function from Credicoop and would
 
allow the Government to play a quasi-police function for which governments
 

are uniquely qualified.
 

The discussion of COLAC with Credicoop personnel found them to be vague
 
and confused. 
This may be because they are a very young organization and
 
are not yet even affiliated to COLAC. It may be because COLAC is very young
 
and still is not delivering many concrete services to the field.
 

Credicoop would like COIAC to do two things. 
First, provide it with
 
lending capital, and, second, transfer successful cooperative technology from
 
other countries to Paraguay. Specifically, they would like COLAC to help by:
 

" Setting up visits to other countries with ongoing, successful
 
programs;
 

" Bring in people to stage courses; and
 

" 
Writing up case histories of programs attempted in different countries.
 
Programs referred to were: centralization of funds, centralization
 
of accounting, credit departments, marketing services, insurance
 
services, professional managers program, promotion campaigns, auditing

and agricultural production credit.
 

Conclusions
 

1. This is 
a small, well managed movement with very good potential. It
 
has a serious problem with delinquency, but has set about the task of resolving
 

it. The prospects are good.
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2. COLAC should study what is being done with delinquency here and assist
 

the adoption of similar standards on a continent-wide basis.
 

3. Marketing is a key function and has not been resolved here yet. The
 

credit unions must control their own marketing outlet, either through UNIPACO
 

or Credicoop. "Working agreements" on organization charts will not hold up
 

in the long run.
 

4. Credicoop will probably not be borrowing significant amounts of
 

capital from COLAC for two to three years. Beginning then, however, it will
 

place heavy demands on COLAC.
 

5. Credicoop should .attempt to channel BNF loans to credit unions
 

through itself.
 

6. The auditing function should be moved to the Government cooperative
 

agency if possible.
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INFORME FINANCIERO MENSUAL Z=IZBITI3
 

Mo de ........... . 1 .
 

COOPERAT A DE AIIORRO Y CREDITO ............... , ........... * ...... o .............
 

Cuenta D e t a I I e Operaclones del mes Saldo del Libro Mayor 
No. Db Cr Deudor Acreedor 

Ill ........... .............. . . .
 
112 Caja Chica
 
113 Fondo de Ca,nbio .......... . .................... .. .........
 
114 Banco Nacional de Fomento - Cta. Ctc . ..........................................
 

121mos.......... ......
121 Pr6stamos r~st . ... ......... ...........
 

123 Intercses devengados no cobrados ........... ..................... . ..........
 
124 Socios Suscriptos ........... ..................... . ..........
 
125 Obligaciones por cobrar . ......... . .................... . ..........
 
126 Cuenias por cobrar ........... ..................... . ..........
 

128 Anticipo a empleados 

131 Insumos agropecuarios ..........
 

141 Certificados de Aportaci6n
 
142 Otras Inversiones ...........
 

. . ... . . .o . .. , . o . o . , ° . . . .
 

151 Inmuebles ........... .... ........... ...........
 
152 Mueblcs y Utiles ........... .... ................ ... .........
 
153 Miquinas y Equipos de Oficina ........... .... ........ ....... ...........
 
154 Vehiculos ........... .................................
 

161 Gaslos de Organizacibn 
162 Seguros pagados por adelantado
 
163 Mejoras al local ........... .................................
 
164 Impresiones de m ateriales .......... . ........ . ......... . .........
 

171 Productos agr enicolas trinsito 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ... . . . . . . . . ... . 

211 Gastos administrativos
 
212 Gastos financieros
 

31 Depbsitos a la vista ........... ..................... ...........
 
312 I Depbsitos en caja de ahorro ........... . .................... . ..........
 
313 Depbsitos a plazo fijo ........... . .................... . ..........
 
314 Pristamos Banco National de Fomento ........... . .................... . . . .......
 
315 Otras deudas de financiamniento ... ....... . .................... ...........
 
316 Oblmgaciones por pagar ........... .......... .......... . ..........
 

. . ° , ... . . . . . . °. . . . . . . . . . . . . . . . . .. . . . . . . . . . . . ..
318 Cuentas por pagar ...... .... . .................... ........... 
319 • nstituto de t'xrvisibn Social

319t~~de~ P e~iin S ca. ontl. .. . .. .. . . ,. ... ............ ...........
 
°.. . . . . . :. . *. . . . . . . I.. . . . . . . . . . . . . . . . . . . . . .
 

321 Previsibn Prisiamos Incobrables ........ . .. ................... .. .. ......
 

323 ri''isibn Gaslos dr Organizac'ibn
 
325 Provisibn Aguinaldo Empleado .... ....... .......... ......... ...... ....
 

*roe 331 Capita! Social - Aportacioncs 
332 Capital Irrpartible - Donaciones 
333 Roserva Legal 
334 iondo Fomento Educ. Cooperativa
335 Fondu de Amorlizaciones ...... ................... . .......... 

: :. 0: °:*. : *.., ,, ,oo*: ,J °o•. . . 

341 Prdidjs y Excdcntcs ........... ....
 
351 Socios Cuenta Consignacibn ........... ..... ...... .. .. ......
 

441 Inlerc,,s ........... ..................... ...........
 

412 Co::iismones Cobradas ............ ... ................. .. .........
 
413 Inleteic s l'unilorios ........... ......... .......... . ..........
 
414 Ol og IngCso5 ........... ......... .......... ...........
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DETALLE DE GASTOS
 

Sub-cmata Detalle 	 del Mcs Saldo del alo 
No. 

211.1 	 Sucldos y JornaleS 
.2 A.uinaldo 
.3 Roniicacihn Familiar 
-4 Anorte Patronal IPS 

ViAtico y Gastos de Movdidad1 

Alquilcres Pacados.9 
Luz, agua, teldfono 

.10 Utiles y papelerfa 
.11 Primas Scuros: Aportes y Pr6stamos 

.12 Primas otros squLros 

.13 Audilorfas, Asesoramiento 

.14 Gaitos de Educac!6n y Promocitn 

.15 Conservaci6n Bienes de Uo 

.16 Amortizacibn Bienes tieUso 

.17 Amortizacibn Cargos Diferidos 

.18 Gastos Varios 

9 


21.1 	 Intereses Pristamos 
.2 Comisiones Prstamos 

.3 Intereses pagados a socios 

.4 Intereses, Comisiones. Otros pristamos 

TOTAL DE GASTOS
 

CONCILIACION Cuentas Saldos sedin el Saldos seg~n 

Mayor General auxiliaresriDE CUENTAS Pnistamos 	 ...DE CUENTAS 

INDIVIDUALES Aportaciones 
Dep6sitos 

DESTINO DE LOS PRESTAMOS APROBADOS MOROSIDAD 

En el mes En el aioNo 
Prop6sito Has. No. Cantidad No. Cantidad Has. Tiem o tJrt,' a... C'jntidad 

_ultivo __12 meses o inis _ 

Animales de 6a 12,ne5.s 
de 2 a 6 me..s 

. -. --­

IA,,'s .eo oInvv 
Imp lem en tos / . . , " T CC -O-

Wfculo ( ~j. -No. total I'r stam'os Vigent! ............ 

omerci No. Prstatnois Moroso. . 

--. Porcenlje en N,iinvrn ............ 

Personaics 
_",_.__ _Saldo 	 PrNsiamos \'1gpnlts G... .........
 

Saldo de 1 itl.. roso, 0 ...............
 
Porcernlaje en V-lor .............
 

TOTALES 

Informaciones Adicionales
 

SOCIOS: Ing'esados en cI m s.............. Relirados en elries ............... rolal de socios .............
 

APORTACIONIrS EN |'L APO: Ingreso ............ Retiro ............ Ingreo nc', annul................
 

PrSTAMOS CONC'DIDOS FN EL AiRO: ....... Ior 0..............DESII EL INICIO: ........ l'or Q......
 
Saldu Prulanics ;...........
 

SOCIOS AGRICULTORES: No............. Soldo mporlacinnes ............ 


OBSI'RVACIONI'S: ... . ................ 	 ....... . ....
 

*........................................... 	 ................... ................ .......................
 

. . ......... . .............. ............ . 

Vo. no. 

so.** ............... 	 ..... . .........
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ANNEX #1
 

FIELD QUESTIONNAIRE
 

1. 	HISTORY OF FEDERATION
 

A. 	When chartered, organization chart, age and profession of staff,
 

B. 	Rate professionalism of Federation
 

2. 	HOW DOES FEDERATION RELATE TO COLAC?
 

A. 	Is COLAC a servznc or master or both?
 

B. 	What function(s) does COLAC serve? What services, leadership?
 

C. 	What would be effect on Federation if COLAC were to disappear?
 

D. 	Does Federation identify with COLAC as a regional institution?
 

Would Federation give blanket full faith guarantee to COLAC
 

borrowing from U.S. Central/OPIC? Would Federation supply
 

technicians to other Federations?
 

3. 	COLAC CHARGES
 

A. 	Would Federation pay for technical assistance and training?
 

B. Are dues schedules fair? adequate? should they reflect size,
 

services, other?
 

4. 	COLAC STANDARDS, GUIDES, DEFINITIONS
 

A. 	What checklists or guides are available?
 

B. 	What are minimum criteria? How do they affect Federation activities?
 

How realistic are definitions of "operational" and "satisfactory"
 

Finance and Production Credit Developments?
 

5. 	FUNDING AVAILABILITY
 

A. 	Compare COLAC projected loans to Federation and actual situation
 

(see attachment).
 

B. 	What bilateral and/or concessionary financing available? What
 

funding will Federation have in long run?
 

C. 	What private bank funding available to Federation at particular
 

interest rates? What is possibility of private local currency
 

funding with COLAC dollar guarantee of 100%, 50%? What role
 

would COLAC play in such a situation?
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6. FEDERATION LENDING PRACTICES AND CONTROLS
 

Are good records coming in on defaulted loans?
A. 	 (1) 


(2) 	Is there follow-up at 30-60-90 days?
 

(3) Is Federation taking legal action 	if necessary?
 

(4) 	Describe collection process.
 

B. 	Does Federation use separate policies when lending 
COLAC money
 

Is it loaned to specific credit
 as compared with its own capital? 


How can COLAC audit down to individual credit unions?
unions? 


What reporting problems does Federation have with 
credit
 

C. 	 (1) 


unions?
 

(2) Can they get separate data on use of loans? How much for
 

agricultural production?
 

(3) 	What leverage does Federation have and is 
it built into
 

loan and overdraw agreements?
 

(4) 	Does Federation or Credit Union send reports 
to Government?
 

- e.g., appraisals?

D. 	Does Federation charge for loan services 


interest rates charged for different terms or
 
E. 	Are different 


What does Federation think of a multi-tier system?
risks? 


What are the prospects for increased production 
credit programs?


F. 


How does credit union rate
 Are 	there any Government subsidies? 


compare with the private bank?
 

7. 	AGRICULTURAL PRODUCTION AND LENDING
 

are for agricultural production?
A. 	What percent of loans 


are rendered?
B. 	What technical services 


What marketing services are available? Inputs?
C. 


relation, if any, is maintained with other agricultural
D. 	What 


cooperatives?
 

Are loans made to rural industry?
E. 
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1. Mexico 


2. Guatemala 


3. Honduras 


4. El Salvador 


5. Nicaragua 


6. Costa Rica 


7. Panama 


8. Dominican Rep. 


9. Curacao 


10. Colombia 


11. Venezuela 


12. Brazil 


13. Ecuador 


14. Peru 


15. Bolivia 


16. Paraguay 


17. Uruguay 


GRAND TOTAL 


Total (1) 


Total (2) 


Total (3) 


Note: (next page)...
 

ESTIMATION OF
 

FEDERATION NEW CREDIT
 

DEMAND FROM
 

COLAC
 

TIME - YEARS 

0-1k 1 -3 3-5 
0.5 (3) 1.125 (3) 3.4 (3) 

-0- -0- ? 

0.85 (2) 1.1 (2) 4.5 (2)
 

2.025 (2) 2.0 (2) 7.350 (2)
 

-0- -0- ?
 

0.425 (1) 0.5 (3) 0.5 (3) 

0.25 * (2) 0.3 (2)* 1.75 '2) 

0.8 (2) 1.0 (2) 3.2 (2)
 

-0- -0- ?
 

1.5 (2) 0.85 '2) 2.525 (2)
 

0.5 (3) 1.125 (3) 3.4 (3) 

-0- ? ? 

0.5 (1) 0.875 (1) 2.125 (1) 

-0- -0- ? 

0.45 (1) 0.5 (1) 2.05 (1)
 

-0- -0- ?
 

-0­

8.750 9.375 
 30.800
 

1.375 1.375 4.175
 

6.375 5.250 
 19.325
 

1.00U 2.750 
 7.300
 



-2-


Figures inUS$000,000
 

(1) COLAC has loan applications for these amounts
 

(2) Estimate generated via COLAC's Survey of Member
 
Federations only 6 surveys completed so for.
 

(3) Estimate by COLAC's Finance Department based on subjective

information.
 

REASONING TO SUPPORT LOAN ESTIMATES
 

MEXICO -
Recently formed regional federation will absorb small loan in first
 
1 year to establish a track record.

In the next time period they will absorb larger loan and additionally,

other newly formed federation will take small loan to establish
 
track- records.
 

YENEZUELA 
Newly formed centrals will behave in a manner similar to 
that described
 
above.
 

PANAMA 
 Will borrow only for consumer purposes until it uses 
up recently
 
approved bilateral funds
 

GUATEfATA
 
NICARAGUA'
 
PARAGUAY 
 Loan demand totally or partially reduced bilateral funds
 
COSTA RICA
 

CURACAO Too-small to be a subject of credit at present
 

URUGUAY Pre-affiliation negotiatiation are 
now underway
 

PERU 
 Legal and structural problem impair COLAC's ability to funnel money
 
BOLIVIA through 
to local credit union
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