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) DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D.C. 20523

UNCLASSIFIED
AID-DLC/P-1080

February 21, 1973

MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTERE
'SUBJECT: GUATEMALA : Rural Credit and Cooperative Development

Attached for your review are the recommendations for
authorization of a loan in an amount not to exceed $4,500,000
for iae local currency costs of a project to assist in increesing
the rural productivity and incomes of small farmers; complete
the formation of viable, effective and autonomous cooperetive
federations and stimulate economic activity among small farmer
groups in a pre-~cooperative stage; and centribute to ‘the
development of & rural financlal infrastructure in Guatemala.

Please advise us as early as possible but <n no
event later than close of busiress on Friday, February 23, 1973,
if you have a basic policy issue arising out of this proposal.

Pachel R. idgee
Secretary
Development Loan

Attachments:
Summary end Reccmmendations
Project Analysis
ANNEXES I -V
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GUATEMALA - RURAL CREDIT AND
COOPERATIVE DEVELOPMENT

SUMMARY AND RECOMMENDATIONS

1. B0ORROWER :
The Republic of Guatemala.

EXECUTING AGENCY :

The National Agricultural Development Bank
(BANDESR).

2. IOBN:

a.  Amount:

Not to exceed four million five hundred
thousand U.S. dollars ($4,500,000).

b. Terms:

: The Loan will be repayable in 40 years, in-
cluding a grace period of 10 years, at an interest
rate of two percent (2%) during t':e grace period and

three percent (3%) thereafter.

3, RECIPIENTS OF FUNDS:

a. The National Federation of Regional Agri-
cultural Cooperatives (FENCOAR);

b. The National Federation of Credit Unions
(FENACOAC); and

¢c. The Penny Foundation (Fundacién del Centavo).



4, RELENDING TO RECIPIENTS:

a. Amounts:

FENCOAR - US$2,000,000
FENACOAC - US$2,000,000
The Foundation - US$500,000

b. Terms:

Each loan will be repayable in 40 -years,
including a grace period of 10 years, at an interest
rate of three percent (3%) during the grace period
and four percent (4%) thereafter.

5. PURPOSE:

The purpose of the Loan is to increase the rural
prcductivity and incomes of small farmers through the at-
tainment of viable, effective, and autonomous co-
operative Federations; stimulate economic activity
among small farmer groups in a.pre-cooperative stage:
and contribu-e to the development of a rural financial
infrastructure in Guatemala.

6. PROJECT DESCRIPTION:

The purposes of the Loan will be .achieved by
channelling development resources through the Trust
Fund of BANDESA to FENCOAR, FENACOAC, and the Penny
Foundation {"Foundation"). In turn, thece institutions
will relend the funds to their membership and clientele
for agricultural production and marketing activities;
small rural business; and social improvements in rural
areac, such as farm and home improvements, education
of farmers and their families. Additionally, the Fe-
derations will use Loan funds, for their own account,
for productive investments and investments in fixed
assets, such as warehouse facilities, farm machinery,
vehicles, communications and office equipment.
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The Loan is conc~ived as an essential part of an
integrated program designed to accelerate the develop-
ment of efficient, farmer-owned institutions in Guate-
mala, In addition to this Loan the program includes the
balancec of $2,000,000 of credit available to the Fede-
rations and the Penny Foundation under AID Loan 52G-L-
018, and three USAID grant-funded projects totalling
$2,124,000 in technical assistance and direct financial
support to the Federations and the Penny Foundation,

See Summary of Projections on the following page.

7. FINANCIAL PLAN:

$4,000,000 of Loan funds will be equally divided
between the two Federations and $500,000 “s earmarked
for the Penny Foundation. Another estimated $4,300,000
in capital will be generated during the disbursement
period of the Loan through additional mobilizatior of
savings and the Cooperatives' system of mandatory cap-
jtal investment required by their sublending activities.
The GOG contribution to this Project will be of an in-
kind nature, covering BANDESA's administrative costs
for the execution of Loan funds and the cost of ser-
vices provided by the GOG Superintendency of Banks
and the Ministrv of Agriculture Department of Coope-
ratives., These agencies will provide continued audit-
ing and legislative monitoring of the cooperatives. In
addition, the Government, as Borrower, e¢!iminates the
need for maintenance of value reserves, which are
normally required of private intermediate credit in-

stitutions.

8, OTHER SOURCES OF FINANCING:

The TBRD,IDB and Eximbank have been advised of
this proposed loan and have indicated no interest in
providing financing for this project.

9. STATUTORY CRITERIA:

All statutory criteria, as set forth in Annex I
of this paper, have been met.



Membership/Borrowers
(Farm Units):
a. Regional Agricultural
Coops. .
b. Credit Unions
¢. Penny Foundation

Gross Loan Demand:
a, Regional Agricultural
Coops.
b. Credit Unions
¢. Penny Foundation

TOTAL

Less: Equity Capital
(System Wide)
External Financing
Reguirements

Sources of External Financing:
AID Loan 018 Rollover
Proposed Loan and Rollover
Other Sources

TOTAL

Disbursement Schedule for
Proposed Loan

SUMMARY OF FINANCING NEEDS

($000's)

1973 1974
3,000 6,000
37,432 48,000
2,000 3,000
577 1,360
2,718 4,032
250 &30
.3, 545 5,792
12763 22467
12782 32325
1,577 2,000
205 1,325
1,782 3,325

205 1,120

10,000
59,500
4,C00
2,210

5,724
650

8,582

3,284

5,298

2,000
3,298

5,298

1,925

13,000
70,000
5,000
3,060

7,644
800

11,504
&, 449

_1,055

2,000

4, 500
555

7,055

1,250



10. LOAN ADMINISTRATION:

Usual disbursement and procurement procedures
will be followed for this Loan. Joint periodic pro-
gress reviews will be held to determine if there has
been adequate progress in achieving the project goals.

11. VIEWS OF THE COUNTRY TERAM:

The Country Team has given high priority to this
Froject, as exemplified in Cable Guatemala 00222,
dated January 15, 1973, and has recommended approval
of the Loan. '

12. CONCLUSION AND RECOMMENDATIONS:

On the basis of the conclusions that this Project
is technically, econcmically, and financially sound, it
is recommended that a loan be authorized to the Govern-
ment of Guatemala for an amount not to exceed $4.5
million,.subject to the following terms and conditions:

a. Conditions:

In addition to the applicable standard con-
ditions precedent to disbursement, it is proposed that.
the following requirerents be satisfied by the Borrower
prior to initial commitment documents or separate dis-
bursements for each of the recipients under the Loan:

(1) Submit for AID approval RANDESA'= lend-
ing policy fcr the funds made available pursuant to
the Loan.

(2) Execute separate AID-approved subloan
agreements with each of the three loan fund recipients,
covering the following conditions precedent to disbur-
sement for each recipient institution:

(a) Approved copies of each institution's
lending policy for the Loan funds; and
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(b) Disbursement schedule of loan
funds for the first year period. '

(c) In the case of the Cooperative
Federations, approved regulations for the Crop Dis-
aster Fund.

In the case of the Penny Foundation it is pro-
posed thac, as a condition precedent to the signing
of the subloan agreement between BANDESA and the Penny
Fourdation, the Foundation submit to BANDESA and AID
for approval a detailed financial plan of its oper-
ations for ten years.

b. Covenants:

BANDESA shall provide in its separate subloan
agreements with the recipient institutions the fol-
lowing:

(1) General:

(a) The Federations and the Foundation
may not borrow from other sources any amount of money
which would result in a debt/equity ratio for each
institution in excess of a rate approved by AID.
(Initially, 8:1)

(b) Unless AID and Borrower otherwise
~agree in writing, loan funds will only be used through-
out the repayment period of the Loan for activities as

may be approved in writing by AID and as further de-
fined by each institution's lending policy. In no
event will Loan funds be used to finance activities
directly relating to coffee, cotton, sugar or other
crops or commodities unacceptable to AID,

(c) The recipient institutions may not
incur auy indebtedness which would take a senior posi-
tion to this AID Loan.



ta) unless AID and Borrower otherwise
agree in writing, the approved lending policies of the
recipient institutions will be adhered to throughout
the repayment period of the Loan.

(e) Net fixed assets of the recipient
institutions, such as land, buildings, and equipment,
as a percentage of equity capital will be reduced
during the disbursement period of the Loan to not more
than 15% and shall not exceed such percentage during
the repayment periocd of the Loan.

(f£) Annual interest rates on all sub-
loans to farmers will not fall below the rates establish-
ed by mutual agreement between each recipient, Borrower
and AID.

(2) Cooperative Federations (FENACOAC-FENCOAR)

(a) The Federations will maintain a
uniform interest rate on all subloans to cooperative
affiliates not lower than the prevailing commercial
bank interest rates.

(b) The Federations will establish a
Crop Disaster Fund equivalent to 2% of cach subloan
granted, This amount will flow through to the final
uscr and will be deducted off the top of subloans
and investced by the Federations in Government securities
or similar investments of the highest safety and liqui-
dity. ‘

(c) The Federations will obtain approval
from Borrower and AID prior to any investment exceeding
$10,000 from any source in fixed assets. Such approval
request should be substantiated by a cost/benefit
analysis showing a return in investment of not less than
8%.

(d) Until the Federations maintain a
debt-equity ratio acceptable to AID, dividends, when
declared, must be invested in shares of the Federations,
and no sharcs can be redeemed except upon disaffili-
ation from the Federation,



(3) Penny Foundation:

(a) The Foundation will not enter into
activities outside of the develcpment loan program
which wonld adversely affect the implementation of the

Loan program.

(b) The Foundation may not make loans
to individuals.

(c) The Foundation will establish and
maintain a bad-debt reserve equivalent to 5% of the
balance of its subloans outstanding. Pay-in to the
reserve will begin with the first drawdown of its sub-

loan funds.

¢c. Other Terms and Conditions:

The Loan shall be subject to such other terms
and conditions as AID may deem advisable.

Projcct Committce

Loan Officers: C.A. Balsis, USAID
John Shannon, USAID
Pinancial Analyst: T. Bebout, ROCAP
Economist: S. Johnston, Embassy
Project Advisor: D. A, Chaij, USAID

Coordinator of Coopera-
tive Projects: S. Wingert

Agricultural Coopera-
tives Advisor: D. Fledderjohn

Agriculture Advisor: R. Bravo, USAID



Other Contributors:

Approved by:

W. Oglesby, LA/DR

Dr. A. Plant, Mississippi
State U. Basic Grains &
Fert. Specialist

Dr, James Walker, North
Car. St. U. Regional

Director, In*ernational
Soil Fertility Program

Robert E. Culbertson
Director, USAID

Harlan A. Harrison
Deputy Director, USAID
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I. THE NATURE OF THE PROJECT

A. Project Description

1. Purpose and Size of the Project

The purpose of the C(ooperatives Loan
is to increase the rural productivity and incomes of
small farmers. Concomitant with this purpose, the -
Lpan is intended to complete the formation of viable,
effective, and autonomous ccoperative [Federations, as
well as stimulate economic activity among farmer groups
ir a precooperative stage. By this means it will
contribute to the development of a rural financicl
infrastructure in Guatemala. These purposes will be
achieved by channeling development rescurces through
the GOG National Agricultural Development Bank
(BANDESA) to the National Federation of Regional
Agricultural Cooperatives (FENCOAR) and its member-
ship, to the National Federation of Credit Unions
(FENACOAC) and its membership, and to the Penny
Foundation fa private sector non-profit national
development foundation) for sublending to rLarmer
groups in a precooperative stage.

The Loan is conceived as an essential part of
an integrated program designed to accelerate the
development: of efficient, farmer-owned institutions
in Guatemala. In addition to this Loan the program
includes $2,000,000 of credit available to the Fed-
erations and the Penny Foundatioi. under AID Loan
520-L-018, and three USAID grant funded }rojects
totalling $2,124,000 in technical assist:ance and.
direct financial support to the Federations and the
Penny Foundation. The Non-Capital Assistance Papers
(PROPs) for the Federations' grant projects identi-
fied the necessity of contracting external financing
at concessional interest rates for each cooperative
institution. The proposed Loan will fill that need.
Of the 95,000 member families projected to be part
of the cooperative movement by December 1976,
approximately 60,000 are expected to be farmers
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capakle of receiving external production credit.

Taking into account only agricultural credit and

considering the projected average loan volume of

$192 per farmer, the credit demand is expected to
surpass $11,500,000 by the end of 1976.

The amount of the requested Loan is $4,500,000
of which $4,000,000 will ve equally divided between
the two Federations and $500,000 will be used by
the Pennry Foundation for sublending dctivities to
smali farmer yroups. Another estimated $4,300,000
in capital will be generated during the disburse-
ment period of the Loan through additional mobiliza-
tion of savings and the Cooperatives' system of
mandatory capitalization required in their sublending
activities. Since most of the Loan funds will be
used for short-term credit operations, the $4,500,000
will roll-over approximately 25 times during the
40-year life of the Loan, (For a full discussion of
source and application of funds aud of projected credit
demand of the cooperatives see Section II.D.)

The GOG contribution to this Project will be of
an in-kind nature, covering the following items:
BANDESA's administrative costs for the managemenc
of Loan funds; services provided by the GOG Super-
intendency of Banks and the Ministry of Agriculture
Department of Cooperatives, such as continued auditing
and legislative monitoring of the cooperatives; and
agricultural technical assistance by a Ministry of
Agriculture specialized staff. The Government of Guate-
mala, as the Borrower, eliminates the need for
maintena.ace of value reserves, which are normally
required of private intermediate credit institutions.

2., The Target Clientele.

A key item of focus is the identification
of the target group under this Loan and its relation-
ship to the credit recipients under the BANDESA program.
Once identified, the problem exists.of reasonable
assurance that the Project remains aimed at the target
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group fhroughodt'the life of the Loan.

The Iowa State University Agricultural Sector
Analysis defines farm size in Guatemala as the
following: '

Medium - 7-45 hectares
Small - 0.7 - 7 hectares
Sma.ilest - less than 0.7 hectares

BANDESA is designed to serve the small and
medium farmer with no access to commercial bank
credit. There are in Guatemala today over 320,000
farm families in such a category with a need for
approximately $105,000,000 of credit per year. Of
these totals the small farm category constitutes an
cstimated 280,000 farm families with a need for
approximately $56,000,000 of credat per year. Guate-
mala's smallest farmer numbers approximately 85,000,
corresponding to an estimated annual credit demand
of $4,000,000.

Clearly, the need for credit is great and
cannnot be served in its entirety by BANDESA., There
are social and economic costs factors which limit
BANDESA's reach and at the same time restrict the
individual farmer's access to BANDESA. There are ,
problems of language and culture (see Socio-Economic
Analysis, Section II.C.) as well as the need for
proof of legalized land tenancy, which effectively
eliminates many potential clients. Finally, there
is the fact that very small loans entail high -
administrative costs per portfolio dollar and hence
even government develcpment banks, such as BANDESA,
cannot feasibly serve small farmers at the lower end
of the socio-economic spectrum. The cooperatives
and the Penny Foundation can serve such small farmers.

BANDESA's typical customer borrows on the average
$1,088 and works at least 7 hectares of land.

The typical cooperative customer farms .4-7
hectares of land and has’ an annual need for credit
of $50-350.
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These are typical or average figures which
generally describe the target clientele ror BANDESA
and the Cooperative Federations. However, the lines
of division are not clear-cut. In fact, these insti-
tutions do overlap in their potential servicing of
the znall farmer category, even though those farmers
requiring loan funded inputs are obviously greatly
in excess of either institution's combined physical
and economic potential. This becomes perticularly
evident when it is considered that BANDESA's projected
lending for 1973 is $6.1 million.

Given a greater credit demand than can be met by
both BANDESA and the Federations, what is the charac-
teristic which differentiates BANDESA's target clientele
from the Federation's clientele, a target class which
will be ensured service throughout the life of the
Loan?

The conventional approach to defining and
maintaining institutional focus on a target group
is to impose an often complicated set of loan require-
ments: maximum farm size, maximum net ‘rorth and
income, and loan sire limits. Such criteria are often
arbitrary, not consistently applicable to all cases
anc in a developing country, administering such controls
is difficult and evasion is always a problem. For this
program an alternative is proposed to the conventional
approach. Instead of a cumbersome administrative
mechanism, this proiect relies on the natural individual
human tendency to choose the most promising opportunity.
It is believed that most individuals will not continue
to buy a commodity at $15 when it can be purchased
elsewhere for $12.

BANDESA markets credit at an effective rate to
the borrower of 8%. The corresponding rate for the
cooperatives borrower is 14% (12% plus 2% crop
disaster fund). It is maintained that when farmers
become sufficiently established, experienced and
creait worthy and have gained accessibility to credit
boyond the cooperative, they will go to BANDESA, thus
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freeing funds for reuse with borrowers lower on
the soclo-economic spectrum,

The average borrovier of BANDESA's clientele
has a loan size  $1,088. Given the 6% interest
difference between the two organizations, the bor-
rower gailns $6% by making the switch to BANDESA
funds. It is believed that the farmer will in fact
borrow cheaper money at the point he has the capa-
city to do so,

In sunmation, it is believed that the interest
charge, made necessary for reasons of financial via-
biiily of the lending institutlons (see Section II.D,
Financial Analysis), insures that the project has a
target class scparate from other lending instituticensy
and that it will not evolve away from performing the-
original purpose, This 1s accomplished in an equit-
able manner with no administrative complications.

3., Interest Rates

The interest rates to be charged under the
Loan are the following:

AID Ioan: 2% during grace period and 3%
- therecafter

BANDESA Subloans 3% during grace veriod and 49
to Recipientss : thereaf ler

Federation Subloans 8% (or not less than commercial
to Cooperatives: bank rates) + 2% crop disaster
fund charge per loan
Cooperctive Subloans 12% + 2% crop Gisaster fund charsge
to Farmer: per loan

Foundation Subloans Illustratively 18%
to Farmer Groups:

The final charge to the farmer 1s neither a
burden to him nor is it unfair. Borrowers from com-
merclal banks, the most credit worthy applicants in
the country, pay 8% interest, when they can get a
lcan, Borrowers from BANDESA, a government supported
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and subsidized bank, pay 8% also. The only other
source of credit, outside the Federations and the
Foundation, are local money lenders that charge
5% to 10% monthly and have been known to charge

as high as 25% per month,

The final interest charge to the farmer. is
the minimum which will permit financial viability
for the Federations and Foundation. The spreads
are justified by the costs involved and by the
risks to be covered by appropriate reserves,

Is it fair to ask the poor farmers to support
these institutions? Not only 1s it feir, but it is
to hls advantage to do so. If the institutions
which serve the small farmer do not cover their
costs, the farmer will not receive the services he
requires. ‘''he problems of the hundreds of thousands-
of small farmers are so enormous that the government
cannot possibly provide him with all the services he
needs., The macroeconomic study of thz agricultural
sector in Guatemala performed by Iowa State Univer-
sity showed that to provide technlcal assistance to
all of the farmers, the government would have tc
employ over 2,000 extension agents; present staff
is 50 extensionists and 220 lower leel promoters,

, In order to provide credit tc all small and
medium farmers, the government wnuld need over
$1Q0,000,000. The resources required to help one
sector of the economy simply are not avallable in
~a country such as Guatemala, nor would it be ad-

visable to establish the required amount of addition-
al external debt, Unless the private sector helps,
. and especially unless the small farmer helps himself,
the job will not get done,

By supporting the institutlions that prcvide
him services, the farmer is assured of receiving
the necessary inputs when and 1n the quantity he
requires, Can he afford to pay for these services?
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The cost/benefit analysls included herein
shows that the farmer can expect a minimum three
to one return on investment. If a farmer buys a
bag of fertilizer which costs $5, he can expect
additional income of $15. The lﬂ% cost of money
on the fertilizer would be $0.,70, If he were
charged a subsidized rate, say 5%, his interest
would be $0.25., By paying $0.45 more he will re-
celive an additional net income of $9.30. Out. of
thls additional income, the farmer is required to
save in the cooperative 5% of his loan, or $0.25,
The three to one return is conservatively realis-
tic; In fact, farmers in Quiche have reported re-
turns of ten to one from fertilizer use,

In the case of the Penny Foundation, the same
rationale applies. 1In servicing the isolated, very
small farmer, a charge of 18%-20% is reasonable
considering that the cost of reaching him and super-
vising the loans 1s higher than it is for the co-
operetives., Moreover, when credit is available from
the local money lenders, interest is around 85% per
year,

Use of technical inputs 1s prorTitable to the
smell farmer, but 't 1s also risky. If he loses
a crop that has not been fertilized, he can migrate
to the coffee plantations to earn enough to subsist.
If he has borrowed money to purchase fertilizer, he
willl have to pay back the lcan from income on good
crops in later years. The burden to the small farm-
er from crop losses is in the capital borrowed more
than the interest rate on the original loan. By
paying b 2% crop disaster charge within the 149
rate, he allows the cooperative to capitalize funds
that will provide the resources to refinance his
crop losses, 'Thls spreads the small farmer's risk
and assures him a more secure income,

One must also consider that the expenses of
running the Federations are controlled by the
farmers! representatlves, Increases in expenses
of 10% a year were included in the financilal analy-
sls to prove project viability. Howéver, the budgets
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must be approved by the Board of Directors of
each institution and 1t 1s to be expected that
unnecessary increases will be disapproved. Any
excess income to the Federations will be returned
to the cooperatives and eventually to the farmer
in patronage dividends, In the case of the Penny
Foundation, expenses are controlled by the Board
of Directors, who represent all members that have
made donations. The Board will attempt to insure
that the donations are used for the intended pur-
pose - loans to Guatemala's poor - and not for
unnecessary costs,

In summary, the interest rate to be charged
to the small farmer 1s required to support the
institutions that serve him. The government cannot
supply him with all of the services that he requires.,..
I he receives these services, the return on invest-
ment is hisgh enough that the interest is not a
burden, Finally, compared with other sources of
credit, 1¥5 and 20% interest charges are cheap for
the farmer. The more basic problem is one of
avallability rather than interest rates,

4, Activities to Be Financed

Loan funds will be used by the Federations
and che Penny Foundation to finance the activities
set forth below and on the table i{ollowing:

Agricultural and small livestock production
credlt and marketing activities;

i1, Small rural business activities;

-0

1ii. Social improvements in rural areas such as farm
and home improvements and education of farmers
and their families. Up to & maximum of 10% of
loan funds allocated for each institution may
hbe used fopr this category and these subloans
will be tied {o prior .ending for productive
activities.

1v. Investments in productive fixed assets by co-
operatives such as multijsurpose warehouse con-
struction, farm machiner;/ and office equipment.
Whenever any such investments are- over $1,000,



TABLE OF ACTIVITIES

~ENCOAR
Az, % Small Livestozk
Production $1,200,000
Marketing 420,000
Small Rural Business -
Activities
Social Improvemenis 200,000
Productive Fixed Assets
Cooperatives 175,000
Federation 5,000

TOTAL $2,000,000

FENACCAC

$1,200,000
200,000

265,000

200,000

100,000

35,000

$2,000,000

PENNY FOUNDATION

$400,000

50, 000

50,000

$500,000

-8'[-
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a cost/benefit analysis of the preposed project
will be submitted to the Federation for prior
approval, and proposed investments exceeding
$5,000 will require prior BANDESA/AID approval.

v.  Productive short-term investments by the Federa
tions for their own account, such as fertilizer
procurement and purchase of commodltlee produced
by member cooperatives.

vi. Federation investments, with prio:r 3ANDESA-AID
approval of expenditures in excess of $10 000, in
fixed assets such as warehouse ond office’
facilities, process industries, farm machinery,
vehicles, communications and office equipment.

Complementing their supply of credit to the
small farmer, the Federations provide a full line
of services to their cooperativo affiliates and
respective individual membership. Such a service
packege includes the introduction of more advanced
production and marketing practices, the selling of
agricultural inputs such as improved seced varieties,
fertilizer and herbicides, the marketing of pr-ducts,
and the provision of technical agricultural and
managerial assistance. A fuller discussion of coop-
erative services and technical assistance capacity
is found in Sections IT1.B.l. and II.B.2.

It will be established in the lending policies
of each Federation and the Penny Foundation that funds
from tais Loan may not be used for:
i. Cattle operations
ii. Acquisition of either land or used buildings;

iii. Payment of interest;

iv. Payment of salaries to the Federations', Founda-
tion's and Cooperatives' personnel;
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v, Granting of credit by Federations to other
organizations or non-members;

vi. Payment of dues to the Federations or Founda-
tion;

vii, Purposes other than those requested in the
subloan application;

viii, Distribution of patronage refunds o1 net profits
to members; and

ix. Individual farmer-member loans exceeding Q1,500;
X Fayment of debts;

xi. Other crops or commodities unacceptable to AID
(see Covenants).

5, Capital Formation and Institutional
Development

Part of the strategy of this Lo=n is
to help the Federations achieve self-sufficiency as
viable intermediate credit institutions. With the
efficient utilization of Loan funds the Federations
will greatly increase *heir own capital resources
and stimulate their institutional growth and develop
ment.

Tarough a program of required capitalization,
equity is systematically formed at all levels of the
cooperative movement. When a cubloan is made by
either the Federations to their affiliated coope-
ratives, or by the local cooperatives totheir indi-
vidual members, 5% is automatically added on to
the loan and credited to the account of that member.
This process is repeated with every loan. Additionally,
all local cooperatives invest 5% of their paid-in
capital,which is constantly increasing through the
above mechanism plus new member savings, in shares
of the Federations. Finally, this paid-in capital
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cannot be withdrawn unless the member leaves his
cooperative or the cooperative disaffiliates from
the Federation.

This system represents the most important contri-
bution made by the Federations to their institutional
growth and viability. Their system of mandatory savings
will strengthen a financial structure which will enable
them in future years to qualify for credit from com-
mercial bankiry institutions, as well as contribute
to the development of an ongoing financial infrastructur:
in the rural areas of Guatemala. The Federations'
role in developing a rural financial infrastructure
is further discussed in Section II.C.4.

In addition to the institutional development
aspects of the Federations, the $500,000 designated
for the Penny Foundation will contribute to the initial
development of small farmer groups beyond the reach
of the Federations as well as assist the Foundation
in becoming a viable financial institution. The role
of the Penny Foundation within this Loar Project will
be to provide credit to precooperative c-ganizations
and other small rural groups on a revolving fund
basis. In time these groups, or their members, will
either form cooperatives or become cufficiently worthy
to attract financing from commercial sources. It is
not the philosophy of the Penrv Fcnrndation to compete
with established cooperatives, but rather to assist
groups during their early stages of organization .

This part of the Loan is further designed to
stimalate the Foundation's capacity of sustaining
the development lending program without being unrealis-
tically dependent upon grants, private sector donations,
and concessional lending. With present capital structure
and operating costs the Foundation is heavily dependent
on grants and donations; at the same time it has been
suffering serious operating losses and deteriorating
liquidity.

The Penny Foundation management and its Executive
Committee have recognized the problem of viability
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and during 1972 requested AID assistance to conduct
a detailed financial analysis of all Foundation
activities. The results of this analysis show that
thrcugh a combination of higher interest rates,-
reduced operating costs, closer supervision of the
development lending program, a constant level of
donstions, and a loan of at least $500,000 on
concessional terms, the Foundation can expect to
become a self-sufficient institution capable of
further growth with the use of commercial borrowing.
The Executive Committee has agreed to make the
substantive institutional reforms required to reverse
the operating losses and to build liquidity (see
Annex III, Exhibit A, Minutes of Foundation's Execu-
tive Committee). ' ’

B. Program Justification

1. Guatemalan Development Strategy and
the Cooperative Movement

_ Guatemala is fundamentally an agricul-
tural country. Its economy is based on agriculture
and the majority or the people are engaged in farming,
food processing or pursuits based on or related to
farming. Because of this the development effort in
this country is rurally oriented. Of a total public
sector development investment budget of 116.3 Million
(1973 projected), 60.1 million or 51.7% is destined
for projects and programs aimed directly at the rural
sector in one way or another.

A basic strategy of its development effort is
to nminimize rural to urban migration for a variety
of reasons. Rural poverty is easier to deal with
than urbar; the physical facilities such as housing
and municipal services, necessary in urktan areas,
prasent huge drains on the limited public resources
in any developing country. Additionally, a massive
drift to the cities poses the need for employment
generation which would be beyond the capacity of the
Cuatemalan economy, To avoid the inevitable problems
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-- political as well as economic -- of urban migration,
the GOG has opted for the strategy of raising the
quality of life in rural areas.

Directly related to the strategy of an improved
quality of rural life are two major goals of the Guate-
malan Five-Year Development Plan: The establishment
of basic institutional means needed to increase and
diversify agriculture and livestock production; and
improved income distribution., The cooperative movement
and the activities of this Loan address themselves
directly to these goals.

The Government of Guatemala, recognizing the comple
mentary ~ffect of cooperative activities to other GOG
programs in the rural areas, transmitted to AID on
February 7, 1973, an application for the proposed Loan.
A copy of this request is found in Annex II, Exhibit B.

2, Place of Project in the Country Program

As in the case of the GOG, the USAID
program concentrates on the problems c¢ the low income
rural population. At present there are loan projects
in the areas of education, health, rural electrification,
aid to small rural municipalities, agricultural credit
and extension services. Beginning in 1970 with the
Rural Development Loan and in 1971 with grant-funded
projects for the two Federations, USAID recognized and
supported cooperative development as a part of its
strategy to improve the standard of living of the rural
poor. The proposed Loan, strongly endorsed by the
Country Team, is an outgrowth and necessary follow-up
to initial AID efforts in the area of cooperative
development in Guatemala.

3. Consistency with CIAP Review

The proposed Loan is directly.responsive
to the 1972 CIAP Review of the Guatemalan Economy, which
identified the important role cooperatives could play
in the country's agricultural development program.
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The Review recommended that credit resources, above
the $2,000,000 earmarked for cooperatives under
520-L-018, be made available tc the cooperative .
movement., While the legal chartering delays re-
ferred to in the Review do exist, these have been
taken into consideration in preparing growth
projections and do not represent a significant
hinderance for the implementation of this Loan. This
is especially true since the Federations are concen-
trating on hcrizontal expension of existing coopera-
tives rather than forming new ones.

C. Project Background

1. History of Cooperativism in-Guatemala

Since 1959 the Government of Guatemala
has civen continued support to the cooperative move-
ment while other organizations and individuals have
assisted in the development of cooperat:ive institutions.
Unfortunately, many of these promoters had little
technical knowledge of the actual functioning of a
cooperative as a buciness enterprise, or viewed the
cooperative as a sort of funnel for special favors,
The result was the formation of well over 150 coopera-
tives in small, isolated villages of the Guatemalan
highlands, of which93 are considered active by the
Ministry of Agriculture, but fewer than a dozen are
capabie of supplying the services their members
require.

During late 1969 and 1970, the leaders of both
the agricultural cooperatives and the savings and
credit cooperatives movements, in conjunction with
USAID, analyzed this situation in an attempt to define
the steps to be taken to make cooperatives more relevant
to Guatemala's rural economic and social needs. The
result of this analysis has been a new crientation of
both movements in which they are pursuirg the following
goals: ’

a. Pull Service Line

In order to be effectdive in
improving the lives of its members, a rural cooperative
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must offer a full line of services including credit,

gale and delivery of farm supplies, marketing and

storage, transportation, mechanization and, eventually
food processing. In addition, technical agricultural
advice and member education must be provided either
directly by the cooperative institutions or in combination
with other organizations, to insure the efficient use

of services,

b. Economic Viability

Achievement of social goals is
directly dependent upon the economic viability of the
institutions. In order to be viable, the cooperatives
must be of sufficient size so that the volume of -
activities, when combined with a reasonable profit
margin, allows the employment of full time, highly
qualified managers, administrative staff and other
personnel required to provide efficientlv the package
of sevvices described above,

C. Democratic Representation

The increasing size of cooperatives
necessitates the subdivision of their membership into
groupings that will preserve individual involvement
and participation. This principle has led to the
formation of regional agricultural cooperatives wsorking -
from a base of 30-60 local groups in &eparate com-
munities, and a similar horizontal expansion of savings
and credit cooperatives through branch office formation.

d. Capital Formation

One method by which the cooperative
movement has been, and will continue to be strengthened,
is by increased paid-in capital. Thus far, capital is
formed through direct investment by members, retained
earnings and mandatory capitalization of $% of each
loan granted. '
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e, Vertical Integration

In order to fulfill the objectives
noted above, cooperatives have to be integrated into
national level federations capable of backstopping a
full line of services at the local cooperative level,

The acceptance of the objectives listed above
has taken place over varying tine periodsin the two
movements. When the activities leading to the develop-
ment of FENCOAR were begun in Suatemala, the operations
of FENACOAC's affiliates in rural areas were limited
exclusively to providing the traditional services of
a community credit union. Since that date, FENACOAC
has begun to provide several of the services mentioned
earlier and to implement horizontal expansion in a way
initially begun by the regional agricultural cooperatives
affiliated to FENCOAR. At the same time, the regional
agricultural cooperatives have adopted capital formation
policies similar to those used by savings and credit
xooperatives,

Although this institutional development and
maturity, and the convergence of goals «nd activities
of these institutions have not been completed at this
time, the similarity of the goals and cf probable future
. activities of both Federations have been noted by all
parties involved. A series of discussions have been
held between the leaders of both cooperative systems
in an attempt to define what relationship should exist
between them. BAmong the alternatiiv-:s being discussed
are a complete or partial merger, geographic separation,
division of services and parallel development with
Jpositive competition. This topic is further discussed
as an issue undexr Section II.E.

2. FENCOAR

FENCOAR is the result of a ‘grant funded USAID
project begun in October 1970, It was formed in October
1972 by the three regional cooperatives operational at
that time. The fourth regional was formed January 11, 1973
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and is waiting approval of its charter.
and sixth regionals will be organized during the

remainder of 1973.

:The fifth

By 1976 the six regional cooperatives will be
serving 20,000 members in over 240 separate communities,
At that time, they are expected to handle approximately
250,000 cwts. of fertilizer and market half of the
estimated members' basic grains production of 700,000
cwts. of products. .Expected credit needs by FENCOAR

to carry on its activities will be in excess of

$3,100,000- in 1976..

The growth record of FENCOAR is as follows:

12/31/71

Active Regional

Cooperatives 2
Member Families 1,500
Net Worth $19,000

Loans Outstanding $225,000

Average members
per Cooperative 750

Average Capital
per Cooperative $9,500

Fertilizer purchused 35,000 cwt.

Members' Basic Grains
Production (partial-
ly marketed by FENCOAR)

65,000 cwt., 130,000 cwt.

112/31/72 % Change
3 50%

3,000 100
$233,70C 1,030
$447,000 99
1,000 33
$19,500 105
91,000 cwt. 160
100

How these figures compare with previous projecticns cee
Exhibit D.,1 of Annex III. Future growth projections are

illustrated in Exhibit D.2 of the same Annex.

See the table on the following page fot the pro-
jected credit needs of FENCOAR.



FENCOAR ~ FINANGING NEEDS

($000's)
1973 1974 1975 1976
Membership: 3,000 6, 000 ‘ 10,000 13,000
Gross Loan Demand-1/ 577 1,360 2,210 3,060
Less: Share Capital
(System Wide)2/ “115 272 444 611
Liquidty3/ (115) (272) (444) (611)
External Financing —
Requirements 577 1,360 2,210 3,060
Sources of External Financing:
AID Loan 018 Rollover ' 577 1,000 1,000 1,000
Proposed Loan and Rollover - 360 1 210 2,000
Other Sources - - - 60
TOTAL 577 1,360 - 2,210 3,060
Disbursement Scheduie for
Proposed Loan - 360 850 790

1/ Assumes average loan sf{ze of $192 in 1973 and increasimg $10 each year thereafter, based on

historical experience. .Addtional loan demand shown in 1974 through 1976 is for fixed asset
investments,

2/ Share capital equals 20% of loan demand since a debt/equity ratio of 5tolifs a recuireme.ut of
all. sub-loans.

3/ The reduction factor equals 20% of gross loan demand composed of 107 delinquent loans; 5% cash
on hand; 2%% invested in FENCOAR. An additional 2%% is invested in fixed assets.

-ez-



3.,  FENACOAC

FENACOAC was formed in 1964 by 6 savings
and credit cooperatives. From that date until the end
of 1969, CUNA (Credit Union National Association) was
contracted to both advise and manage the Federation.
The development of the Federation and it s cooperatives
was limited, however, due to lack of effective services
offered by the Federation and the extremely small size
of its affiliates. In 1970, management of the Federa-
tion was turned over to Guatemalans and 2t the same
time FENACOAC began to offer a wider range of services
and to emphasize cooperative growth rather than new
organization, The results of this change are shown
below: ‘ '

FENACOAC

Growth Figures

12/31/69 12/31/72 % Change

Affiliated Cooperatives 71 80 13
Member families 13,033 32,400 148

Savings (Paid-in Capital) $358,000 $1,550,000 332

Loans Outstanding 328,112 1,657,500 405
Averaa~ Members per

Cooperative 183 405 121
Average Savings per

Cooperative $ 5,062 § 19,375 284
Average Saving per Member $ 27.46 S 47.83 74
Fertilizer purchase - ~ 100,000 cwt.

See the following page for the prOJected credit
needs of FENACOAC,



Membershipl/
Gross Loan Demandgl

less:
Net Share Capital
(System Wide)3/

External Financing
Requirements

Sources of External Financing:
AID Loan 018 Rollover
Proposed Loan and Rollover
Other Sources

TOTAL

Disbursement Schedule for
Proposed Loan

-
'\

FRNACOAC - FINANCING NEEDS

($000's)

1072 TS
37,432 48,000
2,718 4,032
12763 22467
955 12565
800 800
155 765
955 1,565
155 610

increasiug by 4% in each succeeding year.

N

experience,

([%
~

Reflects ® 17,5% reduction factor compo=ed of:

in FENACOAC shares; and, 2%% invested in fixed assets.

12/2

59, 500

5,724

3,284

2,440

800
1; 640

2,440

875

1976
70,000

7, 644

4,349

-360

Borrowing farm units (members) are estimated at 44% of 1973 total membership, and the percentage
Assumes average loan size of $165.C7 in 1973 and increasing $10.00 per year based on historical

5% delfnquent loans; 5% cash on hand; 5% invested

ooc-
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By the end of 1976, it is projected that FENACOAC's
membership will be 75,000 and the annual loan volume
within this system will surpass $7,600,000. The above
figures of actual growth as compared to previous pro-
jecuions are seen in Exhibit D.1 of Annex III. Exhibit
D.2 of the same Annex illustrates future growth projec-
tions.

4, The Penny Foundation

Through the initiative of Sam Greene,
a retired U.S. businessman living in Guatemala, the
Penny Foundation was registered as a non-profit foun-
dation by a decree of the Guatemalan Government on
June 3, 1963. The initial capitalization was less
than $20,000. Although the broad purposea of the Foun-
dation is to assist in the "integral development" of
Guatemala's urban and rural areas, the principal ac-
tivity has been the development lending program in
rural areas for such purposes as production credit,
potable water systems and community develiopment acti-
vities. The loan portfolio has grown from $42,700 in
1966 to almost $350,000 today.

The Foundation also sponsors the Pan American
Development Foundation's Tools for Freedom program in
Guatemala and serves ac liaison for, and helps support
financially, the VITA (Volunteers for International
Technical Assistance) program. The Foundation is in
the process of divesting itself of an un-profitable
cattle sharing program whereby the Foundation loaned
beef and dairy cattle to farmers and shared in the
returns from production.

Financial resources, both grant and loan, have
gone to the Foundation from the following sources:

- Pan American Development Foundation:
$21,000 grant; $200,000 loan of which $106,000
is drawndown.
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- Inter-American Development Bank:
§27,000 grant. ‘

- local Commercial bank:
$45,000 loan, at 8%.

- OPIC:
$200,000 line of loan insurance.

- AID:
$125,000 grant; $200,000 Loan (520-L-018) of
which $120,000 is drawndown.

The $200,000 available to the Penny Foundation
under AID Loan 520-L-018 has been used satisfacto-
rily. Since July 1972, when these funds first
became available, money has been disbursed to
seventy different sub-borrowers. The recipients,
pre-cooperative groups and ad hoc associations of-
small farmers, used these funds to purchase ferti-
lizer in conjunction with FENACOAC. The average
loan amount has been $1,720 per group or approxima-
tely $50.00 per family benefitted (see hnnex III,
Exhibit B). The Poundation estimates that the
remaining $80,000 will be disbursed berore May 1, 1973.
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S. AID lLoan 520-L-018

$2,000,000 of this $23 million loan
was-designated specifically for cooperetives and
pre-cooperatives. By the end of 1972 $997,000 of
these loan funds had been drawn down for subloans
to 5,196 fammers, who work on 14,280 hectares or
land. As of that date, total disbursements had
been approximately equal for both Federations and
the Foundation had drawn down a total of $120,000.
Durirg this past January BANDESA disbursed an
additional $400,000 to FENACOAC for sublending
during the next six months. For a complete dis-
cussion of the effect of disbursed 018 funds to
- cooperatives, see Section II.C.2 of the Socio-
Economic Analysis. Complete drawdown is pro-
jected prior to the end of 1973, at which
time this money will represent 90% of all external
financing to the cooperative movement. Use of
these funds is limited primarily to agricultural
production credit and marketing, handicrafts de-
velopment and small rural business financing.
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II. PROJECT ANALYSIS

A. Borrower/Executing Agency

1. BANDESA Organization Structure and
Staff Requirements for Execution of
Ipan Funds

BANDESA's organizational structure at
the operational level (as illustrated on the following
page) consists of three major divisions, each with
the following general scopes-of-work and responsi-
bilities: {a) Administrative Division -~ provides the
accounting and statistical functions, supervises
branch bank and agency activities and overall
housekeeping requirements; (b) Banking Division -
assures responsibility for the regular portfolio of
banking and credit activities; and (c¢) Trust Fund
Division - made up of a Trust Fund Credit Department
and a Department of Studies of Special Prcgram and
Infrastructure, handles specific funds made available
to BANDESA through international agency lending
programs. The Trust Fund's present portfnlio consists
of one AID loan (520-2~018) including the $2,000,000
for cooperatives and pre-cooperatives groups, and
four IDB loans (IDB-204FE, 204FL, S58FE, and 58FL).

Since this loan will follow the same procedures
of the Rural Development Loan funds, additional staffing
within BANDESA will not be required for its execution.
The entire amount of the Loan will be for disbursements
in wholesale-type subloans, to a maximum of three
intermediate credit institutions. The lending path
will Le from BANDESA central offices to Cooperative
Federations to affiliated cooperatives to individual
cooperative membershkip, and to the Penny Foundation to
small farmer groups.

This system will, in effect, increase the execut-
ing agency's trust fund credit portfolio and pemmit
large subloans at insignificant additional cost with
an end result of reducing overall average administrative
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cost per subloan made from the entire portfolio.

2. GOG Institutional Support

As in the past, the GOG will continue
to support the cooperative movement through the acti-
vities of its own rural development agencies. BANDESA,
the Fedemations, and the Penny Foundation will ex-
change lists of borrowers to elir.inate the possibility
of duplicating clientele. Extension and promotion
agents of DIGESA will continue ©0 provide and complement
the agricultural training given to cooperative fammers,
Based on the experience of last year, growing inter-
action between INDECA (the GOG marketing institute)
and the Federations is anticipated. During the 1972
growing season INDECA assigned a quota to FENACOAC
for the purchase of 50,000 cwts. of corn. Finally,
it is expected that the cooperatives will play an
increasingly larger role in the area of agricultural
research, Already, an excellent new wheat seed has
been developed as a result .om the direct cooperation
between the Ministryy of Agriculture's research division
and the largest agricultural cooperative in the highlands.

3. Lending Procedures

A copy of the proposed BRANDESA lending
policy for these funds is attached in 2Pnnex III,
Exnibit C. The procedures which BANDE3A will follow
will be substantially the same as those used in t‘he
case of 520-L-018 funds assigned to the Federations
and Foundation,

B. Recipients of Loan Funds

l, FENOOAR

a. Organizational Structure and Tech-
nical Assistance -Capability

The organizational structure and
functional’ description of both the Federation and
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Regional Cooperative levels are illustrated on the
following pages.

The core of the technical capacity of the regional .
cooperatives lies in the permanent, full-time field
staff of two agronomists. These men have lengthy
experience in credit, extension and technical agricul-
ture and have knowledge of the Highland fammer. Each
man works daily in the field and is capable of reaching
about 1500 fammers through local group meetings which
are organized by the local village committees themselves
and center around the topics of credit, agriculture
and cnoperative education.

The work of the Regionals' field staff is augmented
by twelve Peace Corps Vnlunteers, whose assistance
has been programmed during the first 3 years of the
organization's development. The Volunteers, specific-
ally trained in Highland agriculture, credit and
cooperative activitics, are currently assisting in the
training of local leaders and branch warehousemen.
Their efforts are also oriented to enccuraging and
educating the general membership in cooperative ser-
vices, activities and policies.

‘The agronomists and volunteers coordinate their
efforts with the Regionals' managers, who are also
professionally trained and highly expericnced agrono-
mists. They lend techrical competence in areas of
farn machinery utilization, marketing and handling
of agricultural products, procurement of supplies,
credit and the design of member services.

A typical regional cooperative has a complement
of supporting staff, middle level office employees
and skilled shop wockers, totalling between 20-25
individuals. This complement is composed of two
accountants, a master mechanic, tractor and other
fam equipment operators, truck drivers and ware-
housemen, all of whom in their respective activities
support the field staff and provide specific member
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Functional Organization Chart
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STOCKHOLDERS MEETING

Member Regional Agricultural Cooperatives)

SUPERVISORY
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Oversees Oper-
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-Approves budgets and work plans

5 ‘

-

EXECUTIVE COMMITTEE
-Decides on credit
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-Plans and executes oper:tions
-Coordinates all activities cf the staff
-Provides management consultant service
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CREDIT AND AUDITING

-Reviews all loan appli-
cations;

-Disburses loans once
approved;

-Monitors operating budgets
for Federation;

-Performs internal audits off

member cooperatives;
<Monitors loan utilization
and cach flows.

SUPPLY AND MARKETIWG

~-Procurement and resale of

. agricultural inputs & equip
menct;

-Procurement and resale of
agricuitural equipment and
materials;

-Administers all marketing
activities between regionalg
and Fedoeration,

PROMOTION AND EDUCATION

-Executes activities to promote
membership and new affiliates;
-Frovides educational and in-
formational materials;
-Designs and organizes courses
for directors and employees;
-Rescarch and disseminates

new training techniques;
-Handles all public rvelations

activities.
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FUNCTIONAL ORGANIZATION CHART
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-Land preparaticn;
-Seed processing;
-Harvesting;
-Central repair shop
& maintenance of
equipment.

recommendations tn members.
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" serwices. Physicél facilities available to the
Regional Cooperatives are numerable:

Radio communications between Regionals themselves
as well as with the national office.

Multipurpose warehouse/office buildings which
serve as office headquarters, storage facilities
and other production inputs, and fam supplies
stores., ‘

Seed cleaning equipment and grain storage bins.

A fleet of tractors, threshing machines, and
trucks. . _ o

fully mechanized accounting systems.

FENCOAR enhances the administrative and technical

capacity of affiliates through the following mechanisms:

Consultation: Federation staff and AID contractors
continually provide recommendations and advice

on policies and opcrations, usually through the
regional managers.

Monitoring: Internal audits are performed regular-
Iy Dy the national staff in addition to outside
professional analysis of operating statements.

Research: The Federation, many times with assist-
ance Irom outside sources, responds to agricultural
problems which occur in the field.

Planning: The national oxrganization participates
In the planning exarcises of its affiliates,

checks performance against projections and budgets,
and recommends as needed.

Procurement: The Federation is the wholesale
procurement and bargaining agent for its affi-
liates.




- hl -

Representation: The Federation is directly
responsible for public information and public
relations on behalf of its affiliates and
their member fammers,

b. Lending Procedures

An approved lendiny policy for.

this institution is required as a condition precedent
to disbursement and will include among other things
guarantee requirements, activities to be financed,
interest rates, capitalization and formation of
reserves. The procedures to be followed by each
cooperative, within the limits of the Federation,

are the following:

I member requesting a loan fills out a detailed
fam plan and loan request with the regional
extensionist and/or the president of the local
¢roup., '

The loan request is then discussed and recom-
mended for approval by the local credit committee.

The regional exteansionist adds his recommendation
to that of the committee.

If the request has received a negative recom-
mendation by the local committee, it is automatic-
ally denied by management or the central credit
committee of the regional cooperativa.

If the recoxds on this individual in the regional
office shows a poor credit record, the case will
be discussed by the regional committee with mana-
gement and either denied or approved, depending
on circumstances. If neither of these situations
occur, the request is approved.

At the level of the Federation, credit is extended

tc the regional on the basis of projections of capital
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requirements, cash flow analysis and proposed activi-
ties. It is unlikely that a reasonable loan request
would be denied, since it is the responsibility of
the Federation to anticipate the credit needs of its
affiliated regional cooperatives, assist them to
continually improve their financial base and credit
worthiness, and continually monitor performance. In
cases of doubt or differences of opinion in credit
worthiness, the National Executive Committee or
Board of Directors assicts the management: in credit
decisions.

2.  FENACOAC

a, Organizational Structure and Tech-
nical Assistance lapability

The organizational structure and
functional description of each department of FENACOAC,
as illustrated on the following pages, was adopted
at the end of 1972 following a reorganization process
based on the system "Management by Objectives™.
Services have also evolved as demands from the affiliates
have increased.

Similar to the regional agricultural cooperatives,
FENACOAC is developing technical capabilities at the
local level by training professional, full-time
managers who will maintain accurate and up-to-date
accounting records, process loan requests, supervise
loans and impart basic farm management training to
the members .,

Presertly, 47 full-time managers are employed
by the affiliated cooperatives, and all member coope-
ratives are expected to hive managers by early 1974,
The presence of these managers has reduced considerably
the requirements for technical assistance from the
national level in matters such as effective usage of .
fertilizer, improved seed and plant foods. These
managers, supplemented by Peace Corps Volunteers,

serve as local extension agents and provide services
similar to the FENCOAR agronomists.
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Seven Peace Corps Volunteers are assigned to
FENAQOAC in the capacity of local field agents whose
main duties are to assist the different member coopera-
tives with their administrative problems and member
promccion and education. They also serve as a comnu-
nication link with the Federation and its staff.

FZINACOAC intends to implement, as income pemnits,
a plan for providing additional assistance to member
cooperatives. The important element of this additional
assistance will be the use of indigenous farmer-members
whc have shown capacity for learning administrative
procedures. These fammers, who have first-hand know-
ledge of rural conditions and problems ard can also
speak one of the Indian languages, will rsceive
intensive training in basic technical agricultural and
acconnting practices. They will then be employed by
the Federation as local field agents working with
cooperatives and branch offices in a zone where all
membens speak the same Indian dialect. They will
travel by bus or motorcycle and replace the assistance
now given by Peace Corps Volunteers in these areas.

The respoasibilities of the local field agents will
cover loan supervision, basic agricultumal education,
identification of plant diseases, consulcation with
Federation and GCG agricultural technicians on how to
solve problems that go beyond their capabilities,
assistance in brmanch office development, cooxrdinaticn
of feitilizer sales and marketing activities.

Finally, FENACOAC has working arrangemcrits with
the GOG for support in areas which complement its own
carabilities. For example, the Superintend-ncy of
Banks performs yearly audits of all affiliated cooper-
atives, the National Agricultural Marketing Institute
(INDECA) has purchased corn and beans produced by
cooperative members, and specialized technical assist-
ance is obtained on a when-needed basis fron Ministry
of Agriculture Specialists,
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b. Lending Procedures

An approved lending policy for
this institution is requested as a condition precedent
to disbursement and will include among other things
guanantee requirements, activities to be financed,
intevrest rates, capitalization, and formation of
reserves. At the level of the affiliated cooperative,
the procedures are the following:

i. The loan request 1s prepared by the member with
the assistance of the cooperative or branch
orfice manager.

ii. The request is analyzed by the local credit
committee., This review often includes a visit
to the famer by a member of this committee.

iji., Loan application is either ratified by the credit
union head office credit committee or turned
down.

iv. Once the loan has been made, it is monitored by
members of the credit committee and the collection
agent,

At the federation level, a loan request, usually
prepared by the manager of the local cooperative with
the assistance of the Federation's extension agent and
approved by the cooperative's Board of Directors, is
reviewed by the Financial Department of FENAC =,
Included in this review is an analysis of the specific
project's viability, the percentage and causes of loan
delinquencies, the administrative and accounting proce-
dures used by the cooperative, internal controls for
handling funds (use of safes, bonding policies, etc.)
and past credit history of the cooperative.

When this analysis has been completed, the
Financial Department recommends approval or denial of
the request. The final decision is then made by either
the Soaxrd of Directors or the Executive Committee of
the Federation,
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3. Penny Foundation

a. Organizational Structure and
Technical Assistance Capability

The highest authority of the Penny
Foundetion is the General Assembly which consists of
271 members or sponsors and meets once a year. The
active policy guidance of the Foundation is in the
hands of the Executive Committee which meets monthly.
Day-tou-day administration is handled by a Genemal
Manager and a Program Director. The Progvam Director
supervises all daily operations ai-d reports to the
General Manager, who is also responsible for fund
raising and public relations. These organizational
relationships are illustrated below. o

The most important Foundation activity is the
development loan program which operates through the
Program Director and four extensionists, whose staff
is augmented by three agricultumal extensionists
assigned by the Ministry of Agriculture in January
of this year. The extensionists are assigned to
geographic regions and charged with identifying
qualified loan recipients, providing supervision and
assuring that there is adequate provision fur tech-
nical assistance.

There will be a significant increase in the
workload resulting from the AID loan and a corres-
ponding increase in the need for technical assistance.
The problem will be dealt with in two ways. First,
the extensionists will assist prospect: e loan
applicants with the design of projects. In cases
where technical assistance is required for the execu-
tion of a project, and the work is beyond the time
constraints of the extensionists, sufficient furds
will be included in the total amount of the subloan
to cover such costs. Thus, the sub-borrowers will
bear the costs of outside technical services. Secord,
the Foundation will coordinate with BANDESA, the
Ministry of Agriculture, the Federations, the Peace
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PENNY FOLRDATION

ORGANIZATION CHART

Genaral Assembly

(271 members from private sector)

N

Fiduciary Council

- President

-~ Vice President

- Treasurer
- Secretary

External Audit

(Price Waterhouse)

- em s e wd

Executive Committee

Spacial Volunteer Advisors
and Consultants

[General Manager

I Program Director

pos =

:réroject Committees

l Financial Advi_sorvj

y

R

legal Dept.

Heifer Project
Department

Dept. of Mate-
rial Resources

" {Credit Dept.

(Dev. Loans)

Accounting
Dept.




~ g -

Corps, and other organlzatlons engaged in rural
development activities so that recipients of Founda-
tion loans will have access to technical services
from third-party organizations. The Foundation has
operated this way in the rast and will give greater
emphasis to this kind of coordination as the lending
program expands,

Particularly in the case of the Federations,
there are a variety of goods and services which can
be provided to the small fa.mrr who is cutside the
cooperative system but receiving financing from
the Penny Foundation., These goods and services
.include fertilizer and insecticides, seed, and
processing services such as threshing ard plowing.

Tn cases where the pre-cooperative group is
located in the geographical proximity of a local
or regional cooperative, the Foundation will
introduce its borrower to the cooperative, identifying
the kinds of services available., When geographical
location does not allow this more direct approach,
the Foundaticn may act as an intemnediary between its
borrowers and the cooperative system by buying goods
from the Federations and reselling to its own
clicentele. Such was the case during this last crop
year vhen the Penny Foundation bought fertlllzer
from FENACOAC for resale.

b. Lending Procedures

The AID loan will be passed
through BANDESA with a 1% surcharge, putting the
final cost of money to the Foundation at 3% and 4%.
The Foundation in turn will re-lend for approved
activities as outlined in Section I.A.3.

The basic lending procedures of the Fcundation
are as follows: , ‘
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Only groups of ten persons or more are eligible
to request a loan. .

A regional extensionist is assigned to study
the applications received and make written
recommendations to the Program Director.

The Program Director and the Gencral Manager then
submit the proposal before the Project Committee

.which, in part, is formmed from and is directly

rasponsible to the EXecut: ve Committee.

When the project is approved, a loan agreement is
signed between the Foundation and the recipient
group. '

The following considerations guide the selection

Foundation projects:

The project must be for purposes of production,
heoalth, improvements or» general educational impro-
vement (community development).

There must be a reasonably good prospect for
repayment, and no loan shall be made for more
than $10,000. Repayment prospects are viewed
in teons of the groun's cohesiveness and admin-
istrative ability; no collateral is required.

There must exist the possibility of attracting
additional financing beyond tlr.» Foundation loan.
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C. Socio-Economic Analysis

1., Agriculture in the Guatemelan Economy

LuacLCiiala Lo A PLTCUULLLIIALILLY QY Lleua—
tural country. Of total GNP of $2 billion, over 27%
is generated in the agricultural sector. Economically,
there are two distinctly different sub-sectors in
Guatemalan agriculture. The export oriented famming
of coifee, sugar, bananas, cotton and meat uses up-
to-date methods and has access to capital markets
both in and out of the country. It is pure agri-
business. 1In sharp contrast is the subsistence and
near subsistence situation of the smalier Guatemalan
fammers who typically work a very small plot of ground
at 2r near the subsistence level using primitive tech-
niques and minimun fertilizer and pesticide inputs.

Tne GOG, in formulating basic economic development
strategy for the country, is placing overwhelming
emphacsis on rural developnent through programs to
raise rural incomes and to provide such heretofore
absentc services as health and education. By improving
the quality of life i.a the rural areas, migration to
urban centers and its attendant problems will be
minimized.

The cooperative movement, one of a number of GOG-
assisted programs designed to reach Guatemala's rural
poor, is a sound procram from the economic and social/ -
culturmal point of view and contains significant unique
features.

2. Cost Benefit Analysis of Cooperative
Investment

The effects of cooperatives activities
in agricultural credit may already be observed in the
field after the first year of external financing from
resources provided under AID loan 520-L-018. Research
data srom various sources have indicated for some time
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thai: highly satisfactory returns may be expected by
the Suatcomalan famrer whe applies fertilizers in a
reasonably correct manner on the depleted soils of
the Highlands. There is also a curiosity, if not
total acceptance, on the part of fammers to use
chemical asdditives in the soil. The "woxd is out",
so to speax, that fertilizers work and pay for them-
selves. What has been sorely lacking has been

a vehicle or dalivery system to cet fertilizers and
infomnation to the favrer who has little cash, lives
in a lanrely iraccessible area and has few assets --
other than his willingness to work -~ with which to
guaventee a loan,

Through the efforts of the coopemtives, 5,196
fapners were reached with $612,000 worth of ferti-
lizey for the 1972 season from AID Loan 520-L-018,.
To evaluite the ceffect of this investment, represen-
tative samples covering 75 member famms were taken
from the castern, western, and central geographic
zones of the Highlands, and the resulte of production
were compared te the fammeris previous expcrience.

The results of this sampling are detailed in
Annex IIT, Exhibits E.1, E.2, and E.3 and are
sunnarized below:
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SUMMARY PRODUCTION EXPERIENCES OF

SELECTED HIGHLAND AREAS

Previous Prod.

Loan 018 Coop. Current Product.

Experience Fertilizer and Experience
Prod. Value Seed Credit Prod. Value
cwt S S cwt _8
Eastern
EigHIands
Totals for
20 members 2187 6,675 1,720.€4 3176 11,848
X 109 333.75 86.03 158 592,40
Westexrn
Highlands
Totals for
20 members 1275 5,587 1,605.20 2065 10,243 .
X 63.7 279 80.26 103 512
Central
Highlands
Totals for
35 members 6313 25,122 12,376.81 14187 70,287
X 180 717.77 353.62 405 2,008
Eastern Highland $11,848-$6,675 = 31.3.01
Cost:Benefit $1,720
Western Highland $10,243-85,557 = 1:2.90
Cest:Benefit $1,605.20
Central Highland $70,287-825,122 = 1:3.64 °

Cost:tenefit

$12,376


http:1,605.20

..5)_‘_ -

The three sample studies show that a cost-benefit
ratio of 1:3 has been obtained on the average by the
member L[anier,

It should be pointed out that this calculation
of cost-benefit relationships was made urder circums-
tances which, although not exactly quantifiable,
affect the rasults for purposes of projections of
economic benefits to famers durirg the life of the
provosed Toan. The experience in 1972-73 should be
viewed in the light of:

-~ 41 poor gvowing season due to drought

-~ higher prices for corn which is now in short
supply

-~ a first experience with fertilizer and with the
receipt of credit for many famers

-- fammers' changing decisions as to what crops
Lo plant .

-~ incomplete results from late wheat plantings
which are being threshed in February

~= cooperatives' short experience in production
credit. .

The potential for, and implications of, supplying
a large number of small famers with the necessary
ingredients of modernized agriculture may be more
acocurately observed from research which has been
pexfomed for several years in Guatemala. Annex IITI,
Exhihit F describes in sufficient detail the results
of wcost benefit analyses which show that, if anything,
a $3.00 return for each $1.00 invested in improvements
and inputs is highly conservative and that cooperative
members should expect to do much better than the '
observed 1972-73 sample.
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The economic benefits to fammers from improve-
ments such as the use of fertilizer and improved
seed cannot be doubted. Though still ol limited
experience it is believed that the Guatemalan
coonemative system is contributing to the solution
of tle complicated problem of delivery of informa-
tion, credit, supplies and services to & segment
of the rural population, which, unless reached by
this institutional innovation, w1ll contlnue to
live under subsistence conditions.

3, Economic Power and the Small Fammer

In addition to providirg the small
famer with access to beneficial inputs, the coopera-
tive movement also has the potential to effect a
fundamental reordering of the essential economic
reiationships in rural Guatemala .

In Guatemala, the small famer confronts
monopoly and oligopoly markets at every turn. The
suppliers of inputs and purchasers of output, though
they themselves are ofte'. of modest means thems=lves,
have such dunination of the supply situation as to be
abie to virtually dictate unfaworable prices and
nullify whatever gains the small famer is able to
make. That ‘hese local economically powerful groups
are not universally rich is a reflection of the fact
that the distribution system is so inefficient.

I.. the purchase of inputs -- fertilizer and seed
the Tammer gen -rally must turn to a few small village
storckeepers whose markups are -=nomnous due to the
low volume and inefficient distribution system.

In obtaining credit the very small famer's
only recourse is to the local moneylender. Existing
government credit programs are unable to reach the
very small holder primarily f~» cultural and '
linguistic reasons, but also because these more
conventional programs simply cannot efficiently deal
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with large numbers of very small loans to unestablished
credit risks. So, forced to the local moneylenders,
the very small famer pays usurious interest rates:
typically 5% por month at minimum,

In selling his crop, the small fammer again
losses to middlemen, While the Covernment, through
ite grein stabilication entity INDECA, is committed
to stabilization of the price of all basic gmains,
the p:gged price applies at the buying station only.
In most smell municipalities and villages there are
no official buying stavions and small fammers are
forced to deal with truckers who collude to fix the
price. Lacking steorage capacity, the very small
famer tends to sell disadvantageously at harvest
time and must buy back identical commodities later
in the ycar at disadvantageously high prices.

These relationships are the core of the economic
life in rural Guat=mala; the small fammer is always
in the weaker position. The cooperative movement in
Guatemala, with its emphasis on providing a full line
of services, can madically change the situation by
providing the indivicdual with one of thz things which
he most soraly lacks: power in the marketplace.

How quickly and to what extent this will happen
depends, of course, on the dynamism of the movement.
What is important to note is the fact that the
cooperati 'es are uniquely able to bring =sconomic
power to the very smallest Guatemalan fapner.

4, Existirg Financial Infrastructure

The financial infrastructure in those
areas of rumal Guatemala worked by small farmers
séwes to channel funds out of these areas wihere
credit is so much needed. Those relatively few
comnmercial banks which do exist in rural areas
capture savings anc. funnel the funds to other areas
of the economy: to the export oriented plantatiors
and to the capital city. The government development

.
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bank for agriculture, BANDESA, reverses this trend
and does serve to channel funds toward the small
fartmer although to a tanjyet clientele which overlaps
only marginally with tha’ of the cooperatives,

From the economic point of view, the system
whereby borrowers are obliged to buy shares in the
cooperative is highly desirable. Not only are
voluntary savings kept within the community where
they are generated but additional savings are
mobilized as well. Of equal importance is.the
psyclological impact of ownership. With respect to
this cooperative, the famer/borrower is not merely
a debtor but an owner as well, with a vcice in
management.

5. Cooperatives as Credit Intewmediaries

The cooperatives obtaining funds from
one source (AID) and transmitting the funds %o
others (very small fammers) are :in essence financial
intemediaries. The relevant standards of cvaluation
is the test of efficiency. Are the cooperatives
fulfilling this function of funds transmission more
efficiently than other institutions serving the
same target clientele? Existing credil programs
‘simply do not reach the very small famer. There
are the cultural and linguistic reasons and there
are comnercial reasons as well, Evaluating credit,
applicants, overseeing use of funds, and collecting
is an expensive business and one in which there are
tremendor's economies of size. It is very nearly as
easy to oversee a $5,000 loan as a $50 loan. For
this reason any .oan maker from ontside the local
community is at a decided disadvantage as against
an indigenous organization. In this sense BANDESA
and the coinmercial banks are on an equally disaavan-
tageous footing, both organizations being from outside
the local comnunity. By contrast the individual
cooperatives are local community-run entities. The
members know each other and the local conditions and
are hence at an enommous advantage in purveying
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credit. For this reason the cooperatives are most
efficient and indeed the only practical rfom of
credit intemediary for small loans to very small
famers in the Guatemalan zontext.

6. Social and Cultural Considerations

To fully understand the cooperative
movement in Guatemala and the unique role that
cooperatives arc carable of perfoming, one nust
see these institutions in their cultural, linguistic,
and lccational context.

In considering rural Guatemala, one must not
lose sight of the physical isolation in which many
Guateinalan famers live, Large numbers live far
from the nearest road; access is by feot and pack
animal, They are out of effective reach of existing
credit institntions and govermment extension cer-
vices., Ccopermatives locally organized in the
isolsted small villages, however, offer the possibility
to bring credit and agricultural services to these
Guatemalans.

Linguistic considerations are also very Impcrtant.
Raughly one half of Guatemala's total population
speaks an Indian language. Of these, a substantial
proportion speaks only the Indian tongue. Further
complicating the situation is the fact that there are
four main Indian language groups, each with dozens
of dialects. Outside institutions must get inside
this linguistic barrier to be effective. Cooperati-
ves, being indigencus organizations. are already
inside the linguistic barrier and can bridge the
cultural and linguistic gap. :

Another factor is the tremendous cultural frac-
tionalization present in the Guatecmalan highlands.
Most basic is that between Indian and ladino. And
within each group there is further division. Within
the ladino population of any given town there may

.
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be divisions along religious lines - Roman Cath-
olic and Protestant. Within the Indian community
there will also be divisions between traditional-
ists in religion, Roman Catholics and perhaps a
few Protestants. Because of local rivalries,
worxing with one of these social divisions often
effectively precludes working with the other fac-
tions in the same community. Such a situation
argues for several organizations working in the
same geographic area for the same goal.

In summary, from the ecrnomic and social
point of view, the cooperatives are sound in con-
cept and design. They fit into the GOG's overall
development strategy. pass cost/benefit tests and
are the most efficient form of ICI in dealing with"
the particular small farmer clientele. The social
and linguistic factors also point toward the co-
operative concept as the most promising for dealing
with the target clientele., Finally, the cooperative
movenent has an almost revolutionary element: the
possibility of effecting a fundamental change in
the economic relationship in rural Guatemala.

7. Marketing Aspects

This program contemplates changes in.
corn »roduction from the present deficit to suffi-
ciency for the area., Projected yield goals of 3,500
to 4,000 kilograms per hectare would require from
16,070 to 18,000 hectares of corn to feced the target
popul -tion at its present intake ‘level. Other GOG
corn production programs cover 35,000 hectares. Thus,
total area in corn progrsms would be between 51,000
and 54,000 hectares or less than ten percent of the
total corn acreage planted cach ycar in Guatemala.
Local market excesses will be handled and redistribu-
ted by INDECA.
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Wheat production in Guatemala is deficient
and will continue to be so, Improved yiélds in
corn will free lands which can be planted in
wheat or other cash crops but should not create
marketing problems. In fact, these freed lands
should complement the diversification subproject
of Loan (G18 and open new credit sources to a
portion of the target group of this lLoan.

8. Environmental Considerations

The project has bheen reviewed for
its environmental aspects. It has been concluded
that there will be no significant adverse effects
on the environment as a result of the implementa-
tion of this project,
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D. Financial Analysis

1., FENCOAR

a. Financial Statements

Balance Sheets at December 31,
1972 through 1980 and 1985 are attached as Exhibit
G.2 in Annex IIX. Projected Income Statements for
the years ended December 31, 1973 through 1980 and
1985 are on Exhibit G.3, Annex III and Source and
Application of Funds Statements for the same years
are on Exhibit G.4 of Annex III,

The financial projections are based upon the
assurption that FENCOAR will be able to attmact
sufficient additional debt financing to meet total
anticipated credit demand from regional cooperatives.
Projections have also been included, however, for
the years 1980 and 1985, assuming no additional
financiny. Other important assumptions, upon which
these projections are based, are found in Exhibit
G.1l, Annex III,

b. Summary

The above referenced financial
projections reveal that, based upon assumptions made,
FENCOAR has excellent potential of obtaining a level
of self-sufficiency within the grace period of the
AID loan, with or without additional financing. The
projections also reveal that net income and cash
generations will be sufficient to allow debt repayment
and moderate, continual growth after the end of the
groce period.,

C. Profitability

At the Federation level, FENCOAR's
net income is projected to increase from $22;000 to
$145,000 in 1980 ard to $185,000 in 1985, assuming
full additional debt to meet credit demand. Taking
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1985 as an example, the Federation's profitability
can be illustrated as follows:

Amount As a % of

1985 000's Applied
Dollars Funds

Interest Income $ 670 7.2%
Other Incoma 105 1.1
Total Income $§ 775 8.3%
Interest Expense $ 340  3.6%
Bad Debts 80 0.9
Other Expenses 170 .1.8
Total Expenses 590 6.3%

Net Income $ 185 2.0%

The total applied capital utilized in the above
example is 59,305,000 calculated from that pro-
jected. Balance sheets as follows:

Long-tem debt $ 3,900,000
Accunulated capital 5,405,000
$ 9,305,000

The interest income percent does noi: come out to

8% in this analysis because all of the capital
being employed is not invested in the loan port-
folio. The other charges, 2% for the Crop Disaster
Fund and the 5% capitalization, are properly
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excluded from our analysis of income and
expense. Both charges affect capital and cash
Flow but are not part of income and expense at
either the Federation or cooperative level.

From this analysis of net income we can readily
see that FENOOAR's profitability is a result of its
lending margin on the money loaned to member coopera-
tives, With a net incomne margin of 2%, FENCOAR could
afrord a more expensive debt mix. Replacing the
remaining $2,790,000 BAMDESA loan with 6% money, in
1985 for example, only raises the avemage cost of
funds to about 3.9% and still leaves a 1.7% net
income margin. Eight percent money would raise the
tate to 4.8% and leave a 0.8% margin. - It is important
to note, however, that given its long-term debt
repayment schedule and the fact that excess cash
generation was only $27,000 or 0.9% of applied funds
in 19380, an increase of at least 0.3% would be required
in Interest and Other Income to reach break-even
with 8% money.

A similar situation can be seen in the conside-
ration of variations in expenses or othe revenues.,
Other expenses or bad debts could increase about 0.9%
of Applied Funds and still allow FENCOAR sufficient
cash flow to meet its debt repaymen* schedule.
"Allowable" increases would be 100% of Bad Debts and
50% of Other Expenses. Similarly, an 380% decrease
in Other Income would still allow FENCOAR to meet its
debt obligations frum current cash flow. '

The cash flow analysis in Exhibit G.4 demonstrates
that. between 1980 and 1985, with or without additional
financing, FENCOAR will be able to continue increasing
its loan portfolio by about 5% per year while meeting
its debt repayment obligations. With additional debt,
however, it would have an option in 1981 to:

i. Increase its portfolio at a faster mate, if
demand is there ovr;
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ii. Begin an accelerated payment of its long-
tern debt or;

iii. Utilize excess funds for construction or
other purposes.

In our projections we have assumed accelerated
debt repayment. This has the advantage of keeping
interest payments in the system as debt is replaced
with capitalization. '

At the regional cooperative level the entire
syscem's net incomeé picture is expected to be
as follows:

Amount As a % of
1985 000,s Applied
Dollars Funds
Interest Income $ 800 8.7%
Other Income 1,775 19.4
Total Income 2,575 28.1%
Interesc Expense $ 580 6.3%
Bad Debts 320 3.5
Other Expenses 1,575 17.2
Total Expenses $2,475 | 27.0%
Net Income § 100 1.1%
Total applied capital is T
Loan from FENCOAR $ 7,400
Accumulated capital 1,755

3

et ———tt——————
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At the regional level profitability will lie
in Other Income and not in the lending margin. In
fact the relending operation is actually losing
money since the 8.7% in Interest Income is charged
with 6.3% in Interest Expense and 3.5% in Bad Debts
before allocation of other expenses is considercd.
Again, the intcrest income does not equal the 12%
"nterest" rate charged to members due to the ract
that not all the capital being employed is in the
loan portfolio., The additional 2% for the Cvop
Disaster Furd and the 5% Capitalization are not
included because they are not income or expense
items.

At 1.1% the regional profit margin is only about
one-lalf the Federatior's margin. Smaller variances
of expense and income will, therefore, have greater
effect. A small 7% increase in other costs, or a
6% decrease in other income would completely erase
peofit. Management must be dil-gent to protect such
a small profit margin buc the system is anticipated
to be viable with or without additional debt financing.

Conclusions-Profitability

Based upon the assumptions presented, both
the Federation and the regional system of six coopera-
tives will reach a level of self-sufficiency within
the ¢race period of th> loan and will generate
sufficient cash flow to repay long-temrm debt and
support a reasonable growth mate.

d. Carital Structure

At the end of 1976, the first year
that FENCOAR needs additional outside debt to meet
cred: it demand, total asscts are $3,946,000, cver 87%
of which is in the form of unsecured loans to
"carpesinos". Liaquid assets, cash ard investments,
account for another 4,35 of total assets and the
debt to equity ratio is only 4.93. These facts do
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not nake FENCOAR a prime candidate for preferential
credii{ terms but it is anticipated that the follow-
ing sources of the needed credit may e available:

i.

ii,

iii,

Bank of Guatemala: Before 1977, a Cooperative
Bank may be Tomed which could rediscount

notes from both Federations and thereby increase
fund availability. By 1977 the Federations
combined capital will be $1,000,000 - the
amount required to start a bark.

-Governmént of Guatemala: The debt required by

the Tederations Ior additaional lending during
1976-1980 could be supplied by the Government
through BANDESA on a yearly basis, without
affecting other GOG activities, In meeting
the growth goals shovm in this analysis, the
Federations will have more than proven their
ability to channel resources to the small
farmmer, and therafore continue their comple-
mentarity to GOG programs in the rural sector.

Additional AID Financing through CABEI or
BANDESA: Tt the Government iIs not iIn a position
To assist the movement directly, additional
development resources could be requested at
interest rates higher than those of this loan.

Commercial bank loans: If the Federations go to
the commercizl market, they will have to pay

8% interest on funds. If this is the alternative
they will be required to charge at least 10%

to member cooperatives., This would be a viable
alternative, although not preferable.

If none of the above sources provide the needed

credit, the financial projections show that FENCOAR
would still become viable and be able to repay the
AID loan. The anticipated unmet demand in this
instance would be approximately $1,550,000, In '
addition, FENCOAR's assets would reach a level of
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only $7,250,000 instead of $9,705,000 and total
accunulated capital would be only $4,240,000 instead
of $3,405,000. The institution, however, would still
be ailive and doing well if the assumptions hold up.

In addition to creating bad debt reserves with
annual charges to expense, a 2% Crop Disaster Fund
ie to be formed at the Federation level to establish
a fund for soft loans in the case of crop failures.
This system will work as follows:

In addition to the 1% monthly interest rate
charged to member fammers, a flat 2% charge will
be teken off each loan before the farmer receives
his loan proceeds. The Federation will follow
the same procedure with member cooperatives.
These funds will be kept in government bonds or
other investments that will provide high
convertibility and low risk,

In the case of major crop failure, these funds
would be withdrawn for three-yeam loans to
members at 3% annual interest. This re-financing
would apply only to amount of credit outstanding
for the crops chat nave failed, and the member
will qualify for new loans based upon credit
requirements for the crops of the year following
the crop failure.

If total funds are insufficient to cover the
total requirerant, they will be divided in the -
proportion paid in by each coopemative.

Conclusion-Capital Structure

Based upon the assumptions presented, FENOOAR
is expected to gruw to a Balance Sheet level between
$7,250,000 and $9,705,000 by 1985 depending on the uti-
lization of additional outside credit. Capitalization
expected to be created is $5,405,000 in the first
instance and $4,240,000 in the second. In either case
FENCOAR will have developed the resources necessary for
its proposed activities, .
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2.  FENACORC

a. Financial Statements

Balance Sheets as of December
31, 1971 through 1980 and 1985 are attached as Ex-
hibit H.2 in Annex III, and Income Statements for
the same years as Exhibit H.3, Annex ITI. Projected
Source and Anplication of Funds Statements for years
1973 through 1980 and 1985 are alsc attached as Ex-
hibit H.4, Annex III.

The above financial satements
are predicated upon the assumption that: FENACOAC will
be able to attract sufficient additional debt financing,
with a 2% interest spread, to meet total estimated
credit demand over the forucast period. Also included
in the same Exhibits, however, are projections for
1980 and 1985 which exclude additional debt financing.

Other important assumptions are
presented in Amex III, Exhibit H.l and these assumptions
are critical to the condusions drawn in this analysis.

b. Summary

Although worling on a very tight
margin, FENNCOAC and its aifiliates will, based upon
the assumptions made, obtain a level of self-sufficiency
within the grace period of the Loan. They will also
obtain a level of net income and cash generation which
will allow debt repayment and moderate, continued growth
thereafter.

c. Profitability

At the Federation level, FENACOAC
is expected to obtain a net income level of $190,000
by 1985, assuming full debt financing to meet antici-
pated credit demand from affiliated cooperatives. This
profitability can best be illustrated as a percentage
of tectal long-term debt and capital being applied to
operations:
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Full-Debt Assumption Amount in As a % of
Year 1985 000's of Applied
: Dollars Funds
Interest Income " 4835 7.0%
Other Income 440 _3.7%
Total Income 81,275 10.7%
Interest Expense $ 515 . 4.3%
Rad Debts : 105 0.9%
Other Expenses - __465 _2.9%
Total Expense $1,085 9.1%
Net Income $190 _;:;%

The interest percentage above is 4.3% and on
Exhibit H.2, page 2 of 2 of Annex III it is only
4,0%., The difference lies in trying to comix “&
& year-end percentage, the Balarice Sheet f.gure,
to a ccnputation based upon accrued interest ex-~
pense during a pericd of significant debt re-
payment, The 4.3 figure 1is the more accurate
and is the one we will use in this analysis. The
Applied figure used above was calculated as ’
follows:

Long-term debt $4,595
Accumulated capital 7,400
$11,995

s St ey St

The interest income percentage is only 7.0%
because all the applied capital is not earning
at the stated interest income rate of 8%. In
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fact 1.5% is invested in other ascets at December
%1, 1985. The 2% Crop Disaster Fund charges and

the 5% capitalization are properly excluded from

this analysis of income and expense.

From this analysis, it is clear that
FENACOAC, like FENCOAR, also derives its profitability
from the margin between interast paid and interest
earned, We ncce, however, that FENACOAC's purely
lending margin is only 7.0 minus 5.2 or 1.8% while
FENCOAR'5 margin was 2.7 in the same year. The dif-
"ference can be explained by FENACOAC's 0.2% lesser
interec - income ard 0.7% greater interest cost. The
former is the result of having a smaller rpercentage
of available capital invested in interest earning
asseta. The latter is due to FENACOAC's slightly
more expencive debt mix. (i.e., $200,000 less in 3%
BANDESA money and more required outside debt at the
6% rate due to larger portfolio demand).

Also, due largely to this more ex-
pensive credit mix, FENACOAC's total net income margin is
0.4% lower than that anticipated in the FENCOAR analysis.
The tighter margin indicates greater susceptibility to
flurtuations. Other expenses, for example, would ccem-
pletely eliminat2 FENACOAC's net income if they rose
by ,02%. Other income would bring about the same result
if it declined by 44%. Similar percentages were 50%
and 80% in the FENCOAR projections. Obviaisly even
tighter management control is necessary it FENACOAC
is to realize the anticipated success.

At the affiliated cooperatives level
combined total incoe and expense is projected as
follows:
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Full-Debt Assumption Amount in As a ¥ of
Year 1985 000's of Applied
: Dollars Funds
Interest Income $3,100 9.5%
Other Income 400 1.2%
Total Income $3,500 10.7%
Interest Expense $1,975 . 6.1%
Bad Debts 295 0.9%
Other Expenses 930 _ _2.9%
Total Expense $3,200 9.9%
Net Income § 300 0.8%

S =o===

Total Applied Funds for the above illustration
was <calculated as follows:

Loan from FENACOAC $10,900
Accunulated Capital 21,735
$32,635

frompamstenmnbmetantnd

Again we see that profitability at
the cornperative level is much less than that fore-
casted at the Nederation level. Unlike the FENCOAR
example, however, is the indicacion that profitability
at this level is alco dependant on the lending margin.
The entire FENACOAC system then will operate primarily
as an intermediate credit institution.

At Federation level FENACOAC's lending
margin was seen to be 1.8%. At the cooperative level
it rises to 2.5% on the assumption that bad debt losses
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will be no more than 1.0% (0.9% of Applied Funds).
This assumption is based upon the experience of other
"Credit Cooperatives" in Latin America but may be low
relative to other credit-to-campesino experiences in’
Central and South America. The aszumption is especial-
ly critical in light of the expected 0.8% total net
profit margin at the cooperative level. A 2% bad

debt oxperience would completely erase the profit
margin and, thereby, threaten the entire FENACOAC
systen. The came disastrous cffect could be caused by
a 67% decrcace in other income or a 28% increase in
other expenses. The margin of profit is very thin and
cooperative-level management too, must be diligent if
the system is to succeed.

The Federation level cash flow analysis on Exhib-it
H.4 of Annex I1I reveals that, under the full debt
assunption, 21% of funds generated in 1976 come from
outcide debt and 75% from rollover., In 1985, 95% of
funds utilized will come from successful rollover of
loan funds. In 1976, 89% of funds go back into the
loan portfolio and in 1985 the figure is still 81%
while 5% must go to debt repayment. By 1980 FENACOAC
will have achie.ed a suificient level of fund operation
to continue 1 reasonable rate of growth and, simultaneously,
to service i':s debt repayment requirements under either
debt ascumption.

Conclusionc-Profitability

Based upon the assumptions stated,
both the Federation and the affiliatued cooperative
system will reach a level of self-sufficienc,” within
the grace period of this Loan. The Federation will .
also generate sufficient cash flow to repay long-term
debt and simultaneously support a reasonable rate of
growth,

d. Capital Structure

From the Balance Sheets on Exhibit
H.2 of Annex III the following figures indicate the
anticipated growth of FENACOAC from 1972 to 198S5:


http:achie.ed

1985
1972 Full Debt No Debt

Total Assets® $1,212 $12,420 $8,365

lioan Portfolio*  $539  $10,900 $7,325

Portfolio as %

of asscts 44% 88% 88%
Crop Disaster

Fund* ~0~ $1,545 $1,015
Accunulated '
Capital™ $237 $7,400 $5,330

% Tn 000's of Dolla.s

Obviously the AID Loan is anti-
cipated to have significant effect. In 1985, assuming
full additional debt accumulation up to $3,550,000,
FENACOAC's Loan Portfolio will ba almost nine times
the tocal assets of 1972 and the Crop Disaster Fund
will be three times the entire 1972 Loan Portfolio.
Even without additional debt, the 1985 portfolio s
projected to he six times 1972 assets and the 1985
Crop Disaster Fund almost double the 1972 portiolio.

The prospects of obtaining ad-
ditional outside credit are about the same for FENA-
COAC as for FENCOAR., Please see Section II.D.l.d.
for comments on this point. The unmet credit demand,
assumin¢ no additional financing could be obtained,
would be about $26,000,000 in FENACOAC system between

1976 and 1985,

The FENACOAC Crop Disaster Fund
is designed to work exactly the same as FENCOAR's,
Please refer to the capital structure narrative in
Section II. D.l for information concerning this fund.
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Conclusions - Capital Structure

Based upon the assumptions made,
FENECOAC will obtain a level of resources necessary
to achicve the large scale intermedia*2 credit ac-
tivities planned. This can be accomplished with or
withcut additicnal ocutside debt but it is anticipated
that, without additional debt, there would be a large
unnet credit demand.

3. The Penny Foundation

da, Financial Statements

The financial statements attached
in Annex III, Exhibit I were computed during September
1972. TProjected Income and Expense Statements for
1972 through 1976 as well as an Income Statement for
1971 gre seen as Exhibit I in Annex ITII. Proforma
Balonce Sheets for years 1972 through 1976, at present
levels of financing and programming are presented as Ex-
hibit I.2 of Anne» III. Projected Income and Expense
Statements, asswning $1,000,000 additional financing,
are shown as Exhibit I.3 of Amnex III. Project Income
and Expense Statements for the same years, assuming
additiornal financing - reduced expenses - and increased
interest, are on Exhibit I.4 of Annex III. .

b. Summary

Based on the analysis conducted
during September 1972 it was found that, at the 10%
rate of interest currently employed by the Foundation, -
self~sufficiency was not probable and, in fact, sur=~
vival was doubtful, Since then it has peen concluded
that the institution's financial position has not
chang=d., ,
At the time of the study it was
projacted that the Foundation could reach the break-
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even level, under the following conditions:
- an interest rate on subloans at about 20%;

- a loan portfolio increase of not less than
$500,000 at a cost of not more than 3%;

- tighter control of administrative expenses
to prevent their increasing more than 25%
with the above increase in portfolio.

It is on these assumptions that
AID ic considering the Penny Foundation's interest in
a $500,000 loan at concessional financing. In dis-
cussions with the Foundation's management during the
Intensive Review AID enphasized the limitations or
conditions that would be placed in the event of an
AID Loan, namely a higher minimw. interest rate and
only slight increases in operating expenses. During
these discussions 18% was used as an illustrative
minimwn rate to see the effect a different interest
level would have on administrative costs. It had
been analyzed that, with a loan of $500,000 at con-
cessional terms and with interest rates at 18%. the
Foundection ~an increase its administrative expenses
by no more than 5% with a 2.4 increase in its de-
velopment loan portfolio.

The Foundation has stated its
readiness to take the steps necessary to achieve
financial viability under this Loan (see Anrex III,
Exhiibi* A). They also have estimated chat they can
dramatiically reduce costs and consequently be able
to fix subloan interest rates at less than 20%,
possibly less than the 18% level, USAID agreed that
the Foundation would present 1ts' case for a minimum
interest rate in a financial plan, which is now being
prepared. Based on these proceedings it is recommend-
ed that, as a condition precedent to the signing of
the subloan agreement between BANDESA and the Penny
Foundation, the Foundation submit to BANDESA and AID
for approval a detailed financial plan of its oper-
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ations for the next ten years. Included in this plan
should be a detailed analysis of the institution's
administrative expenses, staff requirements for the
implementation of the Loan, evaluation of staff curl-
tailment, a minimum interest rate and a plan of action
in order to not exceed the appropriate administrative
cost increase. Until this analysis is done to the
satisfaction of BANDESA and AID, no loan funds may be
disbursed to the Foundation.

c. Present Capital Structure

\LlJ condensed audited Balance
Sheets for the years ended December 31, 1959, 1970 and
1971 are as follows:

000's
Assets 1969 1970 1971
Cash $§91 $12 $s
Loan Portfolio (net) 151 177 195
Cattle (at market) - 45 116
Land . 2 2 53
Fixed Assets & Other 10 33 87

$§254  $§269  $456

Liabilitics and Equity

Accounts Payable $§13 $§29 $69
Bank Loans 59 - 120
PADF Loan 106 10¢6 106
Social Fund (Eguity) 76 134 161

$254 4269 4456

o —

Observations:

(i) Total debt to equity has decreased from 2.3
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in 1969 to 1.8 in 1971. Without the cattle
donation of $116,000, however, the debt to
equity ratio would have increased to 6.6.

(ii) Working capital decreased frcm $90,000

to $55,000 over the same period, assuming a
45% collection of beginning portfolio balance.
The addition of bank loans prevented a greater
decrease.

(iii)A Pan-American Development Foundetion (PADF)
forecast, dated 12-1-69, had predicted a portfolio
ievel of over $526,000 by June 1971. The actual
level, at the end of 1971, is only $195,000,

(iv) In the opinion ~f the auditors, the cattle
may have been overvalued by $26,000 at 12-31-71.

(2) The Source and Application of
Furds over the same two-year periocd as follows:

Source of Funds 000's %
Use of Available Cash $ 86 30
Net Income ¢$116-Cattle) 85 30
New Bank Loars 61 21
Increase in Accts., Payable 56 19

$288 100

Application of Funds

Catt.e $ 116 40
Land S1 18
Loan Portfolio 44 15
All Other 77 27

$283 100




Observations:

(i) Excluding the cattle donation, the Foundation
experienced a $31,000 loss during this period.

(ii) Accounts payable had to increase significantly
to support an increase in the loan portfolio. With-
out this increase, the portfolio would have been
reduced to cover the cash outflow from operations.

(iii)The eiqghteen percent investment in land re-
presents funds employed outside the development
1o0an area in an effort to create an additional
income source to support the loan program.

Conclusion - Capital Structure

From the balance sheet totals alone, the Foundation
appears to be in a stronger financial position at 12-31-71
than it was at 12-31-69, Its strength is seriaisly
threatened, however, by continuing operating losses and
deteriorating liquidity.

d. Erofitability

(1) Present Financing and
Programming Levels

In Annex III, Exhibit I.2
are Projected Income cnd Expense Statements for the
years 1972 througi: 1976. These projections are simply
an extension of the Foundation's operations without
consideration of any new financing or changes in pro-
gram, The figures show a gradual increase in admin-
istrative salaries and a corresponding increase in net
lozses from $22,500 in 1972 to $72,100 by 1976. It is
also seen that income from the loan portfolio and bad
debt expense will gradually decrease during the period.
In swmnary current revenue levels (Income + donations)
are not adequate to support the Foundation's high level
of administrative costs. ‘




(2) Utilizing an $1,0C0,000 at
a 3% intarest rate (see
Annex III, Exnibit I.3)

This input alone would not
be adequate for the Foundation to reach self-suifficien-
cy. The input of the additioral capital increases the
size of the Foundations losses and only delays the
eroding of the portfolio. A high of $1,242,000 would
be reached by the beginning of 1975, but would deteri-
orate to $929,000 at the end of 1976 and then cmtinue
decreasing rapidly.

(3) Utilizing Additional Fi-
nancing, Reducing EXxpenses,
and Increasing Interest Rates

It can be seen in Exhibit
I.4 that even based on the assumptions that: expenses
are roduced 25%; interest rates are raised 2%; and
there is additional financing of $1,00G,000 at 3%,
the Foundation will continue to incur losses from
$5,300 in 1972 to $136,80C in 1981. Ths only gain
under this set of assumptions is that of time; the
loan portfolio falls below $1,000,000 in 1977 instead
of 1976 and then decreases at a slightly slower rate
than it did under the assumptions of (2) above.

(4) Other Options

The previous analyses show
clearly that the mere increase of the loan portfolio
will not allow the Foundation to reach self-sufficiency.
.The reason for this becames clear when we examine the
incomr and expense related to each $100,000 of the loan
portfolio. Taking 1973 as a representative year, total
expenses are about £130,000. The fixed costs included
in this amount are about $83,000 and the costs that
vary directly with the amount of capital employed in
the fund, or variable costs, are about $47,000. At
the present earnings rate of 10%, each $100,000 in the
portfolio will show the following performance assuming



a 3% cost of money:

$100,000 - 10%

Revenue $10,00C0

Expenses =
Interest 3,000
Credit Super. & Auto 4,500
Bad Debts 5,000
$12,000

Loss $(2,500)

At 10%, then, each additional $100,000 of loan
funds will lose an additional $2,500 which has to be
covered, along with all fixed expenses, by drawing
down funds from portfolb repayments.

(ii) What would be the situation at 15%?

$100,000 - 15%

Revenue 15,000

Expenses -
Interest $ 3,000
Credit Super. & Auto 4,500
Bad Debts 5,000
$12,500

Gain  $ 2,500

ey oy
——— S e——

At 15%, with the 1973 portfolio level of
$350,000, earnings would contribute 3.5 x 2,500
or almost $9,000 to the fixed overhead of $83,000.
This would still leave $74,000 annually to be
covered by donations, other income or by drawdowns
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from the portfolio. If the cattle and other projects
were eliminated, or at least held to their own bredk-
even level, and, if donations could b2 maintained

at the $40,700 level, the Foundation would still be
$34,000 from its break-even on an annual basis.
(Miscellaneous income was purposely ignored.) At
15%, an additional $3,000,000 in portfolio would

be required to reach break-even, assuming a 3%

cost of money and onlya 50% incredse in fixed
expenses for a ten-fold increase in portfolic.

In lieu of increasing the portfolin, break-.
even could also be obtained at 15% by reducing
fixed expenses roughly 50% or by increasing donations
almost 100%.

(iii) At 20% the situation would be:

$100,000 - 20%

Revenue $20,000
EXpenses -

Interest $§ 3,000

Credit Sup. & Auto 4,500

Bad Debts 5,000

12,500

Gain $ 7,500

At the 20% level, the portfolio would contrib-
ute 3.5 x $7,500 or about $26,000 toward fixed
costs leaving $57,000 to be covered by donations
or other income. Now, the additional portfolio
required would be just over $500,000, assuming 3%
cost of money, 25% increase in fixad overheads,
and constant donations. ‘

In lieu of increasing the portfolio, break-even
could also be obtained at this level of interest by
re%ucing fixed expenses 25% or by increasing donations
50%, :
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conclusion - Profitability Options

The Foundation could reach its break-even
point by raising its interest rates to about 20%
if it could prevent administrative costs from
increasing more than 25% of present levels while
adding $500,0)0 of 3% money to its loan portfolio.
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E. Issue: Cooperative Federations - Productive
Competition or Duplication of Effort?

The relationship and particularly the possible
duplication of effort between FENACCAC and FENCOAR has
been a principal concern not only in the planning of
the Loan but also in the grant-funding of the coopera-
tive projects. This issue also has been the subject
of eight different meetings between the leaders of the
two Movements in addition to nuwnerous informal dis-
cussions. During the Intensive Review, USRID carefully
analyzed the alternative institutional relationships
open to the Federations as well as the role AID should
play in the development of these relationships. Baced
on this intensive study the Mission has develnped a
USAID policy position on this issue.

The alternative relationships are as fillows:

(a) Merger of the two Movements

A merger of the two movements would be
advantageous to the extent that it would e liminate du-
plication of certain kay positions in the Federations,
with a consequent reduction in fixed ovzrhead. It would
«also .ead to close coordination of services to the far-
mer and facilitate the development of a single voice
representing the cooperative movement.

However, such a marger holds disadvantages. De-
velopment of a single cooperative federation would
eliminate the forces of competition which lead to more
efficient and economical services. Also, a single fe-
deration representing both urban and rural cooperatives
would inevitably face divergent objectives.

Implementation of this alternative does not ap-
pear feasible at this time. A combination of these
two movements would require changes in the by-laws
and charters of the institutions involved. Basic
chang2s in the current Guatemalan cooperative legislation



would also be required. Finally, to date this alter-
native has not been supported by either Federation
since strong institutional loyalties and pride exist.

(b) Separation by Geographic Area

This alternative would eliminate a pos-
sible overlap of field services but would have the
disadvantages described in (a) above with none of the
advantages.

(c) Separation of Services by Federation

With this arrangement FENACOAC would
assume responsibility for all financial activities for
both cooperative movements; FENCOAR would be the sup-
plier of all fertilizer and other inputs, and act as
the marketing agent for all produce. An advantage of
this Lrrangement would be the specialization of each
Federation in specific activities, thus concentrating
the capabilities of the limited human resources. At
the same time, however, such a division would require
a level of coordination and planning bett.z2en coopera-
tive managements that could be most difficult to achieve.

(d) Separate Federations with Positive
Competition

The existence of two Federations offer-
ing similar services to the Guatemalan small farmer is
of economic value. Implicit in a competitive relation-
ship of this sort is the effactive supply of services
‘at an economically sound cost for the user.

This alternative does not exclude the possibility
of joint ventures in fertilizer mixing plants, ' flour
mills and other activities of vertical integration which
would require combined institutional capabilities to be
economically feasible. Such joini ventures, which in
effect represent partial mergers, constitute a fifth
alternative which could be implemented simultaneously
with this fourth strategy. o : ,



- 85-

The potential disadvantage of two competing Fe-
derstions is that the competition would become so
intense that unsound economic decisions might Le made
in an attempt to attain hegemony over a larger number
of farmers. From the viewpoint of a lender of funds
to these institutions this disadvantage weighs heavily
when considering the borrowers' repayment capacities.

Preferred Alternative and Mission Policy

In light of the above analysis the USATID Mission
considers the most viable policy to be that of promot-
ing the development 'f two separate Federations and
encouraging joint ventures in major fixed investments.
Not >nly does this alternative promise to be the most
reasonable in terms of present desires on the part of
the Federations, but it is also most in line with the
direction into which these institutions are naturally
evolving. In order to safeguard the financial viabi-
1lity of the two competing institutions, as well as to
insure the repayment of the proposed Loan, the Mission
proposes that AID require all conditions and covenants
nezessary to guarantee institutional enl financial
stability. It is bilieved that the suggested condi-
tions and covenants listed at the beginning of this
mprer will serve these purposes and thus limit compe-
tition to that of a positive, non-wasteful nature.
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III. LOAN ADMINISTRATION

A. Target Dates for Implementation

Following Loan approval, the following steps
and schedule are proposed:

1. The Loan Authorizsation is to be made by
Februvary 23, 1973.

2. Preparation of the Loan Agreement and
Loan negotiations will be completed by April 15, 1973.

3. The Loan Ag eement will be signed by
May J., 1973,

4. Implementation Letter No.l will be
issued May 8, 1973,

5. The time required for Guatemalan Ccn-
gressional ratification cannot be reascnably predicted.

6. All Conditions Precedent to Initial
Disbursement should be satisfied within one month
after Congressional ratification.

7. The disbursement period is expected to
cover three years from the date that all Conditions
Precedent are met.

3. Administrative Provisions and Responsibilitiés

1. ’roject Management

Overall responsibility for the execution
of Loan funds will be with the Trust Fund Divicsion of
BANDESA. Management of separate project activities
will fall within the administrative staff of each Fe-
deration and the Foundation. '
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2. USAID Monitoring Responsibilities

The Chief of the Office of Rural De-
velopment and his staff will have primary monitoring
responsibilities. Assistance in monitoring will be
provided by USAID contracted technical advisors work-
ing with both Federations, the Capital Fesources De-
velopment Officer and the Controller. There is suf-
ficient expertise in USAID to adequately provide the
necescary services.

3. Loan Disbursements

Direct disbursement of funds will be
made to BANDESA at its request. The relending of funds
will be done in aczordance with the subloan agreements
between BANDESA and the two Federations and the Foundation.

Although the primary intent of this Project is to
disburse local currency funds for the activities listed
in Section I.A.3, there is the possibility of some U.S.
dollar expenditures by the Federations for procurement
of office or farm equipment. If this type of case
shonld arise, the Capital Project Guidelines wouls be
followed and disbursements would be made through the
issuance of letters of commitment. The Loan Agreement
will stipulate the procedures to be folleowed in the
event that there is a request for U.S. dollar expenditures.

4. Fiscal Control

BANDESA will be responsibie for fiscal
control of loan funds. Audit and review activities
will be made by both the USAID Cor:troller, the AID
Auditor General, anc. by the Ministry of Finance of the
Government of Guatemala. ‘

5. Reporting and Evaluation

(a) The Project will be evaluated an-
nually, in a joint session by the Borrower, representatives
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from the recipient organizations, and USAID to measure
progress, discuss problems and determine future courses
of actions to achieve the objectives of the Project.

(b) Each recipient will submit to
BANDESA and AID:

i. Monthly Progress Reports, giving & brief summary
of lending activities during the month;

ii. Comparative monthly and year-to-date Financial
Statements, including Income and Expense Statements,
Balance Sheet and Loan Aging Reports;

iii. Quarterly Progress Reports giving a detailed
analysis of lending activities during the quarter, .
including name and location of borrower, rumber
of individual beneficiaries under each subloan,
purpose of the subloan, crops affected, extension
nf land under cultivation, subloan temms, etc.

iv. Annual Audit (independent), performed by a local,
qualified firm, to be submitted not later than
March 31 of the following year; and

v. Annual report, swmmarizing the year, to be submit-
ted not later than Februazy 15 of the following
year.

(¢) Also there will be before disbur-
sement or commitment of the second half o¢f the Lvan, a
" formal evaluation of how well the recipients' lending
perforr.ances have matched stated priorities and pro-
jections.
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February 21, 1973
AID 1240-2 (4-72)

CHECKLIST GF STATUTORY CRITERIA

(Alliance for Progress)
In the right-hand margin, for each item,write answer or, as appropriate, a
sunmary of required dxscu5510n As necessary, reference the section(s) of the
Capltal Assistance Paper, or other clearly identified and available document,
in which the matter 1s further discussed. This form may be made a part of the
Capital Assistance Paper,
The following abbreviations are used:
FAA - Foreign Assistance Act of 1961, as smended.
App. - Foreign Assistance and Related Agencies Appropriations Act, 1972.
MA - Merchant Marinec Act of 1936, as amendod.

OUNTRY PERFORMARCE

rogreas Towards Country Goals

. FPAA § 208; §.251(b).

A. Describe extent to which

country ig:

(1) Making apryopriate afforte (1) In addition.to this agricultural

to tnereasde joed prodi~tion production credit lLoan, Guatemala has

and trprove meona for food underway a major national program to

atorago crd diati-tbution. improve Iood production, storage, and
distribution, begun with a reorganizzticn
of the Ministry of Agriculture, the To'“'
ing of a grain market institute, and th
combining of the government-ctmned Ax.Dn.(

(2) Creating a fevorcble climate into one ‘new entity with over $20 millisn

for foreign and demcotie private available for production credits for sma 21

enterprise and tnvestnant. and medium farmers.

(2) The climate for foreign and domestic
private enterprise has been favorable in
Guatemala and this loan with its built-in
savings and capitalization for the coope-
rative movement will further enhance the:
climate for domestic private investrment.
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(2) Increasing the public's
rolc in the developmental
process. ’

(4) (a) Allocatirg cvailable
budgetary resources to
development.

(b) Divertirg such
resources for unnecessary
military experiiture {Sge
also Iten lo. 16 ard
intervention tn affaire
of other free ara
tndependent nations.)
(See also Item No. 14.)

(5) Willing to contribute funds
to the project or program.

(6) Makirg econamic, soctial,
and political reyoimg cuch as
tar collection improvcments
and changes tn lard tcrure
-arranganents, and making
progress toward rcopect jor
the rule of lcv, fmeedon of -
expresston and of the press,
and rccogniaing iiic tmportance
of individual jrcedon,
initiative, ad private
enterprige.

UNCLASSIFIED
ANNEX I - Page 2 of 18

(3) In addition to this cooperative loan the Q0G
presently has several active projects inyolved
with increasing the public's role in the develop-
mental process: Rural Health, bringing medical

~services to approximately 3,000,000 rural people:

Agricultural Development: approaching smell and

medium farmers with modern ag. practices and the
promotion of cooperatives; INFOM: financing small
public works projects ‘n smdll municipalities;anc

Rural Electrification.

(4) (a) The GOG allocated approximately 27% of i
FY72 budget for development purposes.

(4) (b) Guatemala does not appear to be meking
unnzacessary millitary exparnditures nor preparing
to intervene in the affairs of any other free
and' independent nation.

(5) In addition to being guarantor for this Loan
the ®G contribution is of an in-kind nature,
principally administrative costs and services.

(6) Guatemala has.underway a real property

tax improvement program (AID Loans 520-L-Cl4
and its extension) wiich lns already generated
new revenues, is improving the land fitting .
system as part of the Rural Development Program
(AID Loan 520-L-018 ; and has a free press. .
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(7) Adherirg to the principles
of tha Act cf Bogota il
Tharter of Funta del Eote.

(8) Attempting zo repairiate
capttal investzd in other
countries by ite own citiaens,

(9) Othervige reeponding to
the vital econcmic, poiitical,
and social cencerns of ita
people, and demongtrciing a
elear deterivation to take
effective self-help meaourea.

8. Are above fuotors’ taken intd
accownt in the furnighing of the
subject assistance?

Treatment of U.S. Citisens

2. FAA_§ 620(c). If assiatance ie
to government, in the govermient
liable a3 debter or unconditional
guarantor on oy debt to q U, 3.
citiarn for goodr or aervicaea
furnished or ordercd wvhere (a)
such citizen hao cxhauoted .
awailable legal romedies end (b)
debt {8 not denicd or oonteoted
by such government?

UNCL1SSIFIED
ANNEX I
Page 3 of 18

(7) Guatemalaadheres to these
principles.

(8) By continuing a course of political
stability and promoting economic develop-
ment, Guatemala is attempting to incuce
its citizens tc repatriate their capital
held overseas. ‘

(9) The GOG's responsiveness to the neads
of the Guatemalan people is exemplified
by its active involvewent in primary edu-
cation, rural development, rural hezlth
services, small municipality development,
and rural electrification. The willingnes:
of @GOG to be Borrower for the Federations
further exemplifies its dJdesire to help
the Guatemalan people.

B. Yes.,

2. The GOG is not known to be indebted
to any U.S. citizen in such a manner.
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FAA § 620(e)(1). If assiotance
Ts to a government, ias it
(including goverrment agencies

or subdivigions) taken oy

action which hecs the effect cf
nationaliaing, exzroprictirg, -
or gtrerwise serainy ownersiip

or control of proverty cf U.S.
citizens or entitiecs benefictally
owed bty them without vaxing
steps te discharge tte obligations,
tovard such civizens or entities?

Pps § 620(0): Plahermen's
Protective Act. « 5. Iy country

. a8 getzed, or irmposed wi pernalty
or sanction agairst, arv U.S.
fishirq vesocl on account of its
fishir; activities in international
waters,

a. has any deducticn required by
Pichermen'as Protective Act been
nade?

. has complete demzal of
aaistance been conraidered by
oD, Adninigtrator?

UNCLASSIFIED
ANNEX I
Page 4 of 18

»

3. No.

4, Guatemala has not seized or imposed
any penalty or sanction against any U.S.
fishing vessel on account of its fishing

activities in international waters.

N/A

.N/A
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Relatione vith U, 5. Goverrment and

Other Xatiena

S,

6.

7.

8.

'FAA § 620(d)., If asaietance ie .

for @y precuctive enterprige
vhich will ccripete in-the United
States witn United Stctas enter-
prise, t8 there ot agraerent by
the reciptent comtry to prevent
export to the United States of
more than 20% of the enterprise’s
anmual production during tne life
of the loan? '

P S 620(7), Has tha country
pexmtres, or fetled to tcke
adequate measires to prevant,
the docge or deatruction, by
mob action, of U.S. property?

PAA § 620(1). If the country
has failed to institute the
investment gucranty program

for the gpecific risks of . |
expropriation, in convert-
tbility or szonjigearicn, has

the A.I1.D. afninistrarion within
the past year conardered denuing
assigtcnce to auch goverrment
Jor thig reason?

PAA § 670(a). Ia the goverrment
of the rccipient country in
dafault on intercot or principal

country?

UNCLASSIFIED
ANNEX I
Page 5 of 18

This assistance is not’ directed towards
any production entgfprise wnich will
compete in the U.S. with U.S. business.

'6. Guatemala has not permitted, or

failed to take adequate measures to
prevent, such damage or destruction.

7. Guatemala has instituted the
investment yuaranty program.

8. No.



UNCLASSITIED
ANNEX I 4
Page 6 of 18

AID 1240-2 (4-72)

9. PAA S 620(t). Hae tha country
severed aiplomatio relations
with the United Statea? If oo,
have they been reswited and
have new bilateral csatotaroce
agreementa been negotiated and

" entered into 8ince suon
regunption?

10. FAA_S 620(x). What i the 10. Guatemala is current in L its
payment otatus of the country's U.N. obligations.
U.N. obligations? If the
cowntry 18 in arreard, ware such
avrearages taken into account by
the A.I.D. Acmnigirator in
determining the current A.I.D.
Operatipnal Year Budgat?

11, PAn S 620(a). Doao reoipient 11. No.
comtry turnish csototaios to '
Cuba or jail to take appro-
priate atcpas to prcvent ships
or airecraft under tta fiag
Jrom carrying cargocs to or

froan Muha?

|22. E24 § 620(h). If assiotance 12. N/A.
18 to u govcrmant has the
Seerctary of State determined
that it 18 not controlled by
tha international Communiet
movement?
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13. Fa4 § 620(f). 1Is recipient country

..a Comunist country?

14. PAA S 620(1). Is recipiont country
n any way trvolvad in (a) subver-
oton of, or militory azgrepoion
againgt, the United States or any
country recet-'ing U.S, aaatatanae,
or (b) the plannina of such
-gubvereion or aggragsion?

35. PAA§ 620(n). Doocs recipient
cowntry jurnigcn goods to North
Viet-kcn or permrt eiips or
atrcraft under its flag to
carry cargees to or from North
Viet-Nan?

16. PAA § 481, Hae the government of
recipient country failed to take
adequate steps to prevent narcotic
drugs and otlier controlled sub-
stances (as derined by the
Comprehensive Drug sbuse Frevention
ond Control Act of 1970) produced
or processed, in whole or in part,
in such country, or transported
through such country, from being
gold illegally within the juris-
diction of such country to U.S,
Government personnel or their
dependents, or from entering the
U.S. unlawfully?

UNCLASS.LFIED

ANNEX I

Page 7 of 18
13. No.
14. No.
15 No.
16. No.



Militay Erpenditures

17.

Eéd_§_££2££!~ What pcrcentage of
country budget is for military

expenditures? How much of foreign

exchange resources spent on
military equipment? How much
spent for the purchase of sophis-

ticated weapons systems? *(Consid-

eration of these points is to be
coordinated with the Bureau for
Program and Folicy Coordination,

Regional Coordinatorc ard Military

Assistance Staff (PRC/RC).)

LINDITIONS OF THE LOAN

General Soioichens

18.

19.

Edﬂ_§“££l£22: Infornmation and
conclusion on reasonsbleness
and legality (under laws of -
country and the United States)
0. lending and relending terms
of the loan.

Fan § 2s1(b(2); § 251fa).
Information and corcluaion on
pctivity's economic und
technical soundness. I1f loan
is not made pursuant toa
muttilateral plan, and the
amount of the loan excecds
$100,000, has country submitted
to A.I.D. an wpplication for
such funds together with
assurances to indicate that
funds will be used in an econom-
ically and technically sound
monner?

FAa § 251(b). 1Information and
conclusion vn capacity oft the
country to repay the loan,
including rensonablencss of
reonvuent. vrosneets.

ANM L
Page & of 18

17. For FY1972, 7.5% of the country's
budget was ‘allocated for military expen-
ditures. 1In the 12 months ending June
30, 1972, approximately $12 miliion in
cash and $6 million in credit financed .
new materials and equipment for the
military.  There were no purchases of
sophisticated weapons systems.

18. . The proposed .lcan is legal under
the lawsof Guatemala and the U.S.A,
and its temrms are reascnable.

19. The project has been found econ-:
omically and technically sound (see '
Section II.C and D). A Loan applica-
tion was received with satisfactory
assurances that the Loan funds will
be used in an economically and tech-
nically sound manner. (See Annexx II,
Exhibit B).

20. It has been concluded that the
Federations and Foundations repayment
prospects are satisfactery (see Section
II.D.).
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cl.

22.

23.

2l,

PAA_§ 611(a)(1). Prior to
signing o1 loan will there be
(a) engineering, financial,

and other plans necessary to
carry out the assistance end

(b) a recsonably firm esticate
of the cost to tne United States
of the assistance” ’

PAA S 611(a)(2). 1P further
legislative action is reguired
within recipient country, what
is basis for reasonable expec-
tation that such action will be
completed in time to permit
orderly accomplishuent of
purposes of loan?

PAA § 611(o). If loan is for
Capital Assistence, and all

U.S. assletance to project now
exceeds $1 million, has Mission
Director certified the country's
capability effectively to
maintain and utilize the project?

FAA § 251(b). Information and
conclusion on avallubility of
financing from other rree-world
sources, including private
gources within the United States.

UNCLASSIFIED
ANNEX I
Page 9 of 18

21. (a) No other plans are necessary
prior to the signing of the Loan.

(b) N/A.

22, Congressional ratification of

the Loan will be required. Although
it is difficuit to predict with
assurance vwhen the Guatemalan Congress
will ratify the loan agreement, it is
reasonably expected that such action
will be completed in time to permit
orderly accomplishment of the purposes
of the loan.

23, The Mission Directeor has certified
that the Guatemalans can effectively
utilize.this project. (See Annex II.
Exhibit A.).

24, The concessional financing required
for this Project is not available from
other free-world sources.
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Loan'’s Relationshin to Achtiovement

of Cowizru e Hegionai Goals

25.

D

27.

FAa § 207; § 251(a). Extent to
which assistance reflects appro-
priate cmphasis on: (a) cncoure
eging development of democratie,
economic, political, and -social
institutions; (b) self-help in
meeling the country's fcod needs;
(c) improving availability of
trained manpower in the ccuntry;
(d) programs designed to meet
the country's health needs, or
(e) other important arcas of
economic, political, and social
development, including industry;
free labor unions, cooperatives,
and Voluntray Agencies; trans-
portation and ccmnuniczation;
planning and public administration;
urban development, and
modernization of existing laws.

FAA § 209. 1s project susceptible
of execution as part of regional
project? If so why is project not
so cxecuted?

PAA § 251(b)(3). information and

‘conclusion on activity's relation-

ship to, and consistency with,
other development ectivities, and
its contribution to realizable
long-range objectives. ’

FAA § 251(b)(?). TInformation and

conclusion on whether or not the

activity to be financed will
contribute to the achicvement of
celf-sustaining growth.,

UNCL. JIFIED
ANNEX I
Page 10 of 18

25. (a) The cooperative movement strengtl
ens grass roots democray and participa-
tion in the development process;

(b) This agricultural production credit
loan will increase food production in
Guatemala;

(c) Federations and member cooperatives
will train administrative and technical
personnel from their ranks;

(d) increased food production will help
meet nutritional and health needs of
Guatemalans;

(e) the Loan is designed to strengthen
cooperative movement and to build rural
financial infrastructure.

26. No.

27. The role of this Project in the
AID/Guatemala development program is
described in Section I.B.2.

28, This Project,will allow the reci-
pients to reach a level of operations
which assures finangial viability
without further concessionary assistance,
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9.

30.

3l.

PAA § 281(a). Dpescribe extent to
which tne loan will contribute to
the objective of assuring maximum
participation in the task of
cconomic develorment on the part
of the people of th= country,
through the encouregerent of
democratic, private, and local

.guvermnental institutionms,

!Zﬁ_ﬁijﬁﬂié!. Describe extent

to wvhich program re:zognizes

the particuwler needs, desires,
oand capacities of the people of
the country; utilizes the
country's intellectual resources
to cncourage institutional devel-
opmenti and supports civic
education and training in skills
required for effective partic-
ipation in governmentual end
political processes essential to
self-government.

PAA § 601(a). 1Inforration and
conclusions whether loan will
encourage efforits of the country
to: (a) incrcase the flow of
international trade; (b) foster

private initiative wnd cempetitiong

(¢) encournge development and use
of cooperatives, credit unions,
and savings and loen associations;
(d) discowrnge monojolistic
practices; (v¢) improve technical

efficiency of induntry, apriculture,

and commcrce; and () strengthen
free labor unions.

UNC 3SIFIED
ANNEX I
Page 11 of 18

'29. This Project is promoting

private democratic institutions

involved in economic development
activities at the level of the small
farmer. The cooperative movement
assures maximum participaticn in the
development process by the beneficiaries

.themselves,

30. This Project is encouraging
the institutional development of
development institutions wiolly

owned and staffed by Guatemalans.

31. This Project will:

(a) Not applicable.

(b) Encourage private 1n1L1at1ve
through availability of funds for
private investment;

(¢) Program is de51gned for coope-
rative development;

(d) Discourage monopolistic practices
by providing resources.to cooperative
enterprises;

(e) Provide financing for the expansion
and improvement of cooperative agri-
cultural. enterprises;

(f) Not applicable.
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3e. PAA_S§ 619. If assistance is for
newly interendent country; is it
furpished throusn swltilateral
orgenizations or plans to the
‘maximum extent appropriate?

33. Pm § 252(h). 1information and
conclusion on whether the ectivity
is consistent with the findings
and reconniendetions of the Intere
Americen Comnittee Jor the Alliance
for Yrogress in its cnnual review
of national developrent activities.

W, PAA §_§§lﬁg}. Inforuation and
conclusion on use of loan to
assist in promoting the
cooperative movement in
Latin America.

FAA § 200: § o57(h)¢8),
Information and conclusion
whether assistance will
encourayge regional developrent
vrograns, and contribute to
the economic and zolitical
integration of Latin America.

(
1'o Effact on U.S. and A.1.D.
e

FAA § 25](b) (4).’ S 102, Infomtion
and conclusion on possible effects
{2 loan on U.S. economy, with special
reference to arcas of substantinl
labor surplus, and extent to which
U.S. comnodities and assistance are
furnished i a manner consistent

with improving the U.5. balance of
paymente position.

uny) "SSLFIED
ANNL T
Page 12 of 18

32. N/A-

33. This activity is consistent
with CIAP's findings. (See Section
I.B.3.)

34, By definition this loan promotes
the development of the cooperative
movement in Latin America. It is ex-
pected that with this AID Loan the
cooperative Federation: invclved t7ill
be able to reach self sufficiency.

35. The accelerated economic develop-
ment derived from the increased re-
sources generated by this project
will enahle Guatemala-to participate
more in the economic and political
integration of Latin America.

36. . This activity will have:no signi-

ficant direct effect on the U.S. economy

Although this loan’is expected to be
entirely for local currency costs, pro-
vision wili be madk For dollar expendi-
tures, USAID procurement regulations

will apply.
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23.

39.

Lo,

2uc-2 (L-72)

FAA_N 601(b). jnformation and
ccnclusion on how the loan will
enccurapy? U.5. private trade and
investment abroad and how it will
encourag2 Lrivate U,S. participation
in foreign assistance programs
(including use of private trade
channels and the services of U.S.
private enterprise).

[

FAA § 601(d). 1f a cepital
project, are engineering and
professional services of U.S., .
firms and their effiliates used
to the maximum extent consistent
with the national interest?

FAA § 692, Information anc
conclusion whether U.S, smail
busincss will participate
equitably in the fwrnishing of
goods and services financed by
the loan.

FAA § 620(h). Will the loan
promotc or assist the foreign
aid projects or activities of °
the Communist-Bloc countries?

UNCLASSIFIED
ANNEX I
Page 13 of 18

37. The improved economy resulting
from this loan project should encourage
more U.S. trade and investment in

Guatemala.

N/A

39, To the extent applic:ible, the
‘U.S. small business community will
be advised ihrough the .Small Business
Notification of all real opportuni-
ties to participate in this project.

40. No.
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“i. PAA 3 621. 1r Technical
Assistance iz finunced by the

loan, inforcaticn and conclusion

whether such assistance will be
furnished t: the fullest extent

practicatle as gccds and protf'es-

sional and other services from

private enterprise cn a contract
busis, I{ the facilities of other
Federal apencicg will be.utilized,

inforraticn and ccnclusion on
whether theey are particularly

suitable, are not competitive with

private enterpricze, and can be
made available without undue

interference with Jdomestic programs.

bz, Pas § 252(a). Total amount of
money under loan wnich is going
directly to private enterprise,
is going to intermediate érodit
instituticns or other borrowers

for use by privete enterprice, is

being used to {inance imports from
privale sources, or is othervise .
being uwsed to finance procurements

from privatce sourcces,

Loan's Comliance with Svectfic
requirericnis

L2, FAA § 201(d). 1Is interest rate
of loan at least &% per annun

during grace pericd and at least

3% per annum thercafter?

L. FAA § G0A(a). InTormation on
measures 1o be taken to utilize
U.S. Govermment excess personal
property in licu of the
procurement of new items,

UNCLASSIFIED
ANNEX I
Page 14 of 18

41, N/A.

42, The. total loan amount is for
lending to Guatemalan cooperative
federations. All funds will fi-
nance procurements from private
sources.

43. Yes.,

44, N/A
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~3, FAA S 604(a). wWil) all commedity
crocurenment tinsnced unier the
loan be frun the Unitel States
except as othurwise determined by
the Presid.nt?

L6, FAA § 604(b). wnhat provision is
made to prevent financing commodity
procurement in bulk at price: higher
than adjusted U.S. market price?

47. PAA § 604(d).. If the cooperating
country dicvcriminates against U.S.
marine insurance ccapanies, will loan
agrecment roquire that marine
insurance be placed in the United
States con commodities financed by
the loan?

L8, FAA_§ 60<(e). 1If offshore procure-
ment of apricultural commodity or
product is to be financed, is there
provision arainct such procurement
when the domestic price of such
commodity ie less than parity?

L9, FAA § 611(b); Arp. § 101. 1If loan
finances wat2r or water-related
land rescurce construction project
or progran, is there a benerit-cost
computaticn nade, insofar as
practicable, in accordance with the

procedures et f'orth in the Memorandun

of the Iresident aated bay 15, 19627

UNCLASSIFIED
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45, Procurement will be from +the
u.S., Guatemala, Central American
and all other Code 941 countries.

46. No bulk commodity procurement
is contemplated under this loar.

47. Yes.
48. N/A,
49,  N/A.
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e

55.'

PAA S 611(e). 1 contracts for
constructivn are to be fTinanced,
what jrovizion will be made that
they be let on a competitive basis
to maximum extent practicable?

PAA § 620(a). wmet provision is
there acansu use of subject
assistance Lo comprensate owners
Tor cxpropriuted or nationalized
property?

PAA § c12(b); § €38(h). Describe
steps tehen to assure that, Lo the

maximwn extunt pessible, the country
is contrituting locel currencies to

meet the cost of contractuel and

other torvices, anid foreign currencies
owned by the United States nre utilized
to meet the cost of contractual and

other services.

App. § 104. Will any loan funds be

used to pey pensions, ete., for
military personncl?

App. § 108, 1f loan is for capital

project, ic there provision for
A.I.D. approval of all contractors
and contract terms?

App. §108. will eny loan funds
be uscd to pay U.N. assessments?

UNCLASSIFIED
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50. As the case arises, public formal
invitations for bids will be advertizec
pursuant tc local law and the AID
Capital Projects Guidelines.

51. N/a

52. N/A:

53. NC"

54. Yes.

55. No.
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(ST
(859

- App. §109. compliance with
regulations on employment of U.S.
and local personnel for funds
obligated after April 30, 1964
(A.I.D. Regulation 7).\ i

A

7. PAA § €36(i). wili any -loan funds
be usud to {inance Furchase, long-
term lcas., or uxchange of motor
vehicle ranufactured outgide the
United States, or any guaranty of
such a transaction?

.58, 4pp. § sy, ywin any loan funds
* be used 1or publicity or
Propaganda purposes within the
United States not authorized by
the Congress?

59. FM_§ 620°k). 1p construction
of productive enterprise, will
aggregate value of assistance
to be furnished! by the United
States exceed $100 million?

60. PAA § 612(d). Dpoes the United

o States own excess foreign currency

and, if so, what arrangements have
been made for Its releasn?

] R

L]

e
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56. Regulation 7 will be
complieq with,
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Si. MMA § 901.b, Compliance with : 61, _The Loan Agregment will
requircient that at lcast 50 : require such compliance.

Per centum ci' the pgress tonnage
of commodities (computed serarately
for dry bulk carriers, dry cargo
liners, and tankers) financed with
funds made available under this
loan shall be transported on
( privately owned U.S.-flar

commercial vessels to the:extent
that such vessels are available

* at fair and reasonatle rates. '
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CERYIFICATION PURSUANT TO SECTION 611- (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

I, Robert E. Culbertson, the principal officer of the
Agency for International Development in Guatemala,
having taken into account, among other things, the
maintenance and utilization of projects in Guatemala
previously financec or assisted by the linited States,

do hereby certify that in my judgment Guatemala has
both the financial capability and the human resources
capability to effectively maintain and utilize the
capital assistance project, Rural Credit & 1d Cooperative
Development.

'This judgment is based upon the improving implementation
record of AID-financed projects in Guatemala and the
quality of the planning which has gone into this new
project.

(signed) %f%ﬁ—

(date) February 5, 1973

——
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Director de la Misién AID en Guatemala
Edificio Cruz Azul, 7° Piso,
ClIUDAD.

Estimado sedor Director:

Como es de su conocimiento, el Gobierno de la Repblica
concede, en el Plan de Desarrollo 1971-75, especial interés al mejoramiento e in-
cremento de las condiciones del Grea rural en sus moltiples fases y, dentro de ¢stas,
dé primordial importancia a proveer ayuda crediticia a las cooperativas agrfcolas y
fundaciones que, como la del Centavo, estén en capacidad de evaluar en forma ré~
pida y precisa las necesidades de sus miembros y de los pequeitos agricultores que
entron bajo su radio de accibn, lo que les permite conceder erédito no s6lo para in-
crementar la produccién agrfcola, propiamente dicha, sino para actividades de mer-
cadeo, de pequeiios negocios rurales y mejoras de su infraestructura ambiental, edu-
cocional y sanitaria, Adems, las Federaciones de Cooperativas Agricolas usarér los
fondos para mejorar sus propias estructuras, para inversiones productivas e inversiones
en activos fijos, tales como facilidades de almacenamiento, maquinaria agrlcola, vehfeuw
los de trabajo y equipe de oficina,

Por lo anteriormente expuesto, el Gobierno de la Repblica
solicita a usted, por este medio, que la Misibn ¢ su digno cargo se sitrva considerar
la posibilidad de concederle un préstamo por el equivalente de US$4.5 millones, en
las mejores condiciones posibles, y el cual estarfa destinado a formar parte esencial
de un programa de desarrollo de instituciones agrfcolas privadas, especificamente de
la Federocién Nacional de Cooperativas Agrfcolas Regionales (FENCOAR), de la Fe-
deracitn Nocional de Cooperativas Agrfcolas de Crédito (FENACOAC), las que re-

" cibirfon hasto una suma equivalente a US$4.0 millones, y la Fundacién del Centavo,
a la que se le ha asignado una suma equivalente a medio millén de dblares, El Estado,
que serfa el Prestatario, canalizarfa los fondos del préstamo o través del BANDESA,
el que no s6lo aportarfa los elementos administrativos Jel programa, sino supervisarfa
y controlarfa e! buen uso de dichos fondos, El Estado, a su vez, co- tribuirfa aportando
los servicios de sus instituciones que, como la Superintendecia de Bancos y los depar-
tomentos técnicos del Ministerio de Agricultura, velarfan por la carrecta y eficiente
oplicaci6n de los fondos del Préstamo,

Este Despacho espera que el préstamo solicitado pueda ser
tnclufdo dentro de los objetives de la Alianza Pera el Progreso y que la Misién a su
digno cargo dé a esta solicitud su més pronta y favorable acogida, permitiéndome =
agregar que tanto los funcionarias de este Ministerio como los del Ministerio de’ Agri-
culturo, gustosamente aclararemos cualesquiera dudos o consultas que, en relacién con
el programa descrito, pudieran tener los miembros de esa Misién,

Al agradecer a usted lo atencidn que la presente la merezca,
me es graio oprovechor la oportunidad para suscribirme su muy atento y segura servidor,
’

MNS/man

SN
MINSTEO D7 TINANZAS Krn AW
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OFFICE TRANSLATION

Penny Foundation
January 31, 1973
S. G. 58-1-73

AID Mission
Cruz Azul Building

Guatemala City Attention: Mr. Daniel A. Chaij
» - Office of Rural
Development
Gentlemen:

In response to your letter of January 20, 1973,

and in compliance with your request fcr a response
by the first of February, I am quoting to you the
text of the conditions that the Penny Foundation

has accepted as per Points Four and Ten of Minutss
No. 128 of the session held on January 30, 1973,
pending reading and approval during the rext session
(of the Executive Committee).

"FOURTH: A discussion began concerning the development
of a new loan with AID, stating that there had been
steps taken during the past year to obrmain a million
Quetzal loan; and that there presently exists an autho-
rization to purtue negotiations for credit of an
unspecified amount, but that accourding to AID Officials
the amount is approximately Q500,000,0GC.

"It was concluded that it was in the interest of the
Foundation to obtain an AID Loan and consequently the
President and the General Manager are authorized to
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pursue a line of credit the general terms of which
are the following:

Amount 6f Loan Q500,000.60 - G1,000,000.00

Loan Period: Twenty-five to forty years

Interest rate: Three to four percent

Purpose : Sub-loans to marginal rural
groups

For projects as: ' Fertilization and purchase

of agriculturel producti on
inputs; marketing; crop
maintenance; seed improve-
ment; small stores and
businesses; irrigation; trans-
portation; agricultural
machinery; community cons-
truction projects; land
purchase; installation of
medical posts; handicraft:,
and others,

Method of Operadon : The Loan will be utilized
through the system previously
used with the Qz00,000 AID-*
BANDESA loan, or under such
a system as may he agreed to.

"TENTH: With the state of negotiations with the AID
Mission being known from the letter dated today from
Mr, Daniel Chaij, Director of the Office of Rural
Development of the USAID Mission to Guatemala, and
as an extension of Point Four of this minutes, the
following preliminary conditions are accepted for
the loan being negotiated:

a) to stabilize the income and expenses of the
Foundation it will be necessary to increase
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b)

c)

d)
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the interest rate to a level that will
allow for self-sufficiency in accordance
with a technical study now being prepared;

the Foundation will establish & reserve

fund of 5% of each loan made to cover losses -
against bad debts. This reserve fund can

be placed in investments that are both safe
and liquid, such as Government Bonds, FHA
bonds, and documents redeemable at sight;

the Foundation agrees that togzther with

the financial analyst of AID there will be
established a maximum percentage of retained
earnings that can be invested in fixed assets,
thus avoiding the freezing of capital;

the Foundation agrees not to contract for
external debt that would creates greater than
an eight to one debt/equity ratio, unless
AID otherwise agrees in writing;

the Foundation will prepare a plan showing
how it proposes to reduce its net operating
expenses to guarantee its economic via-
bility within the interest rate that is
used for sub-loans., The collaboration of
AID is asked for the preparation of this
plan"

With nothing more at present, and hopirg that with
this we have satisfactorily met your ccncerns, I

remain,

Sincerely yours,

Rodolfo Martinez Ferraté
General Manager
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FUNDACION GUATEMALTECA PARA ELDESARROLLO

6a. AVENIDA 7-10, ZONA 0O, CIUDAD DB GUATEMALA
DIREOCION OARLEGRAFICA: FUNDAOCEN TELEFONO: 63-4-04
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31 de enero de 1973
ESICENTE S. G. 58-1-73
olfo Rios
Seriores

CEPRLCSIDENTE M1516n AID
te.3 Aycinena Edificio Cruz Azul

Ciudad
SORERO :

win Grajeds

At, Sr. Daniel A. Chaij

C°"TARIO . .
‘ Oficina de Desarrollo Rural

orge Teaque

CALES En respuesta 2 su carta de fecha 30 dec enero de 1973 y cumipliencdo con
o Escobar Fela ~ SU s0licitud de una respuesta para el dfa lo. de febrero, le transcribo
lid T. Hodgsdon & continuacidn las condiciones que la Fundacidn del Centavo ha aceptado,

3 .0 Stein segln consta en punto cuarto y décimo del Acta namero ciento veintiocho,
(pendiente d= lectura y aprobacién en préxima sesién), de la Sesién rea-
RENTE lizada el dfa 30 de enero de 1973.

jolfo Martinez Ferratd
"CUARTO: Se inicié la discusién del nuevo préstamo en tramite con la
Apgencia-‘Internacional para el Desarrollo, inform&ndose que se habfan
hecho gestiones el afio anterior para obtener un millén de quetzales de
acuerdo a datos y resumen que se leyd y que actualmente existe la auto-
rizacién de nevociacién de un crédito por una cantidad no especificada,
pero que: en términos de funcionarios de AID es de alrededor de Quinien-
tos Mil Quetzales,

Se convino en que era conveniente para la Fundacidon de obtener un prés-
tamo de AID por consiguiecte se autoriza al Presidente y Gerente para
que gestionen un crédito cuyas caracter{sticas mas recomendables serfan
que se ajusten a lo siguiente:

Monto del préstamo Quinientos Mil a Un Millén de Quetzales

Plazo Veinticinco a Cuarenta afos

Tasa de Interés Tres a Cuatro por ciento

Destino Sub-préstamos a campesinos margmales

Para proyectos de: Fertilizacién y compra de insumos
Comercializacién

Mantenimiento de Cultivos
Mejoramiento de semillas
Tiendas de insumos y comercializacibn

Oscer Fchevonla, Juan D, Noiltobehm, Roberto Dotidn, Enrigue Mutillo, Julio Herrera, Jullo Rivera Sierra, Mnr-uol Rivers, Francisco Rodas, Mario A, Ml

WWCIARIOS:
(
nezx, Albmlo Cumatz, Ssmuel Groane, Nicolds Fausto Rulz, Roberto Catplo, Jorge Lampont, Foberto Mnnllogo. Eugens Cclley. Mario Rivas Montes. .lun
doad Uuuoln. Mario Gaicla Sates, Frencisco Viilsgran K, Fernando Prado, Jush Ap A do Amado,
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Maquinaria Agricola

Construccibn de nbras comunales a nivel
de aldea

Compra de tierra

Instalacién de Cliaicas Médicas
Artesanfa

Otros

Modus Operandi: El préstamo debheré ohtenerse por el sis-
tema utilizado en el préstamo anterior de
Doscientos mi! quetzales a través de BAN-
DESA qu2 lo recibe en fideicomiso del Go-
bierno de Guatemala y éste de la AID, u
ofro sistema que se acuerde,

DECIMO: Conocido el estado de la negociacidédn de un préstamo por la Misién
AID, teniendo a la vista la carta del sefior Daniel A, Chaij, Director de la
Oficina de Decsarrollo Rural de la Misién AID de Guatemala el dfa de hoy, vy
en ampliacidén al punto cuartio de ésta Acta se aceptan las siguientes condi-
ciones preliminares para el préstamo que actualrnente estd siendo progra-
mado:

A) Para equilibrar los gastos e ingresos de la Furdacién seré necesario
aumentar la tasa de interés a un porcentaje que la lieve a su auto-suficiencia
de acuerdo a un estudio técnico que para el efecto se esté realizando.

B) La Fundacién establecer& una reserva para préstamos incobrables del
cir.co por ciento de cada préstamo, F'sta reserva seré efectiva en inver-
siones de alta liquidez y seguridad, tales como bienes del estado, cédulas
FHA y otros documentos redimibles a la vista,

C) La Fundacién acepta quc con el Analista Financiero de AID se estable-
c2ré el porcentaje miximo del fondo social que podrA ser invertido en acti-
vos fijos para evitar el congelamiento de capital,

D) La Fundacib6n del Centavo se compro...e a no contraer deuda externa
en exceso de una relacién deuda-capital de ocho a uno, sin previa autoriza-
cibn escrita de AID.

E) La Fundacién preparari un plan demostrando como se propone reducir
un porcentaje de sus gastos netos de operaciones para garantizar su via-
bilidad econbémica dentro de la tasa de interés que se {fije a los sub-
préstamos, Se solicta la colaboracién de AID pzra la preparacién de

este plan, '



UNCLASSIFIED
Annex III
Exhibit A
Page 6 of 6

Sres, Misibn AID -3~ 31 de enero de 1973
S.G. 58-1-73

Sin otro particular de momento, y esperando que con esto hayamos
cumplido con sus deseos, me es grato suscribir, atentamente,

L/ s WA \
Ing.. Rodolfc Martfnez FErraté
(serente

RMF /mug 7



PENNY

FOUNDATION

Status of AID-BANDESA Loan Program

Monthly Report as of December 31, 1972

Families Lean
No. PROJECTS Benefited Amount Repdyments Balance Due
1 Com. Acric. E1 Divisadero 25 Q. 347,88 Q. 75.15 Q. 272,
2 Com. Agric. Altupe 117 4,406.48 951.94 - 3,454.,. .
3 Com. Agric. E1l Porvenir 100 5,744 .48 1,240.99 4,503.49
4 Com. Agric. Palo Verde 87 1,0°3.68 435,40 . 663.28
5 Com. Agric. Ios Izotes 57 914,76 180,31 734 .45
6 Com. Agric. San Yuyo 87 2,318.36 456,97 1,861.39
7 Com. Agric. E1 Durazno 47 667.92 210.23 457.69
8 Com. Agric. Liguna del Pito 53 1,142.24 225.14 917.10
9 Com. Agric. E1l Carrizal 33 513.04 101.12 411,92
10 Com. Agric. E1 Rodeo 72 1,994.08 1,060.50 933,58
11 Com. Agric. La Laguneta 78 2,112.96 1,062.42 1,050.54
12 Com. Agric. La Fuente 77 1,645.60 324.36 1,321.24
13 Com., Agric. San Francisco 21 542.08 106.85 435,23
14 Com, Agric. Llano Grande 47 1,462.88 1,437.04 25.84
15 Com. Agric. La Refonna 32 892.00 558.07 333.93%
16 Com. Agric. Ia Ceibita 12 625.04 523.09 101.95
17 Lsoc. Agria. Saquitacaj 24 1.772.39 337.40 1,441.99
18 Asoc, Agric. Chuinimachincaj 39 1,462.35 565,62 896.
19 Asoc. Agric. Pahuit 34 1,471.03 560.19 910.84
20° Asoc. Agric. San Antonio Sija lo. 20 1,419.00 129.52 1,289.48
21 Asoc. Agric., Sta. Catar. Ixtahuacdn 50 1,099.80 285.11 814 .63
22 Cooperativa Guitdén 19 1,240.87 131.05 1.109.82
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23
24
25
26
27
23
23
30
31
32
33
34
35
36
.37
38
39

41
42
43

44

45
46
47
48
43
50
51
52
53
54
55

Asoc. Agric. Chivarreto

Asoc. Agric. Choantonio

Asoc. Agric. Patzald

Asoc. Agric. Coj Samaj Jundn .-
Jiga Campesina Chicalquix
Asoc. Igric. San Antcnio Sija 20.
Comité Agric. E1 Jicaro
Comité Pro-Mej. E1 Potrerillo
Asoc. Agric. de. Chiaj

Comité Agric. San Matias
Comité Agric. E1 Chaguite
Asoc, Agric. Cucabaj

Asoc. Rgric. San José Pcaquil
Asoc. Agric. Xecoxol

Asoc. ARgric. Saquilla

Asoc. Agric. La Garrucha
Asoc. Agric. E1 Rosario

Asoc. Agric, las Lomas Scald
Asoc. Agric. E1 Rinedn

Asoc. Agric. las Camelias
Comité Pro-Mej. E1l Jocote
Asoc. Bonanza

Asoc. Agric. Don Tomds

Comité Agric. Tatasirire
Asoc. Agric. Chipiacul
Cooperativa E1 Dulce Nombre -
Comité Agric. E1 Maestrillo
Consorcio Coop. de -Ei Petén
Comité Pro-Mej. Suj y Canzela
Asoc. Agric. El Rosario
Cantén Jujujil

Asoc. Agric. La Pedrera Xejuyil

Comité Agric. de luitdn

24

15
23
47
27
19
47
60

15
31
48
22
66
37
38
14
41
31
51
84

27
74
43
20
26
13
86
22

26
60

1,310.21
1,266.64
1,620.48
2,235.65
1,521.48
1,006.2C
1,733.98
2,569.56
3.347.81

469.42
1,220.10

881.34
1,497.30
1,540.77
1,352.40
1,289.61

547.56
1,298.25
1,645.80
2,686.90
1,335.62
1,507.43
1,226.01
1,369.50
1,953.90
4,924 ,34
1,159.15

©1,500.00

1,204.80
9,160.00
1,000.00
1,141.92
1,664.36

496,07
436.90
269.99
1,038.81
244,76
195.22
820.97
555.56
748 .57
221.54
264 .49
135.07
238.29
274 .91
396.75
106.24
241.26
1,220.44
501.54
250.53
38.76
117.60
248 .67
£58.33

216.00
211.30
453.82
209.20
596 .85

‘¢ JO g abeg
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814.14
829.74
1,350.49
1,196.84

'1,276.72

810.98
913.01
2,014,
2,599 . ¢~
469,42
998.56
616 .85
1,362.23
1,302.48
1,077.49
892.86
441.32
1,056.99
425.36
2,185.36
1,085.09
1,468.67
1,108.41
1,120.P".
1,095..
4,924 ,34
943,15

'1,500.00

993.50
8,706.18
790.80
545,07
1,664.36



56
57
58
59
60
61
62
63
64
65
66
67
68
69

70

Comité Agric. 40. Centro Choacamdn
Asoc. Agric. E1 Terreno

Luis Antonio Zacarias Morales
Sandoval y Franco

Cooperativa Alianza Campesina
Cooperativa La Curbinz

Coop. Unidn Central Njeteca
Carlos Mollinedo Herremra .
Carlos R. Amendbar

Alfredo Oliva Véliz

Mario H. Oliva Véliz

José Victor Vdsquez

Carlos Humberto Tobar

Asoc. Agric. Cucabaj

Israel del Socorro Martinez

TOTALES

20 839.05 234,80 604 .25
19 525.00 —_— 525 .00
1 500.00 40.00 460.00
2 4,462 ,45 -— 4,462.45
15 1,000.,00 45.15 954.85
16 3,255.20 - 3,258.20
30 2,000,00 - 2,000.0"
1 500.00 —_—— S00.C

1 3,125.00 _— 3,125.00
1 2,400.00 416.00 1,984.00
1 3,000.00 —— 3,000.00
1 160.00 76.18 83.82
1 2 ,000.00 550.00 1,450.00
12 1,396.00 345,26 . 1;050.74
1 201..00 ——— 201..00
2,452 Q120,455.81 Q24,274.30 Q96,181,51
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(Conformed Translation)

PROPOSED LENDING POLICY FOR

COOPERATIVES FEDERATIONS

NATIONAL AGRICULTURAL

DEVELOPMENT BANK

(BANDESA)

Guatemala, C. A.
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INTRODUCTION

Article 1. The present policy establishes the guidelines,
requisites and conditions required to effectively administer
funds provided in the Cooperatives Federations Loan, and
thereby increase the income and productivity oi Guatemala's
small farmers and strengthen the Federations which serve-
them.

OBJECTIVES

Article 2. The resources of this loan will be used to
finance the following cooperative activities:

A. Production, processing, marketing, and storage of
agricultural products; purchase of facilities and
equipment and financing of complementary services
which are considered necessary to the strengthening
of the cooperative movement;

B. Small livestock operations;
c. Small rural industry and business aciiivities; and

D. Social improvements in rural areas, such as farm
and have improvements, education of farmers and
their families, etc. All such credits will be made
only to farmers who are already receiving productive
credit and have, therefore, the ability to repay
social improvement lcans. A maximum of 10% of total
loan funds may be used for this purpose.

E. ftrengthening the image and financial integrity .
of the cooperative Federations.

TECHNICAL ASSISTANCE

Article 3. Technical assistance wait be provided by personnel
of the borrowing cooperative institutions, its sub-borrowers
and by the technical staff of DIGESA, and INDECA. 1/

i/ DIGESA: Directorate General of Agrlcultural Services
(Ministry of Agriculture)
INDECA: National Marketing Tnstitute (a decentralized
agency of the Ministry of Agriculture)
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CREDIT SUBJECTS

Article 4. Credit subjects for the Loan regulated by this
Policy are the National Federation of Regional Agricultural
Cooperatives (TFENCOAR) and the National Federation of Savings
and Credit Cooperatives (FENACOAC) and the Penny Foundation.

Loans made to the three organizations may be used by

them fer investments to their own account or for sub-loans
to affiliated covperatives.

ELIGIBILITY OF THE SUBJECTS OF CFIDIT

Article 5. In order to be eligible for credit, each Feder-
ation must comply with the following conditions:

a. Be legally chartered;

b. Maintain efficient administrative procedures and
an up-to-date accounting system;

c. Present an acceptable feasibility study and an
adequate Investment Plan;

d. Have access to technical assistance in agrirulture,
industrial, administrative, and cooperative matters;

e. Handle their funds through BANDESA;

f. Maintain fidelity bonds for those whe control or
handle funds and inventories;

g. Porsess adequate means for safeguarding documents
and funds;

h. Commit themselves to capitalize not less than 50%
of their annual net profits;

i. Allow officials of BANDESA and the Cooperatives Dept.
of DIGESA to have free access to the accounting re-
cords ancd proceedings as wueil as the General Assemblies
and Meetings of the Board of Directors when it is
deemed necessary in the judgment of DIGESA or BANDESA;
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Accept the techn.cal assistance of the specialized

departments of DIGESA and INLECA in the planning
and execution of projects;

-3 .

Adopt the recommendations which BANDESA may propose
to correct administrative deficiencies, increase
reserves, and avoid borrowers' and sub-borrowers'!
delinquency.

ELICGIBILITY OF THE SUB-BORROWEKS

Article 6. -(1) In oxrder to be eligible for sub-loans from
the Cooperative Federations which have qualified in accordance
with Article 4, their affiliate ccoperatives will have to
satisfy the following pre-requisites:

Have a legal charter;

Maintain efficient administrative p.ocedures and
an up-to-date accounting system;

Present an acceptable feasibility study and Invest-
ment Plan.

Have access to technicel assistance in agricultural,
industrial, administrative and coopsrative matters;

FEandle their funds through BANDESEK;

Maintain fidelity bonds for those who handle funds
and inventories;

Abstain from initiating other cvedit negotiations
without prior approval from the Fecderation;

Maintain a loan delinquency rate of not more than
10% of their total portfolio;

Possess adequate means for safeguarding documents
and funds;

Commit themselves to capitalize rot less than 50%
of their annual net profits;
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k. Allow officials c¥ BANDESA and +*he Cooperatives
Department of DIGESA, to have free access to the
accounting records and proceedings as well as the
General Assemblies and meetings of the Boarc of
Directors when it is deemed necessary by BANDESA
or DIGESA; '

1. Accept the technical assistance of the specialized
departments of DIGESA and INDECA in the planning
and execution of project plans; and

m. Adopt the recommendations which BEANDESAR and the
Cooperatives Department of DIGESAR may propose to
correct administrative deficiencies, increase
reserves, and avoid loan delinquency.

(2) . Any legally responsible pre-cooperative group of
more than 10 members, with or without an official charter,
upon satisfying the program's objectives may bhe eligible for
sub-loans from the Penny Foundation, which has qualified in
accordance with Article 4. Expressly excluded are individual
loans or loans to groups of less than 10 members.

A group is considered to be legally responsible when its
members have designated a legal representative before a public
nctary or competent attherity, and have estaplished joint
debtor responsibility of the individuals. In snecial cases
the names of all debtors will be accepted in the loan document.

INTEREST KATES

Article 7. BANDESA will charge interest at the rate of
3% 1or thc first 10 years of each loan and 4% during the re-
maining 30 years.

AMOUNT OF LOAN & REPAYMENT SCHEDULES

Article 8.

a. The amount of the loan to be granted to the National
Federation of Credit Unions will be $2,000,000; to
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the National Federation of Regional. Agricultural
Cooperatives will be $2,000,000; and to the Penny
Foundation will be $500,000. The maximum term

will be of forty (40) years. During the first ten
(10) years the borrowing institutions will pay

only interest to BANDESA, and during the following
thirty (30) years they will pay interest and capital
in semi-annual installments.

b. The amount of any sub-loan made by the borrowing
institution will not exceed the tctal obtained by
multiplying the number of members to be benefitted
by Q.5,000.00, amount considered as the maximum for
individual loans to members from rssources of this
fund.

The aforementioned disnosition will not apply to
funds which the Federations use directly for fixed
investments and equipment necessarv to achieve the
viability of the Program's objectives.

c. Repayment schedules for sub-loans will be determined
according to the cooperatives income as projected
in their Investment Plan.

GUARANTEES
Article 9.

a. The borrowing institutions will offer in guarantee
their present assets, assets acquired with proceeds
from the Loan, and the assignment of their loan
port Zolio. All loan contracts may be kept in the
safe of the federation, or at BANDESA if so requested.

b. Sub-loans will have sufficient collateral such as
crop, industrial or cattle leins, and in scane cases,
they may Dbe supplemented by equipment and real
estate mortgages, if the sub-borrower can provide
such additional guarantees. .
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c. Sub-loans will be granted in the following pro-
portion to the collateral offered: Mortgages
85%, leins 75%%, and when leins and mortgages
are both offered, 80% of the aggregate value.

d. Cooperatives may also offer a blarket guarantee
of @11 their assets as cnllateral for a sub-loan.

e. All sub-loans granted by the federations will

have supporting contracts written in accordance
with all legal requirements. ‘

RESTRICTIONS

Axrticle 10.

a. The federations may grant additional subloans
to cooperatives that have not fulfilled previous
credit obligations, when inability to pay has
been caused by adverse circumstances and
calamities, such as: drought, flccds, earth-
quakes, hurricanes, crop disease and other acts
of nature which are considered unforeseen or
unavoidable in the opinion of BANDESA.

» D Funds from this Loan may not De used ius.
N Cattle operations.
2. ‘Acquisition of land and used buildings.’
3. Payment of interest.

4, Payment of salaries to thz Federations',
Foundation's and Cooperatives' personnel.

S. Payment of dues to the Federations ox
Foundation.

6. Granting of credit by Federations to other
organizations or non-members.

7. Purposes other than those requested in the
sub-loan application.
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8. Individual member loans exceeding Q.5,700.00.

9. Financing activities relating to coffee,
cotton, sugar or other crops ¢r commnodities
unacceptable to RID.

10. Distribution of net income or patronate refund
to members; and

11. Payment of debts.

c. The sub-borrowing cooperatives may not obtain any
other loans, or assume new indebtedness through
contracting of services, and buying or selling of
property, without prior approval from the lending
federation.

d. The federations must submit to BANDESA a list of
their affiliates borrowers, cc BANDESA may consult
the federations in cases where cocpzsratives and their
mzmbers are submitting loan applications directly
to the Bank while having outstanding indebtedness
with the federations. The Foundation will submit
a similar list of its bhorrowers under this Loan.

LEGALIZING OF CONTRACTS

Article 11. All contracts must be legalizad according to
the Law.

GENERAL PROVISIONS

Article 12. The sub-borrowing institutions may grant loans
to indiviauals with outstanding indebtedness at BANDESA, if
such outstanding balance plus the new loan does not exceed
the amount of Q.5,00C.00, as refcrred to in Article 8, clause
B, of these Regulations and providing the individual is
current with his obligation to BANDESA.
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Aiticle 13. The Federations will obtain approval from
BANDESA and AID prior to any investment exceeding $1,000
from any source in fixed assets. Cooperatives affiliated
will submit for approval to its Federations a cost/Lenefit
analysis on any prcposed fixed investment project
exceeding S$1,000. Fixed investments proposed by the
affiliates and exceeding $5,000 will require prior

BANDESA /AID approval.

Article 14, The Federations will establish a Crop Disaster
Fund equivalent to 2% of cash sub-loan granted. This
amount will flow through to the final user and will be
deducted off the top of subloans and invested by the
Federations in Government securities or similar investments
of the highest safety and liquidity. The Penny Foundation
will establish and maintain a bad-debt reserve equivalent
to 5% of ithe Loan. Pay-in to the reserve will begin with
the first drawdown of Loan funds.

Article 15. All borrowing cooperatives will capitalize

5% of the value of each loan in their federation. Likewise,
each borrowing cooperative member will capitalize 5% of

the value of each loan he receives in his cooperative.

Article 16. The maximuwn debt/equity ratio in sub-loans
to members will be 5:1.

Article 17. ILocal and regional cooperatives will capitalize
alt least 50% of all their met profits. The Federations will
capitalize all their profits until their debt/equity ratio
is not higher than 5:1.

Article 18, Any conditions, covenants and regulations of
AID loan 57%0-L-024 and its Implementation Letters will apply
to this Lending Policy even if not mentioned or defined
herein, :



GROWTH PROJECTIONS AND ACTUAL ACHIEVENMENTS

FENACOAC FENCOAR
1971 1972 1971 1972
. _ r 75 80 2 3
'AFFILIATED COOPERATIVES A 75 80 5 3
COLDMNITIES AFFECTED P 75 80 40 L
A 87 117 80 150
P 20,000 25,000 1,500 3,000
TOTAL MEMBER FAMILIES A 23,122 32,400 1,600 3,100
? $ 890,000 $§ 1,350,000 $ 35,000 $ 60,000
TOTAL NET WORTH A 924,291 1,550,000 19,000 251,200

(System Wide)

CREDIT OUTSTANDING P $ 435,000 $ 731,000 $ 250,000 $ 500,000
(Federation Level) A 144,042 485,000 255,000 . 477,000
T P 1% 1% - 1%

BAD DEBT RATE A 0% 0% 0% 0%

(Federations
" FERTILIZER PURCHASED P - -- 30,000 60,000
(Cwts) A 55,000 100,200 - 35,000 91,600
PRODUCT MARKETED P -- -- 40,000 80,000
(Cwts.) A - 5,000 65,000 130,000
" P = Projected

ovm c
A = Achieved & §.§%

D -0
U‘XE
Ee
T =W
(o] =
HOHMT
. =
= om
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GROWTH PROJECTIONS
As of December 31 of each year (1)
1975 1980 1985
Affiliated Cboperatives R(2) 6 6 6 .
C(2) 95 120 120
Communities Affected R 240 270 300
c 225 300, 375
Total member families R 15,000 22,000 25,000
C 65,000 100,000 105,000
Total Equity Capital R 750 3,100 7,500
(system wide,000's) cC 4,700 13,500 25,000
Credit Outstanding R 2,500 6,760 8,600
(Federation 1level,$000) C. 2,842 9,121 10,900
, Fertilize» sales R 403 820 1,025
(thousanc¢ cwts) C 250 350 475
Product Marketed R 4,000 8,150 10,180
C(3) -- - -

(1) Projections shown on this sheet are end of year
figures, whereas projections used in finarcial
analysis are often first or mid-year figures. In
some cases, more conservative projections were
used in financial analysis.

(2) R = FENCOAR; C = FENACOAC.

(3) As a formal policy has not beeﬁ adopted by FENACOAC
for this activity, no projections have been included.
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CHIMALTENANGO

In the area of the Chimaltenango regional agricultural
cooperative, located some 50 miles west of Guatemala

City, a sample of 20 representative farmers growing corn
and wheat with inputs acquireéd on credit from the
cooperative were investigated through the field staff
interviews (2 agronomists) and base line member data from
accounting records. Although there was high variability

in the sample due to differences in planting techniques

and the effect of the drought, a satisfactory cost-benefit
ratio was observed of 1:3.01 thanks, in part, to the in-
creased price of corn over the previous years’ experience
of the farmers before joining the cooperative. The average
price of corn nearly doubled, from $2.75 per cwt. in 1972,
to $4.30 at the time of the current harvest which was short
due to the drought. Fertilized crops suffered much loss
due to the drought than unfertilized proving the validity
of the "stress" theory of plant development.

Recommended formulas of fertilizers were financed mainly
for corn production by the cooperative during its first
year of credit experience due to the high incidence (84%)
of applicetions for planting corn. Native varieties have
a proven genetic potential of at least 8 times traditional
yields with the aalition of chemical nutrients.

A small amount of Tobary, Narifio and Rijatzul wheat seed
was also finarced. The limitations of the credit policy
did not permit more than $5 of cooperative credit for every
81 of paid-in capital. This had the effect of restricting
the extenszon of credit to the farmers especially in wheat
in which the levels of off-the~farm inputs per hectare are
much higher than for corn.

Another effect of the conservative credit policy was that
the. sample of farmers planted about 40% of their land area
using fertilizer obtained on credit. None of the farmers
in the sample has a second wheat crop to be harvested in
January - February, 1973, Observance of these crops in the
field, however, indicates that, in many cases, farmers will
not have enough yield to even pay their fertilizer and seed
bill. The inclusion of this drought-caused wneat failure
in the calculation of cost-benefit' for the entire member-
ship for the complete season, would possibly reduce the
ratio to about 1:2.70.
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14.
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20.

Meméer = o

(1]

Felipe Chirizch
Rigobarto Miza

José Miguel Velasco
Alejandro ktz Capir
Francisco Perén

Santos Coroy
Francisco Curruchich
Thés Simén

Prudencio Tubac

Fddn Pichiyd
Apolinario Patzén
Santos Chile S.
Basilio Perén

Esteban Perén

Carlos Tun Chsli
Manuel Curatzul
Simeén Herndrdez
Faustino Velasco Sutuc
Valerio Yonl

Juan Moral:z:s Sajbochol

Totals

X

Cost:Benefit

CHIMAL™SNANCO - E*STER!! HIGH*ANDS

Pr.vious Production

Experienca

Loan 018 Cooperative
Fertilizer & Seed

currant Pro-

duction Exper.

Credit
Production cwt. Vzlue 3 Prod. cwt Value &
92 308 85.00 30 630
&5 238 105. 30 127 585
50 200 131.85 20 448
40 148 66.15 72 540
72 286 54.40 a2 112
688 1,708 152.25 1,235 2,225
21 74 47.25 19 12¢
78 534 116.65 175 945
10 30 51.90 19 155
328 758 147.00 220 1,112
42 136 31.60 74 390
164 484 244,44 203 1,285
62 244 78.75 104 552
47 183 52.50 56 - 312
42 168 47.40 37 275
32 110 26.05 27 137
201 450 111.40 373 815
56 224 73.15 44 460
32 152 44,40 35 325
45 240 53.20 44 420
2,187 cwt. 6,675 1,720.64 3,176 11,848
’ cwt.
109 cwt. $ 333.75 S 86.03 158 8§ 592.40
cwt.
$ 11,848 - $6,675 - 1.3 Ol
31,720 T T e
&5323
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R
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SAN MARCOS

Twenty farmers of the membership of the San
Marcos regional agricultural cooperative were in-
vestigated, through the field staff (2 agronomists)
and accounting records and membership data compiled
at the time they joined the cooperative for the
purposas of receiving services for the 1972 crop
year. Due to the remoteness of the area in the
highlands near the Mexican border, few services
of the GOG had reached the fe-mers belore the co-
operative was formed. (To give an example, the
loan portfolio of the BANDESA agency in San Marcos
-was slightly over $50,000 in 1971--all of which
was loaned to larger, commercial farmers.) The
cooperative followed fairly conservative recruit-
ment and credit policies during the first year.
Members were required to pay at least 310 in capi-
tal shares of the cocperative before receiving any
credit. Fertilizers (Urea and 12-24-12) and soil
insecticide (Valexon) were financed only to the
maximum cxtent of 5 times the damount of the member's
paid-in capital. Twenty-nine percent of the credits
were extended for corn and 71% to wheat in the sample
of farmers.

Comparative data for the cost-benefit ratio
were obtained from the sample of farmers based on
the production of their own farms in years previous
to i1nining the cooperative. Yields of both corn and
wheat more than doubled with improved practices and
the use of fertilizers and insecticide. Traditional
varieties of corn were used and farmers obtained prin-
cipally Narefio and Xelajd varieties of wheat from
their own resources. The growing sedson was somawhat
below normal due to shortage of rain tut probably
did not reduce crops by more than 20%. The validity
of the "stress" theory was evident in that well fer-
tilized crops withstood the ad.ersity of drought much
better than the unfertilized plantings. Wheat prices
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were stable (a controlled market) and corn prices
increased from an average ,of $2.60 per cwt. to
$3.40. A cost-benefit ratio of 1:2.9 was found

in the sample with the use of fertilizers and in-
secticide. Higher ratios should be o¢btained in
normal growing seasons and in the future as the
cooperative finances a larger "package" of improve-
ments--certified seed, mechanization and mors wheat
instead of corn.
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- WESTERN UIGHLA!TS

Previous Production

Loan C18 Cooperative

Current Pro-

Experience Fertilizer duction Experience
& Insecticide

Hembar lame . Production cwt. Value S Credit Production cwt. Value $
David Silvestre Paz Barrios 26 83 28.75 61 326
Manuel de Jesis Lépez Bonilla 35 114 49.40 75 372
Jorge Antolin Garcia 37 123 74.80C 102 510
Cvidio Javier Pérez 66 238 114.90 161 855
Fausto de Jesds Ventura 26 86 85.05 78 370
Timoteo Candelario de Ledn 83 299 175.40 238 1,218
Ciriaco Ramirez y Ramirez 92 328 145,90 226 1,058
Arturo Francisco Lépez Pérez 28 91 65.50 77 403
José Luis Godinez 14 44 27.00 38 183
Antonio Ramirez Bcltazar 67 218 117.95 160 783
Luis Francisco Angel de Leén 23 74 42.85 63 322
Justo Rufino de Ledn 43 142 92.45 120 625
rrancisco Luis Godinez 23 98 48.30 64 331
Te6filo Valentin Villancinda 31 127 49,90 60 298
F£lix Camel 19 71 42.85 51 247
Julio Luciara Rodriguez 23 97 48.90 51 259
Angel Gonzdlez Mufioz 59 194 98.70 117 568
Amado Clodoveo Soto 82 285 . 174.45 195 991
Gavinn Ernesto Mazariegos 30 108 52.25 79 384
Dolores Francisco Barrios 18 €L 49.90 49 24N
Totals 1,275 cwt. 5,587 $ 1,605.20 2,065 cwt., 10,243
- 63.7 cwt. 279 $ 80.26 103 cwt. $§ 512

oM C

Cost:Benefit $10,243 - $5,587.00 = 1:2.90 SRX=23

$1,605.20 ® b0
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SAN ANDRES

In San Andrés Semetabaj, located north of Lake
Atitidn in the Central Highlands, information from
35 representative member-farmers of the regional
agricultural coopzrative was obtained through the
extension staff (2 agronomists) and accounting
records of eacn member. This cooperative has been
operating for 1l years and in the majority of the
cases of the farmers investigated, the men have
nearly "graduated" from subsistence corn product-
ion to commercial wheat and intensive corn pro-
duction for consumption. The average loan was
$353.62. A cost-benefit ratio of 1:3.64 was ob-
served utilizing data of the 1972-73 crop cycle
without considering the late second crop wheat
whicl. is not harvested until Janv .y-February.

Due to very poor growing conditions, the inclu-
sion of the late crop for the sample oi farmers
would prcbably bring down the benefitz to about
1:2.5 judaing rrom the appecarance of ch- crops
still standing in tie fileld. Native (criollo)
varieties of corn were used and improved varie-
ties of wheat were planted by all of the sample
farmers. These varieties, of Mexican heritage are
Rijatzul, Tobary, San Andrés Narifio ard Xelaju.

Current Dase line data of preduction without
inputs was nolt available from the sample farmers
because they do not plant control plots on their
- farms. In order to get a hase from which to cal-
culace the benefits of inputs, calculetions were
made o plantings of non=-inzmbers who still use
traditional methodz. Average yields in the Dept.
of Solold this year without using fertilizers and
related improved practices are 23 cwt. per hectare
in ccrn and 18 cwt. per hecrare in whzat. Depend-
ing somewhat on variables of location, improved
yields this year averaged 57 cwt. per hectare in
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corn and 59 cwt. per hectare in the first crop

of wheat., Top yields of 119 cwt. per hectare in
corit and 76 cwt., per hectare in wheat were also
observed in the area this year, although these
particular farms were not in the sample. The price
of wheat has been stable and the price of corn has
gone up from an average of about $3.20/cwt. in pre-
vious years to a current price of $4.10 due to
country-wide shortages as s result of the drought
of late 1972. The San Andrés Portfolio of credits
to the member-farmers in the sample in 1972 was

68% dedicated to wheat and 3% to corn.
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Franciszc Ispsntay Serech
Gregoric Chu=il Ben

Sebastiir. Zapeta Morales
Domingo Serech lMorales

Fidel CGz2rcie lMuj

Pascual pPérez Diaz

Juan Judrez Cortés

Viecter Fzrnando Cvalle Letona

10. Catarirz Zuy 3en
11, Felicizrc 3aloj Julajuj
12. Ricardc Espantay Lares
13. Francisze Slarcas Raxcun
14, Celestiro Matzar Garcia
1S5. Lorenzc CGlitz Tuy
16. Guillermo Cian Bocel
17. Pedro Saguach Yos
18. Santiago Glitz Par
19. Miguel Vargas Morales
20. Felipe de Leén Mota
21, Gsnaro de Leén Judrez
22. Juan Chumil Pablo
23. Juan Xet Rabin&l )
24. José (Gustavo Turcios
25. Casimiro Par Jocop-
26, Nicolds Garcia Serech
27. <Luciano Saquic Chox
2&, Mazario Muj Nicolés
29. Mariano Saloj
30. Manuel Chumil Quino
31. Ramén Garcia Xobin
32. René Anleu Calderén
33. Sebastién Quino Calel
34, Felipe Cuy Mota
35. Porfirio Ajcaldn
Totals
X
Cost:Benefit $70,287 - $25,1!

$12,376

1 .vious ZFroduction

Loan 018 Ccop2arstive

Current Production

Experience Fe “ilizer-§& Seed Experience
Production cwt. Value § Cregit Production cwt. Value$

126 259 453.7 339 1,648
52 184 102.29 111 550
92 329 206,24 257 1,318
42 150 156.23 103 499
146 516 377.86 376 1,696
100 353 167.84 258 1,202
1232 439 228.17 302 1,550
324 1,344 5i2.55 832 3,430
387 1,533 594,75 993 4,038
111 4ns 186.76 273 1,357
370 1,343 817.10 1,028 5,473
g7 380 120.82 224 1,024
85 331 155.90 204 1,045
133 961 243.60 278 1,433
88 223 165.7 191 1,004
89 346 151.04 176 921
157 725 276.91 382 1,876
91 393 131.76 191 891
231 954 321.98 436 2,246
106 422 173.87 174 934
244 1,048 408.64 520 2,733
86 344 222.74 247 1,265
91 386 242.92 217 1,185
171 726 391,97 452 2,306
331 1,493 586.92 788 3,926
47 191 106.74 130 676
374 3,086 954.25 1,296 6,964
404 1,545 879.05 861 4,482
84 321 219,91 196 919
41 143 172.92 107 533

" 38 139 116.10 91 465
490 2,081 1,400.06 1,066 5,320
264 977 469.41 519 2,438
42 138 100.34 83 387
166 714 542,58 486 2,493
6,313 cwt. $25,122 $12,376.81 14,187 cwt. 70,287
180 cwt. 717.77 $§ 353.62 405 cwt. 2,008

= 1:3.64
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RESPONSE T FERTILIZER IN THE GUATEMALAN HIGHLANDS

The question has been asked, "Will Guate:nalan Highland
crops respord economically to fertilizer applications with-
out the use of other improved practices?”

My opinion is negative. Fertilizers alone will not
create economic respunses if other improved practices are
omitted.

Had the question been, "Will crops in the Guatemalan
Highlands respond economically to fertilizer applications
with present levels of applied technology?" then my opi-
nion would be positive.

Why?

The first question assumes that low yields are equally
associated with all production practices and tha*t these same
practices are totally omitted.

The second question also recognizes the importance of
technolog.--the use of a package of practices--but asks,
"Where are fertilizer practices relative to the other prac-
tices being emploved?"

Soil fertility probably is the factor most limiting
crop production in the Hignland region. This is not sur-
prising; the Mayans have cultivated this region for centu-
ries.. Their practice of fertilization was and practically
is nil, I 1965, Guatemala had approximately €.21 million
acres in precduction,and fertilizer imported that year would
correspond to 3.0, 2.1, eand 1.0 pounds per acre for nitro-
gen, phosphorus, and potash, respectively. Of this, it has
been estimated that coffee received fifty percent, cotton
twenty-five percent and sugarcane and other cash crops
twelve to fifteen .percent. Little ozmains for application
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to the traditional crops.

Varieties of the crops grown in this region come
from varied sources. The wheat varieties originated
from CIMMYT. The potato varieties are improved Mexican
materials. This region is either a primary or second-
ary center of the origin of corn. The corn variety
San Marcciio is a selection from this gene pool.

De these varieties have the genetic potential to
. produce?

Average wheat yields in Guatemala are only twenty-
five percent less than in the United States; the potato
varieties are producing 35.8 metric tons per hectare in
the experiment stations, anc the corn variety San Marce-
fio has produced 150 Bu/Ac, or more than any "improved
or introduced" variety.

Plant populations are a very limiting factor in
crop production in this region. The reascn is simply
that the local Indian has found that his land will not
support a higner population. Working with corn in
this some geographical region, Oscar Ortiz obtained an
increase from 910 to 7345 Kg/Ha when plant population
was increased fromd12,500 to 43,000 plants per hectare
and adequately fertilized. Unpublished data of Dr. iloble
Usherwood of the American Potash Institute showed strik-
ing yicld responscs could l2 obtained with higher popu-
lations in potatoes if soil fertility or applied ferti-
lizers were adequate to furnish the required nutrients.

Weed contrcl in crops is accomplished mainly through
shading., Pre-emer,ence herbicides or early season mecha-
nical control serve only until the c¢rop "covers over”
and shades out the weeds. Higher plant populations of
more vigorously growing plants cover the soil more gquick-
ly and aid in weed control.

Similarly, higher populations of more vigorous plants
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are also able to better withstand insect depredations,
not only through a dilution efflect, but aiso because
they are growing more rapidly and the damage caused by
the insects is "percentagewise' less.

Fertilizer trials data of various crops from the
several experiment stations show very good responses
to fertilizer applications; however, this data was all
obtained under conditions of non-limiting or minimum-
limiting factors.

More appropriate to the question at hand are the
results of the on-the-farm FAO fertilizer response
trials performed in this region during the years of
1963, 1904 and 1965. These trials were a demonstraticn
type to show the small traditional farmer the value of
‘fertilizers. The following table shows yield response
of corn to applied fertilizers under conditions of
existing technology. Similar data for wheat and pota-
toes exist.

CORN

" Location Number of Yield in Kg/Ha.
Trials
Check "N"' UNPW TNPKY
Western [lighlands 112 2277 4079 4933 5196.
Central llighlands 69 1922 3438 3964 4493

In these tests, FAO furnished the fertilizer and
through extension agents showed the farme:r how to apply
it. All other practices were those currently being used
by the farmer. ’
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Undoubtedly, the crops are responding to fertilizer
applications. This indicates that under the condit ions
- of thesc 181 farms, fertilizer was, on the average, one
of the more limiting factors.

Were these responses economic? The following table
shows the increases in yield obtained from the fertilizer

applications.

CORN
Increased Yields Obtained by
Fertilizing (Kg/Ha)
Area Trials ~ ANT AT TNEKT
Western Highlands 112 1802 2656 2912
Central Highlands 69 1516 2042 2571

From these data FAO calculated the most economic appli-
cation to be:

Area No. Best Increase over Benefit: Profit
Trials  Comb. Control Cost $/Ha.
Xg/Ha %
Western llighlands 112 UNPK" 2919 l28 - 3.1  131.87
Contral Highlands 69  UYNPK" 2571 134 2.7  108.56

Fron a point of view of profit per hectare, the FAO
data is correct, but from a point of view of return per unit
invested, nitrogen was by far the better general recommendation.
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The design of these trials did not permit the par-
titioning of yield response by nutrient elements applied
and obtaining specific benefit:cost ratios. MNevertheless,
it can be generalized that the B:C ratios would be much
higher for nitrogen alone.

When FAO terminated this project, all field data was
turned over to my office. A study of these data showed:

(1) Appiications of nitrogen (within quantity limits)

almost always resulted in economic yield res-
ponses.

(2) Applications of phosphorus (within quantity

1imits) usually resulted in economic yield
responses.

(3) Applications of potassium (within quantity

limits) were very variable with respect to
both yield increases and profitability.

(4) Yield increases from applications of "N", Mwpm,

and "K" came about from more ears produced per

’ hectare, more grain per cas;, and heavier weight
per grain, respectively. These dava indicate
that the local Indian is probably correct to
maintain a lower population if fertilizers aren't
available, but that hce should be dable to increase
his yields markedly through fertilization, espe-
ciclly with increased plant populations.

In summary, it is my opinion that the Guatemalan
Highlands farmer is using a set of practices (not the ideal),
but nevertheless "Improved") and that' the use of fertilizer
is the weakest part of the existing packeye. For this reason,
fertilizer applications should give and have given economic
responses within the framework of presently used crop pro-
duction practices. '

by: Dr. Albert N, Plant
Basic Grains Specialist
Mississippi State University
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FENCOAR
Assumptions - Financial Projesctions

The financial projections in Exhibits G.2 through
G.4 utilize the following growth assumptions:

1972 1975 1980 1985
No. of Regional
Cooperatives 3 6 6 6
Members (a) 1,500 10,000 20,000 25,000
Cwte. Ferti-
lizer Consump
tion/Member (b) 25 31 . 41 41

Credit Demand®(c) $267 $2,210 $5,845 S7,400

Total Product .
Value® $801  $6,600 $17,500 $22,200

Miniinum Capital

Accumulation in

Regionals Excluding

Retained Earnings® $55 $440 $1,170  $1,480

*: In Q00's of Dollars

(a) Number of Members Served

These figures are the result of calculating
the yearly growth in members served by each of the
six regional cooperatives, and then adding them
together. Growth is projected to level off when
membership approaches 30us per ccoperative (in the
fourth or fifth year or operations). These fore-
casts are considered conservative.
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(b) Increased Fertilizer Usage

Farmers in the highlands use less than the
recomnended amounts of fertilizer when Tirst
beginning application. This is due both to the
limited credit availability and to conservative
farmer practices. When credit becomes available,
along with agricultural training, fertilizer
vsage increases. The projected increases are
equivalent to a 1972 usage of 4.55 cwt/hectare
and a 1980 usage of 7.45 cwt/hectare. These
averages are below present recommendaticns of
8.02 cwt/hectare in the area servea by the
cooperatives, made by Dr. James Walker, North
Carolina State Univeirzity Soil Fertility Special-
ist on contract with the GOG Ministry of Agricul-
ture. Dr., Walker's recommendations are for
optimizing return to farmer rether than maximizing
production, and are based upon extencsive field trials
in the area. The 8.02 figu»e is a weighed average
of the requirements for corn, wheat and potatoes and
include¢ nine different formulas of fertilizer. If
additional weight is given in the future to notatoes
or other vegetables, this average would greatly
increase. It is assumed thet the average farm size
will remain constant during the seven years prcjected.
This is considered reasonable as almost no additional:
land is available in the area served,

(c) Seed and Other Inputs

Average value of fertilizer, seeds, and other
inputs has been held censtan* throughout projections.
If prices increase considerably, either additional
external f{inancing must be contracted, or the
cooperatives will not be able to serve all farmers
requiring services.

Prevently, farmers usc one bag of seed for each
four bags of fertilizer. The value of purchases
of herbicides, insecticides, fungicides, and other
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inputs are equal to about 50% of the value of

seed sales., The relation of seeds to fertilizer
may go down, but the use of other inputs will
probably increase. In making the projections-
these relations have been held constant, as we

lack valid information regarding Jdegrece of changes.

Total value of produce is projected at three times
the value of inputs, based upon the experienced
cost/benetit ratio of 3:1. Presently, only one
nalf of the members' produce is marketed thrcugh
the cooperative. The balance is either kept for
home consumpticn, or marketed locally by the
members themselves. These ratios are maintained
throughout the projections.

FENCOAR purchased fertilizer in October 1972 to
take advantage of low off-season prices. This
type of operation may be repeated in the future,
but only if funds are available, and if the margin
covers costs of storage, transportation, and
interest. It is not poscible to an<icipate when
these transactions might be underta.en, and there-
fore no income or expense has been included in

the projections.

At least 95% of loans receivable at year end will
be collected during following year and bad debts
will not exceed 1%. This is the experience of
FENACOAC, but realistically no overdue loans or
bad debts should be expected in FENCOAR. It has
only six borrowers, and each of these is expected
to finance collection lags with its own resources.

Major crop losses are provided fcr by the contingency

reserve.

Notes receivable representing loans made to member
cooperatives for construction and majior equipment
purchases will earn a mi...aum 5% r=turn.

Additional long-term debt up to $1.8 million,
with a 2% spread, can be arranged to satisfy
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credit demands between 1977 and 1980.

The staff to be assembled in 1973, consisting
of four operations people, a secretary and an
accountant, will be able to effectively admin-
ister the greatly increased program in 1980
without additional perscnnel.

Any excess capital generated during the period
forecasted would go toward expanding the loan

portfolio or debt retirement and nc patronage

dividends will be paid.

The Crop Disaster Reserve will be fully funded

in the form of investments earning a minimum
return of 8%, the present interest rate available
on government guaranteed bonds in Guatemala.



FENCOAR

Projected Balance Sheets
1973-.380 and 1985
(0O00s Dollars)

Assumed ‘at Projected - Assuming Additional Debt to Meet Full Credit Demand Ada3tiongl Ef__bt
12/31/72 1973 1974 1975 1976 1977 1978 1379 1980 1385 1980 1985
Assets' : ’ ’
7==h 1 3 23 28 28 8 15 18 ) S 11 S
Lz3n Portfolio 252 625 1,395 2,506 3,506 4,442 5,314 6,030 6,760 8,600 4,525 6,405
1555 - Paserve for
Zzubzful Accounts —— —— (6) (20) (39) (60) (80) (100) (115) (160) (77) (115)
Total “urrent hssets 253 628 1,412 2,514 3,495 4,390 5,249 6,008 6,650 8,445 4,459 6,295
Cocastruction liotes .
Toceivable - 57 115 115 235 29% 278 251 227 193 151 ——— 151 -
Crop Pisaster Iurd -
%2 Bomds ¢ - 12 36 80 140 217 . 310 415 53C 1,205 410 900
Fixed Assets (net) 60 S3 45 37 33 23 11 S1 41 55 41 55
Total Assets . 428 808 1,728 2,926 3,946 4,891 5,797 6,667 7,372 9,705 5,061 7,250
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Assuming No

bl

Assured at - Projected - Assuming Additional Debt to Meet Full Credit Demand Additional Deb
12/31/72 1973 1974 1375 1976 1977 1978 1379 1980 1985 1380 1985
Liabilities ard
Cagical :
AZcounts Payable -—— 12 20 17 31 40 40 40 110 225 60 195
Irterest Payable -——- 6 17 33 50 72 20 110 125 175 70 115
Total Current Liab. - 18 37 50 8l - 112 130 150 235 400 130 310
Lonz-tern Debt: . .
EAUDESA 252 580 1,400 2,450 3,000 3,000 3,000 3,000 3,000 2,700 3,000 2,700
Other | — — -_— — 200 80O 1,300 1,700 1,800 1,200 —_— —
Total Llong-term Debt - 252 S50 1,400 2,450 3,200 3,800 4,300 4,700 4,800 3,300 3,000 2,700
Total Liabilities 252 598 1,437 2,500 3,281 3,912 4,430 4,850 5,035 4,300 3,130 3,010
ccumulated'Earnings 176 198 228 259 ' 330 417 522 637 782 1,595 06 1,405
ccunulated Caepital-
ization D C—— 27 87 195 345 538 765 1,025 2,60S 815 1,935
Fzservz for Crop '
Zisaster C e 12 36 8c 140 217 310 4135 530 1,205 410 200
Total Capital 176 210 291 - 426 665 979 1,367 1,817 2,337 5,405 1,931 4,240
' Total Liabilities & ' '
Capital 42e 808 1,728 2,926 3,946 4,891 5,797 6,667 7,372 9,705 5,061 7,250
TmyCc
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~ Assuming No

Assuned at Projected - Assuring Additional Debt to Meet Full Credit Demand } Additional Debt
12/31/72 1973 1974 1975 1976 1977 1978 1979 1980 1985 —1980 198S

Total Debt to Equity .
Patio : 2.85 4,94 5.87 4,93 4,00 3.24 2.67 2.15 0.80 1.62 0.71

loan Portfolio as % of
Assnets 77.4% 80.4% 85 .0% 87.9% 90.0% 90,3% 90 ,0% 90,1% 87.0% 87.9% 86.8%

Average Cost of Funds :
(year erd) ' 2.2% 2,6% 2.8% 3.0% 3.3% 3.5% 3.7% 3.6% 3.€% 2.8% 3.2%

NOTE: The assuaptions in Exhibit G.1 are an integmral part of this statement.
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FENCOAR

Projected Income Statements
1973-1980 and 1985
(0C0s Dollars)

Projected - Assuming N.ditional Debt to Meet Full Credit Demand

Assymi No
Addltional Debt

1973 1974 1975 1976 1977 1978 1979 1980 1985
Revenue

Rccrue:] Interest Income 36 91 167 243 313 380 440 500 670
4zrxeting Operations - 14 24 41 50 60 70 80 105
CAID Grant 49 40 4 - - -- - - -
Total Rewvenue 8s 145 195 284 363 440 510 580 775

Expence
Intercst 12 33 67 ~ 100 144 185 225 250 340
Provision for Bad Debts - 6 14 25 35 45 55 60 80
Salaries and Benefits 28 44 48 50 54 60 65 70 100
Oifice Supplies and Expense . 9 13 14 16 18 20 20 25 30
Depruciation 7 e 8 9 10 10 10 10 1S
Travel, eint. and Other 7 1l 1?2 13 15 15 20 20 25
Total BExpense R3 115 164 213 276 335 395 435 590
Net Income 22 20 31 71 87 " 105 115 145 185

Note: The assumptions-in Exhibit-G.l are an iregral part of this statement.

1980 1985
340 500
80 105
420 608
135 225
40 60
70 100
25 30
10 15
20 2
200 455
120 150
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FENCOAR

Projected Source and Application of Funds Statements
1973-12980 'ard 1985
(000s Dollars)

Assuning No

Projected - Assuming Additional Debt to Meet Full Credit Demand Additional Debt

1973 7 1974 1975 1976 1377 1578 1979 13380 1385 8
Sources of Furds
CrDLOA 328 820 1,050 550 - - -—- -— -—- -— _—
Other lLong-temm Debt - - - 200 600 S00 400 100 - R -——-
Coliections -— 621 1,385 2,506 3,499 4,445 5,313 6,087 8,097 4,024 6,022
tlet Ircone 22 30 31 71 87 105 115 145 155 120 150
llon-Cash Expenses 13 31 55 84 117 147 175 195 270 120 130
Cash/Accounts Payable 10 - -——- ~—- - - - ~— - 96 -——-
Total Sources 373 1,502 2,521 3,411 £,303 5,197 6,003 6,527 8,552 4,360 6,362
Aazglizations of Funds -
21 LTAN3 325 1,360 2,270 3,060  3.8K5 4,615 5,280 5,345 7,400 3,900 5,50C
Crop Disaster Fund 12 4 44 50 77 93 105 115 150 80 .LlC
lion-Cash Revenues 36 1 182 267 340 410 175 540 720 380 550
Fixed Assets -——- ——- - 5 - - 50 - _——
Ratirerend of Debt - - - - R _——— - — 200 100
Cashi/hocounts Payable 18 25 19 21 79 93 27 82 102
Total Applications 373 1,502 2,521 3,411 4,303 5,197 6,003 6,527 8,552 4,360 6,362
o . . - . . omPc
I0TE:  The assumptions in Exhibit G.l are an integral part of this statement 2 §.§g
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FENACOAC
Assumptions =~ Financial Projections

"inancial projections presented in Exhibits H.2
through H.4 are based upon the fcllowing growth

assumptions:

1972 1975 1980 1985
No. of Af-
filiated ' :
Cooperatives 79 95 - 120 - 120

(a)
Total Members 32,865 65,000 100,000 105,000

Total Credit
Demand®(b) $1,620 $5,725 $16,410 $23,825

Credit Demand
in Excess of

Funds Availa-
ble* (c) $645 $2,440 $7,800 $8,950

*: In 000's of Dollers.

(a) Increase in Movement's Membership

Over the last five years, total membership
in savings and credit cooperatives af:iliated
to FENACOAC has increased on the average of 2.5%
monthly. This growth results primarily from the
multiplier effect of new member promotion by
current members. Each member is encouraged by
the cooperative to discuss the benefits of the
institution to potential new members. This is
the primary force leading to overall growth.
Also, it is considered that the savings and credit
cooperative movement has reached the "take-off"
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period, where it has proven itself to rural
citizens as an effective deliverer of services.

At the same time, if this average growth
rate is projectec out to 1985, total membership
would be over 1,540,000, It is reasonable to
expect that the growth rate will lewel off in
the future, especially considering that limits
exist on the institutional capabilities to pro-
vide increased services.

For these reasons the membership growth rate
has been gradually reduced to provide only a
slight yearly growth in members after 1980,
These projections are considered conservative
based on experience.

{b) Credit Demand

Projections indicate a yearly average loan
size increase of only $10 per year. On this
basis, by 1985, the average loan would still
be only $2¢5, or 25% of the average BANDESA loan
during 1972, Since one of the obiectives of
this project is to increase the technical inputs
to the farmer, this projecticn is considered
quite concervative, In fact, this assumption
does not consider the possibility of increases in
the costs of technical inputs.

In 1972, approximately 40% of savings and
credit cooperative members had l1oans outstanding
at any one time. This is caused by the fact that
until very recently, the lending capacity of the
cooperatives was limited to the total savings of
members.  The prime function of these cooperatives
was to serve as a community bank that could mobi-
lize savings normally wept in a tin can in the
farmer's dirt floor, and to introduce a savings.
habit to rural dwellers.
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The new membership, however, will be attracted
more by the possibility of receiving a loan, al-
though he too will begin saving. For this reason
a gradual increase in the percentage of members
with outstanding loans has been innluded, reaching
80% of members by 1985. This percentage will
probably increase as rapidly as funds are availa-
ble for loans.

(c) ELxteérnal Credit Demand

The reguirement for external financing equals
the difference between credit demand and funds
available for loans in memper cooperatives. Over
the last five years, total shares have grown at
an average monthly rate of 3.5%. However, if
continued growth through 1985 is calculated at
this rate, total shares would surpass $330,000,000.
Consideration must be given to the assumption
made that membership growth will probably not
maintain its historical monthly rate of 2.5% (see
a. above).

Growtn in shares is obviously integrally re-
lated to the accumulated growth of i.embers. Con-
sidering this factor, we have adjusted the yearly
increase in shares in keeping with the adjusted
increase in members. The yearly increase in shares
up to 1972 has been slightly over 50%, while the
percentage increases used in the projections de-
cline to just over 10% in 19865.

It may be argued that a 10% increise in

shares for one year is too high for 1985, con-
sidering that membership increase has been limited
to about 1%. However, given that external credit
demand is determined by substracting funds availa-
ble for loans at the local cocperative level from
total projected demand, a high estimate of shares
results in a low estimate of external demand. As
the profitability of FRNACOAC depends on the volume
ol its loan portfolio, it is more conservative to
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have a low estimate of demand from the cooper-
atives.

17.5% of the $1,520,000 of share capital in
1972 was tied up in other assets such as cash,
shares in the Federation, overdue loans and
fixed assets. This is considered reasonably
constant as 5% will always be held in shares in
the Federations, roughly anothar 5% is tied up
in-overdue loan refinancing, and due to the lack
of banking facilities in rurcl areas, roughly

5% of shares will be tied up in liquidity require

ments. The remalnder of 2.5% is considered suf-

- ficient for investment in fixed assets given the

low cost of facilities in rural areas, and the
limited requirement for facilities for this type
of cooperative.

Fertilizer Sales

Sales of fertilizer during 1972 were 100,000 cwts.
for the entire system. This activity is con-
sidered a side line to FENACCAC's present activi-
ties, and no study has been made upon which future
growth in fertilizer sdles could be projected.
Assuming that 75% of members are farmers and

that cach could use the same amount of frtilizer
as the members of FENCOAR, demand for 1972 would
have been over 616,000 cwts, and demand for 1985
would surpass 3,200,000 cwts. Due to the lack

of reliable projection bases, ho-ever, conservative
increases of 25,000 cwts., per year have heen
included in our figures, reachlng a total demand
of 475 000 cwts. for 1985.

Other Income

Income from other sources such as marketing activi-
ties, net income from sales ~f office supplies and
equipment, gross income from the Materials Pro-
duction Center and from sales of educational
materials have been increased at a constant rate
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of $10,000 per year to a total of $155,000 by
1985. Total sales from the Materials Production
Center alone are expected to reach $125,000 at
full volume with present equipment. Income from
marketing operations has been estimated very
conservatively as a long-term policy has not
been developed concerning this activity.

Bad Debt Pate

A bad debt rate of 1% and a collection lag of 5%
has been assumed in the projections. To date,
FENACOAC has not lost a loan, and celinquency
stands at only 2.34%. The above percentages are
based up on the expervience of other savinags and
credit cooperatives Federations in lLatin America.
The member cooperatives will have fairly high
diversity in their loan portfolios due to the
traditional activity of credit unicn lending

for education, home improvements, family emergen-
cies, etc. Also, the Federation will bs working
with member cooperatives to maintain their fi-
nancial strength, and Federation services such

as bondiag and life insurance wiil further
strengthen the affiliates. Major crop losses
would be at least partially handled by the Crop
Disaster Fund established for that purpose.

The Crop Disaster Reserve will be fully funded
in the form of investments returning a mininum
of 3%, the present interest rate available on
government guaranteed bonds.

Additional long-term debt up to $3,950,000, with
a 2% spread, can be arranged to satisfy credit
demands between 1977 and 1980,

Excess funds generated during the period forecasted
will go toward expanding the loar portfolio or debt
retirement and no patronage dividends will be paid.



FENACOLC
PROJECTER BALAKCE SHEETS

1973-1980 and 1985

(000's of Dollars

ASSWMING NO
ACTUAL * PROJECTED -ASSW4ING ADDITICNAL DEBT TO MEET FULL CREDIT DEMAND ADDITIONAL DEBT
12-31-71 12-31-72 1973 1974 1975 1976 1977 1978 1979 1989 1985 1980 1985
- ASSETS-
Cath $ 26 s18  $§ 37 $ 54 § 65 $ 23 $ 29 § 39 ¢ 35 § 8 S 10 12 § 19
Lean - 2 156 539 1130 1845 7842 4002 5279 6529 7872 9121 10900 5279 7325
less: ©= fcr Doubtful
Az . - -- (5) (16) (22) (46) (67) (90) (115) (141) (205) (92) (125)
QOzter : Assets 1o 17 15 20 20 20 16 11 15 15 20 10 10
TCIAL TUR2DnT ASSETS $ 192 $ 1074 $1186 $ 1903 $ 2898 $§ 3939 $ 5257 § 6489 $ 7807 $ 9003 $ 10725 S$ 5208 §7229
Cr:zz Citis:er Fund - 8% Bonds - - 19 50 99 168 259 371 506 662 1545 44 1015
Fized t::ets (let) 67 106 Q1 109 20 75 60 4s 22 108 110 108 110
Qster Azcecs -- 32 35 35 35 40 35 30 30 30 40 22 20
TOTAL ASSEITS : , $ 259 $§ 1212 $1331 $ 2097 § 3122 § 4282 $ 5611 S 6935 $ 8365 $ 9803 § 12420 $ 5823 58365
- LIAZILITIZS AMD CAPITAL -
Atzzurt:i Payaile $ 5 % 12 $§ 8 $ 10 % 15 $ 65 $ 72§ 71 S 77 S 95§ 70 $ 127 $§ %0
Irzeresz Fayable -— -- 21 30 43 63 92 125 160 194 255 93 150
Ye-ter avirgs 1 13 18 24 31 39 47 55 63 71 100 71 100
ICIAL CUSEENT LIABILITILS $ 6 35 25 $ 47 5 &4 § 89 5§ 157 $ 211 $ 250 § 300 § 361 9 425  § 291 $ 340
[~4
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ASSUMING _NO

ACTUAL - PROJECTED - ASSUMING ADDITIONAL DEBT TO MEET RULL CREDIT DEMAL"™ ADDITICNAL DEB
tznz-Term Debt 12-31-71 12-31-72 1973 1974 1975 1976 1977 1978 1979 1000 1985 1980 198S
BANIESA - 3% $ 800 $ 800 $ 1350 § 2150 $ 2800 $ 2800 5 28C0 $ 2800 § 28 3 229§ $ 2800 $ 249%
109 150 152 270 200 350 1250 2050 2550 3559 170 200 20
$ 109 § 950 § 950 § 1550 § 2350 5 3150 $ 4050 $ 4850 S 5650 S 6350 3 4595 5 3000 §$ 269.
TTalL LTASTLITIES $ 115 $ 975 5 997 $ 1514 $§ 2420 $ 3317 $ 4261 $ 5101 S 5250 § 6711 $ 5020 S 3291 § 3038
AczuTulated Zarrings s 99 $ 128 5147 $ 169 $ 120 $ 218 5 267 $ 330 S 405 $ 498 § 1las $ 414 $§ B4O
Brcsrinzed Larnirgs 8 15 20 25 z 37 49 65 84 107 265 86 190
Capizalizizion k2cumulated 4g 91 148 239 364 542 775 1068 1420 1825 4345 1548 328%
Faserve for Trop Disaster - - 19 50 93 168 253 371 SNe6 662 15435 384 1015
T.TAL CAPITAL $ 144  § 237 $ 334 § 483 § 683 $ 965 $ 1350 $ 1834 S 2415 § 3092 §$ 7400 $ 2532 § s330
TITAL LIAZILITICS AND
CAPITAL $ 259 %1212 $1331  $ 2097  § 3122 $ 4282 § 5611 $ 6935 $ B36S $ 9873 § 12420 $ SB23 § 8365
ALIFAZE 73T 7F FUIGS .
ErpLavEd (Year End) 3.6% 3.3 3.3% 3.3% 3.2% 3.3% 3.8% 4.,1% 4.2% 4.3% 4,0% 3.4% 3.5%
TOTEL DEBT TO EQUITY 0.8 4,1 3.0 3.3 3.6 - 3.4 3.2 2.8 2.5 2.2 0.7 1.3 O.L

FOgragdizaq

NOTE: The assumptions on Exhibit H-1 are an integral part of this statement
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FPENACOAC

PROJECTED INCOME STATEMENTS

1873-1980 and 1985
(000's of Dollars)

ASSUMING NO
ACTURAL* PROJECTED ~ ASSUMING ADDITIONAL DEBT TO MEET FULL CREDIT DEMAND ADDITIONAL DEBT
12-21~-71 12-31-72 1973 1974 1975 1976 1977 1978 1979 1980 1985 1980 198S
EEVENUE
Accrued Interest Income $ 4 33 65 $ 111 $ 175 $ 256 $ 348 $ 444 $ 544 $ 642 $ 83s $ 384 $ s40
Markes Aztivities & Sales 26 50 75 85 100 115 130 145 160 175 250 17s 250
Membership Dues 4 10 27 40 S5 63 77 91 108 125 190 110 170
USAID Grant 101 119 :43] 62 27
, Gross Income $ 135 212 255 § 298 $ 357 $ 434 $ 555 $ 680 $§ 812 $ 942 $1275 S 669 $ 960
EXFENSE
Interess $ 4 14 a2 § 59 $ 86 $ 126 $ 184 $ 251 5 319 $ 387 $ S15 $ 186 $ 305
Provision for Bad Debts - - S 11 18 28 39 51 64 77 105 48 65‘
Salaries and Benefits 48 92 111 121 133 - 146 161 177 195 214 280 214 280
Depreciation 1 7 14 14 19 15 15 15 23 16 25 16 20
Travel and Transport 20 22 23 .26 28 3 34 38 41 46 60 46 60
Office, Materials, Other 47 36 35 40 47 S3 61 ' 69 76 86 100 86 10§
Tozal Expense 120 171 231 271 331 395 494 601 718 826 1085 596 83S
NET INCQ’Z $ 15 g 41 S 24 $ 27 $ 25 $ 35 61 $ 79 S 94 $ 116 $§ 190 § 73 $ 125
NOTE: The assunntians on Exhibit H=1 are Ar. intarmal nant nf rhie ckaramnae ;;;,g
a ‘e
L
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FENACOAC

Projected Source ard Application of Funds Statements
1975-1980 and 1985
(000's of Dollars)

. . s . Assumihg' NO
Projected -~ Assuming Additional Debt to Meet Full Credit Demand

Additional - Debt
. 1973 1974 1875 1876 1977 1378 1379 1980 1385 1580 1985
Sources of Funds
CSAIZZ5A - 550 gce 550 - - - - - - -
Otter long-Term Debt - 50 - 150 900 800 800 700 - --
Collactions 572 1,183 1,E89 2,895 4,055 5,334 6,587 7,922 10,596 5,027 6,715
YNat Income 24 27 26 35 61 79 94 116 130 73 125
ioon-Casn Expenses 40 55 80 106 146 191 247 287 384 157 235
Cash/aAccounts Payable 478 - -~ 44 -- - -- -- -- 57
Total Sources : 1,114 1,865 2,795 3,880 5,162 6,404 7,728 9,025 11,170 5,257 7,075
acplications of Furds
2w Loans 955 1,565 2,440 3,440 4,540 5,610 6,770 7,807 9,050 4,450 5,95,
Crop Disacter Fund 19 31 49 69 91 112 13« 156 179 89 118
lion-Cash Pevenues 140 196 220 371 478 589 704 817 1,083 559 790
Fixed Assets - 32 -- - - - - 102 -- 102 -
Retirwement of Debt . - - - - - - - - 593 - 93
Cash/hAccounts Payable - 41 36 - 53 93 119 143 265 57 142
Total Applications 1,114 1,865 2,795 3,880 5,162 6,404 7,728 9,025 11,170 5,257 7,075
yoxc
IOTE: The assumptions on Exhibit H.l are an integral part of this statement. . 2 E% Q
~ZXE
W
a=hHx
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Revenue
pDonations
Ircorme from Loan Pcrtfolio .

tzt Incoma/(Lnss) cattle Sharing
ket Income - Material Resources
Cther

Total Recvenues

Erxpen3sc .
Administration Salarjies & Expens=2
Interest & Commission on Debt
P:ublizity & Donation Cclleci:ion Expense

Frof{ussicnal Expe:nscs .
Vehicle Maintcnancn & Subaidy
Bad mxitts

Lt1lities, Rent & Office Supplies
Cerreciation
VITA
Other (4)
Total Exp nses

Net Income/(Loss)

{1} Assurptlons:
8. No ncew loans or grants.

FUNDACION DEL CENTAVO
INCOME & EXPENSE STATEMENTS
{PRESENT FINANCING & PPOGRAMMING LEVELS)

1971 - 1976
Actual Pro Porma (1)
1971 1972 1973 1974 1975 1976
Q165,090 Q B0, 000 Q 55.000 Q 30,900 Q 40,000 Q 40,000
15, 265 24,100 26,900 21,900 16. 300 9,820
(71,484) {14, ¢00) (2) 15,100 8,700 10,000 (3.°00)
4,795 -3,000 3,000 3,090 3. 000 3,000
— 1,045 —_ 5,709 53,500 5, 0o S — S50
Q115,612 Q 90,200 Q106, 500 Q 69,150 Q 73, BOO RERRRE]
Q 42.308 . Q 51,400 Q 53.900 Q 56.500 Q 59.300 Q ©2.300
9,360 11,700 | 14,000 13. 500 13, 000 13.000
10, 661 15, 700 14, 800 11,700 14, guo 14, 830
8.3135 7,000 7.000 7.500 8. 000 8. 500
3,766 7,000 7,200 7.200 7.200 7,200
3, cou (3} 10, 100(3) 14,500 11, 600 7,300 3, %0
3,895 3,200 4,000 4,200 4.400 3. 620
2.679 1, 900 1, 600 1. 600 1. 600 1.620
53 5,500 5,500 5,500 -o- ~o-
5,778 7,200 7,300 5,700 5 900 7,029
Q 89,019 Q120,700 Q129,800 Q125. 000 Q121,530 Qi32, -9
25,7177 (022, 500) (Q23, 300) (@55, 900) (Qa6.700) (Q72, 190}
EERED-_ === EZEzs=x==T=rc ®aAZ=SSSTo® L L kR -3 ¥ ] L3 T L AR X Z ] LI LY X ]

b. Lloan portfollio turnover, Interest carnings, and bad debts will remain substantially equal to 1970 and 1971 experience.
©. BANDESA funds of Q200,000 will be fully disbursed by 12/31/72.

- da.

One new Credit Supervisor and a cController will be employed in

{(2) Excludes a Q26,000 overvaluation of cattle herd which may bLe takea in 1972,

(3) The large i1ncrcase betweer. 1971 and 1972 is due to two factors:

the last quarter of 1972.

greater i1n 1972; soacond, an unusually small amount of loans wern written-off in 1971,

(4) This account incluces Q2.400 for the avocado project over the five-yecar projection period.

first, the beginning balance of the loan portfolio i{s much

This estimate was made by the

Program Manager but the avocado pioject presentati.n to the Executive Committee contemplated an expenditure in excess of
Q58,000 for the first four-yrars of the project.
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Assers
Crst .
L an Frtoli1o tnet of rasurvae)
Ceesle iy

F.as2 [asnuts ine’ ) 4and Other

T2%al Asants

s:8n:1%108 5 EBpaaty o

‘K-z2-ir.*% pasanle
e:fepre 2 nain on Cattle
tare Leafs
L. -Ter=~ DLt

T=tays Liaoilitaes

3.7iel Find (Retuinnd Earnings)

Tetal Liabilities & bquity

FUNDACIOUN DFL C.FNTAVO

BALAKNCE SHELTS

{FRESENT FINANGING_ o FROGRAMMING LEVELS)

1972 - 1976
For
1972 1973 19°4 1975 1¢7¢

Q2 28,200 Q 21,600 Q 3,900 Q 4,¢€00 Q 900
314, 5G6C 219,300 219, "cO 139, °co =¢.7¢o
R2.700 103, 700 130, 4n0 174, 3¢ 163, .0
53,300 53,300 53, )00 3,30 $3.300
%1,30C 3g,J0C 31,700 Ju. .CC 8. ¢
2550, 000 Q492,400 0459,000 QI8Z, 20 vlle, =CO
Sszz=c== meczzazs mxcrzczzw zzzrzacy serzzTee
Q 40,000 9 30,000 Q 40,000 Q 40.000 Q 55,000
-G~ : -0~ 8, 700 14, €00 23.3C0
53,000 )8, 700 29, 6C0 2C, 5O 1G, <CO
309, 300 309,300 302, 2¢C0 _295,1¢0 <88, 0C0
Q412,300 .Q378,000 Qi80, 500 Q370,200 Q376,302
137,700 14,400 58,500 i1, soo {€0, 3C0)
Q5%9, 000 Q492,400 Q439,000 Q382,000 Qlle, 5G0
TsEm=ZTSE TS=SwzTTY E et 2 3 % 2 3 EZEY gTaAR RN BB

L;; ‘Jalie: of herd includes a 26,000 overvaluation which may be adjusted in 1972.
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FUNDACION DEL CLNTAVO
INCOME & EXPENSE STATEMENTS
(ASSUMING 01,000, 00 _ADDITIONAL FINANCING)

1972 - 1976
— e _Dssaming 1,002,037 _- 34 toan (1)
1972 1971 1674 1975 1976
Revenue
D.:s.azions Q 80,000 . Q 55.000 Q 30 M 0 49,000 Q 40,000
In.:Te frem Portfolio 254,100 51.400 8%, 490 5,890 ) 92,1300
% Irn-orc/(loss) - Cattle & Materials (11, 600} . 19,100 11,799 13,009 (4. 700)
Ci-ur 5,700 10, 700 15,599 __ 15,509 15, 500
Tetal Revenue Q 98,200 ’ Q116,200 Q145. £00 g164,300 Q143,100
Experse
Al inistration Salaries & Expenses Q 51,400 Q 67,000 Q103,700 Q122,400 Q130,300
Iricgest s Ce-missicn on Debt 11,700 21,500 36,000 43,000 43,000
f.:licaty & Dunutien Collection Expense 15,700 14,800 11,700 14,800 14,800
T2 vfevsinnd]l Foes 7.000 8,000 9,500 10,000 10.500
- tle Mantenance & Subsady 7.000 13,200 25,290 3, znn 31,200
et et 10, 100 40,700 62,17 51, #n0 46, 500
t" .t oS, Rent & Otfice Supplaies 3,200 5,800 7,800 8,610 k&, 200
v TIviie. 'ON 1,990 1,700 1,700 1,700 1,700
. 5,500 9, 500 5, %00 - -0=
Cner 7,200 8,300 6,700 6, 900 8,000
Total Expense Q120,709 2186, 500 Q269,90 Q291,830 Q294,200
tie: lncore/(Less) (Q22,500) (050, 303) (Ql124,320) (@127, <n0) (Ql51,100)
EZZTTT=== BSoETZ=ER ESS==Ss k== STz zES BERINEILSESER

{1) Add:tionil Ass.motions:
a. faoundation would L ! e to fully utilize all funds in first two years - 1973 and 1974,
b. loan purtfolio turnover, interest earnings and bad debts will remain substantially t e samc as 1970 and 1971 exporience.
€. Safficient credit supervisors will have to bo added gradually as the new loan 1s disbursed 1n order to maintain the
ratio cf one supurvisor for each Q60,000 :1n new loans.

d. The following acditional personnel will also be added gradually as the loan 1s disbursed - two accounting or clerical
and two deputy project directors.
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1372 1973 1974 12715 1976 1977 1978 1979 1952 1281
I
poccnze
Dz=atizns Q 87.799 Q 55,000 Q 10,000 n 40,000 Q 40,000 Q 40,000 Q 40,000 Q 40,000 Q 40,020 Q 40.022
In=om~ frn=a Portfollo 24,1720 62,890 110,300 121, 600 113,300 103, 300 92,200 . 80,200 67,120 ), 400
Kne = mattle L Materials {11, 09%) 1,109 11.700 13.000 i4,700) (5.0n0) (4. 000) (3.000) (2.0M) (TP AR) |
Crlar 5,790 _ 10,700 15,500 15,500 15, 500 16,000 16,000 1€, 000 16, 0o le, 00
Tetal Rewenan Q %n, 200 Q147,600 Q167,500 Q192,100 Q164,100 Q154,106 Q144,200 @113, 200 Q121,330 gl0@, 323
- .
Ad=in. Saleri=s L Exp. Q 38, %00 Q 50,200 Q 17,800 Q 921,800 Q 927,700 Ql00, 0NO Ql04, 000 Ql08, 000 Ql12, 000 Qlls,.c2d
Internns L Cnoe. On Dbt 11,700 21,500 316,000 43,000 43,000 «2, 500 42,000 41, 500 41,000 42, 520
F.511=1%% % Danation Fxp. 15,790 14,000 11,700 4,800 14, 800 15,000 15,000 15,000 15,020 15,020
Frofesiiunal Fues 7.1700 0,000 9,500 10,000 10,500 11,000 11,000 11,000 11,020 LIT0SR
Yermimle Maint. & Susidy 5.300 9,900 18,900 23,400. 21,400 24,000 24,000 24, 000 24,000 ey
£Ead DS 10,100 42,000 65,500 %9, 500 54,00 49, AOD 4], 800 37. 600 3o, 200 2,552
L=il., Pent & Supplies 2,40C 4,300 5, BOL &, 000 6,200 6, 000 6,000 6,000 6,000 6,05
Dezre~1ation 1,420 1, 700 1520 1,700 1 700 2,000 2,000 2,000 2,000 2,000
VITA 5, %00 5. 500 5,500 -o= ~0)= o= -0= -0~ -0= -0=
Other 5,400 6,200 5,000 5,200 6,000 6.000 L, 000 6,000 6, 020 6,02
T=tal Exponsc Q121,500 Qlk4. 900 Q237,410 255,400 Q258,200 0256, 160 Q253.8nc Q25,120 Q247,°00 Q245,202
fet In=ore/(Lozs) {0 5.300) (017 Joc) (us9.900) (063.300) (094, 100) (Qlol,n00) (Ql09,600) (Ql17,900) (Ql26. 693) (Ql16,820)
EEaaTTsEE TraAEEREED EgpETRARE " "EEaTasE=w L B8 R E & 1 wETLFALEAN mTaTT¥Famrm MEETE RN -- SemsEsaTsAaEEE SAFAESsSSS
{1) A-dditional Assurrtions:
2. rFoundation wnild ba able to fully utilize all [unds in first two ycars - 1973 and 1974.
b. Loan portfolio turnover, interest carnings and bad debts will remain substantially the samc as 1970 and 1971 expericnie.
c. Credit Supcrvisors would b able to service Q100,000 .n loan portfolio and no additionalelerical or managerial personnel
would be peogarred. "
)
=
. (o]
=)
=

FUNDACLON DEL CENTAVO
INCOME & EXPENSE STATEMENTS
[ASSUMING ADDITIONAL PINANCING, REDUCED EXPENSES, INCREASED INTEREST)
1972 - 1981

Assur.ng Q1,000,000 l&un, 254 Reduct. in Admin, Expenucs & 24 Inzreasc in Interest Rate 1%
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RESPONSE TO DAEC COMMENTS

The DAEC reviewed this proposal on January 16
and approved an Intensive Review to address the fol-
lowing eight points:

1, The relationship and particularly the possible
duplication of effort between FENACOAC and
FENCOAR (raised in the IFR as an issve) should
be explored and the issue in all its aspects
rcsolved during inter.sive review.

Responsce: The analysis of this issue by the Project
Committee has resulted in a USAID volicy position sup-
porting the development of two separate Federations.
This policy decision, as well as the alternative re-
lationships available, is discussed in detail in

. p s
Section II.E.

2, The nature of the technical assistance inputs
and how they are to be provided for production
credit to cooperative members should be described
in detail in the Loan Paper. The technical
capacity of the coors to pursuec "iull service'
operations should also be described. .

Response* The technical assistance inputs required by
the cooperative members and the correspcnding technical
assistance capacaty of cach recipient institution is
discussed in Section II.B. of the Loan Paper. Incluued
ir. this scction is a description cof present cepabilities
and plans lor improving those capabilities as anticipat-
ed demand for member services increases.

3. A proforma financial analysis of the cooperatives
should be prepared (for a ten-year period). Inten-
sive Review should focus on the circumstances under
which cooperatives can attract private sector cre-
dit with particular reference to the underlying
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interest rate assumptions. In this connection,
future growth assumptions cof the cooperatives
without iurther concessional lending should be
discussed in detail.

Response: 10-yecar financial projections for the Fe-
derations are iound in Rnnex III, Exhibits G and H.
Four- year projecticns Ior the Penny Foundetion are
contained in Annex III, Exhibit I. The Foundation

is presently working on & detailed 10-year financial
plan, which will be a condition precedent to the
signing of the Loan Agreerent betwesn BANDESA and the
Foundation.

Section II.D. of the loan Paper discusses in
length the recipiznt institutions' capital structure,
profitability, need ror additicnal debt, interest
spreads, and future growth without iurther concessional
lending.

4. The Pennv Foundation is receiving credits now from
BANDESA under Loan 520-L-01R, The possible inclu-
sion of the Foundation in this ccoperative troject
should be explored. In that event, an analysis for
the Foundaticn similar to that required for the
cooperatives, including particulcrly the require-
ments of paragraph 3 above, should be incluced.

’

Response: The inclusion of the Penny Foundation in
this [oan Project has been explorad. It has been de-
termined that, as described in various sections of this
Paper, the Foundation activities to be financed under
this Loan are within the scope of the pyxovject's purpose.
The question still remaining is how the Foundation will
make the necessary firancial and adninistrative changes
in order to meet Al1D's conditions of viability. The
Foundation has stated in a letter of intent to AID its
willingness to taxe the necessary steps toward finan-
cial viability and is presently working on a detailed
financial plan which will support the interest rate
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and administrative levels required for Loan implemen-
tation. USAID recommends that the submission of an
acceptable financial plan be a condition precedent to
the signina cf the Loan Agreement between BANDESA and
the Penny Foundation.

5. The target group under the Loan shouid be iden-
tified with greater precision and in relationship
to the credit recipients under th= BANDESA program.

Response: The Project Committee has addressed this
question in Section I.A.2.

6. The loan Paper should include an evaluation of
the uses of credit made available to the coope-
ratives under Loan 018 in cost/benefit format.

Response: A cost/benefit analysis has been made of
thne uses cif crodit available to the cooperatives under
Loan 520-L-018. The evaluation was dcne on the basis
of a random sampling of farmer productior. in the High-
lands. The results or this Study are discussed in
Section II.C.2 and are detailed in Annex LII, Exhibits
E.1, E.2, and E.3.

7. The self-help aspects of the proiect should be
discussed in the Loan Paper, including the GOG
as well as cooperatives' contribution.

Response: The self-help aspects of the project, in-
cluding GOG and Cooperatives!' contributicns have been
discussed in Sections I.A.1, I.A.4, and ILI.B. The GOG
will be contributing services in the aweas of auditing,
legislative monitoring, and agricultural training. The
Cooperatives' contribution will be of an in-kind nature,
including volunteer time in the approval and supervision
of member loans, and through its system of required
capital investment.
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8. The assumptions underlying credit demand of the
cooperatives over the project period should be
elucidated in detail in the Loan Paper. '

Response: The assumptions underlying all financial
projections for the Federations are described in An-
nex I1T, Exhibits G.1 and H.1. The assunptions under-
lying the Foundation's four-year projections are at-
tached to cach chart in exhibits I.1-4, Arnex III.



UNCLAGG LY TED
A1D-DLC/P-1080
Annex V

Page 1 of 4

DRAFT LOAYN AUTHORIZATION

" Provided from: Alliance for Progress Funds

GUATEMALA: RURAL CREDIT AND CCOPERATIVE DEVELOPMENT

Pursuant to the authority vested in the Deputy U.S.
Coordinator, Alliance for Progress, Agency for
Intzrnational Development ("A.I.D."), by the Foreign
Assistance Act of 1961, as amended, and the delega-
tions of authorit issued thereunder, I hereby
authorize the estalblichment of a loan ("Loan'™)
pursuant to Part I, Chapter 2, Title VI of said Act

to the Governnent of Guatemala ("Borrower™) of not

to exceed FOUR MILLION FIVE HUNDRED THOUSAND United
States Dollars ($4,500,000) for the local currency
costs of a project tc assist in increasing the rural
productivity and incomes of small farmers; complete
the formation of viable, effective and autonomous
cooperative federations and stimulate economic activity
among cmall farmer groups in a pre-cooperative stage;
and contribute to the development of a rurali Tfinancial
infrastructure in Guatemala. The Loan shall be sub-
ject to the following terms and conditions:

1. Interest and Terms of Repavment:

Borrower shall repay the Loan to AID in United
States (ollars within forty (40) years {rom the date
of the first disbursement under the Loan, including
a gruce period of not tuv exceed ten (10) years.
Borrower shall pay to AID in United States dollars
on the disbursed balance of the loan interest at the
rate of two percent (2%) per annum during the grace
peried and three percent (3%) per annum thereafter.

2. Source ard Origin:

Goods, services (excluding ocean chipping) and
marine insurance financed under the Loer shall have
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their source and origin in countries which are members

of the Central American Common Market or in countrie-
included in Code 941 of the ALD Geographic Coide Book.
Marine Insurance may be financed under the Lcan only

if it is obtained on a competitive basis and any claims
thereunder are payable in freely convertibie currencies,
Ocean shipping financed under the Loan sh2ll be procured
in any country included in Code 941 of the AID Geographic
Code Book, excluding countries which are members of the
Central American Common Market.

3., Local Currency:

United States collars utilized under the Loan to
finance authorized local currency costs shall be made
available pursuant to procedures satisfactory to AID.

4, Other Terms and Conditions:

a. Prior to initial commitment documents or
separate disbursements for each of the recipients
under the Loan, the Borrower shall submit to AID, in
form and substance satisfactory to AID:

(1) Borrower's lending policy with respect to
the funds made available pursuant to the Lcan.

(2) Executed separatc loan agreements with
qach of the three loan fund recipients, requiring:

(a) General

(1) Tne Federations and the Foundation
mdy not borrow from other sources any amount of money
which would result in a debt/equity ratio fox each
institut’on Iin excess of a ratio to be established in the
Loan Agreement.
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(11) Unless AID and Borrover otherwise
agree in vriting, Loan funds will be uscd throughout the
repayment period of the Loan for activities as may te
approved in writing by AID and as further defined by each
Institution's lending policy. In no event will loan
funds be used to finance activities directly rolating
to coffee, cotton, susar or other crops or cconmoditiec
unacceptable to AID.

(11i) The recipient institutions mey
not incur any indebtedness which would take & senior
position to the AID Louan.

(iv) Unless AID and Borrower other-
wise agree in writing, the approved lending pclicies
of the recipient instituticns will be adhercd to
throurout the repayment period of the Loer.

(v) Net fixed assets of the recipient
Institutions, such as land, buildings, and ecuipment,
as a percentage of equity capital will be reduced during
the disbursement period of the Lozn to not more than 15% &
shall not exceed such percentage during the repaynent perit
of the Loan.

(vi) Annual interest rates on all
subloans to farmers will not fall below the rates
*established by mutual asreement between each re-
cipient, Borrower, and AID.

(b) Cooperative Federations (I'ENACOAC and
FENCOAR)

' (1) The Federations will maintain a
uniform interest rate on all subloans to coopeorative
affiliates not lower than the prevailing commercial
bank interest rateu.

(11) The Federations will establish a
Crop Disaster Fund equivalent to 2% of each sub-loan
granted., This amount will flow through to the Tin 1
user and will be deducted off the top of subloans and
invested by the I'ederations in Government securities or
similar investments of the highest safety and liquidity.
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(11i) The Federations will obtain approval
from Borrower and AID prior to any investment exceeding
$10,000 from any source in fixed assets,

(iv) Until the Federatiors maintain a
debt-equity ratio acceptable to AID, dividends, when declared,
must be invested in shares of the Federatious, aad no shares
can be redcemed except upon disaffiliation from the
Federations,

(c) Penny Foundation

(1) The Foundation will not -nter into
activit'es outside of the development loan program which
would adversely affect the implementation loan program.

(11) The Foundation may not make loans
to individuals.

(111) The Foundation will establish
and maintain a bad-debt reserve equivalent to 5% of the
subloans comnitted. Pay-in the reserve will begin with the
first drawdown of subloan funds.

" (1dv) Prior to the signing of the loan
agreement between the Borrower and the Penny Feundation,
the Foundation shiall submit in form and substance satisfactory
to, Borrower and AID a detailed financial pian of its operations
for ten years,

b. The Loan shall be subject to sucn other terms and
conditions as AID may deem advisable.





