
I\. 

n .l 

( 

( 

( 

( 

( 

r 

c 

6rr ~M - ~M~ 
2$3'-'1,2. 1:: . ...:Li\a~:FtiW l 

~ j2H,,,----
. __ .- -- - _ . -----·---·--·~~1 

r ~'-" r " ,.~." "" "' - ·H. • 

'

,"r\,"',' r~'n )' " . " r'l'" j 'l n""'7l r~~Jtf'lr 04,-. ... ' . \ .•• ~ 1\. '"' ............... u _ ••• ' 

,',:1 ·"i :'-' .'· ... \ • . ~'::'-'-" 

~1 : 'l.ut;: ... CJil , D. G. ZO$'23 

('I·.PITt-.I. ASSIS'£A.'tCE i-'A.PER 

Propos.:ll ll1~d R~C"::m1ellda.t1on3 
Fo=, {;lle f: ~\'l\.!": cf. the 

Da\"~ !op:l!~ n'li j'~'l'.U OOIl:!,cl.l:.t ee 

Ref ao Canter 
Room 1e66 US 

I 

" .' 

t 
\ 

I , , , 



· DEPARTMENT OF STATE 
AGrnCY FOR INTERNATIONAL DEVELOPMENT 

Washington, D.C. 20523 
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A.ID-DLC/P-I080 

February 21, 1~73 

MElw10RAlIDUM FOR 1'HE DEVELOPMENT LOAN OOMl-UTTEE 

SUBJECT: nUATEMh.LA: Rural Credit and Cooperative Development 

Attached for your review are the recommendations for 
authorization ot' fl loan in an amount not to exceed $4,500,000 
for t,;le local currency costs of a project to assist ir1 increasing 
the rural productivity an-l. incomes of small farmers; complete 
the formatio~ of viable, effective and autonomous cooperative 
federations anc stimulate economic activity among small farmer 
groups in a pre~cooperative stage; and contribute to the 
development of' c.. rural financial infrastructure in Guatemala. 

Plea~e advise us as early 8S possible but ~n no 
event la.ter than close of busir~ss O!1 Friday, Februn:·:i 23, 1973, 
if you have a baHic policy issue arising out of' this proposal. 

Attachments: 
Sun~y and Reccmre~ndfltions 
Project Analysis 
Al':NElCES I - V 

UNCLASSIFIED 

P.achel R. /\gee 
Secretary 
Development Loan 
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GUATEHALA - RURAL CREDIT AND 

COOPERATIVE DEVELOPMENT 

SUMMARY AND RECOMMENDATIONS 

1. BORRo\VER : 

The Republic of Guatemala. 

EXECUTING AGENCY: 

UNCLASSIFIED 
AID-DLC/P-I080 

J~cbruary 23, J.~71 

The National Agricultural Development Bank 
(BANDESA) • 

2. LOAN: 

a. Amnunt: 

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

b. Tenns: 

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%) the reafte r. 

3. RECIPIENTS OF FUNDS: 

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

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

c. The Penny Foundation (Fundaci~n del Centavo). 
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4. RELENDING 'TO RECIPIENTS: 

a. Amounts: 

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

b. Terms: 

Each loan will be ~payable in 40'yea~s, 
including a grace period of 10 years, at an interest 
rate of three percent (3%) during the grace periud 
and four percent (4%) thereafter. 

5. PURPOSE: 

The purpose of the Loan is to increase the rural 
productivity 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 ('ontribu·:e to the development of a rural financial 
infrastructure in Guatemala. 

6. PROJECT DESCRIPTION: 

The purposes of th~ Loan will be .&cnieved by 
channelling development resources through the Trust 
Fund of BANDESA to FENCOAR, FENAOOAC, and the Penny 
Foundation (IIFoundation"). In tu""n, the~e institutions 
will ~lend the ftmds to their membership and clientele 
for agricultural production and marketing.activities; 
small rural business; and social improvements in rural 
area~, such ~s 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 facilitie.s, f~rm macninety, 
vehicles, communications and office equipment. 
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The Loan is conc"ived as an e5senti~1 part of an 
integrated program designed to nccelerate the develop­
ment of efficient, farmer-owned institutions in Guate­
mala. In addition to this Loan the program includes the 
balance of $2,000,000 of credit available to the Fede­
rations and the Penny Fo~ndation under AID Loan 52G-L-
018, and three USAID g~ant-funded projects totalling 
$2,124 s 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 furids w~ll be equally divided 
between the two Federations and $500,000 ~s earmarked 
for the Penny Foundation. Another estimated $4,300,000 
in capital will he generated during the disbursement 
period of the Loan through additional mobilizatior· of 
savings and the Cooperatives' system of mandatory cap­
ital investment required by their sublending activiti~s. 
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
vice~ provided by the GOG Superintendency of Banks 
and the Ministr" of Agricul ture .Department of Coope­
ratives. These agencies will provide continued audit­
ing and legislative monitoring of the cooperatives. In 
a4dition, 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 TDRD,IDD and Eximbank have been advised of 
this proposed loan and have indicated no ~nterest in 
providing financing for this project.. 

9. STATUTORY CRITERIA: 

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



SUMMARY OF FINANCING NEEDS 
($OOO's) 

1973 1974 1975 1976 

Membership/Bo=rowers 
(Farm Units): 

a. Regional Agricultural 3,000 6,000 10,000 13,000 
Coops. 

b. Credit Unions 37,432 48,000 59,500 70,000 
c. Penny Foundation 2,000 3,000 4,000 5,000 

Gross Loan Demand: 
a. Regional Agricultural 577 1,360 2,210 3,060 

Coops. 
b. Credit Unions 2,718 4,032 5,724 7,644 
c. Penny Foundation 250 l!UJ 650 800 

TOTAL -3,545 5,792 8,582 11,504 

Less: Equity Capital 
(System Wide) lz 763 2,467 

External Financing 
3,284 4,449 

~ 

Requirements lz 782 3,325 5,298 7,055 

Sources of External Financing: 
AID Loan 018 Rollover 1,577 2,000 2,000 2,000 
Proposed Loan and Rollover 205 1,325 3,298 4,500 
Other Sources 555 

TOTAL 1.,782 3,325 5,298 7,055 

Disbursement Schedule for 
Proposed Loan 205 1,120 1,925 1,250 . 
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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 TEAM: 

The Country Team has given high priority to this 
l:roject, as exemplified in Cable Guatemala 00222, 
dated January 15, 1973, and has recommended ap~roval 
of the Loan. 

12. CONCLUSION AND RECOMMENDATIONS: 

On the basis of the conclusions that this Project 
is technically, econcmically, and financially sound, it 
i3 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 requireLents be satisfied by the ,Borrot',er 
prior to initial commitment documents or separate dis­
b~rsements for each of the recipients under the wan: 

(1) Submit for AID approval BANDESA' <; lend­
ing policy reo!' the funds made available pursuant to 
the Loan. 

(2) EXecute separate AID-approved subJDan 
agreements with each of the three loan fund recipients, 
covering the following conditions precedent to disbur­
sement for each recipi.ent 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 t.he Crop Dis­
aster Fund. 

In the case of the Penny Foundation it is pro­
posed thaL, as a condition precedent to the signing 
of the subloan agreement between ]ANDESA and the Penny 
Four~dation the Foundation submit to BANDESA and AID 
for approv~l a detailed financial plan of its oper­
at~ons for ten years. 

b. Covenan ts : 

BANDESA shall provide in its separate sublo~n 
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 use~ to finance activities 
directly relating to coffee, cotton, sugar or other 
crops or commodities unacceptable to AID. 

(c) The recipient institutions may not 
incur a~,y indebtednes s which would take a senior pos i­
tion to this AID Loan. 
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lO) unless AID and Borrower otherwise 

agree in writing, the approved lending policies of the 
recipjent institutions will be adhered to throughout 
the rep~yment period of the Loan. 

(e) Net fixed assets of the recipient 
institutions, such as land, buildings, and equipment, 
as a peTcentage 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 period of the Loan. . 

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

(2) Cooperative Federations (FENACOAC-FENCOARl 

(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 DisClster Fund equivalent to 2% of ~ach subloan 
grantrd. This amount will flow through to the final 
(J S e r em d w ill h c de d u c ted 0 f r the top 0 f sub loa n s 
and invested hy the Federati ons in GovE:rnment securi ties 
or similar investments of the highest saff>ty and liqui­
dity. 

(c) The Federations will obtain approval 
f~om 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, dividend~, when 
declared, must be invested in shares of the Federations, 
and no shares can be redeemed except upon disaffili­
ation from the Federation. 
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(3) Penny Foundation: 

(a) The Foundation will not enter into 
activities outside of the develepment loan program 
which W01!ld adversely affect the implementation ,of the 
Loan program. 

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

(c) The Foundation will establish and 
maintai~ 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. 

Project Committee 

Loan Officers: 

Pinancial Analyst: 

Economist: 

Project Advisor: 

Coordinator of Coopera-
tive Projects: 

Agricultural Coopera-
tives Advisor: 

1\ g ric ul t u re 1\llv i sor: 

C.A. Balsis, LSAID 
John Shannon, USAID 

T. Bebout, ROCAP 

S. Johnston, Embassy 

D. A. Chaij , IJSAID 

S. Wingert 

D. Fledderjohn 

R. Bravo, USAID 



Other· Contributors: 

Approved by: 
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w. Oglesby, ~/DR 

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

Dr. James Walker, North 
Car. St. U. Regional 
Directo~,'In~ernational 
Soil Fer~ility Program 

Robert E. Culbertson 
Director, USAID 

Harlan A. Harrison 
Deputy Director', USAID 
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I. THE NATU:1E OF THE PROJECT 

A. Project Description 

1. Purpose and Size of the Project 

The purpose of the cooperatives Loan 
is to increase the rural productivity and incomes of 
small farmers. Concomitant with this purpose, the 
Loan is intended to complete the formation of viable, 
effective, and autonomous c~operative Federations, as 
well as stimulate economic activity among farmer groups 
ip a precooperative stage. By this means it will 
contribute to the development of a· ruraJ. financi2.l 
infrastructure in Guatemala. These purp~ses will be 
achieved by channeling development resources through 
the GOG National Agricultural Development Bank 
(BANl)ESA) 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 ~a private sector non-profit national 
development foundation) for sublending to farmer 
groups in a precooperative stage. 

The Loan is conceived as an essential part of 
cln integrated program designed to accelerate the 
development: of ufficient, fcJrmer-owned institutions 
in G~atemala. In addition to this Loan the program 
includes $2,000,000 of credit available to the Fed­
~rat:!.ons and the Penny FoundatiOl. under AID Loan 
520-L-018, and three USAID grant funded lrojects 
totalling $2,124,000 in technical assistance 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 cooperat~ve 
institution. The proposed Loan will fill that need. 
Of the 95,000 member families projected to be part 
of the ~ooperative movement by December 1976, 
apPI'oximatt!ly 60,000 are expected to be farmers 
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capahle of receiving external production credit. 
Takir.g 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 Pem:y Foundation for sublending a:ctivities to 
small farmer Jroups. Another estimated $4,300,000 
in capital will be generated during the disburse-
meni.. 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 alld 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 al~inistrative costs for the managemen~ 
of Luan fund~; services provided by the GOG Super­
intendency of Banks and the Ministry of Agriculture 
fupartment of Cooperatives, such as continued auditing 
and legislative monitori'1g of the cooperatives; and 
agricultural technical assistance by a Ministry of 
Agriculture specialized staff. The Government of Guate­
mala, as the Borrower eliminat es the need for 
mc..tintenu.ICC of value reserves, which are normally 
required of pri\lte intermediate credit institutions. 

2. The Target Clientele. 

A key item of focus is the identification 
of the target group umier this Loan and its relat ion­
ship to the credit recipients under the BrlNDESA program. 
Once identified, the problem exists.of reasonable 
assurance that the Project remains aimed at the target 

http:exists.of
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group throughout "the life of the Loan. 

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

Medium 
Small 
Smallest 

7-45 hectares 
0.7 - 7 hectares 
less than 0.7 h8ctares 

BANDESA is designed to serve the small and 
medium farmer with no access tn 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 
estimateci 280,000 farm families with a need for 
approximately $56,000,000 of credlt per year. Guate­
mala's smallest farmer numbers upproximately 85,000, 
corresponding to an estimated annual cre~it demand 
of $4,000,000. 

Clearly, the need for credit is great and 
cannot be served in its entirety by BANDC:SA. There 

'are social and economic costs factors which limit 
BANDESA's reach and at the same time restrict the 
individual farmer's acce~s to BANDESA. There are. 
problems of language and culture (see Socio-Economic 
An3lysis, Section II.C.) as well as th~ need for 
proof of legalized land tenancy, which effectively 
eliminates many potential clients. Fir.ally, there 
is the fact that very small loanf entail high 
administrative costs per portfolio dollar and hence 
even government development banks, such as BANDESA, 
cannot feasibly serve small farmers at the lower end 
of t~lO socio-economic spectrum. The cooperatives 
,1ncl thl' Penny Foundation can serve such small farmers . . 

BANDESl\'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 figur·es which 
generally describe the target clientele for BANDESA 
and the Cooperative Federations. However, the lines 
of division are not clear-cut. In fact, these insti­
tutions cia overlap in their potential servicing of 
the 3nlall farmer category, even though those farmers 
requirillg loan funded inputs are obviously greatly 
in excess of either institution's combined physical 
and ~conomic potential. This becomes p~rticularly 
evident when it is considered that BANDESA's projected 
lEnding for 1~73 is $6.1 million. 

Given a greater credit demand than can be met by 
both BANDESA and the Federations, what is the charac­
te!'istic \oJhich 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
mentG: maximum farm size, maximum net ' .. 'o!'th and 
iilcome, and loan si:· e limits. Such crite!'ia are often 
arbitrary, not consistently applicable ~o all cases 
and li"l a developing country, administering such controls 
is difficult and evasion is always a problem. For this 
pro9~am an alternative is proposed to the conventional 
approach. Instead of a cwnbersome administrative 
m8chanism, this pro;ect 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 
elstwhere for $12. 

BANDESA marke~s credit at an effe~tive rate to 
the borrower of 8%. The corresponding rate for the 
cooperatives borrower is 14% (12% plus 2% crop 
di~aster fund). It is maintained that when fa,rmers 
become> sufficiently established, experienced and 
C'rp.r.it wr.rthy nnd have gaineci accessibility to credit 
I>t'ycmd t'he cooperative, they will go to BANDESA, thus 
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freeing funds for reuse with borrowera lower on 
the Eocio-economic spectrum. 

The average borrm-/er of BANDESA I s clientele 
has a loan size Jf $1,088. Given the 6% interest 
difference bet\':een the blo organizations, the bor­
rower gains $65 by making the switch to BANDESA 
funds. It is believed thaL the farmer will in fact 
borrow cheaper money at the point he has the c~pa­
city to do so. 

In sUEwation, it is believed th~t the interest 
cha~ge, made necessary for reasons of financial via­
bility of the lending institutions (see Section II.D, 
Financial Analysis), insures that "the project has a 
target class separate from other lending institutions,' 
and that it \'1ill not evolve away from performing the· 
original purpose. This is accomplished in an equit­
able manner with no administrative complications. 

3. Interest Rates 

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

AID Loan: 

, BANDF.8A Sub loans 
to J{(!(~ipJcn!.t".,: 

Federation Sub loans 
to Cooperatives: 

Cooper~tive Subloans 
to Farmer: 

Foundatlon Subloans 
to Farmer Groups: 

2% durin~ grace period and 3% 
thereafter 

3% during grace period and 4% 
thereafter 

8% (or not less t.han commercial 
bank rates) + 2% cr~p disaster 
fund charge per loan 

12% + 2% crop disaster fund charge 
per loan 

Illustratiyely 18% 

The final charge to the farmer is neither a 
burden to him nor is it unfair. Borrowers .from com­
mercial banks, the most credit worthy applicants in 
the country, pay 8% interest, when +.hey can get a 
lcan$ Borrowers from BANDESA, a government supported 

http:Ri!wipj.ce
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and subsidized bank, pay 8% also. The only other 
source of credit, outside the Federatjons 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 mtnimum which will permit financial viability 
for the F'ederations 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 is it fair, but it is 
to his udvantage 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. 'I'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 
needf. The macroeconomic study of th= agricultural 
sector in Guatemala performed by Iowa State Univer­
sity showed that to provide tecru1ical assistance to 
all of the farmers, the government would have to 
el~loy over 2,000 extension agents; present staff 
is 50 extensionists and 220 lower le·:el promoters. 

In order to provide credit to all small and 
mediu!',l farmers, the government "IQuld need over 
$100,000,000. The resources required to help one 
sector of the economy simply are not available in 
a country such as Guatemala, nor wuuld 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 .iob will not get done. 

By supporting the institutions that provide 
him services, the farmer is assured of receiving 
the necessary inputs when and in the quantity he 
requ:J.res. Can he afford to pay for these services? 
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The cost/benefit analysis 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 h8 can expect 
additional income of $15. The 14% cost of money 
on the fertilizer would be $0.70. If he were 
charged a subsidized rate, say 5%, his inter~st 
woulr. be $0.25. By paying $0.45 more he will re­
ceive 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 conservativ~ly 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. In servicing the isolated, very 
small farmer, a charge of 18%-2~j is reasonable 
considering that the cost of reaching him and super­
vising the loans is 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 is pro~itable to the 
smell farmer, but~. t is also risky. If he loses 
a crop that has not been fertilized, he can migrate 
to ~he coffee plantations to earn enough to subsist. 
If he has borrowed money to purchase fertilizer, he 
will have to pay back the loan from jncome on f,ood 
crops in later years. The burden to the small farm­
er from crop losse~ is in the capital borrowed more 
than the intcrest rate on the original loan. By 
paying a 2% crop disaster charge within the 14~ 
rate, he allows the cooperative to capitalize fu~ds 
that will provide the resources to refinance his 
crop Im:;GcG. 'I'his spreadG the small farmer '. s risk 
and aGGures him a more secure income. 

One must also consider that the expens~s of 
running the Federations are controlled by the 
farmers' representatives. Increases in expenses 
of 10% a year were included :J.n the financial analy­
sis to prove project viability. Howsver, the budgetB 
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must be approved by the Board of Dire~tor~ of 
each institution and it is to be expected that 
unnecessary increases will be disapproved. Any 
excess income to the Federations will be returned 
to the cooperatives and eventually r,o the farmer 
in patronage dividends. In the case of the Penny 
Foundation, expenses are controlled by the Board 
of Directors, \'lho 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 is required to support the 
ins L!. Lu Lions tl1a t serve him. The government cannot 
suppl.'f him wi I.h all of the services thai. he requires.· 
rl' he rel'f!ives these services, the return on invest­
ment is high enough that Lhe interest is not a 
burden. Finally, compared with other sources of 
credit, 11~/6 and 20% interest charges are cheap for 
the farmer. The more basic problem is one of 
availability rather than interest rates. 

4. Activities to Be Financed 

Loan funds will be used by the Federations 
• and ~he Penny Foundation to finance ~he activities 

set forth below and on the table following: 

1. Agricultural and small livestock production 
credlt and marketing activities; 

ii. Small rural business activities; 

iii. Social improvements in rural areas such as farm 
B.nd home improvements and education of farmers 
and their families. Up to a maximum of 10% of 
loan funds allocated for each institution may 
be used fOD this categ~ry and these subloans 
will be tied 1.0 prior ~ending for productive 
activities. . 

iv. Investments in producti~e fixed assets by co­
opera ti ves such as mul ti,1urpose warehouse con­
struction, farm machiner;r and office equipment. 
Whenever any such investments are' over $1,000; 



TABLE OF ACTIV!TIES 

?ENCOAR FENACOAC PENNY FOUNDATION 

1. Ag. &: Small Livesto~k 
Production $1,200,000 $1,200,000 $400,000 

2. Marketing 420,000 200,000 

3. Small Rural Business 265,000 50,000 
Activities 

4. Social Improvemen;,;s 200,000 200,000 50,000 .... 
0) 

5. Productive Fixed Assets 

Cooperatives 175,000 100;000 

Federation 5,000 35,000 

TO'l'AL $2,000,000 $2,000,000 $500,000 



19 -

a cost/benefit analysis of the prcposed 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 commodities produced 
by member cooperatives. 

vi. Federation investments, with prio~ ~ANDESA-AID 
approval of expenditures in excess of $10,000 in 
fixed assets such as warehouse end 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 s~rvices to their cooperativ~ affiliates and 
respective individual membership. Such a service 
package includes the introduction of more advanced 
productiop and marketing practices, the selling of 
agricultural inputs such as improved s~ed varieties, 
fertilizer and herbicides, the market:i.ng of pr ',ducts, 
and the prGvision of technical agricultural and 
managerial assistance. A ful:er discussion of coop­
erative services and technical assistanCe capacity 
is found in Sections Il.B.I. and II.B.2. 

It will be established in the lending policies 
of edch Federation and the Penny Foundation that funds 
£r·om L1is Loan may not be used for: 

i. Cattle operations; 

ii. Acquisition of either land'or used bu~ldings; 

iii. Payment of interest; 

iv. Payment of salaries to the Feperations', Founda­
tion's and Cooperatives' personnel; 



v. 

vi. 

vii. 

viii. 

ix. 

x. 

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

Payment of dues to the Federations or Founda­
tion; 

Pur~oses other than those requested in the 
subloan application; 

Distribution of patronage refunds o~ net profits 
to members; and 

Individual farmer-member loans exceeding Ql,SOO; 

Payment of debts; 

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

S. Capital Formation and Institutional 
Development 

Part of the strategy of this Lo '".n is 
to help th~ Federations achieve self-sufficiency as 
viable intermediate credit in~titutions. With the 
efficient utilization of Loan funds the Federations 
will greatly increase ~heir own capital resources 
and stimulate their institutional growth and develo~ 
rnent. 

'1 nrough a program of required capitalization, 
equity is systematically formed at all levels of the 
cooperative movement. When a ~Ilbloan is made by 
either the Federations to their affiliated coope­
rativGs, or by the local cooperatlves 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 loc~l ~ooperatives invest 5% of their paid-in 
capital,which is constantly increasing through the 
above ml~chani.sm 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 disaffili3tes from 
the Federat ion. 

This system represents the most iDportant contri­
bution made by the Federations to thei~ 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 banki~J institutions, as well as contribute 
to the development of an ongoing financial infrastructure 
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 contribu'te 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 o·:'ganizations 
and other small rural groups on a revolving fund 
basia. In time these groups, or their memGers, will 
either form cooperatives or become c-uffiriently worthy 
to attract financing from commercial SJurces. It is 
not the philosophy of the Penp:' FCll~,~at:'on to compete 
with e~tablished cooperatives, but rather to assist 
groups during their early stages of organization • 

This part of the Loan is further designed to 
stim'llate the Foundation's capacity of sustaining 
the development lending program without being unrealis­
tically dependent \:pon grants, private sector donations, 
and concessional lending. With present capital structure 
and operating costs the Foundation is heavily dependent 
on g~ants 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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unci dlldnl] ] 972 requested AID assistance to conduct 
a detailed financial analysis of all Foundation 
activities. The results of this analysis show that 
thrcllgh a combination of higher interest rates," 
red~ced operating costs,closer supervision of the 
development lending program, a constant level of 
donations, 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 
An~ex III, Exhibit A, Minutes of Foundation's Execu-
tiVE: Committee). " "" 

B. Program Justification 

1. Guatemalan Development Strategy and 
the Cooperat i ve Movcmem: 

" Guatemala is fundamentally an agricul-
tural country. Its economy is based 01: agriculture 
and the majority or the people are engaged in farming, 
food processing or pursuits ba~ed on or related to 
farming. Because of this the development effort in 
this country is rurally oriented. Of a total public 
sectQr 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 ~inimize rural to urban migration for a variety 
of reasons. Rural poverty is easier to deal with 
than urban; the physical facilities such as housing 
and municipal services, necessary in urcan areas, 
present 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 
c.uatemalan economy. To avoid the inevitable problems 



23 

-- 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 
dive~sify agriculture and livestock production; and 
improved income distribution. The coogerative movement 
and the ~ctivities of this Loan address themselves 
directly to these goals. 

The Government of Guatemala, recognlzlng the comple 
mentr.lry:~ffect of cooperative activities to other GOG -
prog~ams 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 ar~ loan projects 
in the areas of education, health, rural electrification, 
aid to small rural municipalities, agricultural credit 
and 2xtension services. Beginning in 1970 with the 
Rural Development Loan and in 1971 with grant-funded 
projects for the two Federations, USAID I'ecognized and 
supported cooperative development as a part of its 
strategy to improve the standard of liv~ng 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 crAP Review 

The proposed Loan is directly.responsive 
to the 197°2 ClAP Review of the Guatemalan Economy, which 
identified the important role cooperatives could play 
in the country's agricultural dev~l~p~ent_prog:am. 



The Review recommended that credit resources, above 
the $2,000,000 earmarked for cooperatives under 
52Q-L-Ol8, be made available to 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 ~iven continued support to the cooperative move­
ment while other organizations and individuals have 
assisted in the development of cooperat:~ve institutions. 
Unfortunately, many of these promoters had little 
technical knowledge of the actual functi.oning of a 
cooperative as a bu~iness 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 
Mini~try of Agriculture, but fewer than a dozen are 
capable of supplying the services their members 
require. 

During late 1969 and 1970, the leaders of both 
the ~gricultural cooperatives and the savings and 
credit cooperatives movements, in conjunction It/ith 
U8AID, analyzed th~s 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 orientation of 
both movements in which they are pursuir.g the following 
goaJ.s: 

a. Full Service Line 

In order to be eff~ct1ve in 
improving the lives of its members, a rural cooperative 
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must offer a full line of services including credit, 
sale and delivery of farm supplies, marke~ing 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 p.fficient use 
of sel'vices. 

b. Economic Viability 

Achievem~nt of social goals is 
directly ucpenuGnt 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, anministrative staff and other 
personnel required to provide efficientl:, the package 
of se~vices 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 w.")rking 
fronl a base of 30-60 local groups in eeparate com­
ml!nities, and a s:imilar horizontal expansion of savings 
and credit cooperatives through branch office formation. 

d. Capital Formation 

One method by which the cooperative 
movcmCIlt ha~ been, and will continue to be strengthened, 
is by increa~ed paid-in capital. Thus fa~, capital is 
formed through direct investment by members, retained 
earnings and mandatory capitalization of 5% of. each 
loan granted. . 
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e. Vertical Integration 

In 'order to fulfil2. 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 
ha5 t:aken place over varying time periocs in the tt'JO 
movements. When the activities leading to the develop­
merrt of FENCOAR were begun in Guatemala, the operations 
of FBNACOAC's affiliates in rural areas were limited 
exclusively to providing the traditional services of 
a community credit union. Since that date, FENAOOAC 
has begun to provide several of the sel'vices 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 
:!ooperatives. 

Although ·.:his institutional developrr.ent and 
maturity, and the convergence of goals ~nd activities 
of these institutions have not been com~leted 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 ar. attempt to define what relationship should exist 
between them. Among the alternati\·~s being discussed 
are a complete or partial merger, geogl'aph:!.~ separation, 
division of services and parallel development with . 
. positive competition. This topic is further discussed 
as an issue under Section II.E. 

2. FENCOAR 

FENCOAR is the result of a ·grant funded U8AID 
project begun in October 1970. It was formed in October 
1972 by the three regional cooperatives operational at 
that: time. 'l'he i=ourth regional was formed January 11, 1973 

http:alternati%.es
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and is waiting approval 'Of its charter. ;The fifth 
and ~ixth regionals will be organized during"the 
remainder of 1973. 

By 1976 the six regional cooperatives will be 
serving 20,000 members in over 240 separate communities. 
At that time, ~hey 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 ca'rry on its activities will be in excess of 
$3,GOO,000, in 1976. 

The growth record of FENCOAR is as follows: 

12[31/71 

Act1.ve Regional 
Coopcr::;.tives 4 

Member Families 1,500 

Net \oJorth $19,000 

Loan~ Outstanding $225,000 

Average members 
per Cooperative 

Average Capital 
per Cooperative 

Fertilizer purch~sed 

Members' Basic Grains 
Production (pal'tial-

":'50 

$9,500 

35,000 

ly Plurketcu hy FENCOAR) 

cwt. 

_12[31(72 

"'3 

3,000 

$233,700 

$447,000 

1,000 

$19,500 
1 

91,000 cwt. 

% Change 

50% 

100 

1,030 

99 

33 

105 

160 

65 J 000 cwt. 130, 000 C\·!t. 100 

How these figures compare with previous projectiGn~ ~ee 
Exhibit D.l of Annex III. Future growth pI'ojections are 
illustrated in Exhibit D.2 of the same Annex. 

See the table on the following' page for the pro­
jected credit needs of FENCOAR. 



Membership: 

Gross Loan Demand-11 

Less: Share Capital 
(Sy.stem Wide)l/ 

Liquidty17 
External Financing 
R~qu1rements 

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

TOTAL 

Disbursement Sched".lLe for 
Proposed Loan 

FENCOAR - FINANCING NEEDS 
($000'5) 

1973 

3,000 

577 

"115 
(115) 

577 

577 

S77 

1974 

6,000 

1,360 

272 
(272) 

12360 

1,000 
360 

1,360 

360 

1975 1976 -
10,000 13,000 

2,210 3,060 

444 611 
(444) (611) 

,--
2.210 3 z060 

1,000 1,000 
1.210 2,1)00 

60 

2,210 3,060 

850 790 

11 .Assumes average loan size of $192 in 1973 and increasi~ $10 each year thereafter, based on 
historical experience. ·Addtiona1 loan de~and shown in 1974 through 1976 is for fized asset 
investments. 

1..1 Share capital .equals 2<Y1. of loan demand since a debt/equity ratio of 5 to 12 is a re~uiremel1t of 
all. sub-loans. 

1/ T~e reduction factor. equ~ls 2~k of gross 103n de~and composed of l~k delinquent loans; S% cash 
on hand; 2·170 inve:;ted in. FENCOAR. An additional 2~'l'. is invested in fixE'!d assets. 

N 
CD 
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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, ho\~ver, due to lack of effective services 
offered by the Federation and the extremely small size 
of its affiliates. In 1970, management of the Federa­
tj on was turned over to Guatemalans and e.t 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 $ 5,042 $ 19,375 284 

Average Savin~ per Member $ 27.46 $ 47.83 74 

Fertilizer purchase 100,000 cwt. 

See the following page for the projected credit 
needs of FENACOAC. 



Membership,,!.! 

Gross Loan Demand!1 

!P-S:i: 
Net Share Capital 

(System Wide)!1 

Exter,al Financing 
Requirements 

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

TOTAL 

Disbursement Schedule for 
Proposed Loan 

FRNACOAC - FINANCING 

, n"~ 

37,432 

2,718 

lz 763 

955 

800 
155 

955 

1;'5 

($OOO's) 

J."7 , ... 

48,000 

4,032 

2z467 

1,565 

800 
765 

lz565 

610 ---

NEEDS 

1.';11;) 197() -
59,500 70,000 

5,724 7,644 

3,284 4z349 

2,440 3 z295 

800 800 
1;640 2,000 

495 

2,440 3 z295 

875 .360 ---

11 Borrowing farm units (members) are estimated at 44% of 1973 total membership, and the percentage 
incrcOlsil&g by 4°1. in each suct:eed!ng year. 

Ii Assumes average loan size of $165.00 in 1973 and increasing $10.00 per year based on historical 
experience. 

11 Reflects ~ 17.5% reduction factor compo~~d of: 5%d~l{nquent loans; 5% cash on hand; 5% invested 
in FENACOAC shares; and, 23z'7. i"nvested in fixed assets. 
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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 ?revious pro­
jec\;ions are seen in Exhibit D.l of Annex III. Exhibit 
D.2 of the same Annex illustratesfutuI~ growth projec­
tions. 

4 • The Penny FOWlda tion 

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 ~las less 
than $20,000. Although the broad purpose of the Foun­
dation is to assist in the "integral development" of 
Guatemalu's urban and rural areas, the principal ac­
tivity has been the development lending program in 
rural areas for such p~rposes as production credit, 
potabJe water systems and community devel.opment acti­
vities. The loan portfolio has grown from $42,700 in 
1966 to almost $350,000 today. 

The FOWldation also sponsors the Pan American 
Development Foundation's Tools for Freedom program in 
Guatemala and serves a..: liaison for, and helps ~llpport 
financially, the VITA (Volunteers for I~ternational 
Technical Assistance) program. The Foundation is in 
the process of divesting itself of an lli1-profitable 
cattle sharing program whereby the FOWldation 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 Corrunercial bank: 
$45,000 loan, at 8%. 

OPIC: 
$200,000 line of loan insurance. 

AID: 
$125,000 grant; $200,000 Loan (520-1-018) of 
which $120,000 is drawndown. 

TIle $200,000 available to the Penny Foundation 
under AID Loan 520-1-018 has been used satisfacto­
rily. Since July 1972, when these funds first 
becamp. available, money has been disbursed to 
seventy different sub-borrowers. The rE'cipients, 
pre-cooperative groups and ad hoc associations of-­
small fanners, used these funds to purchase ferti­
lizer in conjl:nction with FENACOAC. The average 
loan amount had been $1,720 per group or approxima­
tely $50.00 per family benefitted (see iinnex III, 
Exhibit B). The Foundation estimates that the 
remaining $80,000 will be disbursed before May 1, 1973. 
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5. AID Loan 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 
the~e loan funds had been drawn down for subloans 
to 5,196 farmers, who work on 14,280 hectares or 
land. As of that date, total disbursements had 
been approximately equal for both Federations and 
the Foundation :1ad drawn down a total of $120,000. 
Durir.g 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 drato.tiown is pro­
jected prior to the end of 197), 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 financ~ng. 
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II. PROJECT ANALYSIS 

A. Borrower /Executing Agency 

1. BANDESA Organization Structure and 
Staff Requirements for Execution of 
If.)a n fund s 

BANDESA's organizational !3tructure at 
the operational level (as illustrated on the following 
page) consists of three major divisions, each with 
the following general scopes-of-work am responsi­
bilities: (a) Administrative Division - provides the 
accounting and statistical functions, supervises 
branch bank and agency activities and overall 
housekeeping requiri~ments; (b) Banking Division -
aSSllIT.es responsibility for the regular portfolio of 
banking and credit activities; and (c) Trust Fund 
Divisi:m - made up of a Trust Fund CredIt Department 
and a Depa rtment of Studies of Special Program and 
Infrastructure, handles specific funds m~de available 
to BANDESA through international agency lending 
programs. The Trust Fund's present portf.1lio consists 
of one AID Loan (S20-~018) including the $2,000,000 
for cooperatives and pre-cooperatives gr:mps, and 
four IDB loans (IDB-204FE, 204FL, S8FE, and S8FL). 

Since this Loan will follow the same procedures 
of the Rural Development Loan funds, additional staffing 
within BANDESA will n0t 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 te from BANDESA central offices to Cooperative 
Federations to affiliated cooperatives to individual 
cooperative memberstip, and to the Peru1Y Foundation to 
small farmer groups. 

This system will, in effect, increase the execut­
ing agency's trust fund credit portfolio and permit 
larg~ subloans at insignificant additional cost with 
an end result of reducing overall average administrative 
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cost per sub10an made from the entire portfolio. 

2. GOG Institutional Support 

As in the past, the GOG will continue 
to support thp. cooperative movement through the acti­
vities of its own rural deve10pnent agt:;ncies. BANDESA, 
the Federations, and the Penny Foundation will ex-
change lists of borrowers to e1ir .. inate the possibility 
of duplicating clientele. Extension and prorllotion 
agents of DIGESA will continue ::0 provide and complement 
the agricultural training given to cooperative farmers. 
Based on the experience of last year, growing inter­
action between INDECA (the GOG marketing institute) 
and the Federations is anticipated. During the 1972 
gro'liing season INDECA assigned a quota to FENACOAC 
for the purchase of 50,000 cwts. of co~~. Finally, 
it is expected that the cooperatives will play an 
increasingly larger r"Ole in the area of agricultural 
resea rch. Already, an excel' ent new whetlt seed has 
been developed as a result ,-"Om the direct cooperation 
between the Mi·1istry of Agrlculture's research division 
and the largest agricultural cooperative i:1 the highlarrls. 

3. Lending Procedures 

A copy of the proposed BlIND.ESA lending 
policy for these funds is attached in Jl.nnex III, 
Exhibit C. The procedures which BANDEaA will follow 
will be substantially the same as thos~ used in :.;he 
c~se of 520-L-018 funds assigned to the Federations 
and Foundation. 

B. Recipients of Loan Funds 

1. FENOOAR 

a. Organizational Structure and. Tech­
nical Assistance capability 

, The organizdtional 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 
coop~ratives 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 farmer. Each 
man works daily in the field and is capable of reaching 
about ISOO farmers through local group meetings which 
are organizeJ by the local village commi t'te9s themselves 
and center around the topics of credit, ~gricultu~e 
anJ cooperative education. 

The work of the ~gionals' field staff is augmented 
by twelve Peace Corps V0lunteers, ~~hose assistance 
has been programmed during the first 3 years of the 
organization I s development. The Voluntee.rs, s pecific­
ally trained in Highland agriculture, credit and 
cooperative activitius, are curl2ntly assisting in the 
training of local leaders and branch warehousp~en. 
Their efforts are also oriented to enccuraging and 
educating the general membership in cooperetive ser­
Vices, activities and policies. 

'£he ag~unomists and volunteers coordinate their 
efforts with the Regionals I ma~lagers, who are also 
prof~ssionally trained and highly experi~nced agrono­
mists. They lend techr.ical competence in areas of 
fa rm machinery utilization, rna r1<eting and hand ling 
of agricultural products, procurement of nupplies, 
credit and the design of member services. 

A typical regional cooperative has a complement 
of supporting staff, middle lev~l office employees 
and skilled shop wo~kers, totalling bet~een 20-25 
individuals. This complement is compoBed of two 
accountants, a master mechanic, tractor 3nd other 
fann 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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services. Physical facilities available to the 
Regional Cooperatives are numerable: 

Radio communications between R£::gionals themselve.s 
as well as with the national office. 

Multipurpose \oJarehouse loffice buildings which 
serve as office headquarters, storage facilities 
and other production inputs, and fa:.:m supplies 
stores. 

Seed cleaning equipment and grain storage bins. 

A fleet of tractors, threshing machines, and 
trucks. 

Fully T:"lechanized accounting systems. 

FENC'OAR enhances the administrative and technical 
capacity of affiliates through the following mechanisms: 

Consultation: Federation staff ana AID contractors 
continually provide recorrunendations anc.~ advice 
on policies and ope retions, usually thruugh the 
regional managers. 

Monitoring: Internal audits are pGrfonned regular­
ly by the national staff in addition to outside 
professional analysis of operating statements. 

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

Planning: The national organization participates 
in the plann:i.ng e>:9rcises of its a.ffiliates, 
checks performance against projections and budgets, 
and recommends as needed. 

Procurement: The Federation is the wholesale 
plocurement and bargaining agent for its affi­
liates. 
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Representation: The Federation is directly 
responsible for public information and public 
relations on behalf of its affiliates and 
their member fanners. 

b. Lending Procedures 

An approved lending policy for. 
this institution is required as a condition precedent 
to di~bursement 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 follm.,ing: 

i. h member requesting a loan fills out a detailed 
farm plan and loan request with the regional 
extensionist and lor the president of the local 
FrouP· 

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

iii. The regional extensionist adds his ldcommendation 
to that of the committee. 

iv. If the request has received a n2gative recom­
Jilendation by the local committee, it is automatic­
ally denied by management or the central credit 
committee of the regional cooperati V? • 

If the recoros on this individual in the regional 
office shows a poor credit record, the case will 
0e discussed by the regional committee with mana­
gement and either denied or approv8d, depending 
on circumstanc0s. If neither of these situations 
occur, the request is approved. 

At the level of the Federation, creJit is extended 
to the regional on the basis of projections of capital 
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requirements, cash flm" analysis and proposed activi­
ti~s. It is unlikely that a reasonable loan request 
would be denied, since it is the r9sponsibility of 
the Federetion to anticipate the credit needs of its 
affiliated regional coopel~tives, assist them to 
continually improve their financial base and credit 
worthiness, and continually monitor perfunnance. In 
cases of doubt or differences of opinion in credit 
worthiness) the National Executive Committee or 
BoaIrl of Directors assists the management in credit 
decic;ions. 

2. FENACOAC 

a. Organizational Structure and Tech­
nical Assistance Co.pa.bility 

The organizational structure and 
functional 1escription of each department of FENACOAC, 
as il1ustreted on the following pages, was adopted 
at the end of 1972 following a reorganization process 
based on the system "Management by Obj ecti ves It • 
Services have also evolved as demands from the affiliates 
have increased. 

Simi.l.ar 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 recoIrls, process loan requests, supervise 
loans and impart basic fann manage.ment training to 
the members. 

Preser.tly, 47 full-time managers are employed 
by the affiliated coopel~tives, and all member coope­
ratives are expected to h:we 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, supplemente~ by Peace Corps Volunteers, 
s~r~e as local extensIon agents and provide services 
Slmllar to the FENCOAR agronomists. 
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Seven Peace Corps Volunteers arc assigned to 
FENACOAC in the capacity of local fieJd agents \'lhose 
main duties are to assist the different member coopera­
tives ",ith their administrative problerns and member 
prom~tion and education. They also serve as a commu­
nicatjon link with the Federation and its staff. 

FZNACOAC intends to implement, as income permits, 
a plan for providing additional assistanc~ to member 
cooperotives. The important element of this additional 
assjstance will be the use of indigenous farmer-members 
whc have shown capacity for learning administrative 
procedures. These fanners, whu have first-hand know­
ledge 0f rural conditions and problems and can also 
speak one of the Indian languages, will receive 
intensive training in basic technical agricultural a,d 
acconnting practices. They will then be emp]oyed by 
the Federation as local field agents working with 
cooperatives and bl~nch offices in a zone M1ere all 
membe~s speak the same Indian dialect. They will 
travel by bus or motorcyclE! and replace ·the assistance 
no"' given by Peace Corps Volunteers in these areas. 

The respo'lsibilities of the' local field agcnts \rlll 
cover loan supt:rvision, basic agricultul\3.1 education, 
identification of pl.cJ.nt diseases, consulcation \'lith 
Federation and GOG agricultural technicians on how to 
sOl\'e problems that go bE~yond their capabilities, 
assistance in bronch offiC'e development, cooroinatic n 
of feltilizer sales and marketing activities. 

Finally, FENACOAC has working arrangements with 
the GOG for support in areas which ~omplement its own 
car/abilities. For example, the Superintend -mcy of 
Banks performs yea.rly audits of all affiliated cooper­
'atives, the National J\.gl'iculturol Marketing Inst:Ltute 
(INDECA) has purchased corn and beans pmduced by 
cooperative members, and specialized technical assist­
ance is obtained on f1. when-needed basis fran Hinistry 
':>f Agl~iculture Sped.alists. 
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b. Lending Procedures 

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

i. The· loan l\.~quest is prepared by the member with 
the assistance of the cooperative or branch 
o:rfice manager. 

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

iii. Loan application is either ratified by the credit 
union head officc credit committee or turned 
down. 

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

At the federation level, a loan request, usually 
prepared by the manager of thE local cooperative \'>'ith 
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 srecific 
project's viability, the percentage and causes of loan 
delinquencies, the administrative and accounting proce­
dure3 used by the cooperative, internal controls for 
handling fund~ (use of safes, bonding policies, etc.) 
and pa~t 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 
tho Board of Directors or the Executive Committee of 
the Federation. 
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3. Penny Foundation 

a. Organizational Structure and 
TechniGal Assistance capability 

The highest authority of the Penny 
Found~tion is the General Assembly which consists of 
271 members or sponsors and meets once a yeal'. The 
active policy guidance of the Foundation is in the 
hands of the Executive Committee \A.'hicr" meets monthly. 
Day-teJ-day administration is handlEd by a GI:"Ineral 
Manager and a Program Director. The Progmm Director 
supervises all daily operations al,j repolts to the 
General l1anager, who is also responsible for fund 
raising and public relations. These organizational 
reld.tionships are illustroted below. 

The most :important Foundation activity is the 
development loan program which operates through the 
Progrem Director and four extensionists, whose staff 
is augmented by three agricultural extensionists 
assign8d by the Ministry of Agriculture in January 
of this year. The extensionists are aSGigned to 
geographic region~ and charged with 'identifying 
qualified loan recipients, providing supervision and 
assuring that there is adequate provision fur tech­
nical assistance. 

'{'nere 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 Gxtensionists will assist prospect: 'Ie loan 
applicants with the design of projects. In caf9S 
where technical assistance is required for the execu­
tio!1 of a project, and the woti< is beyond the time 
constraints of the extensionists, sufficient funds 
t'lill be included in the total amount of the subloan 
to cover such costs. Thus, the sub-borrower.s will 
bear the costs of outside technical services. Second, 
the F'Jundation will coordinate with BANDESA, the 
Ministry of Agriculture, the Federations, the Peace 
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Corps, and other organizations engaged in rural 
de'lelopment activities so that recipient~ of Founda­
tion loans will have access to technical services 
from third-party organizations. The FotUldation has 
opereted this way in the !,-3.st and will give greater 
emp'l1a3is to this kind of coordination as the lending 
progI'um expands. 

Particularly in the case 0f the Fedelutions, 
the.rt? are a variety of goods and services which can 
be provided to the small fa::..mr.r who is outside the 
cooperative Syst0~ but receiving financing from 
the Penny Foundation. These goods and services 

. inc lude fertilizer and insecticides, seed, and 
processing services such as threshing ard plowing ~ 

!n cases where the pre-cooperative group is 
loc:J.t8d in the geographical proximity of a local 
or l~gional cooperative, the Foundation will 
intt\)~luce its borro\oJer to the cooperative, identifying 
the kinds of services available. \Alhen geographical 
location does not allow this more direct approach, 
the Foundatj.(.n may act as an intennedic\t)' between its 
borrowers and the cooperative system bv buying goods 
fro~ the Federations and reselling to i·ts own 
clLmteJ e. Such was the case during this last crop 
year when the Penny Foundation bought fE!rtilizer 
from E'ENACOAC 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 Foundat~on at 3% and 4%. 
The Foundation in turn will re-lend fo:, approved 
ac·:ivities as outlined in Section LA. 3. 

Tne basic lending procedures of the Foundation 
are as follows: 
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i. Only groups of ten persons or more are eligible 
to request a loan •. 

ii. A regional extensionist is assigned to study 
the applic3.tions received and makl:? written 
rccommenclc1tions to the Program Director. 

iii. The ProC)'mnl Director and the G'::meral Haru:tger then 
~ubmit the proposal before ~he Project Committee 

. i'Jhich, in part, is formed from and is directly 
T.2sponsible to the Execut:_ Je Committee. 

iv. t.Jhen the project is approved, a lOan agreement is 
signed between the Foundation and the recipient 
group. 

The follO\oJing considerations guide the selection 
of f'oundation projects: 

i. 'The project must be for purposes of production, 
h~alth, irnproVt":ments or genera.l educational impro­
"Jement (c,IPmunity development). 

ii. TJ~('rc must be a reasonably good pn:spect for 
rcpc1ylllr~nt, and no loan shall be made fOl'more 
them $10 ,000. Repayment prospects a-re viewed 
in terms of the groU!) t s cohesiveness. and admin­
istrative ability j no collateral is requi IBd. 

iii. There must exist the possibility of attrecting 
additional financing beyond tr·) Foundation loan. 
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C. Socio-Economic Analysis 

1. Agriculture in the GuatemC'.lan Econ0my 

UUQI..t::JIIQ.l.O. .1.;:) Q pJ."\::UUU,.1.uO' .......... ,Y .... ~ ........ ~ ......... -

turn.l cOl1.ntry. 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 fanning 
of coffee, sugar, bananas, cotton and meat uses up­
to-date methods and has access to capital mari<ets 
both in and out of the country. It is pure agri­
bus:i.ness. In sharp contrast is the suhsistence and 
near subsistence situation of the small.er Guatemalan 
fallners \vho typically work a very small plot of ground 
at ')r near the SUbsistence level using primitive tech­
nique.s and minimum fertilizer and pesticide inputs. 

'l'lIe GOG, in f0Dnulating basic economic development 
strategy for the country, is placing overwhelming 
emphasis on rural development through p'L"Ograms to 
raise rural incomes and to provide such heretofore 
absen'c services as health and education. By improving 
tht quality of life i.l the rural areas, m.i.gration to 
urban centers and its attendant problems v/ill be 

• min:ulIized. 

The coopeu1tive movement, one of a number of GOG­
assisted programs designed to reach Guatemala's rural 
poor, is a souno pros-ram from the economic and social/. 
cultlJ'~'al 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 firs·t year of external financing from 
re~()urces provided under AID Loan 520-L-018. Research 
data :,:rom va rious sources have indicated for some time 
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thai: highly satisf~ctor-.:I returns may be expected by 
the ~~uatp.ma.lan f.ETI'.Cl' 1,/110 applies fertilizer~ in a 
reasonu.!Jly correct mCinner on the depIcted soils of 
the Hiahlands. 'l'heI'C is also a curiosity, if not 
tota:!. ucceptance, on t:1e part of fanncY's to use 
cIlemical a.dditives in the soil. The ::v,loro is out ", 
so to spca}~, tha.t fertilizers work and pay for them­
selves. \!]hat 1:3.5 becn sore}.y lacking hr:1.s been 
a vehiclo or d·~livery system to get fertilizers and 
in-:ollTICltion to the fanner '.'/hO has little cash, lives 
in Ci la l\[ely ir.e.ccessible a )~ea a rrl has fe'I' assets -­
oth<:r than hL willin~iness to work -- with which to 
gua i:'O ntee a loan. 

Through the efforts of the coopel'Btives, 5,196 
farmers vJore roached with $G12,000 worth of ferti­
lizel' for the 1972 sea.son from AID Lo2.n 520- L-018. 
To eVCllu..J.tc the effect of thi3 investment, represcl:­
te.tivc salllpJ.es covering 75 membcr fauns were taken 
from the casteI71., \"estern, and cen1:1.\3.1 gt::'!ogmphic 
zones of the Highlands) and thl! results of production 
were compared to the fanner's previous experience. 

The results of this sampling al"e detailed in 
Annex iII, Exhibits E.l, E.2, and E.3 and are 
summarized below: 
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SUHHARY PRODUCTION EXPERIENCES OF 

SELECTED HIGHLAND AREAS 

Eastern 
Hignlands 

Tot~ls for 
20 members 

x 

Western 
Highlands 

Totalr. for 
20 members 

-x 

Central 
Highlands 

Totc:<l~ for 
35· mei1tbers 

-x 

Previous Prod. 
Experience 

Prod. Value 
cwt ¢ 

2187 6,675 

109 333.75 

1275 5,587 

63.7 279 

6313 25,122 

180 717.77 

Loan 018 Coop. 
Fertilizer and 
Seed Credit 

.J.... 

1,720.£4 

86.03 

1,605.20 

80.26 

12,376.81 

353.62 

Easte rn Highland ~112848-~62675 
$1,720 = 1:3.01 

Cost: !3l'nefit 

Western Highland ~102243-~525':7 = 1:2.90 
Ccst:Benefit $1,605.20 

Current Product. 
Experience 

Prod. Value 
cwt _$_ 

3176 11,848 

158 592.40 

2065 10,243 . 

103 512 

14187 70,287 

405 2,008 

Central Highland $70$287-$JS,122 = 1: 3~-64 -
Cost:I:enefit 12,376 

http:1,605.20
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'rhe three sample studie:; show that a cost-benefit 
ratio of 1: 3 has been obtCl:ined on the average by the 
membC'·~' 1'el Dill'! r. 

It should be pointed out that this calculation 
of cost-benefit relationships \'las made ur.der circums­
tances ' . .;hich, although not exactly quan"'.:"ifiable, 
ai:fect the 1'~~ults for purposes of proj cctions of 
econorlic b~nefits to fanners durir.g the life of the 
pro!.Jo:>.cd T.oan. The experience in 1972- 73 should be 
viewed in the light of: 

.j poor gro\oJing 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 fanners 

fanners t changing decisions as to \oJhat croi?s 
to pJ.ant 

incomplete results fn')m late vJheat plantings 
which are being threshed in February 

coopel\:ltives t short experience in prodyction 
credit. 

The potential for, and implications of, supplying 
a larg-e nwnber of small famers with the necessaIY 
ingredients of modernized agriculture may be more 
acr.urately observed from research which has been 
per·fonned for severoJ. yeal"\S in GuatemaJ.a. Annex III, 
Exhil.'it F descrihes in sufficient detail the results 
of t~ost benefit analyses which 5hO\"/ that, if anything, 
a $3.00 return for each $1.00 invested in improvements 
and inputs is highly conservative and thCit coopera:cive 
membl~rs shouJd expect to do much better than the' 
obse~ed 1972-73 sample. 
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The economic benefits to farmers from improve­
mE:nts such as the use of feltilizer and j;nproved 
seed cannot be doubted. Though still 0:- limited 
experience it is believed that the Guat~alan 
cooperative system is contributing to the solution 
of a·e complicated problem of delivery of informa­
tion, credit, supplies and services to a segment 
of the ~ural population, \<Jhich, unless reached by 
this institutional innovation, will continue to 
liVE: 'under subsistence conditions. 

3. Economic Povler and the Small Farmer 

In addition to providi~g the small 
farmer with access to bE:neficial inputs, the coopera­
tive ~ovement also has the potential to effect a 
fundamental reordering of the essential economic 
relationships in rural Guatemala, 

In Guatemala, the small fanner confronts 
monopoly and oligopoly markets at every tum. The 
suppliers of inputs and purchasers of output, though 
they themselves are ofte'. of modest mean.::; thems~lves; 
he.ve such cluJ:1ination of the supply situation as to be 
able to virtually dictate unfa'.'ol""8.ble prices and 
nullify whc1tev(?-r gains the small farmer is able to 
m-lke. That :.hese 10caJ economically pm·rerful groups 
aI'8 not universally rich is a reflect jon of the fact 
that the distribution system is so inefficient. 

! .. the purchase of inputs -- fertilizer and seed 
the iarmer gen·rally must turn to a few smc1l1 village 
storekeepers whose markups are ·mODnous due to the 
low volume and inefficient distribution system. 

In obtaining credit the very small fanner's 
only recourse is to the local moneylendpr. Existing 
government credit programs a re unable to reach the 
very small holder primarily f" ..... culturo2. and . 
linguistic red sons , but also because these more 
c~nventional programs simply cannot efficiently deal 
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Cl-ed:i.t rislu. So, forced to the local moneylenders, 
the very sl!l2.l1 fal1ner pays usurious interest rates: 
typically 5% p<:'!' monen at minimum. 

In sclJ.::.ng his crop, the small fa mer again 
losses to '1lic1d.!..emen. ltJhile the Govp.rnment, through 
its gr.::.in stabi l.ization entity INDEC.I\., is conunitted 
to stabiliz.:.tion of. the price of all basic g-:-ains, 
tha p_gged price applies at the buying station only. 
In most SJnCJ.ll municipalities and vil12.gE.s there are 
no official buying sta-rions and small fanners are 
forced to deal , .. lith truckers ~'Jho collude to fix the 
pr:';'Ct~. LJ.ckiny storage calJdCity, the very small 
fanner tends to sell disadvantageously at haI'"v'est 
tirr,e and must buy bc1Ck identical commodities later 
in the yc!ar at disadvantageously hi:rh prices. 

The:,€:! relationships are the 20re or the economic 
life in rural Gua·c,:.rnala; the small farmer is always 
in the ' .... ~2.kei:' position. 111e cooperative movement in 
GuatemaJ.c1, with its emphasis on providi!lg a full Jine 
of services, C:ll1 I'cl.dically change the situation by 
providing the individual with one of th:! things which 
he most sorl?!ly lacks: power in the marketplace. 

How quickly and to v"hat extent this will happen 
depends, of course, on the dynamism of the movement. 
What is important to note is the fact that the 
coopE'!ratj 'cs a re uniquely able to bring 8conomic 
power to the very smallest Guatemalan farmer. 

4. Existir,'1 Financial Infrostructure 

The financial infrastructure in those 
areas of rural Guatemala worked by small fanners 
serves to channel funds out of these <ll'eas wflere 
cred:.t is so much needed. Those relatively few . 
commercial hanks which do exist- in rural areas 
capture savings am'. funnel the funds to other areas 
of" the economy: to the export oriented plantatior:s 
and to the capital city.. The goVeI'I1Jl1(!ut devclopnent 
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bank for agl~iculture, BANDESA, reverses this trend 
and rioes serve to ,channel funds to\,lard. the small 
f;'Hmer although to a taD]et clientele which overlaps 
only rna Iginally with thaJ

.: ;:,f the cooperatives. 

From the economic point of vie\,l, the system 
whereby borro\'lers are obliged to buy sha.res in the 
cooperative 'ls highly desireble. Not only are 
voluntary savings l~ept within the community where 
they are generoted but additional savirlgs are 
mobilized as well. Of equal :U11portance is ,f-he 
Psyc}'()logical impact of ownership. With respect to 
this coopcrotive, the farmer/borrower is not merely 
a de:!)tor but an ovmer as vlell, vlith a vGice in 
management. 

5. Cooperatives as Credit Intermediaries 

The cooperatives obtaining funds from 
one ~ource (AID) and transmitting 'the funds tG 
others (very small farmers) are :~n essence financial 
intcnnediaries. The relevant standalus of evaluation 
is the test of efficiency. Are the cooperatives 
fulfilling this function of funds transmission mOl'e 
efficiently than other institutions serving the 
same target clientele? Existing credit programs 

'simply do not reach the very srnail farmer. There 
are the cultural and linguistic reaso~s and there 
are commel'C'i.al reasons as '~lell. EvalLEl ting credit 
applicants, overseeing use of fumls, and collecting 
is an expensive business and one in which there are 
tremsndol1s 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 olltside the local 
corrullunity is at a dod,dect disadvantage as against 
an indigenous oIganization. In this se~se BANDESA 
and the commercial banks are on an equally disa6van­
tageous footing, both organizations being from outside 
the local cOJTununity. By controst the irldividual 
c()operatives are local community-run entities. The 
members know each other and the local conditions and 
are hence at an enormous advantage in pUTVeying 
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credit. For this n~ason the cooperatives are most 
efficient and illLlcecl the only practical fOlln of 
credit intennediary for small loans to very small 
fanners in the Guatemalan :!ontext. 

6. Social al1Ci Cultural Consjde!\.'ltions 

To fully understand the cooperative 
mo,'ement in Guatemala and the unique role that 
cooperuti.ves al"'l:.! car--able of pel'fonning, one nust 
see these institutions in theil' cultural, linguistic, 
and lLcational context. 

In considel'inJ rural Guatemala, one must not 
lc/se sight of the physical i.solation in which many 
Guatemalan fanners live. La.rge numbers live far 
hum the nearest l""Oad; access is by foot and pack 
animal. They al'? Nit of effective l'eaCp. of existing 
credit ills~it1:tion[: aud government eA'tension ser­
vices. Cooperatives locally orgar.ized in the 
isoli;;.ted STilall vil.lo.ges, hm~'ever, offer the possibility 
to h:'.:'ing credit and agl'icultural services to these 
Guatp .. ma.lans. 

Linguistic considerations are also very impcltant. 
Roughly one half of Guatemala's total population 
s?eaks an Indian language. Of these, a substantial 
proportiC'n spc<3.ks only the Indian tongue. Further 
complicating the situation is the fact that there are 
four main Indian language groups, each t'lith dozens 
of dialects. Outside institutions mURt get inside 
this lingu~3tic barrier to be effective. Cooperati­
ves, being indigene·us organizations. are already 
inside the linguistic barrier and can bridge the 
culturel and linguistic gap. 

Anoth~r factor is the tremendous cultural frac­
tiollJ.li.2ation present in the GUJ.tc.i\Ulan highlands. 
Mast basic is that betl.'/een Indian and ladino. And' 
within each group there is further division. ~lithin 
the ladino population of any given town there may 



- 59 -

be divisions along r~ligious lines - Roman Cath­
olic and Protestant. Within the Indian community 
there will also be divisions between traditional­
ists in religion, ROTllan Catholics and perhaps a 
few ~rotestants. Because of local rivalries, 
wor~ing with one of these social divisions often 
effectively precludes working with the other fac­
tions ih the same community. Such a situation 
argcos for several organizations working in the 
sru~e geogrnphic area for the same goal. 

In summary, from the ec~nomic and social 
point of view, the cooperatives aT~ 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 leI in dealing with· 
the particular small farmer clientele. The social 
and linguistic factors also point toward the co­
operative concept as the mos: promising for dealing 
with the target clientsle. Finally, the cooperative 
move~ent has an almost revolutionary element: the 
possibility of effecting a £undamen~al change in 
the econ6mic relationship in rural Guatemala. 

7. M~rketing ASEects 

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 hectn'!'e ,.,ould requi Te from 
16,000 to 18,000 hectares of corn to feed the target 
popul·tion at its present intake 'level. Other GOG 
corn product~0n programs cover 35,000 hectares. Thus, 
total area in corn progr~m~would be between 51,000 
and 54,000 hectar~s or less than ten percent of the 
total corn acreage planted each yea~ in G~atemala. 
Local market excesses will be handled and redistribu­
ted by INDECA. 



- 60 -

Wheat production in Guatemala is deficient 
and will continue to be so. Improved yi~lds in 
corn will free lands which can be planted in 
wheat or other cash crops but should not create 
marketing problems. In fact, thes~ freed lands 
should complement the diversification subproject 
of Loan G18 and open new credit sources to a 
portio~ of the target group of this Loan. 

8. Envirotimental Considerations 

The project has been 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 An3.1ysis 

1. FF.NCOAR 

a. Financial Statements 

Balance Sheets at December 31, 
19'12 through 1980 and 1985 are attached as Exhibit 
G.2 in Annex III. Proj ected Income Statements for 
the years ended December 31, 1973 through 1980 and 
1995 are on ~xhibit 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 
asswr.ption that FENCOAR will be able to attract 
sufficient additional debt financing to ~eet total 
antieipated CI\:..---dit demand from regional cooperatives. 
Projections have also been included, however, for 
the years 1980 and 1985, assuming no additional 
fir.anci n~ • Other important assumptions, upon \<Jhich 
these projections are based, al~ found in Exhibit 
G .1, Annex III. 

b. Swrunary 

The above referenced financial 
projections reveal that, based upon assumptions made, 
FENCOAR has excellent potential of obtaining a le'lel 
of self-sufficiency toJithin the grace periori of the 
AID loan, with or ','Jithout additional financing. The' 
projections also reveal that net income and cash 
generations will be sufficient to allow debt repayment 
arvi, l'Poderate, continual growth after the em of the 
grace period. 

c. Profitability 

At the Federotion level, FENCOAR' s 
net income, is projected to increase from $22;000 to 
$145,000 in 1900 and to $185,000 in 1985, assuming 
full additional debt to meet credit deJnand. Taking 
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1985 as an example, the Federation's profitability 
can be illustrated as follows: 

Amount As a % of 
1985 OOO's Applied 

Dollars Funds 

Interest Income $ 670 7.2% 

Other Incom~ 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 a~plied capital utilized in the above 
example is $9,305,000 calculated flum that pro­
jected. Balancn sheets as follows: . 

Long-tenn debt $ 3,900,000 

Accumulated capital 5 ,405 ,000 
$ 9,305,000 

The interest income pel~ent does not come out to 
8% in this analysis because all (If 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 Federa~ion or cooperative level. 

From this analysis or net lncome we can reaaLlY 
SE!e that FENCDAR' s profitability is a !'esuJ.t of its 
lending margin on the money loaned to m~ber coopera­
tives. \'-lith a net inco,ne margin of 2%, FENCOAR could 
afford a more expensive debt mix. Replacing the 
remaining $2,780 ,000 BANDESA loan with 6% money, in 
1985 for example, only raises the ave~ge cost of 
fund~· to about 3.9% and still leaves a 1.7% net 
income rna rgin. Eight percent money would raise the 
late to 4.8% and leave a 0.8% margin.·· It is important 
to note, however, that given its long-tem debt 
l'f~payment schedule and the fact that excess cc::.sh 
generation was only $27,000 or 0.9% of applied funds 
in 1990, an increase of at least 0.3% \'10 11ld 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 vi3.riation~ in expenses or othe:.",=, revenues. 
Othe~ expenses or bad debts could increase about 0.9% 
of 1\[..plied Funds and still alloH FENCDAR sufficient 
cash flow to meet its debt repaymen-: schedule. 
"Allowable II increases woulcl be 100% of Bad Debts and 
50% of Other Expenses. Similarly, an aO% decrease 
in Other Income would still allow FENCOr.R to meet its 
debt obligations from current cash flow. 

The cash flow analysis in Exhibit G.4 demonstrates 
that; between 1980 and 1985, with 01' without additional 
finB~cing, FENODAR will be able to continue increasing 
its loan portfolio by about 5% per year while meeting 
its debt rupayment obligations. \I/ith additional debt, 
however, it would have an option in 1981 to: 

i. Increase its portfolio at a faster rate, lof 
demand is there or; 
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ii. Begin an accelerated payment of its long­
tenn debt or; 

iii. Utilize excess funds for construction or 
other purposes. 

In our projections we have asslUned accelerated 
debt repayment. This has the advantage of keeping 
interest pa~nents in the system as debt is replaced 
with capitalization. 

At the regional cooperative level the entire 
sys'cem's net ~ncome p~cture 1.S expected to be 
a~ follows: 

Amount As a % of 
1985 OOO,S Applied 

Dollars funds 

Interest Income $ 800 8.7% 

Other Income 1,775 19.4 

,+otal Income 2,575 28.1% 

Interesc Expense $ 580 6.3% 

Bad Debts 320 3.5 

other Expenses 1 2575 17.2 

Total Expenses $2,475 27.0% 

Net Income $ 100 1.1% 
--Total applied capital is 

loan from FENCOAR $ 7,400 

Accumulated capital 1,755 
$ 9,155 
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At the regional level profitability \o/ill lie 
in Other Income and not in the lending rna rgin. In 
fact: the relcnding operotion is actually losing 
mone:,: 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 considered. 
Again, the interest income cloes not equal the 12% 
":'nterest ll rete charged to members due to the l:aet 
that not all the capital being employed is jn the 
loan p:Jrtfolio. The additional 2% foX' the Crop 
Disaster FUr::! and the 5% Capitalization are not 
inclt:ded because they are not income or expense 
items. 

At 1.1% the regional profit margin is only about 
one-}lalf the Federatiof1's margin. Smaller variances 
of expense and income will ~ therefore, have greater 
cffe2t. A small 7% increase in other costs, or a 
6% decD2ase in other income would completely erase 
p'cofit. Nanagcmcnt must be dil:.gent to protect such 
a small profit rna rgin bL~'c the system is anticipated 
to be viable \oJith or \oJithout addition.J1 debt financing. 

Conclusions-Profitability 

Based upon the assumptions presented, both 
the Federation and the regionc:.l system of six coopera­
tivE13 \o/ill reach a level of self-sufficiency within 
the ~ .. rclce period of th: loan and wi]'l gene rete 
sufficient cash flow to repay long-tenn debt and 
sup{Y.)rt a reasonable grmolth rete. 

d. Ca"'ital Structure 

At t~e end of 1976, the first year 
that FENCOAR needs additional outside debt to meet 
cred::t demand, total asscts ar2 $3,946,000, ('vel' 87% 
of w!1ich is in the foun of unsecured loans to 
ucarrpesinos". Liquid assets, cash arid invE:!stments, 
account for another 4. 35~ of total assets and the 
debt to equity retio is only 4.93. These facts do 
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not nake FENCOAR a prime candidate for preferential 
credit terms but it is anticipated thut the follow­
ing sources of the needed credit may be available: 

i. Bank of Guatemala: Before 1977, a Cooperative 
Biink may be tormed \<Jhich could rediscount 
notes from both Federations and t~ereby increase 
fund availability. By 1977 the Federations 
combined capital will be $1,000,000 - the 
amount required to start a bank. 

ii. . Government of Guatemala: The debt required by 
the Federations for additlonal lending during 
1976-1980 could be supplied by the Government 
through BANDESA on a yearly basis, without 
affecting other GOG activities. In meeting 
thc growth goals shmm in this analysis, the 
Federations will have mOl'e than p:.:uven their 
ability to channel resources to the small 
fanner, and ther-2fore continue their comple­
mentarity to GOG programs in the rural sector. 

iii. Additional AID Financing through CABEI or 
BANDESA: It thc Government is not in a position 
to assist the movement directly, additional 
development resources could be requested at 
interest rates higher than those of this loan. 

iv. Commercial bank loans: If the F'ederations go -':0 

the commercielLffiarket, they will have to pay 
8% interest on f~nds. If this is the alternative 
they \'lill 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 
wouJd still become viable and be able to repay the 
AID loan. The anticipated unmct demand in this 
instance would be approx:iJnately $1,550,000. In' 
addi tion, FENCOAR I S assets would. reach cl level of 
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only $7,250,000 instead of $9,705,000 and total 
accw;n.llated capital would be only $4,240 ,000 instead 
of $5,405,000. The institution, however, would still 
be a~Live 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 
i~ to be formed at the Federation leve~ to establish 
a fund for soft loans in the case of CIDP failures. 
This system \vill WOD<. as follows: 

In addition to the 1% monthly intsrest rate 
charged to member fal~ers, a flat 2% charge will 
be t~ken off each loan before the farmer receives 
his loan proceeds. The Federation will follow 
the same procedure \·,ith member cooperatives. 
These funds will be kept in government bonds or 
other investments that will provide high 
convertibility and 10\" risk. 

In the case of major crop failure, these funds 
would be withdr8.\'ln for three-yea~:, loans to 
members at 3% arumal interest. This re-financing 
would apply only to amount of cree. i.t outstanding 
fOl"' the crops .:hat ;1ave failed, anu 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 requirerrent, they will be divided in the 
proportion paid in by each cooperdtive. 

Conclusion-Capital Struc~ure 

Based upon the assumptions presented, FENCOAR 
is expectp.d to c;rrow to a Balance Sheet level between 
$7,?50,000 and $9,705,000 by 1985 depending on the uti­
lization of addition3l outside credit. Capitalization 
expe~ted to be created is $5,405,000 in the f~rst 
inst~nce arid $4,240,000 in the second. In either case 
FEN WAR will have developed the resources necessal:)' for 
its proposed activities. 
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2. FENACOAC 

a.. Financial Statements 

Balance Sheets as of December 
31, 1971 through 1980 and 1985 are attached as Ex­
hibit H.2 in MnGX III, and Income Statements for 
the same years as Exhibit H.3, Annex ITI. Projected 
SOUrc8 and .n~Jplication of Funds Statements for years 
1973 through 1980 and 1985 are alsc· atta.ched as Ex­
hibit H.4, Annex III. 

The above financial satements 
are predicated upon the assumption that FENACOAC will 
be 'lble to attract suffici9nt addition2.l debt financing, 
with a 2% inte~Jst spread, to meet total estimated 
credit demand over the for~cast period. Also included 
in tne sar.1e Exhibits, however, are projections for 
1980 C.l.nd lS85 \<Jhich exclude additional debt financing. 

Other important assumptions are 
prese~lted in l\nnex III, Exhibit B.l and these assumptions 
ar~ critical to the conCiusiolls drawn in this analysis. 

b. Summary 

Although \."or!~.:i.ng on a very tight 
mdrgirl, FENl\COl\C and its affiliates will, based upon 
the Q,ssumptions ma.de, obtain a level of self-sufficiency 
·...,ithiYl the grace period of the Loan. 'l'hey will also 
obta:~n a level of net income and cash generation which 
\oJill nllow debt repayment and moderate, continued growth 
thereafter. 

c. Profitability 

At the Fe~eration Jevel, FEN~COAC 
is expected to obtain a net income level of $190,000 
by 1985, assuming full debt financing to meet antici­
pated crGdit demand from affiliated cooperatives. :rhis 
profitability can best be illustrated as a percentage 
of t~tal long-term debt and capital being applied to 
operations: 
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Full-Debt l:o:; sumpt ion Amount in As a % o.f 
Year 1985 OOO's of Applied 

Dollars Funds 

Interest Income $835 7.0% 

Other Income 440 3.7% 

Total Income $1,275 10.7% 

lnteres~ Expense $ 515 4.3% 

Bad Debts 105 0.9% 

Othe r Expenses 465 ..3...~ 9% 
\ 

Total Expense $1,085 9.J.% ---
Net Income $190 1.6% 

--- ----

The interest percentage auove is 4.3% and on 
Exhibit H.2, page 2 of 2 of Annex III it is only 
11-.0%.' The difference lies in trying to corn~), .\:: ' .. 
n year-end percentage, the Balance Sheet f _·.gur~) 
to a ccnputation based upon accrued interest ex­
~ense during a period of significant debt re­
payment. The 4.3 figure is the more accurate 
and is the one we I"ill use in this analysis. The 
Applied figure used above was cal~:.llated as . 
follows: 

Long-term debt 

Accumulated capital 

$4,595 

7,400 

$11,995 --------
The interest income percentage is only 7.0% 
because all the applied capital is not earning 
at the stated interest income rat~ of 8%. In 
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fact 1.5% is invested in other aszets at December 
31, 1985. The 2% Crop Disaster Fund charges and 
the 5% capitalization are properly excluded from 
~his analysis of income and expense. 

from this analysis, it is clear that 
FENACOAC, like FENCOAR, also derives its profita bility 
from ~he margin between interest paid and interest 
ea.:-ned. We ncce, however, that FENT{COAr.'s purely 
lending ma rgin is only 7.0 minus 5.2 oT." 1. 8% while 
FENCOlU~':J margin 'dc:1S 2.7 in the same year. The dif-

-ference can be explained by FENACOAC's 0.2% l~sser 
int8re~.: income ar'.d 0.7% greutcr interest cost. The 
fonner is the resul~ of having a smaller percentage 
of aVRilable capital invested in interest earning 
asset.:;, The latter is due to FENACOAC's slightly 
more expensive debt mix. (i.e., $200,000 less in 3% 
BANDErA 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 antic ipated in the FENCOAR ana lys is. 
The tighter margin indicates greatel' susceptibility to 
flur.tuations. Other expenses, for exaJnple, would c(',n­
pletely eliminat-.'! FENACOAC's net income if they rose 
by ,L!-~%, Other income \,/ould bring a :x,ut the same result 
if it declined by 44%. Similar percentages were 50% 
and 80% in the FENCOAR projrctions. ObviQl sly even 
tighter management control is necessary it FENACOAC 
is to realize the anticipated success. 

At the affiliated cooperatives level 
combined total inca 1e and expense is pr~jected as 
fo110\'ls: 
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Full-Debt Assumption Amount w. As a % of 
Year 1985 OOO's of Applied 

Dollars Funds 

:!"nterest 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% 
--------- --

l'otal Applied Funds for the above illustration 
was .calculated as follows: 

Loan from FENACOAC $10,900 

Accumulated Capital 2l,73~ 

$32,635 
------------

Again we see that profitability at 
the c0~perative level is much less than that fore­
casted at the ,r'ederation level. Unlike the FENCOAR 
example, holtJever, is the indica'.:.ion that profitability 
at this level is al~o dependant on the lending margin. 
The entire FENACOAC system then will operate primal~ily 
as an intermediate credit i~stitution. 

At Federation level FE~ACOAC's iending 
margin was seen to be 1.8%. At the cooperative level 
it r;3es 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 a!3sumpt ion is b.:lsed upon the experience of other 
"Credit CoopercJt i ves It in Lat in America but may be low 
rel.:ltive to otl~r credit-to-campesino experiences in~ 
Central cllld Suuth America. The a~sumption is especial­
ly cd t::i cal ill light of the expected 0.0% total net 
profit tnLlrgin at the cooperative level. A 2% bad 
debt experience would completely erase the profit 
tn.:lrgin ond, thereby, threaten the entire PENACOAC 
systr~r.l. The ~ome disastrous effect could be caused by 
a G7% decrea~e in other income or a 20% in~r8ase in 
othcrc!xpenses. 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 alvilysis on Exhib~.t 
H.~ of Annex III reveals that, under thE full debt 
assumption, 21% of fUllds generated in 1'376 come from 
out~ide debt und 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 ~ortfolio and in 1905 the figure is still 81% 
while 5% mu~t go to debt repayment. By 1900 FENl\COAC 
will hove achie.ed a sufficient level of fund operation 
to continue ,J reasonable rate of growth and, simultaneously, 
to service ii:s deht repayment requirements under either 
<1ebt C\s~LUnpt ion. 

Conclusion~-Profitabi1it~ 

Based upon the assumptions stated, 
hoth the FedcrLltion and the LlffiliatL-d cooperative 
systr=m \o.Jill rellch a level of self-sufficienc,," within 
the grace period of this Loan. The Federation will 
a1so generate sufficient cash £lm.., to repay long-term 
debt and simultaneously support a reasonable rate of 
growth. 

d. ~pitul Structure 

From the Balance Sheets on Exhibit 
B.2 of Annex III the following figures indicate the 
antjr.ip.:lted growth of FENACOAC from 1972 to 1985: 

http:achie.ed
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__ -:1:::;... 9 8 5 
1972 Full DebS. No Debt 

Total Assets''r $1,212 $12,420 

I~an Portfo1io* $539 $10,900 

Portfolio as % 
r.f ass~ts 44% 88% 

Crop Disaster 
Fund": -0- $1,545 

AcclUTIulated 
C8pital* $237 $7,400 

*: In ooo's of Do11a~s 

$8,365 

$7,325 

88% 

$1,015 

$5,330 

Obviously the AID Loan is anti­
cipat~d to have significant effect. In 1985, asstuning 
full udditional debt accumulation up to $3,950,000, 
FENACOl\C's IJOAn Portfolio \oJill Jx~ almost nine times 
the toea1 assets of 1972 and t'he Crop Disaster Fund 
will b~ three times the entire 1972 Loan Portfolio. 
Even without additional debt, the 1985 portfolio ts 
projected to ~e six times 1972 assets and the 1985 
Crop Disaster Fund almost double the 1972 portfolio. 

The prospects of obtaining ad­
ditj.oi1al outside credit dre about the same for FENA­
COAC ~s for FENCOAR. Please see Section II.D.I.d. 
for comments on this point. The urunet credit dC],land; 
assUlTilnc' no additional f inanc ing could be obtained, 
would ~ 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.I for information concerning this Fund. 

I 
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Conclusions - Capital Structure 

Based upon the asswnptions made, 
FEN~COAC will obtain a level of resources necessary 
to achieve the large s(~ale intermedia'2 credit ac­
tivities planned. This can be accomplished with or 
withcut additional outside debt but it is anticipated 
that, yJithout additional debt, there would be a large 
urunet credit demand. 

3. The Penny Foundation 

a. . Financial Statement~ 

The finan~ial statements attached 
in An!1ex III, Exhibit I were computed during September 
1972. rrojected Income and Expense Statements for 
1972 through 1976 uS well as an, Income Statement for 
1971 are seen as Exhibit I in Annex III. Proforma 
BaJ.cnce Sheets for years 1972 through 1976, at present 
levels of f inane ing and programming are presented as Ex­
hihit I. 2 of Anne>. III. Projected Income and Expense 
Statements, asswning $1,000,000 additional :Financ ing, 
arC! shown as Exhibit I. 3 of Annex III. Project Income 
and expense S~:utements for the same years, asswning 
addil~ionc11 f inane ing - reduced expenses - and increased 
intE:rest, are on Exhibit: r. 4 of Annex III. . 

b. Summary 

Based on the analysis concucted 
during September 1972 it was found that, at the 10% 
rat.c of interest currently employed by the FoundCltinn,' 
self-sufficiency was not probable and, in fact, 3ur~ 
vival was doubtful. Since then it has Veen concluded 
thnt ~he institution's financial pOSition has not 
chang~d. 

At the time of the study it was 
proj?cted that the Foundation could reach the break-
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even :i..evel, under the following conditions: 

an interest rate on subloans at about 20%; 

a loan portfolio increc1se of not less than 
$500,000 at a cost of not more than 3%; 

tighter control of administrc1tive expenses 
to prevent their increasing more than 25% 
wjth the c1bove increase in portfolio. 

It is on these assumptions that 
AID i~ considering the Penny Foundation's interest in 
a $500,000 loan at concessional financing. In dis­
cussions with thQ Foundation's management during the 
Intensiv(" Review AID en.;>hasized the limitations or 
conditions that would be placed jn the Event of an 
AID Loan, namely a higher mini'11w .. interest rate and 
only slight increases in operat:ng expenses. Du~ing 
these discussions 18% was used as an illustrative 
minimlUTl rate to see the effect a different interest 
level would have on administrative costs. It had 
been ,"J.nalyzed that, with c1 loan of $500,000 at con­
cess~onal terms aJ~ with interest rates at 18%, the 
Foundc-.t ion ~an increase its administrative expense~ 
by no more than 5% with a 2.4 increase in its de" 
velopment loan portfolio. 

Tlle Foundation has stated i-ts 
readiness to take the steps necessary to achieve 
financial viability under this Loan (see Anr.ex III, 
Exhibi<' 1\). They also have estimated dlat they can 
dramatically r~duce costs and consequently be able 
to fix subloan interest rates a~ less than 20%, 
possi~ly less than the 18% level. US1\ID agreed that 
the Foundation would present its' case for a minimum 
intert!st rate in a financial plan, which is now being 
prepared. Based on these proceedings it is recommend­
ed that, as a condition pPecedent to the signing of 
the subloan agreement between BANDESA and the Penny 
Foundation, the Foundation sutmit to RI\NDESA and AID 
for approval a detailed financial plan of its oper-
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ations' for the next ten years. Inc! uded in this plan 
shouJ.d be a detailed analys is of the institution's 
admini3trativE': expenses, staff requirements for the 
implem~ntation of the Loan, evaluation of staff curl­
tailrr.cllt, 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 ron, no loan funds may be 
dis burscd to the Foundation. 

c. Present Capital Structure 

\.L) Lonaensed aud ited Balance 
Sheets for the years ended December 31, 1959, 1970 and 
1971 nre as follows: 

Assets 

Cash 
Loan Portfolio (net) 
Cdtt1e (at market) 
Land 
FixeJ Assets & Other 

l.iubilitics and Equity 

Ac~ounts Payable 
Bank Loans 
PADF L0an 
Social Fund (E~uity) 

Observations: 

OOO's -------- ~---------

1969 1910 1971 

$91 $12 $ 5 
151 177 195 

45 116 
2 2 53 

10 33 87 

$254 

$13 
59 

lOG 
76 

$254 

$269 

$29 

106 
134 

$456 
------

$69 
120 
106 
161 

$269 $456 ___ 0----- --

(i) Total debt to equity has decreased from 2.3 
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in 1969 to 1.B in 1971. Without the cattle 
donation of $116,000, however, the debt to 
equity ratio' would have increased to 6.6. 

(ii) (:Jorking capital decreased frCor.1 $90,000 
to $ 55,000 over the same period, C!ssllming a 
45% collection of beginning portfolio balance. 
The addition of bank loans prevented a greater 
0.ecrease. 

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

(iv) In the opinion 0f the auditors, the cattle 
may have been overvalued by $26,000 at 12-31-7l. 

(2) The Source an~~lication of 
FuI"'.ds over the same two-year peria:i as £0110\'/5: 

30urce of Funds 

Use of nvailable Cash 
Net Income ($116-Cattle) 
New Bank Loans 
Increase in i\ccts. Paya ble 

Applicat ion of Funds 

Catt.:..e 
Land 
Loan Portfolio 
All Other 

000'5 

$ 86 
85 
61 
56 

$288 

$ ll6 
51 
44 

--12 

30 
30 
21 
19 

100 

40 
18 
15 

.xL 
$28J 100 
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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 !;.'ould have been 
reduced to cover the cash outflow from operations. 

(iii)The eighteen percent investment in land re­
presents funds employed outside the development 
~oan area in an effort to create ~n 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 \.,ras at 12-31-69. Its strength is serial sly 
threatened, however, by continuing operating losses and 
deteriorating liquidity. 

d. f~ofitability 

(1) Present Financing and 
Programming Levels 

In Annex III, Exhibit 1.2 
are Projected Income End Expense Statements for the 
years 1972 througll 1976. These projections are simply 
an extension of the Foundation's operc:.tions without 
considp.ration of any new financing or changes in pro­
gram. The figures show a gradual incl'ease in admin­
istrative salaries and a corresponding :i.ncrease in net 
lo~ses from $22,500 ln 1972 to $72,100 by 1976. It is 
also seen that income from the loan ~ortfolio and bdd 
debt expense will gradually decrease during the period. 
In s\Urunary curl'ent revenue levels (Income + donations) 
are not adequate to support the Foundation's high level 
of administrative costs. 
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(2) Utilizing an ~l,OCO,OOO at 
a 3% int!~res t: ra t;e (see 
Annex III, Exhibit 1.3) 

This input alone Vloulcl not 
be adequate for the Foundation to reach self-sufficien­
cy. TIle input of the additio~al capital increases the 
size of the Foundations losses and only delays the 
eroding of the:: portfolio. A high of $1,242,000 \\'ould 
be rc·)ched by the beginning of 1975, but would deteri­
orate to $929,000 at the end of 1976 and then continue 
decreasing rapidly. 

(3) Utilizing Ac1.di'cional Fi­
nancing, Reducing Expenses, 
and Increasing Interest Rates 

It can be seen in Exh ibit 
1.4 that even Lased on the assumptions that ~ expenses 
are reduced 25%; interest rates are rcJ ised 2%; and 
there is additiunal financing of $l,OOG,OOO at 3%, 
the Foundation will continue to incur losses from 
$5,:500 in 1972 to $136,800 in 1981. T1120 on.l~/ gain 
under this set of assumptions i5 that of time; the 
loan portfolio falls helm; $1,000,000 in 1977 instead 
of 1976 and then decreases at a slight:y 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 • 
. Th8 reason for this becomes 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 p"'esent earnings rate of 10%, each $100,000 in the 
portfolio will show the following performance assuming 



a 3% cost of money: 

Revenue 

Expenses -
Interest 

80 

~100,000 - 10% 

Credit Super. & Auto 
Bad Debts 

$10,000 

3,GOO 
4,500 
5,000 

Loss $(2,500) -_ .. _------_._----

At 10%, then, each additional $100,000 of loan 
funds willlQse an additional $2,500 which has to be 
covered, along ~lith all fixed expenses, by drawing 
uown funds fror~1 portfo]:b repa yrnents . 

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

Revenue 

Expenses -
Interest 

$100,000 - 15% 

Credit Super. & Auto 
Dad Debts 

$J5,000 

$ 3,000 
4,500 
5,000 

$12,500 

Gain $ 2,500 
--------

At 15%, with the 1973 portfolio level of 
$350,000, earnings \.,,"'lld 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 
novered by donations, other income or by dra\<ldowns 
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trom the portfolio. If the cattle and other projects 
were eliminated, or at least held to their own break­
~ven level, ?nd, if donations could be maintained 
at the $40,')00 level, the Foundation \oJould still be 
$34,000 from its break-even on an annual basis. 
(Miscelluneous income \'las purposely ignored.) At 
15%, an additional $3,000,000 in PG~tfolio would 
be required to reach break-even, assuming a 3% 
cost of money and only a 50% inct'edse in fixed 
expenses for a ten-fold increase in portfolio. 

In lieu of increasing the portfolj.), break-. 
even could also be obtained at 15% by reducing 
fixed expenses roughly 50% or by increasing donations 
a1JJlOst 100%. 

(iii) At 20% the situation would be: 

~ooo - 20% 

Revenue 

Expenses -
Interest 
Credit Sup. & Auto 
Bad Debts 

Gain 

120 ,000 

$ 3,000 
4,500 
5 000 

$12:500 

2 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. NmoJ, the additional portfolio 
required wo~ld be just over ~500,OOO, assuming 3% 
cost of money, 25% increase in fixed overheads, 
and constant donations. 

In lieu of increasing the portfolio, break-even 
~ould also be obtained at this level of interest by 
!'educing fixed expenses 25% or by increasing' donations 
SO%. 
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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 pI'event 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 FENACDAC and FENCOAR has 
been a priilcipal 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 nwnerous informal dis­
cussions. Durillg the Intensive RevieN, USAID carefully 
analyzed the alternative institutional relationships 
open to ·che Federations as well as the role AID should 
play in the developl}'lent of these relationships. Based 
on this intensive study the 11ission has devellJped a 
USAID policy position on this issue. 

The alternative relationships are as f~llows: 

(a) Merger of the two Movements 

A merger of the two movements would be 
advantageous to the extent that it would E. liminate du­
plicdtion of certain k~y positions in the Federations, 
wi th a consequent reduct.ion in fixed oV2rhead. It ~"ould 
.also .!..ead to close coordination of seI'vices to the far­
mer and facilitate the development of a single voice 
representing the cooperative movement. 

However, such a JT.~rger 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 8ingle fe­
deratiun representing both urban and rural cooperatives 
would inevitably face divergent objectives. 

Implementation of this alternative does not ap­
pear feasible at this time. A cow~ination of these 
two movements would require changes in the by-laws 
and charters of the institutions involved. Basic 
chang~s in the curl~nt Guatemalan cooperative legislation 
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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
sibl~ 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 FENAC'OAC would 
assump. responsibility for all financial activities for 
both (:ooperative 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 :..rrangement ':!ould be the specialization of each 
Federation in specific activities, thus concentrating 
the capabilities of the limited human resources. At 
the same time, hO'IJever, such a division would require 
a level of cooJ:'dL~ation and planning bet\,-:!en 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 eff~ctive 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 
\~uld require combined institutional carabilities to be 
economically feasible. Such join~ venulres, which in 
effect represent partial mergers, constitute a fifth 
alternative which could be implemented simultaneously 
with this fourth strategy. 
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The potential disadvantage of two competing Fe­
derCitions is that the competition would become so 
intense that unsound economic decisions might te made 
in an attempt to attain hegemony over a larger n~ber 
of farmers. From the viewpoint of a lender of funds 
to these institutions this disadvantage weighs heavily 
when considering the borrm'lers I repayment capacities. 

Preferred Alternative and Mission Polic~ 

In light of the above analysis the US~tD Mission 
considers the most viable policy to be that of promot­
ing the dEvelopment 'f two separate Federat~ons and 
encouraging joint ventures in major ii;..:ed 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 1!1 line l,o,'ith the 
direction into \'lhich these institutions are naturally 
evol\/ing. In order to safeguard the financial viabi­
lity 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 
ne:essary to guarantee institutional &n'1 financial 
stability. It is b~lievcd that the suggested condi­
tions and covenants listed at the beginn~.ng of this 
IBl:Jer' will serve these purposes and thus limit compe­
tition to that of a positive, non-I,olasteful nature. 

http:beginni.ng
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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 Authorization i3 to be made by 
February 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 Le tter No.1 will be 
issued May 8, 1973. 

5. The time required for Guatemalan Con­
gressional ratification cannot be reas0nably predicted. 

6. All Conditions Precedent to Init:i.al 
Disbursement should be satisfied within one month 
after Congressional ratification. 

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

3. Administrative Provisions and Responsibilities 

1. Project Management: 

Overall responsibility for the p.xecution 
of Loan funds will be with the Trust Flmd Division 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
velopm~nt and his staff will have primary monitoring 
res lxmsibilities . Assistance in monitoring \-lill be 
provided by USAID contracted teclmical ,1dvisors work­
ing with both Federations, the Capital Pesources De­
velopment O'::£icer and the Controller. Tl-.ere is suf­
ficient expertise in USAID to adequately provide the 
necessary services. 

3. Loan Disbursements 

Direct disbursement of funds will be 
made to BANDESr~ at its request. The relending of funds 
will be done in ac:ordanc(:;.; \-lith the subloan agreements 
between BANDESA and the two Federations ~ld the Foundation. 

Although the primary intent of thj.s Project is to 
disburse local currency flmds for the ~ctivities 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 
should arise, the Capital Project Guidelines woul", be 
follov.'ed and c1isbursements 'dould b2 made through the 
~ssua:,ce of letters of commitment. The Loan Agreement 
\vill stipulate the procedures to be follO\0J8d in the 
event that there is a request for U. S. dollar expenditures. 

4. Fiscal Control 

BANDESA will be responsible for fiscal 
control of loan funds. Audit and re vie \&" activities 
will be madE. by both the USAID Cor:troller, the AID 
Auditor General, ant". cy the Ministry of Finance of the 
Government of Guatelnala. 

5. Reporting and Evaluation 

(a) The Project will be evaluated an­
nually, in a joint session by the Borro'.'ler, representatives 
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from the recipient organizations, and UGAID to measu~e 
progress, discuss problems and determine future courses 
of 3ctions to achieve the objectives of the Project. 

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

i. Monthly Progress Reports, gl.vl.ng 2. brief summary 
of :~ending activities during the month; 

ii. Comparative monthly and year-to-date Financial 
Statements, including Income and Ex~ense Statements, 
Dalance Sheet and Loan Aging Repo~ts; 

iii. Quarterly Progress Reports giving a detaiied 
~nalysis of lending activities during the quarter, 
including name and location of borrower, r.umber 
of individual beneficiaries under ea~h subloan, 
purpose of the subloan, crops affected, extension 
of land under cultivation, subloarl terr.1s, 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, sumrnarizing the year, to be submit­
ted not later than Februa .. y I? of th,= following 
year. 

(c) Also there will be before disbur­
sement or commitment of the second haJf of the wan, a 
formal evaluation of how weLl the recipients' lending 
perforJ",'mces have matched .:.;tated priorities and pro­
jections. 
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t.Jl\C. .IS IFIED 
AID-DLC/P-loBO 
ANNEX I 
Page 1 of 18 

February 21, 1973 

CHECKLIST CF STATIJTORY CRITERIA 

(Alliance for Progress) 

In the rir.ht~hand mnrr,in, for each item,write ru15wor or, ns nppropriate, a 
summJry of required discussion. As necessary, r~fercnce the scction(s) of the 
Capital Assistance Paper, or other clearly identified and available. document, 
in whi ch the matter IS further discussed. This forti may be mnde B pR.rt of the 
Capital ,\ssistancc Paper. 

The followinS abbrc'hatioris Grc used: 

FAA - Foreign Assistnllcl.. Act of 1961, as MlDndod. 

~pn. - Foreign Assistance and RelHtcd Agencios Approprintions Act, 1972. 

~(A - Merchant ~larine Act of 1936, as amendod. 

:OU!lTRY PEr?FORNANCE 

fAA ~ 208: §.2S](bJ. 

A. DeDcribe extent to LJhich 
countrzJ iD: 

(1) Nakina ap!J}'Opr{ato offot'to 
t.o iw:rea:Jc jood prcxh, .... tiol1 
and ir.rprovc tr:ecma for food 
DUJraoO ~nd dioti .. ibution. 

(2) Crcati~1{1 a favol'cblc aZimate 
lof' loreigl1 m:d defileD tic! priL1ato 
cnterpriDc and i~J)c8·UTl(Jnt. 

(1) In addition.to this agricultu~al 
production credit Loan, Guatemala has 
undert'lay a major national program to 
improve .:.:ood production, storage, and . 
distribution, begun \'lith a reorgar.i::::. ti.:-:: 
of the Hini~tlY of Agriculture, t!1e fou."1~ 
ing of a gr.:lin market institute, and t!1e 
combinino of the governrnent-c\·.nec .:\C".!Jc1!;:' 
into one 'new entity \d.th over $20 ::dIli.:-:: 
available for production credits for sffi::.l 
and medium farmers. 
(2) The clim~te for foreign and do~cstic 
private enterprise has been favorable i:1 
.Guatemala and this loan with its built-in 
sav.ings and capitalization for the coo~­
t'ative movement t·Ji11 further enhance thE:' 
climate for domestic private invest~ent. 
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(J) In(!reCUJir.q the ptdJUc'o 
role i,: tile deucwpnenta! 
process. 

(1) (a) I1llaoatir-£l C"!}ai1.a1>ls 
budgetard reDO'.Jl'ces to 
dcvelopnent. 

(b) DilJCrti1~J such 
rC80urcea for Urt1WCeoBary 
mi l.i tary c...-pcr..ii. :;-..uoc (Sae 
also ltan No. 16 cr.d 
intertJcTt tioll in affG"'~rD 
of othe]' free c:r.d 
indcpcllccnt na:io7t.'J.) 
(Sec awo ltc.~ No. 14.) 

(5) lIil7.ing to contribute flmOO 
to the project or progrcn. 

(6) lIaki1'fJ aco1u:mic) social, 
and poUtical ]'cfC':T:":[] lJllc.iJ as 
tax co Hec cioll :';r:~roVC::"!IIUJ 
and cJlr.nacc in z.a;:d tcr.ure 
·arra'!JLJn';.?/Ito, and maid.r{1 
pl'OgrcsD t~1..J rcopecr: JOI' 
the rul.e of Z-C'..J) i::.'eedo.n of 
cxprl'JJsioTt and of :/:e preBO. 
(17uJ rccogPli air .. ,! !;:.; ~ort...--ncc 
of i11diviciual jrcedC7Tl. 
illitiatiw1 (DId pl·ivate 
cn~rpl'w~. 

UNCLASSIFIED 
ANNEX I - Page 2 of 18 

(3) In addition to this cooperative loan the OOG 
presently has several active pl~jects invoiJed 
with increasing the public I s role in the develop· 
mental process: Rural Health, bringing medical 
services to approximately 3,000,000 rural f€Oplei 

. Agricultural Developril~nt: approaching small ~nd . 
mediwn farm2rs with modem ago practices and the 
promotion of cooperatives; Lt>IFot1: financing smalJ 
public works projects '::n small municipalities ;c...'1C 
Rural Electrification. 

(4) (a) The OOG allocated approximo.tely 27% of il 
FY72 budget for development purpose s . 

(4) (b) Guatemala does not appear' to be maki:1g 
unn'ccessary m':'litary exp2r!ditures nor· pre;:aring 
to intervene in the affairs of any other fy~e 
and· independent nation. 

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

.(6) Guatemala has. underway a real property 
tax impl~vement program (AID Loans 520-L-014 
and its extension) \·Ji1ich ms already generat<:d 
new reven\lr.~, is improving th~ land fitti:-.; '. 
system as part of·the RUral Development Pro~ram 
(AID Loan 520-L-018 .. ; and has a free press. 



,AlO 12,sO-2 (4-7.') 

"7) AdJ:C-:r"~r':I, to t};e pr-!.n"ipip.8 
~l tha Act cf 8ogota ani 
fhartar' of f'utlta de 1. Eott"? 

(8) ,AttcmptiJuJ ~ repa'i..riate 
capital in~csL~d in other 
countI'ieo bt,ite 0tJrI dtinens. 

(9) Otl,eroifJe r'ecpondi,~? to 
the vital econcmiC!. political, 
and OOCUt l CC;1lCerM of i tB 
peop l.e J and dt!mOtl.lJ tI'r.:. t1:r.f] a 
clear de telT.,ir.a [:ion to take 
effactive 8e If-iocJlp 1r.p.aouI'tJo. 

B. Arc above factopo' taken into 
ac~oW1t in the fu17:iehin.a of the 
BI.bject Q[Joiotar.ce.' ... 

Tzteafr.lent of V.S. citine.ns 

2. PAA § a20(~). If aaaiot~C!o is 
to gOVCl'11'11Imt, i.o th~ G'C1u6n;ne~t 
liable aiJ debtor' or' Imco,ditionaZ 
(JulUYmtor 011 ern:} c.:bt to a U.:l. 
ei ti:JNI fOl' good., or CJcrvicon 
fl1J"1'IiDhtJd 01' oral-'r'cd dIDl'£: (a) 
du..:l, ci t i;wn r..:1D (!Xhauo ted 
.lu..1i table lC:(Jl.Jl l'01Iedio3 end (bi' 
debt i8 1lOt dellied or oontcDud 
by such 9vuernmc1It? 

UNCLnSSIFIED 
ANNEX I 
Page 3 of 18 

. (7) Guatemalao,pheres to these 
principles. . . 

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

(9) The GOG's rP.sponsivenes's to the needs 
of the Guate~\alan people is exemplified 
by its, active involvel.lent in primar; edu­
cation, rural development, rural he21t~ 
services, smtlll rr.unicipc11ity develo~:.',(2!1t, 
and rural eleC'trific·ation. The vlillingnEs: 
of ())G to be Borrower for the Federations 
further exemplj_fies its Jesire to help 
the Guatemalan people. 

B. Yes. 

2. The GOG is n~t knm'1I1 to be indebted 
to any U.S. citizen in such a manner. 
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FAA § 620( e) (1). If aBOiDtance 
is to a goverr.:rtcnt J ha1J it 
(includiYllJ goVerr.;::er.: agetlcies 
or su1;diui8iolls) taken CD::; 
action ulrich hcs the effect of 
Jt(ltiOTUl Zizi1"{]) t!=;;l'()pric:t i1:.g, .' 
:Jr Qti:CAAoe sci:Ji1!.] OtJrtero.1ip 
:J1' controZ of pM;'crty cf V.S. 
ci.~iz(:l':S or er.tides beneficiaZZy 
:n.n:ed l':., thCM L)itr.o~t ~':JJ.:.~:T:'7 
sups t~ dioch;J'ge, ito obligations. 
touard Buch ci tizens or entities? 

['Ill. U20 (0): ?i3nemrfm '8 
D--t +' ....... . I . _~_~'V...;:c_r:.~1.1)e III';~ • . ~ LJ. ] country 
.. w eel-zed) or -.. ::;';J03ed c.D~ penaZty 
01' oanctiar: agair;stJ , C17":d U.S. 
fillhir7 ueoacZ. Oil account of its 
fi.lJ}lir...; activitie8 in inte~ationaZ 
,lJaters, 

a. lUJ.8 any deduction requirod by 
PicheJ"fT1e1Z ' D Protectit1e Act been 
nade? 

'. lUlD ccmpleto deniaZ of 
'80iDtc11Ice been cor:oidered by 
"'-. D. Acirriniotl'atOl'? 

. 
3. No. 

UNCLASSIFIED 
ANNEX I 
Page 4 of l£,l 

4. Guatemala has not seized or imp::>sed 
any penalty or sanction against any U.S. 
fishing ve,Ssel on account of its fishi:1g 
activities in international waters. 

n/A 

.N/A 
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RaZa!l:CI'..$ u-:.~ u.s. Gove~.n;p.nt and 
Other .... :-:. t~:Ctln 

5. . FAA § 6,?O ( d) • If aDoie tance is 
fOl' m:y Pl'ccj,ct ~t.'C? .:m:erpriol? 
tJ1Jich LJi II l.'C"-;-;Jete in·' t!:e Vni ted 
Statco witn U,:itcd Stc.taa enter­
pl·i,.ol?, i~ there GJl apr(l61r.ollt by 
tho recipient c:)lmr.'1' to prevent 
export t~ the v'nited Stat-ae of 
more tJlan 2~: .:Jj tho enterprioe's 
annual p1'OcIuc-:;ion .:1:uriY'.g :ne Ufe 
of the loan? 

6. ~1 § 620 (7). HM tho' country 
pcmnittL':1, O}' [c.Ued to tc..ka 
adequatc mCQ3W"C8 to prGuant, 
tJU) dar.'U.l.ge or d~8tr1.tctionJ by 
mob acti'on~ of U.S. property? 

1. PM § 620(l). If t1:c country 
'laB !m: led to il:.atitute the 
im)cctment gucrranr;y pl'ogran 
for the IJpecific rioks of .• 
c:rpropriation, in convert­
ibility 01' :JC'r.jil1cc.::icn, hc..a 
tho A. I. D. a.in:'.nio trar;1.071 /ji thin 
the paa t year cml!Jido'l'Ca denying 
aBoioU:nctJ to ~'luch goucrm:cnt 
for' thio l'CaDor;? 

8. PM U~). Is tIle govcm'II6nt 
"iif7j1(! 11{'ciril~"t cx.llmtr'~ in 
dtJ/nu Z t. 01\ i'l tt:1't'O t Or' pnncipaZ 

. 01 all!! A.l. D. loan ro thB 
cowltJ'Y? 

UNCI",z\SSIFIED 
ANNEX I 
Page. 5 of 18 

This assistance is not· directed tm'lards 
any producticm enterprise which will 
compete in tr.e U.S~ \'li~h ~.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 ~laranty program. 

o. No. 
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9. PAA § 620(t). Has the country 
severed a'iF ?,or:atio l'u tatiOtUJ 
l.1it1z the United'Stateo? If DO~ 
have thoy beet! }"(Jou/.1,,-d and 
~a1Jc n81J bilateraZ c:lJoiotar:oe 
Qgl'2cmentB been Tieg~tiatad and 

. entCl'ed into sitlce st..cJn . 
reowrptioTl? 

10. FAA ~ 620(,d. What ie the 
pQ'lJme)~t D tatUD of t},e COWl'Cry' 8 

U.lI. obU,gatio1"..8? If the 
country ie in Q.l':rea..r3~ lJere 8uch 
C4.1TCa:raaeo takan i71to aocount by 
tile A.I. D. Aeninio:rotol' itz 
determining the CUiTant· A. I. D. 
0; 'emtipnaZ Year BudJet? 

PM § 620 ( a) • lX:oo rooipiont 
cOluztry fumiall a!JDwtanoo to 
Cuba 01' fai l to taka appro­
pl'iate lJ tepo to pl'cvant ollipo 
01' ail'c1'aft I.mdol' ito f~1 
fz'om carl'ying CarrJOOD to or 
f"rNn r.11}1f1? 

FM § 620([)) •. If aDsioUmoe 
to to LJ ffuvc:rml(mt~ hCUJ the 
Secretary of State c1otclT1ti'led 
that it io r.ot cont:ro l1 ed by 
tJzo iPltenuztional CCI1V11Uniot 
movement? 

UNCLASSIrIED 
ANNEX I 
Page 6 of 18 

10. Guatemala is current in its 
'U.N. obligations. 

11. No. 

12. N/A. 
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l~. FM § G20(f). Is reaipiem t. country 
.. a COI'1Tr.UlIl .. 6 t ~ountl":I? 

14. 

15. 

16. 

PI.A § 620(i). 10 rodpio"t country 
~tt any wc:y 1.r.tJO Lvod in (aJ Dubv(J~ 
Dio" of~ 01' TTti :.1. ta.'r':J a:;gre(Joion 
a8ai7UJt~ tha Uniwd Stateo 01' any 
countrtj 1'ecei,'inq u.s. a8siota"OB, 
or (bJ the pl.z:rrir.? of such 
·~oroion 01' aggraoeion? 

" \ 
PI1J1 § 020("). Do~!1J rociPient 
cowrt'rd rurnilln fJoodD to" North 
V'iet-Nc::7 01' De:r.n.z: smvo or 
aircraft U~1' i ta l~g to 
Cal7'£! ~ceCJ to 01' [rem North 
Vw t-Na;n 7 

I'M ~ 1l81. HM the government of 
reCipleIlt country failed to take 
adcquate steps to prevent nnr~otic 
drugs nnd otLer controlled sub­
atnnccs (ns defined by the 
Comprehensive nnte J\buse l-'r~vention 

end Contl'ol Act of 1970) produced 
or prClcl'~t.cd, in wholt' or in part, 
in fI\lch country I or trnnsported 
throueh such r.ountry, from being 
Dold illcgaljy within the juris· 
diction of sur.h country to U.S. 
Govc~ent per80nnel or their 
depcndents, or from enterins tbe 
U.S. un1n .... f'u11y? 

UNCLASSJ.fIED 
ANNEX I 
Page 7 of 18 

13. No • 

14. No. 

;1.5. No. 

16. No. 



. Hi Ii tar" E:roendi tu ~e8 

17. FAA ~ ~). \{hat p~rccntage of 
co~~try buuGet is fur military 
expcnditures? How much of foreign 
exchange rcsources :pent on 
military equip~cnt? How much 
spent for the purchase of sophis­
ticnted weapons systems? "(Consid­
eration of these points is to be 
coordinated with the Bureau for 
ProGram and Folicy CO'Jrdinution, 
RC'eional Cooru ina tor:: nr,d Hili tary 
Assistance Staff (PP'.:iRC).) 

('JNDI'l'JO.'lS OF THE WAN 

18. 

19· 

FAA ~ 201 (d) • Info:i"r.lll.tion nnd 
~-pq.. -
cOllclu3ion on rcasonBbleness 
nnd lcgnlitr (\U1r.!er laws of 
country nnd the Unitf!u states) 
0:" lending and relcndine tcnus 
of thc loan. 

r~~ ~ ~5Hb)(2),j ~ 2~H~). 
Inforlllation nnu cor,clu:iioll on 
nctivjtY'D ecollomic und 
tl.'~hnical sowldncss. If loan 
is not made purs'mnt to a 
multilutcrnl ]llun, and the 
8.lllount of the loan excecds 
$100,000, has cowltry submittcd 
to A.I.D. an ~pplication for 
such funds to[;cther with 
nssurnnccs to indicatc that 
fwlds will be ~scd in an econom­
icolly and technically sound 
nw..nner? 

riM § ~5Hb). Informntioll Dud 
COJlclu!:.ioll llll l'l\plLcity C'l'" the 
count ry to rl'ray till! lonll, 
1ncl U.tiIlG l'l'I\~:CJllab I.(,Ul'!i~ or 
TI'U/IVlIII"nt. vron ,,('eta. 

,AN!' J.. 
Page ~ of 18 

17. For FY1972, 7.5% of the country's 
budget \'ldS 'a).located for military eXp<!n­
ditures .:I:n the 12 months ending June 
30, 1972, approximately $12 mil~~on in 
cash and $6 million in credit financed 
new materials ~nd equipment for the 
military.· 'l~18re were no purchases of 
sophisticated \'Jeapons systems. 

l8~, The p~opo5ed,loan is legal under 
the lawsof. Guatemala and ,the U.S.A. 
and its terms are reasonable,; 

19. The project has been fOlli~d econ-, 
omically and technically sound (see ' 
Section II.C and 'D). A'Loan applica­
tion \'/as received \dth satisfactory 
assurances that the Loan funds \\'ill 
be use0 in an economically and tech­
nically sound manner. (See Annexx II, 
Exhibit B). 

20. It has been concluded that the 
Fcdcrutions and Foundatio~s repaym~nt 
pro~pects are satisfactL.l.Y (see Sc~tion 
11.0.). 
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21. 

22. 

23. 

PAA § 611(0)(1). Prior to -signine oJ' lOiln will there be 
(n) engineering, financial, 
o.nd other plans ncce~sary to 
carry out the ilssistance and 
(b) a re~50nably fire esti~te 
of the cost to tn~ UnH~~ stutes 
of the assistance~ 

P~~ § 611(a)(2). If further 
lCGisla~ivc action is required 
within recipient country, what 
is basis for reasonable expec­
tation that such ection will be 
completed in tim~ to permit 
orderly accomplishccnt of 
purpose::; of loan? 

?AA ~ 611(0). If loan is for 
Capital Assistance, ar.d 'all 
U.,S. aS6iftnnce to project now 
exceeds $1 million, has Mission 
Director cf;'rtif.tcd the country's 
cl1~bility effecti'Jely to 
maintain and utilize the pro~ect? 

24. ~AA § 2S1(b). Info~tion and .. 
conclu!lioll on avuUubll1ty of 
finCU1C.1Ilf; from othC'r tree-world 
sourc~r., including private 
&ource5 within the United states. 

UNCLASSIFIED 
ANNEX I 
Page 9 of 18 

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

(b) N/A. 

22. Congressional ratification of 
the Loan \'lill be required. Althou-gh 
it is difficult to predict with 
assurance when the Guatemalan Congress 
will ratify the loan agreement, it is 
reason~bly expected that such action 
will De completed in time to permit 
ordel~ly accomplishment of the purposes 
of the loan. . 

23. The Mis5ion Directc~ has certified 
that the Guatemal~can effectively 
utilize, this p!'oject. (..,ee Annex II. 
Exhibit A.). 

24.. The cor.cessional financing re,quired 
for this Project is not available fror.\ 
other free-woI'ld sources. 
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U)(tn'o ReZatio7lfJhin to Achiovl'.l':fcn·t 
~ CO:OI~r:1 old o::'t'3!·onci. Goala 

25. FAA § 207; § 251(a). ~xtent to 
which ~s~istnnc~ reflects appro­
priate cI'lI;lla:Jis on: (a) encour­
aging devc]opncnt of democrntic, 
economic, politicnl, and 'social 
iru;tl tutiol1:J; (b ~ self-help In 
meetinG the country' c food needs; 
(e) improvinG availnbility of 
trained mnnpower in the cOW1try; 
(d) progrnms dcdened to meet 
the country's henlth needs, or 
(e) other importCl11t areas of 
eCDnomi c, poll t i cnl, nnd social 
development, including industry; 
free lnuor lUlions, cooperatives, 
and Yoluntrny Aeencies; trnns­
portation and cC.1\l:1ll!1i~ationj 

pllU111illg Elnel public administration; 
urban development, and . 
modernization of existing laws. 

;. ff'JI § 209. Is pro,jf;;!ct susceptible 
of ex~cutjon as part of regional 
project? I~ so why is project not 
so executed? 

21. 

~. 

PAA § 2.SJ(b)( J). ini'ortnlltion and 
'conclu~ion on activity's relation M 

ship to, and comnstency with, 
other development llctivities, and 
its contribution to realizable 
10~-l'lIJ1Ge objectives. 

FAA § 2~1(h) (7). Jnformation and 
................ I 

'cond'I:~ioll 011 whl'tl'cl" or not the 
6ctivity to be fln:lllcl'd will 
contribute to the nchievement of 
celf-su5tnining growth. 

UNCL. aFlED 
ANNEX I 
Page 10 of 18 

25. (a) The cooperativ~ movement strengtJ 
ens grass roots democray ?fld participa­
tion in the development process; 

(b) This agl':icultural 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 wi~l help 
meet nutritional and health needs of 
Guatemalans; 

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

26. No. 

27. The role oJ this Project in the 
AID/~atemala development program is 
described in Section I.B.2. 

28. This Project ,\-Jill allO\'o' the reci­
pients to reach a level of operations 
'-Jhich assuren. £inan~ial viability 
\'lithout furtht'r concessionaIY assistance. 
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30. 

31. 

PAA § 28J( a). De~cl'ibe extent to 
which the loan will contribute to 
the objective of n~~uring ~imum 
participation in th~ task of 
economic d('veloz;:nen~ on the part 
of the ~(lplc of the country, 
through the cnco\lID .. gi:l::ent of 
democratic, privnte, ruld local 
.governmental institutions. 

FAA § 291(~). Describe extent 
to which rro,~ram re~ognizes 
the po..rliculu..r needs, desires, 
ond capacities of the people of 
the country; utilize!) the 
count~r':> intellectual resources 
to cncour~e insti~utioDal devel­
oPment; nnd supports civic 
education und truillill.!3 in skills 
required for effct:tive partic­
ipation ~~ govcrnnen~ul ~~d 
political processes essential to 
celf-government • • 

FAA § 601(a). Info~stion and 
~.. 4.-0 

conclusio~s whether loan will 
encouraGe efforts of the countlj 
to: (a) incrca~e the flow of 
international trade i (0) foster 
private initiative t.L.!1d C'cmpctition: 
(c) encourn,;t· dl'vc.ln),:':1t.'nt and usc .. 
of COOPCl'utiVL·:.l, CJC:uit UlIioIlS, 
nnci sllvilll~:; nllt! loun /L:'isociutions; 
(d) d1r.c.uuJ"nJ.",l· mOlloJ'~l)lr.tic 
fJruct.h't':;j (I!) improve technical 
efficiency of indu::try, nr,riculturel 
nnd cor:t!:lerct'; nnll (1') strengthen 
tree labor unions. 

UN( 3SIFIED 
ANNEX I 
Paqc 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 participation in the 
development ~rocess by the beneficiaries 
. themselves. 

30. This Project is encouraging 
the. institution31 development of 
development institutions \liilO:lly 
owned and sta.ffed by Guatemalans. 

31. This Project will: 
(a) Not aI·;>lic.ab~e. . .. 
(b) Encourage private initiat·ive 
through availCl.bility of funds for 
private investment; , 
(c) Program is designed for coope­
rative development; 
(d) Discourage monopolistic practices 
by pl~viding resources.to cooperative 
enterprises'; 
(e) Proyide financing for the expansion 
and improvement of cooperative agri­
cultural enterprises; 
(f) Not applicable. 
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!~. PM §~. If assistance is for 
newly in,leFcn:i~nt country; is it 
furnisll·Jj throur:h ::Ilutilat.eral 
orr,CJ1izntiofl5 or plan:; to the 
'~imum extent appropriate? 

33. PM.§ 251 (11). Information and 
conclusion on whether the eetivity 
is consistent with the findings 
nnd reco:r:..c1lC~ nt ions of the lnter­
American Co!!';!!: ttcc :.:or the Alliance 
for lTocre~s in it~ unnuol r~vicw 
of national developrr:ent a.ctivities. 

I.. fM U~1(a). Info::-r:-,ution end 
con.elusion on m:e of loan to 
lWsist in promoting the 
cooperative ~ove~ent in 
Lnt"'.n A!!lcricn. 

-.: PM § 20£1: § 25." (b.l (B). 
Ini'orm3.'tion ana con~ion 
whether assistance ~ill 
encourage reGional devclop:nent 
-proCr Ll!:!5, D.nd cant.ri bute to 
the economic nnd ,olitical 
intc~rlltion of Lntin America. 

( 

1'0 EUQot 071 U.S. and A.I.D. 

~ 

!M § 25Hb)(1): § 10e,.. InforTIULtion 
ond conclus!on on ptlsslble effects 
'--' lonn on U. S. economy, \oIi th special 
rcfcrcllcc to n.rCll!> 01' .!;ubstnntinl 
labor surplu3, and CXtt>l1t to which 
U.S. COt1\::lo.1iti('~ nnd IUl.r.i.!:tRnce nrc 
furn 1 ~lwd HI Il mo.rUl~r con~ i.:;tcnt 
I/~th Imp)'\)v111J:; t.he U.U. bulW'lce of 
paymcmto l'on1t1on. 

UNl.:J "'i~H'IED 
J\NNL t 
Page 12 of 18 

32. N/A. 

33. This ~ctivity i~ consistent 
with CIAP'3 findings. (See Section 
I;B. 3.) 

34. By defini tiOll this J.oan pro;:l::>tes 
the develop~ent of the cooperative 
movement iD Latin America. It js'ex­
pected tha'C with this AID Loan tne 
cooperative Federation~ in'wlved {,Jill 
be a'ble to reach self sufficiency. 

35. The accelerated economic develop­
ment derived from the i;lcreased re­
sources generated ,by this project' 
will enahle ·Guatemala· to particiPflte 
more in the economic and political 
integration of Latin America. 

36. ,This .activi ty will havel'no s.:igni­
ficant direct effect on the u.S. economy' 
Although this loan' ,is expected to be 
ent~rcly for local currency cost~,.pro­
vision \rill be madb for dollar e~pendi­
tures, USAID procurement regulations 
\dll apply. 
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. -, . 

:8. 

39. 

FA 11 § COHb). ] nformD.tion nnd 
(;CIII;lu5ion C'n how t.he lonn will 
enccw'n~~ U,S. private trDJe and 
inve:;tm~'nt. auroad and how it will 
encotU"ai;~ l.r i 'JIltc U.S. particiration 
in forci Cn us f, is tance prcCrnr:tS 
(including use of private trade 
channcls and the servicez of U.S. 
private enterprisc). 

FAA § 601(dJ. If a capital 
project., are engineering and 
profcf,s ional servi.ces of U.S •. 
firtlS and thcir r.ffiliatc5 used 
to the mlLximum extent connistent 
.... ith thc nationa.l interest? 

FAA § 602. lnformution nne --conc1t'5ion whethcr U.S. smn.i.l 
business will participate 
cqui ta.uly in the fill'nishing of 
goods and services fi,nunccd by 
the loan. 

40. PM § a20(11). Will the loan 
prociot.c or a5si~t thp foreign 
n!j projcct~ or activities of' 
th~ Coromwlist-Dloc coUntries? 

UNCLASSIFIED 
ANNEX I 
Page 13 of 18 

37. The improved ~corlomy resulting 
from this ioan pruject should encourage 
more U.S. trade and investment in 
Guatemala. 

N/A 

39. To the extent app1ic~ble, the 
U • S. small Dusine s s community \·,i11 
be advised through the.Small Business 
Notification of all real opportlm~­
ties to participate in dlis project. 

40. No. 
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. . 
-.1. PM S 6:!1. If 'rechnical 

Ass is"ta1lce i:: finwlced by the 
loan, infor~tic~ and concluDi~n 
whether SUC~l <l!):; j ~tance will be 
i'urn ishcd 1.~, t~c f'ullcst extent 
prncticable a:> [!cc:!s an:..! !'ro1'es­
siollul an:! other services 1'1'0::1 

private cntel'l,ris'.! cn a. contract 
busis. If th(' racilitic<: of other 
Fcdcrnl n~cnci~E will b~,utilized, 
infol"r..:lt len anJ cC!lcluElon 011 

whcth~:r t!:'.'y ar', l'arUculnrJy 
suitable, ur~ not competitive with 
privD.tc cnt~ri~rl:::c, o.n:1 can be 
lJl.:1.dr: ava Uablc ;"'':' thout undue 
int'O'rfer'mce \o,'i th Jomestic l;rograrns. 

42. FItA § 2S2(a). ·';';)tal amount of 
money wlder lorl.r1 which is going 
directly to priv;;..te enterp:-ise. 
is e,oing to intermediate cr,.:!dit 
institutions or other borrowers 

"for u~c by ~rivnte entcrpri:e, is 
beine usd to fimmcc i::!port:> from 
privutc sour~es, or is othcr\~i:;e". 
beine u.:;c:j to fi WlI1CC procurl'nlents 
from privD.tc sourcc~. 

LoaM'n c(\7~}ZimtcC tJith Soecifia 
?cguircr.:e>: ::s 

4~ .... FA Ii § 20Hd). I,<; interest rate 
'of Joa.n at l';a:;t (>~ per annum 
durinG r,rac!:' pCl'icJ o.nj at lca::;t 
3~ per annum thereafter? 

LJL E'AA § (,()(I(aJ. Information on 
tnCU~\1Tl':1 to lJl! tnl~l'l1 La utll1:c 
U.S. GOVl'rlUIl\.'l1t l'~:('C~:; !'Cl'::;onnl 
propl'r1~' in li('\1 ("I~' the 
p'rOC\lrl~lnl~nt of Ill',," i tCIll!> • 

41 • N/A. 
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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. 



.­ft_ 

t_ .• 

• t.:. 
-~ . 

l~I.C-?, (4-72) 

FAA § 601,ra). Will all commodity 
!.ruCUI·:r:1·~·n \. C i r,~/Il: cd un·1('1' the 
lour. be fr:...r.. til~ Uni t!!·l stutes 
CXCCi)t <1,:; otil·:!"".lise ,uctenr.ined by 
thr: Prcci::','nt?, 

FAA § 60';(b). Who.t provision i::; 
mnde to prevent financing ctlmr.loLlity 
procurcrr.'2nt in buly. at r.ricc:, hieher 
than adju:ited U.S. rnnrket price? 

47. PM § (iO'HdL, If the cooperating 
country dircri:ninatcs against U.S. 
marinc j nSUr2JICI? cC~ilrani!:s, 1.;ill loan 
agreelllcll t r'!quire that murine 
:insurance b~ IJlacec! in the United 
Stnt~~ en corr~odities financed by 

~8. 

49. 

thp. loan? 

FAA § (jO~~ ((~).. If offshore procure­
ment of u[;ricultural comrr.odity or 
product is to be financed, ic therl:~ 

provi~ion D(ninst ::;uch procurement 
"'hen the dOI:lestic price of such 
~ornmodity i~ IN)!) than pu.r:i ty? 

FM § 611(b): Ar:-:? ~ 101. If loan , 
finnnel'S wat.~r ~r wut.cr-l'~,llltcd 

land rese\~c~ construction project 
or }lroGrnn., is there a benefit-cost 
computnti':;l1 n:o.de, insofar as 
prncticuhle, in nccordnnce with the 
IJJ'oc(:·ll..ll'~r. ::·.:t i'orth in the ~temorandum 
of the J"reu ld cnt :lntcrl !·:.u.v 15, 19627 
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45. Procurement will be from the 
U.S., Guatemala, Central Americ~n 
and all other Code 941 countries: 

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

47. Yes. 

48. N/A. 

49. N/A. 



-:;:. PM § 61J(~). !f contracts for 
con~Lructl(,n are to be finn.nccd, 
what j'fO'/ L: ~on · .. ·ill be made th<lt 
they be l~t on a competitive basis 
to mnxi~~~ extent prncticab~e? 

PM § (i20(o). i[h1!.t provision is 
th~r~ ilea! 1I:~1. us,;, ~)f :;ubj<:'ct 
as~ i~ iance U. Ct\!Il! ·e1l5a te O\mcrs 
for cxprof;riatcd or nationalized 
properiy? 

FAA § C12(lJ); § ~~MltJ. j)r':5cribe 
step~;· l.~t:1.'1l to af,~~\.!re tt~at;, io the 
UlaXilOUlll l:>:t~llt. pc:;,gihle, ttl!;! country 
i~ conb'n'Jt!IlG lc~'ul currencies to 
meet the cost of contractuaJ ar.d 
other ~2r/ic~s, anJ foreign -:urrencies 
owned by the Unitc-d States ure utHized 
to meet the cost of contractual and 
other 3ervices. 

~3. ~. § 101. Will nny lonn funds be 
us'.!d t.u lll!y PC!IlZ i ~)Il!3, etc., for 
military J;f~r30nncl'! 

54. ~EE· § 1 M. I f loan is for capital 
proj!'C't, i:: tilere rrovis j on for 
A. 1.1>. npf,ruvnl ot' all contractors 
nnd contract term:;? 

55. App. §. 100. Will r..ny 10M funds 
be used to pay U.H. nsscssmcnts? 
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50. As the case arises, public formal 
invitations for bids \vil1 be advertizec 
pursuant tc local law and the AID 
Capital Projects Guidelines. 

51. N!i\ 

52. N/A· 

53. Nc" 

54. Yes. 

5S. No. 



( 

( 

57. 

. 58. 

!EP. § )09. Compiiance ~ith 
~c~nti~ns on employment of U.S. 
and loc.!I.l J '~rsonnal for funds 
Obl1r.a~t:'J a1't'~r April 130, 1964 
(A.J.D . ReglLlatlon '7). \ 

,\ 

l'AA § EJ6IiJ. -
" '" \ 

\'. . 
'tI111 OilY -loan fUnds 

bfJ u:::·:d t..C) f inu..ncc ,.;urC'hasc.; long .. 
term len!:", or t.'xch1lJlgc ot' motor 
vehicle Ir..:ul:.l!'ue\.und outcide the 
Uni tec.l St atl's, or n.ny guarMty of 
such n transaction? 

App. § 5 )1. Will My loan fu:ul • 
be USed J'or publjc~ty or 
proI,nsande purposes wi thin the 
United Stete~ not authorized by 
the Congress? 

59. FM § G20'kJ. If conotructlon 
of product. iv(' cnterpTis,~, will 
o.CarCt;ute ·Il1Ju(· of a:;:::istruJce 
to be i'urnis!ic:! hy till' United 
States cxcecd ,$lOO nullion? 

• 

60. 
( . 

PM § G121dJ. Doc. the United 
Stote!l mm eXCC!lS foreign currency 
and, if so, what .!I.rrnngemants have 
bp.en ~e for Its rclcn~n? 

. , . 

( 

• 

" , 

\ '. 

\ . i 

, ,.\ , ,: 
: , \' ! 

• 

. , 

, 
, 

I 
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56. Regulahon 
complied with. .. 

.. , . ; .. . . ~ \ ". ' 
."- .' '.' , 

\ \., ' .. ' ,. 
" ' , ' 

\ \ ,',~,. \ ...... . " 
'. . \ . 

• '1 • 
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59. No. , 
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, ' ~ .. 
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/:;'/A § SOI.b. CompllllllCC with 
requiTcl~cnt. that at least 50 
per c~ntu." c r th~ eros::: ,tormo.gc 
of co:r.rnod it it's (cOr:lpu,tC?d s~pnr!!.tcly 
for dry bulk c~rrier:::, dry car~o 
linen, ant! ta.nk~l·S) financed with 
1Unds I:'Jl£h.' nV:lilnblc Wlrtcr thi's 
10M shnll b~ trons}!ort!!J 0:: 
privately ownc.i U.G.-fl£lr: 
cCffim~rcial ve:::scls to th~'extcnt 
thnt such v,~::::j(~b:i arc available 
at fair lUllJ l·ea.~onQt · lc rates. 

• 

___ M • __ ._ .... _ ... . 

'. 

61. The 
require 

. . 

. - ' 
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Lolln Agreement will 
such compliance. 
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CER9.'IFICATION PURSUANT 'IO SECTION 611· (e) OF THE 
F')REIGN ASSISTANCE ACT OF 1961, AS AMENDED 

I, Robert E. Culbertson, the principa~ officer of the 
Agency for International Development in Guatemala, 
having taken into account, among other things, the 
mainten"lnce and utilization of projects jrl Guatemala 
previously financed or assisted by the United States, 
do hereby certify that in my judgment Guatemala has 
both the financial capability and the human resources 
capabi:Lity to effectively maintain and utilize the 
capital assistance project, Rural Credit ~ld Cooperative 
Develo~ment. 

'This judgment is based upon the improvin~ implementation 
record of AID-financed projects in Guatp.J.lala and the 
quality of the planning which has gone into this new 
project. 

(signed) 

(date) February 5, 1973 
----------~~~-------



........... ,.,. .... 
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MINISTERIO DE 
FINANZAS PUBLICAS 

OUAU .. AUI. C. A. 

Seilor Robert E. Culbertson 
Direclor de 10 Misi6n AJD en Guatemala 
Edificio Cruz Azul, 7° Piso, 
CIUDAD. 

Estimado sei'\or Oirector: 

Guatemala, 7 de febrero de 1973 
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Como es de $U co'nacimiento, el Gobierno de 10 RepC,blico 
concede, en el plan de Desarrollo 1971-75, especial inler~ 01 mejoramiento e in­
cremento de las condiciones del 6rea rural en sus mC,ltiples foses y, dentro de d'stas, 
dti primordial importancia a proveer ayuda crediticia a las cooperativos agrfcolos y 
fundociones que .... como 10 del Centavo, esl'6n en capacidad de cvaluar en forma rt1-
plda y precise las necesidades de sus miembros y de los pequeilos agricultores que 
entran bojo su radio de .Jcci6n, 10 qUI: les permite conceder cr6dito no s610 para in­
cremeritar 10 producci6n agrfcola, propiamenle dicha, sino para actividades de mer­
cadeo, de pequeiios negocios rurales y mejorcs de su infraestructura ambiental, edu­
cocional y sanitaria. Adem6s, las Federaciones de Cooperativos Agrfcolas usar6r los 
fondos para mejorcr sus propias estrucluras, para inversiones productivas e inver;iones 
en octivos njos, loles como facil ida des de almacenomiento, maquinaria ogrrco!a, vehfc\1' 
los de trabcjo y equipo de oncina. 

Por 10 anleriormcnte expueslo, el Gobierno de la RepC,blico 
sollcita a usted, por csle medio, que la Misi6n c su digno cargo se sirva considerar 
10 posibilidod de concederle un pr6stamo por el equivalenle de US$4.5 millones, en 
los mejores condiciones posibles, y el cual cstarfa destincdo a f:>rmar parte esencial 
do un programa de desarrollo de instituciones ogrfcolas privadas, especificamente de 
10 Federaci6n N:Jcional de Cooperativas Agrrcolas Regionales (FENCOAR), de In Fe­
deraci6n Nocional de Cooperativas Agrfcolas de Cr~dito (FENACOAC), las que re­
cibirfon hasta una sumo equivalente a USS4.D millones, y la Fundaci6n del Centavo, 
a 10 que se Ie ha asignado una sumo equiva lente a medio mill6n de d6lares. EI 8tado, 
que serfa el Prestalario, canolizarfa los fondos del pr6slamo a trev6s del BANDESA, 
el que no s610 aportarfa los elementos administrativo~ Jel progrema, sino supervisarfo 
y conlrolarfo el buen uso de dichos fondos. EI Estado, a su vez, CO" tribuirfa aportando 
los servicios de sus instituciones que, como 10 Superintendecio de Boncos y los depcr­
tomenlos 16cnicos del Ministerio de Agricultura, velarfan por 10 carrecta yeficienle 
aplicaci6n de los fondos del Pr~stomo. 

ote Despocho espero que el pr6stamo solicitodo pueda ser 
Inclufdo denlro de los objetivos de 10 Alianzo Perc el Progreso y que la Misi6n a su 
digno cargo dt: a csta solicitud su m6s pronto y favorable acogida, permiti6ndome -
agregor que tanto los funcionorias de este Ministerio c6mo los del Ministerio de' Agri­
culture, gustosamente oclararemos cuclesquiero dudas 0 consultos que, en relaci6n con 
01 progromo descrito, pudiercn tener los miembros de eso Misi6n. 

AI agradecer a uslcd 10 at enci6n que 10 prcsenle 10 merezca, 
me es gralo oprovechar la oportunidad para suscribirmc su muy atenlo y segura servidor. 

",0 DC' ... L-S----' ,,4-, u L I ~' .. 

/ 

~c'" "~"',,y"f. 
~ .' .r. ... ,~l,.~ 
1 ~ ~:;.~:;, . \' '~J.", 

,til: L ... \IPORT RODlL 9(.'1., ~ ""':to'" 
NIKISTIO [I:: flNlII'Z&8 f"",,, ~",,, ,1Ui/mttn 
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OFFICE TRANSLATION 

AID l'1ission 
Cruz Azul Building 
Guatemala City 

Gentlemen: 

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

Attention: Mr. Daniel A. Chaij 
OffiC's of Rural 
Development 

In ~esponse to your letter of January 30, 1973, 
and in compliance with your request fer 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 Minut·: s 
No. 128 of the session held on January 30, 1973, 

, pending reading and approval during the r.ext session 
(of the Executive Committee). 

"FOURTH: A discussion began concerning the development 
of a new loan with AID, stating that tne~e had b~en 
steps taken during the past year to obr:ain a million 
Quetzal loan; and that there presently exists an autho­
rizatio~ to pur~ue negotiations for credit of an 
unspecified amount, but that accurding to AID Officials 
the amount is approx~ately Q500,OqO.OG. 

"It \I/as 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 

http:Q500,000.00
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pursue a line of credit the general terms of which 
are the following: 

A~ount of Loan Q500,OOO.OO - Ql,OOO,OOO.OO 

Loan Period: Twenty-five to forty years 

Interest rate: Three to four percent 

Purpose: Sub-loans to margin&l rural 
groups 

For projects as: . Fertilization and purchase 
of agricultur2l ;>roducti. on 
inputs; marketing; crop 
maintenance; seed improve­
ment; small stor'es and 
businesses; irrigation; trans­
portation; agricultural 
machinery; community cons­
truction projects; land 
purchase; installation of 
medical posts; handicraft~, 
and others. 

Method of Operctbn The loan will be utilized 
through the system previously 
used with the Q200,OOO AID-' 
BANDESA loan, or under sur.h 
a system as may he agreed to. 

"TENTH: With the state of negotiations \oJith the AID 
Mission being knmm from the letter dated today from 
Mr. Daniel Chaij, DirE~tor of the Office of Rural 
Development of the US1UD Mission to G1.iatemala, a::.d 
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 

http:QIO000,000.00
http:Q500,000.00
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the interest rate to a level tha +.: will 
allow for self-sufficiency in accordance 
with a technical study now being prepared; 

b) the Foundation will establish Q reserve 
fund of 5% of each loan made to cover losses 
against bad debts. This reseC"le fund can 
be placed in investments that a~e both safe 
and liqu~d, such as Government Bonds, FHA 
bonds, and documents redeemable at sight; 

c) the Foundation agrees that together 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; 

d) the Foundation agrees not to contract for 
external debt that would create greater than 
an eight to one debt/equity ra~io, unless 
AID otherwise agrees in writinrr; 

t;!) 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 
plant! 

With nothing more at present, and hopiP9' that with 
this we r.ave satisfactorily met your concerns, I 
remain, 

Sincerely yours, 

Ronolfo Martinez Ferrat~ 
Gene 'ca 1 ~1a nage r 
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31 de enero de 1973 
S4 G. 58-1-73 

At. Sr. Daniel A. Chaij 
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Oficina de Des~.rrollo Rural 

En respuesta ?. su carta de fecha 30 de enero de 1973 y cumpliendo con 
su solicitud de una respuesta para el dfa 10. de febrero, Ie transcribo 
a continuaci6n 13.s condiciones que la Fund~ci6n del Centavo ha aceptado, 
segUn consta en punto cuarto y d~cimo del Acta numero ciento veintiocho, 
(pendiente d3 lectura y aprobaci6n en pr6xima sesi6n), de la Sesi6n rea­
lizada el dfa 30 de enero de 1973. 

"CUARTO: Se inici6 la discusi6n del nuevo prestam0 en tr~mite con la 
Agencia'Inte:cnacional para el Desarrollo, inform~ndose que se habran 
hecho gestiones el ailo anterior para obtener un mill6n de quetzales de 
acueruo a datos y reslunen que se ley6 y que actualmente existe la. auto­
rizaci6n de negociaci6n de un credito por una cantidad no especificada, 
pero que en terminos de funcionarios de AID es de alrededor de Quinien­
tos Mil Quetzales. 

Se convino en que era conveniente para la Fundaci6n. de obtener un pres­
tamo de AID por consiguim te se autoriza al PresidC:::1te y Gerente para 
que gestionen un cr~dito cuyas caracterfsticas mas recomendables serran 
que se ajusten a 10 siguiente: 

Monto del prestamo 
Plazo 
Tasa de Inter~ s 
Destino 
Para proyectos de: 

Quinipntos Mil a Un Mill6n de Quetzales 
Veinticinco a Cuarenta atlos 
Tres a Cuatro por ciento 
Sub-prestamos a campesinos marginales 
Fcrtilizaci6n y cOr.1pra de insumos , 
Comercializaci6n 
Mantenimiento 4~ Cultivos 
Mejoramicnto de scmillas 
Tiendas de insumos y comercializaci6n 

( 
o.c., rchevolll •• Ju.n D. NoII.brhm. Roberlo DOIIOn. EnilQul MUllllo. Julio H."er •. Julio RoY." Sierr •• MAnu.1 Riv.ra. F'.lIellcO Rod., .... .,10 A. .... 111. 

"." Albnllo Cumill. Slmu.1 G,olnl. Nicol., f.uSlo Rulz. Rob.,lo Cuplo. JOIO' L.mpo'i. fiob.rlo .... la.'.go~. Eugene Celie, ..... ,10 "io ..... 011 .... Jilin 

JtI, Utllleli. M."o G.,cl. S.I.'~ ~"n~~lco ~1II.OI.n K. fllnl"do Prldo. JII." . .:...A::.!p~.r~"::!IO.!....:A:::rlll~'~nd~.~A~..IIIIdo.~!!!!-___________ ---,-



Misi6n AID 

Modus Operandi: 

. _ fie enero de 1973 
S. G. 58-1-73 
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Irrigaci6n 
Transporte 
Maquinaria ~gr!co1a 
Construcci6n de obras comunales a nive1 
de aldea 
Compra de tierra 
Instalaci6n de C1bicas M€!dicas 
Artesania 
Otros 

E1 pr~stamo del1er~ obtenerse por el sis­
tema utilizado en el pr~stamo anterior de 
Do.scientos mi:! q~Jetzales a traves de BAN­
DESA qu.'.? 10 recibe en fideicomiso del Go­
bierno de Guatemala y este de 1a AID, u 
otro sistema que se acuerde. 

DECIMO: COllocido e1 estado de 1a negodaci6n de un prestamo por 1a Misi6n 
AID" teniendo a 1a vista 1a carta del senor Daniel A. Chaij~ Director de 1a 
Oficina de De!3arrollo Rural de 1a Misi6n AID de Guatemala e1 dfa de hoy, y 
en ampliaci6n a1 punta cuarto de esta Acta se aceptan las siguientes condi­
Ciones preliminares para el pr6stamo que actualmente esUl siendo progra­
mado: 

A) Para equilihrar los gastos e ingresos de 1a Fur.daci6n ser{t necesario 
aumentar 1a ta.sa de interes a un porcentaje que 1a neve a su auto-suficicncia 
de acuerdo a I<n est'..ldio tecnico que para e1 efecto se esta realizando. 

B) La Fundaci6n estab1ecera una reserva para prestamos incohrab1es del 
cir·co por ciento de cada pr6stamo. rsta reserv& sera efectiva en inver­
siones de alta liquidez y seguridad~ tales com\) bienes del estado, cedu1as 
FHA y otros documentos redimibles a 1a vista. 

C) La Fundaci6n acepta que con el Analista Financicro de AID se estable­
c:~r~ el porcentaje·mAximo del fondo social que podra ser invertido en acti­
vos fijos para evitar el congelamiento de capital. 

D) La Fundaci6n del Centavo se cOmprOIl.l~~e a no contraer deuda externa 
en exceso de una re1aci6n deuda-capital de ocho'a uno. sin previa autoriza­
ci6n escrita .:ie AID. 
E) La Fundaci6n preparar~ un plan demostrand0 como se propone reducir 
un porcentaje de sus gastos netos de operaciones para garantiza! su via­
bilidad ec.:m6mica dentro de 1a tasa de inter6s quP se f).je a los sub­
pr€!stamos •. Se solicta la co1aboraci6n de AID pa-a la preparaci6n de 
este plan. 



Sres. Misi6n AID .. 3 .. 
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31 de enero de 1973 
S. G. 58-1-73 

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

w-;;{;.J7~ 
log •. Rodolf~' Mar·tfnez F~rrat~ . -
~pl"pnte -"" 

RMF/mug 
~~-



PEN N Y F 0 U N D A T ION 

Status of AID-BANDESA Loan Program 

Monthly Report as of December 31, 1972 

Fami1ies Lean 
No. PROJECTS Benefited Amount Repa y;pe nt s Balance Vue 

1 Com. A£"ric. El Divisadero £S Q. 347.88 Q.. 75.15 Q.. 272.~-

2 Com. Agric. Altupe 117 4,406.48 951.94 3,454._. 
3 Com. Agric. El Porvenir 100 5,744.48 1,240.99 4,503.49 
4 Com. Agric. Palo Verde 87 1,098.68 435.40 . 663.28 
5 Com. Agric. Ics 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. El Durazno 47 667.92 210.23 457.69 
8 Com. Agric. L.:.guna del Pito 53 1,142.24 225.14 917.10 
9 Com. Agric. El Carrizal 33 513.04 101.12 4ll.92 

10 Com. Agric. El Pooeo 72 1,994.08 1,060.50 933.58 
11 Com. Agric. L3. 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. Agdc. Llano Grande 47 1,462.88 1,437.04 25.84 
15 Com. Ag ric. La RefoDlla 32 8~2.00 558.07 333.93' 
If) Com. Aq r:i.c. Ir.. C~ ib i t ~~. 12 625.04 523.09 101.95 
17 I~8oc. Ag-rif'!. Sa.quit&caj 24 1:779.39 337.40 1,441.9Q 
18 Asoc. Agric. Q1uinimachincaj 39 1,462.05 565.62 896. 
19 Asoc. Agric. Pahuit 34 1,471.03 560.19 910.84 
20' Asoc. Agric. San Antonio Sija Jo. 20 1,419.00 129.52 1,289.48 
21 Aso·c. Agric. Sta. Catar. Ixtahuacan 50 1,099.80 285.11 814.69 
22 Cooperetiva Guit6n 19 1,240.87 131.05 1.109.82 
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23 Asoe. Agrie. Chivarreto 24 1,310.21 496.07 814.14 
24 Asoe. Agrie. Choantonio 15 1,266.64 436.90 829.74 
25 Asoe. Agric. PatzaM 23 1,620.48 269.99 1,350.49 
26 Asoe. Agrie. Coj Sanaj Junan 47 2,235.65 1,038.81 1,196.84 
27 Liga Campesina Chiealquix 27 1,521.48 244.76 1,276.72 
28 ASQe. Agrie. San Ante~io Sija 20. J9 1,006.20 195.22 810.98 
29 Comite Agrie. El JiearJ 47 1,733.98 820.97 913.01 
30 Comite Pro-Nej. E1 Potrerillo 60 2,569.56 555.56 2,014. 
31 Asoe. Agrie. de. Chiaj 40 3,347.81 748.57 2,599.£""T 
32 Comite Agrie. San Hatias 15 469.42 469.42 
33 Comite Agrie. El Chaguite 31 1,220.10 221.54 998.56 
34 Asoe. Agrie. Cueabaj 48 881.34 264.49 616.85 
35 Asoe. Agrie. San Jose Pcaquil 22 1,497.30 135.07 1,362.23 
36 Asoe. Agrie. Xeeoxol 66 1,540.77 238.29 1,302.48 
37 Asoe. Agric. Saquilla 37 1,352.40 274.91 1,077.49 
38 Asoe. Agrie. La Ga rrueha 38 1,289.61 396.75 892.86 
39 Asoe. Agric. El Rosario 14 547.56 106.24 441.32 

,40 Asoe. P.grie. Las Lomas ScaM 41 1,2ge.25 241.26 1,056.99" 
41 Asoe. Agrie. E1 Rine6n 31 1,645.80 1,220 .44 425.36 
42 Asoe. Agric. Las camelias 51 2,686.90 501.54 2,185.36 
43 Comite ?ro-Mej. El Joeote 84 1,3~5.62 250.53 1,085.09 
44 Asoe. Bonanza 8 1,507.43 38.76 1,468.67 
45 Asoe. Agrie. Don Tomas 27 1,226.01 l17.60 1,108.41 
46 Cor.1ite Agl.':i.e. Tatasirire 74 1,369.50 248.67 1,120.P"'. 
47 Asoe. Agric. Chipiacu1 43 .1,953.90 858.33 1,095 •. 
48 Cooperetiva El Dulce Nombre 20 4,924.34 4,9~4.34 
49 Comite Agrie. El Maestri110 36 1,159 • .15 216.00 943.15 
50 Consorcio Coop. de£l Peten 13 1,500.00 1,500.00 
51 Comite Pro-Mej. Suj y Canzela 86 1,204.80 211.30 993.50 
52 Asoe. Agric. El Rosario 22 9,160.00 453.82 8,706.18 
53 Canton Jujujil 4 1,000.00 209.20 790.80 
54 .Asoe. Ag.ric. La Pedrera. Xejuyt'i 26 1,141.92 596.85 545.07 
55 Comite Agrie. de IIuitan 60 1,664.36 ;;? ~ S' ~1,664.36 

lQ ::s(') 
It) ~. It) ~ 
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56 Comit~ Agric. 40. Centro Choacaman 20 8"39.05 234.80 604.25 
57 Asoc. Agric. El Terreno 19 525.00 525.00 
58 Luis Antonio Zacarias Morales 1 500.00 40.00 460.00 
59 Sandoval y Franco 2 4,462.45 4,462.45 
60 Cooperativa Alianza Campesina 15 2. ,000.00 45.15 954.85 
61 Coo pe ra. t iva La. \.. 'u rlrj'-rs 16 3,233.20 3,258.20 
62 Coop. Union Central 0jeteca 30 2,000.00 2,OOO.('~ 

63 Ca rlos l101linedo Herrera 1 500.00 500.(. . 
64 Carlos R. Amcnabar 1 3,125.00 3,125.00 
65 Alfredo Oliva Veliz 1 2 , 4'(){) .00 416.00 1,984.00 
66 f.lario H. Oliva Veliz 1 3,000.00 3,000.00 
67 Jose Victor Vasquez 1 160.00 76.18 83.82 
68 Carlos Humberto Tubar 1 2,000.00 550.00 1,11-50.00 
69 Asoc. Agric. Cncabaj 12 1,396.00 345.26 . ~~050. 74 
70 Israel del Socorro Martinez 1 201.00 201.00 

TOT ALE S 2,452 Q.120,455.81 Q.24,274.30 Q.96,181.51 

http:Q96,181.51
http:Q241,274.30
http:Q120,455.81
http:1,396.00
http:1,450.00
http:2,000.00
http:3,000.00
http:3,000.00
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http:3,125.00
http:3,125.00
http:2,000.00
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http:3,253.20
http:2,000.00
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http:4,462.45
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PROPOSED LENDING POLICY FOR 

COOPERATIVES FEDERATIONS 

NATIONAL AGRICULTURAL 

DEVELOPMENT BANK 

(BANDESA) 

Guatemala, C. A. 
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Article 1. The present policy establishes the guidelines, 
requisites and conditions required to effecti"Jely administer 
funds provided in the Cooperatives Federations Loan, and 
thereby increase the income and productivity oi Guatemala's 
small farmers and strengthen the Federations I,olhich serve· 
them. 

OBJECTIVES 

Article 2. The resources of this loan vall be used to 
finance the follm'ling cooperative activities: 

A. Production, processing, marketing, and storage of 
agricultural products; purchase of facilities and 
equipment and financing of comp1ement;ary services 
which are considered necessary to the strengthening 
ot the cooperative movement; 

B. Small livestock operations; 

c. Small rural industry and business acdvities; and 

D. Social improvements in rurcJl areaf:, such as farm 
and have improvements, education of farmers and 
their families, etc. All such credits will be made 
only to farmers who are a:Lready receiving productive 
credit and have, therefore, the ability to repay 
social improveme,)t leans. A maximWl1 of 10% of total 
loan funds may be used for this purpose. 

E. ~trengthening the image and financial integrity 
of the cooperative Federations. 

TECHNICAL ASSISTANCE 

Article 3. Technical assistance W1~~ be provided by"personnel 
of the borrm"ing cooperative institutions, its sub-borrowers 
and by the technical staff of DIGESA, and INDECA. ~/ 

1/ DIGCt1f.: Directorate General of Agricultural Services 
(Ministry of Agriculture) , 

INDECA: National Marketing Institute (a dp-centralized 
agency of the ~linistry of Agriculture) 
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CREDIT SUBJECTS 
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Article 4. Credit subjects for the Loan regulated by this 
Policy are the National Federation of Regional Agricultural 
Cooperatives (FENCOAR) and the National FedeI'ation of Savings 
and Credit Cooperatives (FENACOAC) and the Penny Foundation. 

Loans made to the three organizations may be used by 
them for investments to their own account or for sub-loans 
to affiliated couperatives. 

ELIGIBILITY OF THE SUBJECTS OF CF~DIT 

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

a. Be legally chartered; 

h. Maintain efficient administrative procedures and 
an up-to-date accountinq sysrem; 

c. Present an acceptable feasibility study and an 
adequa~e Investment Plan; 

d. Have access to technical assistance in agri~ulture, 
i 1ldustrial, administrative, and cooperative matters; 

e. Handle their funds through BANDESA; 

f. Haintain fidelity bonds for those who control or 
handle funds and inventories; 

g. PO[3eSS adequate means for safeguarding docwnents 
a:l.d funds; 

h. Commit themselves to capitalize not less than 5~1o 
of their annual net profits; 

i. AllmoJ officials of BANDES.Z\ and the Cooperatives Dept. 
of DIGESA to have free access to the accounting re­
~ords anc proceedings as w~:l as the General Assemblies 
and Meetings of the Board of Directors ""hen it is 
deemed necessary in the judgment of DIGESA or EANDESA; 
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j. Accept the techn~cal assistance of the specialized 
departments of DIGESA and INLECA i11 the planning 
and execution of projects; 

k. Adopt the recoITunenctations \vhich BAl-mESA may propose 
to correct admi~istrative deficiencies, increase 
reserves, and avoid bOrI'O\vers I and sUb-borrovJers I 

delinquency. 

ELIGIBILITY OF THE SUB-BOR.RO\'JEKS 

Article 6. ·(1) In order to be eligible for sub-loans from 
the Cooperative Federations \'Jhich hav(- qualified in accordance 
with Article 4, their affiliate c00p-2ratives \'Jill have to 
satisfy the follm':ing pre-requisites: 

a. Have a legal charter; 

b. Haintain efficient administrative p.:ocedures and 
an up-to-date accotmting system; 

c. Present an acceptable feasibility study and Invest­
ment Plan. 

d. Have access to technical assistill1ce in agricultural, 
industrial, adr.",inistra-cive and coop-2:'ative matters; 

e. E;mdle their funes through Bi1..1"IDESlr; 

f. Haintain fidelity bonds for those ,,,lho handle fWlds 
and inventories; 

g. Abstain from initiating other c:edit negotiations 
witilOUt prior approval from the FEderation; 

h. Maintain a loa~ delinquency rate of not mOrE. than 
lOX of their total portfolio; 

i. Possess adequate means for safegua~ing documents 
dnd funds; 

j. Commit themselves to capitali=e pot less than 50% 
of their annual net profits; 
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k. Allo\'! officials c~ BANDESA and ~he Cooperatives 
Department of DIGESA, to have'free a~cess to the 
accounting records and proceedings as \'lell as the 
General Asse~~lies and meetings of the Board of 
Directors when it is deemed necessary by BANDESA 
or DlGESA; . 

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

m. Adopt the recorrunendations \·,hiC'h BP1-JDESA and the 
C09PCratives Der:>artment of DIGESA mr'ly propose to 
correct administrative deficiencies, increase 
rcservcs~ and avoid loan delinquency. 

(2) . Any legally responsible pre-cooperati ..... e group of 
more than 10 members, with or without an official charter, 
upon satisi'ying the program's objectives may he eligible for 
sub-loans from thc Permy Foundation, which has qualified in 
accordance with Article 4. Expressly excluded are individual 
loans or J.c.'ans to groups of less than 10 members. 

A group is considered to be legally responsible when its 
members have designatpd a legal representati'JG before a public 
nrtary or competent al-thority, and have established joint 
debtor responsibility of the individuals. Ip s~ecial cases 
the nal1)e s of all deb::ors will be accepted in the loan docLUnent. 

INTEREST KATES 

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

AHOUNT OF LOAN & REPAYHENT SCHEDULES 

Article 8. 

a. The amount of the loan to hi:! 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 ~aximum term 
will be of forty (40) yea:cs. During the first ten 
(10) Y9ars the borrmd.ng institutions will pay 
only interest to BANDESA, and during the following 
thirty (30) years they will pay interest and capital 
in semi-annual instal~ents. 

b. 'I-he amo·..mt of any sub-loan made by the borrowing 
institution Vlill not exceed the tctal obtained by 
m:jltiplyif1.g the number of members to be benefitted 
by Q.5,000.00, amount considered a~ th8 maximum for 
individual loans to members from r2sources of this 
fund. 

The aforementioned disposition will not apply to 
f'...U1ds Itlhich the Federations use directly for fixed 
investments and equipment necessa~l to achieve the 
viability of the Program's objectiv9s. 

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 \v.l th proceeds 
from the Loan, and the assignment of their loan 
port :olio. All loan contracts may be ke pt in the 
safe of the federation, or at BANDESA if so requested. 

h. Sub-loans will h~ve sufficient collateral such as 
crop, industrial or cattle leins, and in sc'ne cases, 
they muy be supplemented by equipment and real 
estate mortgages, if the sub-borrower can provide 
fiuch additional guarantees. 

http:Q.5,000.00
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c. Sub-loans will be granted in the following pro­
portion to the collateral offered: Mortgage;:; 
85%, leins 7~%, and when leins and rr.ortgages 
~rc both offered, 80% of the aggregate value. 

d. Cooperatives may also offer a blaIiket guarantee 
of all their assets as c0llateral f0r a sub-loan. 

e. All suh-loans granted by the federations will 
have supporting contracts :"7ritten in accordance 
\'!ith all legal requirements. 

RESTRICl'IONS 

Article 10. 

a. The federations may grant additiorlal subloans 
to cooperatives that have not fulfilled previous 
credit obligations, when inability to pay has 
been caused by adverse circt11lstances and 
calamities, such as: drought, floods, earth­
quakes, hurricanes, crop disease anrl Dther acts 
of nature which are considered unfoI'3seen or 
unavoidable in the opinion of EANDESA • 

• b. Funds trom thl.S LOan may DOl: De u~eu .l.U L". 

1. cattle operations. 

2. Acquisition of land and used buildings.' 

3. Payment of interest. 

4. Payment of salaries to th3 Fed~rations', 
Foundation's and Cooperatives' personnel. 

5. Payment of dues to the Federe:cions or 
Foundation. 

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

7. PuIiX>ses other than those requested in the 
sub-loan application. 
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R. Individual member loans exceeding Q.5:~00.00. 

9. Financing activities relating to coffee, 
cotton, sugar or other crops ~'r commodities 
unacceptable to ~JD. 

10. Distribution of net income or p.:ttronate re·fund 
to members; and 

11. Payment of debts. 

c. 'I'he sub-borro\ving cooperatives may not obtain any 
other loans, or asswr.e nEM indebtedness through . 
contracting of services, and buying or selling of 
propert~!, without prior approval from the lending 
federation. 

d. The federations must submit to BANDESA a list of 
their affiliates borrowers, ::;0 BANDE&'\. may consult 
the federations in cases \-lhere cooperatives and their 
m2ffibers are submitting loan applications directly 
to the Bank \vhile having outstanding indebtedness 
with the federations. The Foundation will submit 
a similar list of its borro\-lers under this Loan. 

LEGA.LIZING OF CONTRACT'S 

Article 11. All contracts must be legalize6 according to 
th~ Law. 

GENERAL PROVISIONS 

Artic·le 12. The sub-borrowing institutions may grant loans 
to indiviauals \-lith outstanding j.ndebtedness at BANDESA, if 
such outstandina balance plus the nmv loan does not exceed 
the amount of Q.5,00C.OO, as referred to in A~ticle 8, clause 
B, of these Regulations and providing the indi~idual is 
current with his obligation to BANDESA. 

http:Q.5,OOC.00
http:q.5.000.00
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Article 13. The Federotions "'ill 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 Federotions a cost/tcnefit 
analysis on any prcposed fixed investment project 
exceeding Sl,OOO. Fixed investments proposed by the 
affiliates and exceeding $5,000 I,oJill require prior 
BANDESA/AID approval. 

Article 14. The Federations will establish a Crop Disaster 
Fund equivalent to ?% of cash sub-loan granted. This 
amount \'Jill flol", 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 
wL!..l establish and maintain a bad-debt rese~ve 8quivalent 
to 5% of t1~e Loan. Pay-in to the reserve \v211 begin with 
the first dra\'.Down of loan funds. 

Article 15. All borrowing cooperatives will capitalize 
5% of the value of each loan in their federa"'cion. Likewise, 
each borrowing cooperative member will capitalize 5% of 
the value of each loan he recej '.'es in his cooperative. 

Article 15. The maximum debt /equity ratio in sub-loans 
to members will be 5: 1. . 
Article 17. local and regional cooperatives will capitalize 
at. least SCJ% of all their ret profits. The Federations wIll 
capitalize all their profits until their debt /equity ratio 
is not higher than 5:1. 

Artic,le 18. Any conditions, covenants and r-egulations of 
AID loan 5~0-L-024 and its Implementation L~tters will apply 
to this Lending Policy even if not mentioned o~ defined 
herein. 



GROtITH PROJECTIONS AND ACTuAL ACHIEV~{ENTS 

FENACOAC FENCOAR 
1971 197t: 1971 1972 

~ 75 SO 2 3 
AFFILIATED COOPERATIVES A 75 80 2 3 

CQ'iX"uNITIES AFFECTED P 75 80 40 80 
A 87 117 80 150 

p 20,000 25,000 1,500 3,000 
TOTAL MEl·1BER FAMILIES A 23,122 32,400 1,600 3,100 

? $ 890,000 $ 1,350,OGO $ 35,000 $ 60,000 
TOTJl.L NET Itl0RTH A 924,291 1,550,000 19,000 251,200 

(System Wide) 

CREDIT OOTSTANDING P $ 435,000 $ 731,000 $ 250,000 $ 500,000 
(Federation Level) A 144,042 485,000 255,000 .477,000 

P 1% 1% 1% 
BAD DEBT RATE A 0% 0% 0% 0% 

(Federations 

FERTILIZER PURCHASED P 30,000 60,000 
(C"/tS) A 55,00.0 100,000 35,000 91:000 

.. 
PRODUCT HARKETED P 40,000 80,000 

(C~.;ts. ) A 5)000 65,000 130,000 

P = Projected 

A = Achieved 
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As of December 31 of each year (1) 

Affiliated Cooperatives R(2) 
C(2) 

Communities Affected 

Total member families 

Total Equity Capital 
(system wide,OOO's) 

R 
C 

R 
C 

R 
C 

Credit Outsta~ding R 
(Federation lcvel,$OOO) C 

1975 

6 
95 

240 
225 

15,000 
65,000 

750 
4,700 

2,500 
2,842 

Fertilize::.' sales 
(thousanD cwts) 

R 403 

Product Marketed 

C 250 

R 4,000 
C(3) 

1980 

6 
120 

270 
300 

22,000 
100,000 

3,100 
13,500 

6,760 
~,121 

1985 

6 
120 

300 
375 

25,000 
105,000 

7,500 
25,000 

8,600 
10,900 

820 1,025 
350 475 

.8 ;150 10,1.80 

(1) Projections shown on this sheet are end of year 
figures, \oJhereas projections used in finar.cial 
analysis ore 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 been adopted by FENACOAC 
for this activity, no projections have been included. 
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In the arca of the Chimaltenango regional a~ricultural 
cooperative, locatcd some 50 miles west of ~llatemala 
City, a sample of 20 representative farmers growing corn 
and \'lheat yJith inputs acquired on credit from the 
coopera tive \oJere investigated through the field staff 
intervie\'Js (2 agronomists) and base line merrtber data from 
accounting records. Although there was high variability 
in the sample tlue to differences in planting techniques 
and the effect of the drought, a satisfactory cost-benefit 
ratio was observed of 1:3.01 thanks, in paI't, to the in­
creased pricc of corn over the previous years~ experience 
of the farners 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 validit'l 
of the "stress" theory of plant development. 

Recorrunended formulas of fertilizers vJere financed mainly 
for corn production by the cooperative during its first 
year of c~8dit experience due to the high incidence (84%) 
of applications for planting corn. Native varieties have 
a proven genetic potential of at least 8 times traditional 
yields \oJi th the ao .~i tion of chemical nutrients. 

A small amount of Tobary, Narifio and Rijatz.Jl vJheat seed 
was'also fina~ced. The limitations of the credit policy 
did not permit more than $5 of cooperative credit for every 
$1 of paid-in capital. This had the effect of restricting 
the extens~on of credit to the farme~ 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 po.liLY vIas 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, h~oJever, 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 t"heat 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. 



Hember : ;3:::e 

1. Felipe '2t.iri:::-. 
2. Rigobertc :·:iza. 
~. ·Jose Higuel Velasco 
4. Alejandro htz ~a~ir 
5. Francisco Pere:1 
6. Santos Coro:; 
7. Francisco Curruchich 
B. Ines S i'Tl6r, 
9. Prudencio Tubac 

10. hd~n Pichiy~ 
11. Apolinario Patz6n 
12. Santos Chile S. 
13. Bas ilio Pe~n 
14. Esteban Peren 
15. Carlos Tur. Ch5.1i 
15. Hanuel Cu:na tzul 
17. Sime6n Hern~~dez 
18. Faustino Velasco Sutuc 
19. Valerio YOIJI 
20. Juan Moral =s Sajbocho1 

Totals 

x 

Cost: Benefit ~ 

CHIMAL~SNANGO - E~STER:: !-lIG!-f~ AHDS 

Pr,,-vious Proc'Jction 
Experience 

Production cwt. ·;a.lue 

92 308 
85 238 
5'0 200 
40 148 
72 286 

688 1,708 
21 74-
78 534 
10 30 

328 758 
42 136 

164 484 
62 244 
47 183 
42 168 
32 110 

201 450 
56 224 
32 152 
45 240 

2,187 cwt. 6,675 

... 
'? 

109 cwt. $ 333.75 

11~848 - ~6z675 
$1,720 

= 1:3.01 

Loan 018 Cooperative Current ?ro-
Fertilizer & Seed d'Jction Exoer. 

Credit 
Pro::i . cwt Value $ 

85.00 90 630 
105.30 127 585 
l31. 85 eo 448 
66.15 72 540 
54.40 92 112 

152.25 1,235 2,225 
47.25 19 12:' 

116.55 175 945 
51.90 19 155 

147.00 220 1,112 
31.50 74 390 

244.44 203 1.,285 
78.75 104 552 
52.50 56 -312 
47.40 37 275 
26.05 27 137 

111.40 373 815 
73.15 44 460 
44.40 35 325 
53.20 44 420 

1,720.64 3,176 11,848 
cwt. 

$ 86.03 158 $ 592.40 
cwt. 

~tr:I~C 
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'I\oJenty farmers of the membership of the San 
Marcos regional agricultural cooperative \'Jere in­
ve~tigated, through the field staff (2 agronomists) 
and accounting records and membership data compiled 
at tne time they joined the cooperat::'ve for the 
purposes of receiving services for th~ 1972 crop 
year. Due to the remoteness of the area in the 
highlands near the Mexican border, f CloJ services 
of the GOG had reached the fa '.'mers bei-ore the co­
operative Vlas formed. (To give an eXdmple, the 
loan portfolio of the uA~IDESA 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 f::'rst year. 
Members \'lerc required to pay at least $10 in capi­
tal shares of the cooperative before receiving any 
credit. Fertilizers (Urea and 12-24-12) and soil 
insecticide (Valexon) 'tJere financed only to the 
maxiJ'TlUm C!xte:lt of 5 times th0 amount of the member IS 

paid-i:-l capi~al. T'.venty-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 
we"C'e obtained from the saJ:1ple of farJTI8rS based on 
the production of their own farms in years previous 
to J')ining the cooperative. Yields of both corn and 
wheat morC' than doubled w:i th impr')ved practices and 
the usc of fertilizers and insecticide. Traditional 
var:iytirs of corn were uSl'd and farmers obtained prin­
cipally N.:lrcfiu and Xelajd varieties of ,,!heat from 
tllf.!il' OWll l'Psuurces. The growing sed!.:on was som<2what 
below normal due to shortage of rain cut probably 
did not redur'(' crops by mor(~ than 20%. The validity 
of the "stre,ss" theory was evident in that well fer­
tilized crops withstood the Cl-:;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 r6tio of 1:2.9 ""3S found 
in the sample \dth the use of fertilizers am in­
secticide. Higher rat ios should be obtained in 
normal gro"'Jing seasons and in the future as the 
cooperative finances a larger "packnge" of improve­
ments--certif ied seed, mechanization and more ... ,heat 
instead of corn. 



1. 
2. 
3. 
4. 
5. 
6. 
7. 
8. 
9. 

10. 
1l. 
12. 
13. 
14. 
15. 
16. 
17. 
18. 
19. 
20. 

SAN l1Pu.~COS - WESTERN :HGHL~::nS 

Previous Production 
Experience 

Hember flame Produc tion C\'lt. Value 

David Silvestre Paz Barrios 26 83 
Hanu-:1 de Jesus L6pez l3oni11a 35 114 
Jorge Anto1in Garcia 37 123 
vvidio Javier Perez 66 238 
Fausto de Jesus Ventura 26 86 
T~uot-:o Cand81ario de Le6n 83 299 
Ciriaco Ramirez y Ramirez 32 . 328 
Arturo Francisco L6pez Perez 28 91 
Jose Luis Godinez 14 44 
Antonio RamirGz Bc,ltazar 67 218 
Luis Francisco Angel de Le6n 23 74 
Justo Rufino de Le6n 43 142 
rrancisco Luis Godinez 23 98 

Te6filo Va1Gntin Vi11ancinda 31 127 
Felix Camel 19 71 
Julio LuciarJ Rodriguez 23 97 
Angel Gonz~lez Hufioz 59 194 
Amado Clodoveo Soto 82 285 
Gavir:/') ErnE.'sto Hazariegos 30 108 
Dolores Francisco Barrios 18 El 

Totals 1,275 cwt. 5,587 

63.7 cwt. 279 
x 

$ 

Cost: Benefit ~102243 - ~52587.oo = 1:2.90 
C1,60S.20 

Loan C~8 Cooperative 
Fertilizer 

Current Pro­
duction Experience 

& Insecticide 

Credit Production cwt. Value $ 

~8.75 61 326 
49.40 15 372 
74.80 102 510 

114.90 161 855 
85.05 78 370 

175.40 238 1,218 
1'-5.98 226 1,0'58 

6S.50 77 403 
27.00 38 183 

117.95 160 783 
42.85 63 322 
92.45 120 625 
48.30 64 331 
49.90 60 298 
42.85 51 247 
48.90 51 259 
98.70 117 568 

. 174.45 195 991 
52.25 79 384 
49.Sl0 49 240 

$ 1,605.20 2,065 c\o.,t. 10,243 

$ 80.26 103 cwt. $ 512 

"';:lttl):llC 
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In San Andr~s Semeta baj, located no!,th of Lake 
Atit::,.an in the Central Highlands, information from 
35 representative member-farmers of the regional 
agricultural coop,::rative \lJas obtained th!'ough the 
extells:ion staff (2 agronomists) and accounting 
records of each member. This cooperative has been 
operating for 11 years and in the maj0ricy of the 
cases of the furmers investi9ated, th~ men have 
nearly "graduated rr from subs istence cc'rll product­
ion to commercial \lJheat and intensive corn pro­
duction for consurnptioll. The average loan was 
$3S3.62. A cost-benefit ratio of 1:~.64 was ob­
served utilizing data of the 1972-73 crop cycle 
without considering the late seconrl crop wheat 
whicJ-. is J~ot h,:<pvested until Janl' .'y-February. 
Due to very poor gro\oJing conditio!,.:), the inelu-
s ion of the late crop for the sampl'2 oi farmers 
I:lOuld probably bri'l<] do\m the benefit:: to about 
l: 2.5 jud<]ing .from the appearance of (:1' crops 
still stallc;ing in t:.e f::'eld. Native eel'lollo) 
varietic's of corn were used and improved varie-
t itS of wheat were planted by all of the sample 
farmers. Tl1ese varieties, of !1exican heritage are 
Rijatzul, Tob3ry, San Andr~s Napiflo and Xelajd. 

Current J).Jse line data of product:ion I:Jithout 
inpul:. was 110l' available from the samplE: farmers 
because' they do not plant control plots on their 
farms. III onl,'r to get a Juse from which to c5l­
culal:e' th~ beIlefits of input~;, calculc:t:ians \o,'ere 
made 01. plantings of non-m-?1TIb-..:::rs who still use 
traditional method:.:. Avcruge yields iII the Dept. 
of Solola this year without using fertj.llzers and 
related improved practices are 23 cwt. per hectare 
in cern and 18 cwt. per hee rAT'e in wh:!a t. Depend­
ing 30mewhat on variables of locatio'l, 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 h8ctare in 
corn and 76 cwt. pel' h-ectare in wheat ~lere also 
observed in the area this :lear, although these 
particular farms were not in the sample. The price 
of wheut hus been stable and the price of corn has 
gone up from an average of about $3.20!c\·lt. in pre­
vious years to a current price of $4.10 due to 
country-wide shortages as a result of tIle drought 
of late 1972. TI1e San Andres Portfolio of credits 
to' the member-farmers in the sample in 1972 was 
68% dedicated to wheat and 3~% to corn. 



1.,. !1ariano :t:.~, Ca.y 
2. F~ancis:c ~Sp5ntay Serech 
3. Gregori~ C~u-:-,il Ben 
4. Sewst:'~r. Zapeta I10rClles 
5. Domingo Se!"2:h 11oI'i'lles 
6. Fidel G~r:ia Muj 
7. Pasc'Jal ?erez Diaz 
8. Juan Ju~rez Cortes 
g. Victor F"e!"!1.an::io :?Je.lle Letona 

10. Ca ta r i:-.-: Cuy ~n 
11. Felici~~c 3a10j Julajuj 
12. P-icaMo t:s:;>a;':ta:l Lares 
13. Francis:c GU~rcas &lxcun 
14. Celesti:--.o :,~a::Z:3r Garcia 
15. Lorenzc :Uitz Tuy 
16. Guillermo Cian Bccel 
17. Pedro Sa.guach Yos 
18. Santiago GUitz Par 
19. Higuel Vargas Horales 
20. Felipe de Le6n t10ta 
21. Genaro de Le6n Ju~rez 
22. Juan ChlL"~'!il Pa blo 
23. Juan XeL Rabin21 
24. Jose Gus Lavo Turcios 
25. CasL~iro Par Jocop 
26. Nicol~s Garcia Serech 
27. Luciano Saquic Chox 
28. Haza rio ~1!J j !Iicol~s 
29. Mar~ano Saloj 
30. Hamiel Chumil Quino 
31. Ram6n Garcia Xobin 
32. Rene Anleu Calder6n 
33. Sebasti~n Quino Ca1el 
34. Felipe Cuy I10ta 
35. Porfirio Ajca16n 

Cost: Benefit 

Totals 

x 
$70$287 - $25,1~ 

12,37.6 

.vious ?roduction 
[xpey·ie:1:e 

Production cwt. Value $ 
126 459 

52 184 
92 329 
42 150 

146 516 
100 353 
123 439 
324 1,344 
387 1,533 
III 405 
370 1,343 

87 380 
85 331 

133 961 
88 223 
89 346 

157 725 
91 393 

231 954 
106 422 
244 1,048 

86 344 
91 386 

. 171 726 
331 1,493 
47 191 

a74 3,086 
404 1,545 

84 321 
41 143 
38 139 

490 2,081 
264 977 

42 138 
166 714 

6,313 cwt. $25,122 

180 cwt. 
= 1:3.64 

717.77 

Lnan 018 COop2rat~ve 
F€: "iliz"!r '& S'2ed 

C r("j 1. 1: 

458.33 
102.2J 
206.84 
156.23 
377.86 
167.84 
228.17 
512.55 
594.75 
186. -IF, 
817.10 
122.82 
155.90 
243.60 
1(5.75 
151.0~ 

276.91 
131.76 
321.98 
173.87 
408.64 
222.74 
242.92 
391.97 
586.92 
106.74 
954.25 
879.05 
219.91 
172.92 
116.10 

1,400.06 
469.41 
100.34 
542.58 

$12,376.81 

$ 353.62 

Current ProcL.lct ion 
Experience 

Prxuction cwt. ValueS 
339 1,648 
III 550 
257 1,318 
103 499 
375 1,696 
258 1,202 
302 1,550 
832 3,430 
993 4,098 
273 1,357 

1,028 5,473 
224 1,024 
204 1,045 
278 '1,433 
191 1,004 
176 921 
382 1,876 
191 891 
436 2,246 
174 934 
520 2,733 
247 1,265 
217 1,185 
452 2,306 
788 3,926 
130 676 

1,296 6,964 
861 4,482 
196 919 
107 533 M 

91 465 ~. 1-'. 

1,066 5,320 ~ 
519 2,438 rt 

83 387 M . 
486 2,493 ~ 

l4,l87 cwt. 70,287 ~ 

405 cwt. 2,008 
'g 
Vol 

o 
t-1\ 

VI 
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RESPONSE TC FERTILIZER IN THE: GUATEMALAN HIGHLANDS 

The ques tion has been asked, "Will Guatc:na:!..an Highland 
crops respond economically to fertilizer appljcations with­
out the use of other improved practices?" 

My opinion is negative. Fertilizers alone will not 
create economic respunses if other improved [.Jr·actices 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 \'lith all production practices and that: these same 
practices are totally omitted. 

The second question also recognizes the importance of 
tecnnolog::-··the use of a package of practice3 --but asks, 
"Where are fert:ilizer practices relatiVe to the other prac­
tjl:!es being employed?" 

Soil fertility probably is the factor most limiting 
crop production in the Hignland region. This is not sur­
prising; the Nayans have cultivated this region for centu­
ries., Their practice of fertilization was and practically 
is nil. I t 1965, Guatemala had approximately 6.21 million 
acres in prcduction,and fertilizer imported that year \oJould 
corrcsponc to ~.O, 2.1, ~nd 1.0 pounds per acre for nitro­
gell, phosphorus, and potash, respectively. Of this, it has 
bcl~n estimated that coffee received fifty percent, cotton 
twellty-five percent and sugarcane and other cash crops 
twC']VC' to fifteen ,percent. Littll~ .:::nains ft.)r application 



to the traditional crops. 

'NCL1\SSIFlr:n 
ANt/E;X III, LXHIrHT r 
PC).ge 2 of 5 

Varieties of tIle crops grown in this region come 
from varied sources. Tne \oJheat varieties originated 
from Cll-'U-1YT. The potato varieties are impI'oved t-lexican 
materials. This region is either a primary or second­
ary centrr of the origin of corn. The corn variety 
San Marccf\o is a selection from this gene pool. 

Do the3e varieties have the genetic·potentia1 to 
. produce'! 

AV8rage wheat yields in Guatemala are only t\oJcnty­
five percent less than in the United Stat~s; the potato 
varieties are producing 35.8 metric tons ~r hectare in 
the experim8nt stations, ane the corn variety San Marce­
fio has produced 150 Bu/Ac, or more than any tlimDroved 
or introduced II 'Jariety. 

Plant populations are a very 1ihliting factor in 
crop production in this region. The reason is simply 
that the local Indian has found that his land \'Jill not 
support a higiwr population. Working with corn in 
this some geographical rGgion, Oscar OrtiZ obtained an 
incrn"se fr'Om 910 to 7345 Kg/Ha when plant popu1atL'>!1 
WuG i1\(~roa~cd from·J 2 ,500 to 43,000 plants per hectare 
an'd adequat(~ly fertilized. Unpublished dctta of Dr. l'!ob1e 
Usher-·mod of the American Potash Institute showed strik-
1..'1g yield responses could [.= obtained \vith higher popu­
lations in potatoes if soil fertility or applied ferti­
lizers were adequate to furnish the required nutrie:lts. 

Weed Lontro1 in crops is accomplished mainly through 
shading. Pre-emer~ence herbicides or early season mecha­
nical centro1 serve only until the L!rop "co'lers over" 
and shades out the \veeds. Higher plant rJopu1ations of 
more vigorously growing plants cover the soil more quick­
ly and aid in weed control. 

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

Fertilizer trials data of various crops from the 
several experiment stations shO\·] very gellxl responses 
to fertilizer applications; however, this data was all 
obtained under.conditions of non-limiting or minimum­
limiti~g factors. 

More appropriate to the question at hand are the 
results of the on-the-farm FAa fertilizer response 
.trials performed in this region during the years of 
1963, 1964 and 1965. Tnese trials v.'cre a demonstraticn 
type to show the small traditional farmer tr.e value of 
fertilizers. The following table shov]s yield response 
of corn to applied fertilizers under conditj ons of 
existing technology. Similar data for wheat and pota­
toes exist. 

caR N 

Location Numher of Yield in KgLHa. 
Trials 

Check "N" . "NP" r ,'iPK" 

Western lIighlands 112 2277 4079 4933 5196 

Celltral llighlands 69 192:t 3438 3964 4493 

In these tests, FAa furnished the fertilizer and 
through extension agents showed the farmer how to apply 
it:. All other practices were those currently be ing used 
by the farmer. 
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Undoubtedly, the crops are responding to fertilizer 
applications. This indicates that undp.r the condit ions 

. of these 181 farms, fertilizer wa5, on the average, one 
of the more limiting factors. 

\oJere these responses economic? The follo.ving table 
shows the increases in yield obtained from the fertilizer 
applica tions. 

COR N 

---
Increased Yields Obtained by 

Fe rt il iz ilLg (Kg /Ha ) 

Area Trials "N" ~.'!P~ "NPK" 

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 ~LHa. 

KgLHa ('I 
10 

Wnstorn IIi9hlands 112 "NPK" 2919 128 3.1 131. 87 

r.l!ntrlll I lic]h] J nc1 s 69 "NPK" 2 571 134 2.7 108.56 

From 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 recomme"ndation. 
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Thn design of these trials did not permit the par­
titioning of yield response by nutrient elements applied 
and obtaining specific benefit:cost ratio.3. Nevertheless, 
it can be generalized that the B: C ratios It,'ould be much 
higher for nitroge~ alone. 

M1en FAO terminated this project, all field data was 
turned over to my office. A study of these data showed: 

(1) !\pp2.ications of nitrogen (ItJithin· quantity limits) 

amost al\-J.1ys resulted in economic yi('ld res­
ponses. 

(2) Applications of phosphorus (within quantity 

limits) usually resulted in economic yield 
responses. 

(3) Applications of potassium (I"ithin quantity 

limits) were very variable with respect to 
both y.ield increases and profita b~lity. 

(4) Yield increases from applic:ations of "N", "P", 
and "K" came about from r..ore ears produced per 
hect.:lre, morc> grain per ca,', and h'2avier weight 
per grain, respectively. These dd"CC'. indicate 
that Liw ] ocal Indj'111 is pr'olAl bly correct to 
m.1int.:lin .1 lower pOpU],"l tion if fcrtUizers aren't 
avail.:lbl(!, but that he should be dDle to increase 
his yields markedly through fertilization, espe­
ci .. :.lly with increased plant populations. 

In swnmary, it is my opinion t:lat the Guatemalan 
Highlancs farmer is usi:1g a S("~t of pructices (not the ideal), 
but nevertheless "Improved") and that' the use of fertilizer 
is the weakest part of the existing packc;ye. For this reason, 
fertilizer applications should give and have given economic 
responses within the framework of prcsently used crop pro-
duction practices. . 

by: Dr. Albert N. Plant 
Basic Grains Specialist 
Mi~sissippi State University 
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Assumptions Financial Proj=ctions 

The financial projections in ExhilJits G.2 through 
G .. 4 ut ilizc the follm."ing grm\lth as:: umptions : 

1972 1975 1980 1985 

No. of Regional 
Cooperatives 3 6 6 6 
l1embers (a) 1,500 10,000 20,000 25,000 

CWts. Ferti-
lizer ConsumE 
t lon/f-1ember (b) 25 31 41 41 

Credit Demand*(c) $267 $2,210 $5,845 Si ,400 

Total Product 
Value~': $801 $6,600 $17,500 $22,200 

Mini:num Capital 
AcC'umulation in 
Regionals Excluding 
Rct~ined Earnings* $55 $440 $1,170 $1,480 

~'r: • In noo's of Dollars . 
(a) Number of Hembers Served 

These fig~res are the result of calculating 
the yearly growth in members serv0d by each of the 
six regional cooperatives, and then adding them 
together. Growth 1S projected to level off when 
membership approaches 30vC, per ccoperative (in the 
fourth or fifth year or operatiol1!3). These fore­
rasts are considered conservative. 
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Farmers in the highlands use less than the 
recom.'l1ended amounts of fertilizer when first 
beginning application. This is dUE both to the 
limited credit availability and to conservative 
farmer ~ractices. When credit becomes available, 
along with agricultural training, fertilizer 
usage increases. The projected incrE~ses are 
equivalent to a 1972 usage of 4.55 clt)t/hectare 
3nd a 1980 usage of 7.4S cwt/hecLare. These 
averages are beloit) pre:::ent recorrunendat iens of 
13.02 l'wt/hectare in the area serV20 by the 
cooperatives, made by Dr. James Walker, North 
Carolina State Unive12ity Soil Fel'-::i.lity Special-
i~t on C'ontrart \oJith the GCG l1inis7:ry of Agricul­
ture. Dr. Walker's recommendatiolls are for 
optimiz:ing return to farmer r2ther' than maximizing 
production, and are based upon ex~ensive field trials 
in the area. The 8.02 f igl:::.'e is a weighed average 
of the requirements for corn, wheat and potaLoEs and 
include~ nine different formulas o~ fertilizer. If 
additional weight is given in the future to ~otat:oes 
or other vegetables, this average would greatly 
increase. It is assumed thc·t the' average farm size 
will remain constant during the seven years projected. 
This is considered reasonable as almost no additional' 
land is available in the area serVEd. 

(c) Seed and Other InDuts . 
Averag~ value of fertilizer, seeds, and other 

input~ has been held constan7" throughout projections. 
If prices inC'rea~e conSiderably, either additional 
external financing must be contracted, or the 
('()op<'rat i ves will not b<' ahle to SE'rve all farmers 
l'l!q1ljr inU !3erviccs. 

Pre~:ently, farmer~ usc' Oil\. ~ag of ::eed for each 
four bags of fertilizer. The valup 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 dO'/Jn, but the use of other inputs I,oJill 
prohably increase. In making ~he crojections' 
the~e relJtions have been held constJnt, as we 
]iwk va] jd inf\)rmation regarding cegrce of l'hanges. 

2. Total value of produce is projected at three times 
the value of inputs, based upon the experien(ed 
cost/benetit ratio of 3:1. Presently, only one 
half of the members' produce is marketed through 
the cooperative. The balance is either kept for 
home consumption, or marketed lO~'ally by the 
members themselves. These ratios ~re maintained 
throughout the proj ect ions. 

3. FENCOAR purchased fertilizer in October 1972 to 
~ake advantage of low off-season prices. This 
type of operation may be repeated ~n the future, 
but only if funds are available, ~l!ld if the margin 
covers costs of storagt, transportation, and 
interest. It is not pos5ible to an-::ic:patc I,oJhen 
thpsp. t rallsact Lms might be unoerta"en, and there­
fore no income or expense has been included in 
the pI'ojel'tions. 

4. At least 95% of loans receivable at year end will 
be collected during following year and bad debts 
will not exceec. 1%. This is the experience of 
FENACOAC, but realistically no overdue loans or 
bad debts should be expected in FEJ'lCOAR. It has 
only six borrowers, and each of these is expected 
to finance collection lags I,>]ith it:; own resources. 
Major crop losses are provided for by the contingency 
reserve. 

5. Notes receivable representing loan~ made to member 
cooperatives for construction and major equipment 
purchases \'Iill earn a mi..':',:lum 5% I"2turn. 

6. Additional long-term debt up to $1.8 million, 
w.ith a 2' % spread, can be arrangt?d tGsati S fy 
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7. 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 personnel. 

8. Any excess capital genera~ed during the period 
forecasted ~Juld go toward expanding the loan 
portfolio or debt retirement and no patronage 
dividends will be paid. 

9.. The Crop Disaster Reserve !'-Jill 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. 



FBNCOAR 

Projected Balance Sheets 
1973-.L980 and 1985 

(OOOs Dollars) 

Projected - Assuming Additional Debt to Meet Full Credit Demand ::SSUIlIuq NO 
Assumed at Additional Debt 

12/31/72 1973 I974 1975 1971) 1977 I9713 1979 1980 EHJ~ l§rm I9SS 
:"t;~~ts 

I 

c.: ~h 1 3 23 28 28 8 15 18 5 5 11 5 
U:3n Pot;tfolio 252 625 1,395 2,506 3,50G 4,442 5,314 6,090 6,760 8,600 4,525 6,405 
!;:·:;s· - ? ... ~:H~!"'/e for 
~~ub:[ul A~counts (6) (20) (39 ) (60) (80 ) ().oo ) (115) (160) (77) (115) 

'i":>tal ~rrent 1.ssets 253 628 1,412 2,514 3,495 4,390 5,249 6,008 6,650 8,445 4,459 6,295 

C'::1st!'\l':tion llot'~s 
~-,:>c:eiv,,~le - r:" 

;)" 115 115 2;55 29S 278 261 227 193 ~.51 151 
C~"P Dis~stsr fund .• 

-::; Boms 12 3b 80 140 217 310 415 53C 1,205 410 900 
Fixed Assets (net) GO 53 45 37 33 23 11 51 41 55 41 55 

'Iota 1 Assets 428 808 1,728 2,926 3,946 4,891 5,797 6,667 7,372 9,705 5,061 7,250 



Projected - AsslUI1ing Additional Debt to Meet FUll Credit Demand 
Assuming No 

Assu-r.ed at Additional Deb" 
12/31/72 1973 1974 1375 1976 1977 1978 1'379 1980 1985 1'380 1985 

Liabilities am ---
ta;:l. ~d 1 

A:~ou~ts Payabl~ 12 20 17 31 40 40 40 no 225 60 195 
!~te~st Payable 6 17 33 50 72 90 IJO 125 175 70 115 
Total Current Liab. 18 37 50 81 112 130 150 235 400 130 310 

l.f.)n;-te r.:I Debt: 
EJ.::nE:3A 252 580 1,400 2,450 3,(X)() 3,0<Xl 3,000 3,000 3,CXXl 2,700 3,()()() 2,700 
Other 200 800 1,300 1,700 1,800 1,200 

'Iota 1 Lon1-ter.1 Debt 252 580 1,400 2,450 3,200 3,800 4,300 4;700 4,800 3,900 3,000 2,700 

Total L:i".Jbilities 252 598 1,437 2,500 3,2R1 3,912 4,430 4,850 5,035 4,300 3,130 3,010 

Accu,-;:ulated Eamin..1s 176 198 228 259 330 417 522 637 782 1,595 706 1,405 
Acc~-;:~lated Capital-
i~"tioll 27 07 1% 345 S35 765 1,025 2,605 815 1,935 

F.2s~t"/.~ for Cmp 
: is:iS::e:, 12 36- 8r 140 217 310 'LlS 530 12/.05 410 900 
Total C3.pita.l 176 210 291 426 6G5 979 1,361 1,817 2,337 5,405 1,931 4,240 

~ota1 Liabilities & 
capital 428 808 1,728 2,926 3,946 4,891 5,797 6,6G7 7,372 9,705 5,061 7,250 



Asswning No 
Assun~l at Projected - AssUII'ing Additional Debt to Meet Full Credit Demaro Additiona 1 Debt 

12/31/72 1973 1974 1975 1976 1977 1970 1979 1900 1985 1980 1985 

Total D~bt 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 
Ass'?ts 77.4% 80.4% BS.O~ 87.9% 90.0% 90.3% 90.0% 90.1% 87.0% 87.9% 86.8% 

Average Cost of rums 
(Y!'!<l r erd, 2.2% 2.6% 2.u% 3.0% 3.3% 3.5% 3.7% 3.5% 3.E% 2rA% 3.~; 

= ==:r=:--.-:= .,=-= 

.. 
11OTE: : '!he assu':'Iptions in Exhibit G.1 are an integre1 part of this ntatement. 



FENCOAR 

Projected Income Statements 
1973-1980 and 1985 

(0005 Dollars) 
~ 

Projected - Assuming r.uditional Debt to l~eet Full Credit Demand A~S1,U!lin~ No l\ddl. nona [):> bt 

1973 1974 1975 1976 1977 1978 1979 1980 1985 1980 1985 

Revenue 
Accrur:d Interest Income 36 91 167 243 313 380 440 500 670 340 SOO 
!·1a:-:-.eting Operations 14 24 41 50 60 70 80 lOS 80 105 
U:':'ID Gra."lt 49 40 4 

'l'ota 1 RC'Jcnue 85 145 195 284 363 440 510 580 775 420 605 

Ez~n!:e 

I:1 tl: r'(: S t 12 33 67 100 144 185 22S 250 340 135 225 
?!'o'li:;ion for Bad Debts 6 14 25 35 45 55 GO 80 40 60 
S~~a~ies and Benefits 28 44 48 50 54 60 65 70 100 70 100 
Offic'=! S~p[Jlies and Expense 9 13 14 16 18 20 20 25 30 25 30 
Dc~r--:ci:3"C:i!')n 7 8 8 g 10 10 10 10 J.5 10 15 
Tr::'Jc;!., :'1<! in t . and Ot!"ler 7 U 1~ 13 15 .l.5 20 20 25 20 '2 

Total Expense k3 115 164 213 276 335 395 435 590 300 455 

llet Inco:r,e 22 30 31 71 87 105 115 145 185 120 150 

Note: The assumptions' in Exhibit·G.l are an i~~egral part of this statemept. 



r:OTE: The assLL'llption5 in Exhibit G.1 are an intcgro1 part of this statement 
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FENACOAC 

Assumptions - Financial Projeccions 

finJncial projections presented in Exhibits H.2 
through H.4 are based upon the following growth 
assumptions: 

No. of Af­
filiated 

1972' 

Cooperative~ 79 
Ca) 

Total Members 32,865 

Total Credit 
Demand~':( b) $1,620 

Cred j t Demand 
in Excess of 
Funds Ava il~-
blC'~" (c) $645 

*. In OOO's of Dollers. 

)975 1980 1985 

95 120 12r 

65,000 100,000 105,000 

$5,725 $16,410 $23,825 

$2,440 $'/ ,800 $8,950 

Ca) Increc1se in Moveme:lt I s Membership 

Over the last five years, total membership 
in savings and credit cooperatives af; iliated 
to FENACOAC hc1s increased on the average of 2~5% 
monthly. This growth results prima rily from the 
multiplier effect of new member promotion by 
current members. Each member is encourc1ged by 
the cooperJtive to discuss the benet it~ of the 
institution to potential new members. This is 
the primary force lead ing to overall grmoJth. 
Also, it is considered that the savings and credit 
cooperativ(' movement hc1s reached the "take-off" 
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perioo, where it: has proven itself to rural 
citizens 3S an effective deliverer 8f services. 

At the same time, if this averdge growth 
rate is projectec out to 1985, total membership 
\oJould be over 1,540,000. It is reasonable to 
expect that the gro\'lth rate \'lill le'.'el off in 
the future, especially considering that limits 
exist on the institutional capabillties to pro­
v~de increased services. 

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

(b) Credit Demand 

Projections indicate a yearly average loan 
size increuse of only $10 per year. On this 
basis, by J985, the average loan \\'ould still 
be only $2b S, or 25% of the a\lera~le BANDESA loan 
during 1972. Since one of the obj0ctives of 
this project is to increase the technical inputs 
to the farmer, this prCjjecticr: is cc,llsidered 
qu ite cons.:;rvat ive. In fact, this assumption 
does not consider the possibility of ihcreases i~ 
the costs of technical inputs. 

In 1972, approximately 40% of savings and 
credit cooperative members had ~oans outstanding 
at anyone time. This is caused by ~he fact that 
until very recently, the lending ca.pacity of the 
(.'ooprratives was limitcJ to the total savings of 
11I('mhers. The prime function of these cooperatives 
was to :>erve as a community bank that could mobi­
lize sclviIIIJS normally h.~fJi: in a tir. can in the 
farmer's dirt floor, and to intr()duce a savings. 
habi·t to rural d\oJellers. 



UNCLASSIFIED 
Annex III 
Exhibit H.l 
Page 3 of 5 

The new membership, however, will be attracted 
more by the possibility of receiving a loan, al­
though he too wil: begin saving. For this reason 
a gradual increase in the percentag8 of members 
with outstanding loans has been in~luded, reaching 
80% of members by 1985. This percentage will 
probably increase as rapidly as funds are availa­
ble for loans. 

(c) External Credit Demand 

The requirement for e:...ternal financing equals 
the difference between credit demand and funds 
available for loans in melT,oer coopere.tives. Over 
the las t five years, total shares ha.ve grown at 
an average monthly rate of 3.5%. Ho~ever, 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). 

Grovltn in shares is obviously integrally re-
1ated to the accumulated growth of uembers. Con­
sidering this factor, we have adjusted the yearly 
increase ii, shares in keeping with the adjusted 
increase in members. The yearly iller,ease in sJ1 ares 
up to 1972 has been slightly over 50%, while the 
percentage increases used in the projections de­
cline to just over 10% in 1985. 

It may be argued that a 10% increlse in 
shaces for one year is too high for 1985, con­
sidering thaL membership increase has been limited 
to a'hout 1%. Howeve:-, given that external credit 
dC!mand is determined by substractj.n,] funds availa­
blc for lo~ns at the local cooperative level from 
total pr'ojected demand, a high estilllate of shares 
I'(':;ults in a low estimate of external demand. As 
tlll~ prof it,lbility of FI~NACOAC depPllds on the volume 
of its loan portfolio, it is more conservative to 
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have a lov} estimate of demand from the cooper­
at:ive~. 

17.5% of the $1,520,000 of shdre capital in 
1972 was tied up in other assets S\12h as cash, 
shares in the Federation, overdue loa,ns and 
fixed assets. This is considered redsonably 
constant as 5% will always be hel i ir. shares in 
the Federations, roughly anothar 5% is tied up 
in, overdue loan refinancing, and d'ue to the lack 
of banking fac ilities in rurc:.:l areas, roughly 
5% of shares will be tied up in 1 i.quidity requ:i.!'~ 
ments. The rema~nder of 2.5% is considered suf­
ficient for investment in fixed assp.ts given the 
low cost of facilities in rural arE.i.ls, and the 
limited requirement for facilities for this type 
of cooperative. 

2. Fertilizer Sales 

Sales of fertilizer during 1972 were 100,000 cwts. 
for the ent:: re system. This a'ctivity 'is con­
sidered a side line to FENJI.COAC's present activi­
tic::;, and no study has been made :..lpon It}hich future 
growth in fertilizer sdles could be project:ed. 
Asstullin~ that 75% of members are fa::rolers and 
that each could use the same amount of furtili~cr 
as the rn(~mbers of FENCClAR, demand for 1'972 would 
have been over 616,000 cwts, and demand for 1985 
would surpass 3,200,oon cwts. Due to the lack 
of reliable projection bases, ho','ever, conservative 
increases of 25,000 cwts. per yea.r have ~en 
included in our figures, reaching a total demand 
of 475,000 cwts. for 1985. 

3. 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 in~reased 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 Hateri031s Production 
Center alone are expected to reach $125,000 at 
full volume with present equipment. ~come from 
marketing operations has been estimated very 
conservatively as a long-term policy has not 
been developed concerning this activity. 

4. Bad Debt Fate 

A bad debt rate of 1% and a collect jon lag of 5% 
has been assumed in the projections. To date, 
FENACOAC has not lost a loan, and delinquency 
stands at only 2.34%. The above percentages are 
based up on the expel·ience of oth'2!' savings and 
credit cooperatives Federations in JJd.tin America. 
The member cooperatives will have fairly high 
diversity in their loan portfolios due to the 
traditional activity of credit union le~Qing 
for education, home improve:nents, family emergen­
cies, etc. Also, the Federation will D9 \,lorking 
with member cooperatives to maintain their fi­
nancial strength~ and Federation services such 
as bondi.1g and life insurance will f'Jrther 
strengthen the affiliates. I·lajor crop losses 
would be at least partially handled by the Crop 
Disaster Fund established for tha~ purpose. 

. 
S. The Crop Disaster Reserve will be fully funded 

in the form of investments returni~g a min~~um 
of 3%, the present interest rate available on 
gover~ent guaranteed bonds. 

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

7. Excess funds generated dU'!:'ing ~he period forecasted 
will go toward expanding the loan portfolio or debt 
retirement and no patronage dividends will be paid. 



F E N A CO J. C 
PROJECTED B;l.U\.NCE SHEETS 

1973-1980 .:md 1985 
(000'5 of Dolla!'s 

ASStlUNG NO 
ACTUAL .. ProJECTED -I\ssumm I\D!)ITI~::AL DEBT TO MEET FULL CREDIT D!:MAND ADDITIONAL OCBT 

12-31-71 12-31-72 1973 1974 1975 1972- 1:22L 1978 1979 ~ 1985 .!2J!Q 1995 
- A S S E T S -

C3!.h $ 26 518 $ 37 $ 54 $ 65 $ <'3 $ 29 $ 39 $ 35 $ 8 $ 10 12 $ 10 
Lcd~. F,,:r:fcl!~ 156 539 1139 181\5 "'342 4002 5279 6529 7872 9121 10900 5279 7325 

Less: F.= :'2:~ fer Dou!>tful 
;"::"':. .. ~.":~. (5) (16 ) (29) (46 ) (G7) (90 ) (115) (141 ) (205) (92 ) (125) 

O~t.,=r : .!"I";!r.: Assets 10 17 15 20 <'0 ?O 16 11 15 15 20 10 10 

::r~L :''':?_~::! ~S~I:TS $ 192 S 1074 $1186 $ B03 $ 2898 $ 3999 $ 5257 $ 6489 $ 7807 $ 9003 $ 10725 S 5209 $7220 

~::;. :i~-Js:,=:- f\:nd - 8X Bond! 19 50 ')9 168 259 371 506 662 1545 484 1015 
tlY.C7':! :.:;e::s (!:€;t ) 67 106 91 109 90 75 60 45 22 108 110 108 110 
.')":~.'=:- .=-: ~':~: 32 35 35 3S 40 35 30 30 30 40 22 20 

:or;'L A5S::..-s $ 259 $ 1212 $1331 $ 2097 $ 3122 $ 4282 $ S611 $ 6935 $ 8365 $ 9803 $ 12420 $ 5823 $8365 
==~=~~=======~=====~~~~============~===============~=================:===========~=====~=====:===:==~=========~-=== 

- ::!A=: L~r::5 MID CAPITAL -
~: :::':'!".:: :-i J'.1;:le $ 5 $ 12 $ 8 S 10 $ 15 $ fl5 $ 72 $ 71 $ 77 S 90j $ 70 $ 127 $ 90 
I~ -:~:es: r1y,J.!>le 21 30 43 63 92 125 160 194 255 93 150 
:-!~-'::'er ;1· ... ir.;s 1 13 18 24 31 39 47 55 63 71 100 71 100 

~Cr:.L C~..!.=.:~:;! LIABILITILS $ 6 "" 25 $ 47 " " G4 $ 09 " 167 $ 211 $ 251 $ 300 $ 361 $ 425 $ 291 $ 340 ." ." 

C 
iI; 

~M~ s: 
en 

'g ~ M en 
t-otllX 

.... .., ... .... o ~ ... M • 1-1 0 ,... ... = .... 
'~~ 

" 



ASS1J.'otIHG NO 
AC'I"JAL PROJECTED - ASSill1ING ADDITIONAL DEBT TO MEET FULL CREDIT DEM;,~;·. ADDITIONAL DEBT 

:r-:-,:;-Tem Cebt 12-31-71 12-31-72 1973 1974 1975 1976 lW. 1978 1979 1 n"n J, 1985 ~ ll!!i 
Eri~::'~S;; - 3'; $ S 800 S 800 $ 1350 S 2150 $ 28GO S 2800 .. 2800 S 2800 $ 2~'''' 2·:95 S 280e $ 2495 " C::-.==:, - 6~ 1'.)9 150 15'J 200 200 350 1250 2051) ~550 3551) ~lro 200 2:::' 
70t:31 Long-Te!m Debt S 103 S 95(; S 95U $ 10,0,0 S 2350 ... 3150 S 4050 $ 4850 $ 5(;50 S 6350 $ -1 ~:J:, " 3000 S 269_ " " 

~T~L L!~9rJITIES S 115 S 975 ... 997 $ 1514 $ 243~ $ 3317 $ 4261 $ 5101 .. S'J50 S 6711 $ 51)20 S 3291 $ 3035 ;, " 
;"=-:''':::~:'3 tc.,,:! E::srr !:1::!: ~ 'J') $ 1?8 ~ 147 $ lG9 $ l'~Q $ 218 .. 267 $ 330 $ ~O5 $ 490 .. 11-15 $ 414 $ 840 " " :: ..... $:~ i,:~,=~.! [arnir.r;~ 8 lo, 20 25 30 37 49 65 94 107 265 B6 190 
'::;:i::l1i:'1:10n ~.=c"l"'Jlated 46 9.1 148 2 39 364 542 775 1068 1420 1825 4-145 1548 3285 
P.~se:,·",~ !-:.r ::!":lp Dis,]ster 19 50 99 168 259 371 5% (;62 15·15 484 1015 

'I':.Tl,L Cl,PITAL $ 144 $ 237 $ 334 $ 483 $ 683 $ 965 $ 1350 $ 1034 S 2415 $ 3092 $ 7400 $ 2532 $ 5330 

r:7~L L!~?!LITI[S ArID 
CA?II"L $ 259 $12:1..2 $ 1331 $ 2097 $ 3122 $ 4202 $ 5611 $ 6935 $ 8365 $ ge"3 .. 12420 $ 5823 $ 8365 " 

.. -_. -- ... .--- FU;;:-,:; "'. ':':.r • ..;:" _ #~.l - . 
E:-:?~:Y£L) (y!;;,]:, End) 3.6~ 3.3% 3.3X 3.3% 3.2% 3.3% 3.8% 4.1~~ 4.3% 4.0% 

T':1r1-.L CEST 1'0 EQUIT'{ 0.8 4.1 3.0 3.3 3.6 3.4 3.2 2.8 2.5 2.2 0.7 1.3 0 ... 

fl'JTE: The assumptions on Exhibit H-l are an integral part of this statement 



FENACOAC 

PROJ~!::TED INCO/·lE STATEMENTS 

1973-1980 and 1985 
(ODD's of Dollars) 

ASSU'iING 00 
A C l' U A L* PROJECTED - J\SSU1-iI/:r. ADDITIWAL DEBT TO MEET ruLL CREDIT DEMAmJ ADDITIONAL DEBT 

12-!1-71 12-31-72 1973 1974. 1975 1976 1977 1978 1979 ll§.Q, 1985 ~ 1985 

fz\'E~;t..!£ 

AcCNed. Interest Income $ 4 $ 33 $ 65 $ 111 $ 175 $ 256 $ 348 $ 444 $ 544 $ 642 $ 835 $ 384 $ 540 

!I.arke:: ktivities & Sales 26 SO 75 85 100 115 130 145 160 175 250 175 2')0 

~e::::,ersh ip Dues 4 10 27 40 55 63 77 91 108 125 190 110 170 

USArD Grant: 101 119 88 62 27 

Gross Income $ 135 $ 212 $ 255 $ 298 $ 357 $ 434 $ 555 $ 680 $ 812 $ 942 $1275 $ 669 $ 960 

£Y.F::lISE 

I..,~eres,:: $ 4 $ 14 $ 42 $ 59 $ 86 $ 126 $ 184 $ 251 ~ 319 $ 387 $ 515 $ 186 $ 305 

Provision for Bad ~bta 5 11 18 28 39 51 64 77 105 48 65 

Salad~s and Benefits 48 92 III 121 133 . 146 161 177 195 214 280 214 290 

Depreciation 1 7 14 14 19 15 15 15 23 16 25 16 20 

Trav~l and 'I'ral!sport 20 22 23 .26 28 31 34 38 41 46 60 46 60 

Office, :~terial!5, Other 47 36 35 40 47 53 61 69 76 86 100 86 105 

Total Expense 120 171 231 271 331 399 494 601 718 826 1005 596 B35 

:lET r:;:::mr: $ 15 S 41 $ 24 $ 27 $ 25 $ 35 $ [,1 $ 79 $ 94 $ 116 $ 190 $ 73 S 125 

~~~I SorE: The assll.':lnt:it'lns t'ln ~.,.hibil" H-l .:I"P .:I,. ;nt-a"''n..::ll n.::lY'lt- ~. t-h~~ #"t- ............. ___ ~ 

~~~ 
..,IIII'C 

o~~ ... =~ 
I "'w 



FENACOAC 

Projected Source and Application of Funds Statements 
1973-1980 and 1985 
(:::xJO's of Dollars) 

P!'Ojected - Assllr.lin:] Additional Debt to Meet Full Cr€dit 
I973 197~ 1975 1<37[; 1977 1979 1979 

S'jurce:; of furd's 
BA:._:'-Jrl SSG 8CO ~50 
OtJ.er Long-Tem Debt 5G 150 900 800 800 
Col!".!ct i'Jns 572 1,183 1,E89 2,895 4,055 5,334 6,587 
r:et Inc':)~e 24 27 26 35 61 79 94 
I::>:1-Ca 3:' E:)(v:nses 40 55 80 106 145 191 247 
C3~:-. /':.ccount::; Payable 478 4t, 

Tot.).!. 30un.~s 1,1l4 1,865 2,795 3,880 5,162 6,404 7,728 

.:':;.pEca t l'?ns 'J f rurrls 
t:~~ .. : If.H r.::; 955 1,565 2,440 3,440 4,540 5,610 6, TlO 
Crop nis;!~ter Furd 19 31 49 69 91 112 13~' 

!io:1-C.c;;;h P.cvenues 140 196 220 371 4'/8 589 704 
Fixed As::;ets 32 
Reti~~~~nt of D~bt 
Cash j';ccounts Payable 41 36 53 93 1]9 

Total Applications 1,114 1,865 2,795 3,880 5,162 6,404 7,728 

r~TE: The assumptions on Exhibit H.l are an integral pa1t of this statement., 

Denard 
19~15 19S5 

700 
7,922 10,596 

116 190 
287 384 

9,025 11,170 

7,807 9,OSO 
156 179 
817 1,083 
102 

593 
143 265 

9,025 11,170 

Assuming NO 
Additional;Debt 

1980 . 1985 

5,027 6,715 
73 125 

157 235 
57 

5,257 7,075 

4,450 5,9:'. 
89 115 

559 790 
102 

93 
57 142 

5,257 7,075 



·Revenue 
Donl1~ion. 

Ir.~~e Crom Loan Portfolio 
r:-:,t Inc,,"'~/(t,t)5s) cattle Sharinq 
r: .. t In-:o,.,e - f".atef1al Resourcell 
CI~hc:r 

Total Revenues 

£y.nt;:n!Jo 
A~~lnistrat1on Salaries & Expens~: 
Interest ~ Cc~mi5~lon on Debt 
P'"bI1~it;' C. Donatlon Cc.l1ectlon Expenlll!t 
J-roh.:5slt.r".Jl E)I.'t~'.:n~''!9 

V~h1cle ~a1ntenan-:~ & Sub~idy 
Bold O<:i .. ts 
~~lL1t1e5, Rent & Office Suppliell 
Ccr,rec1llt 10n 
VITA 
Other (4) 

Totlll Exp' n5es 

~et Inc~e/(Lolls) 

(1) 'lI~u~ption~: 

II. NO new ~oQns or qranlll. 

F\.r./DIICION DEL CEm'AVO 
INCOME & EXPENSE STIITEMENTS 

(PRESE.'-,. FINIIS;:ISr. t. PPOGRJ\!'_'1I!:G LEVELSl 
L971 - L976 

Actual 

~ 

0165,090 
15,2!>5 

(71. 484) 
4,795 
I, ')~ r-

0115,612 

a 42,308 
9,3£>0 

10,661 
8,335 
3,76& 
3.00u(3) 
3.895 
2,679 

53 
~.§ 
2..J!~ -,-0. 3 ~ 

o 25,777 
••• =:...:;::;: 

~ 

a 80,000 
24, 100 

(14. {.OO) (2) 
·3,000 

__ ,)<-799. 
Q 90,200 

a 51,400 
11,700 . 
15,700 
7,000 
7,000 

10,100(3) 
3,200 
1,900 
5,500 
7,200 

0120,70,! 

(022,500) 
z:=====::-:=z: 

P r 0 

~ 

a 55,000 
26.900 
I!>,IOO 
3,000 

__ ~1200 

QI06,<'00 

a 53.900 
111,000 
14,61)0 
7.000 
7,200 

14, ... 00 
4,000 
1,600 
5,500 
7,300 

QI29,BOO 

(023,300) 
_::::11=====::-

F 0 f '" a 

~ 

a 30,000 
21,900 

8,700 
3,0')0 

~~'l!Q 
Q 69,IlIO 

a 5&,500 
13,500 
11,700 

7,'>(10 
7.200 

11,600 
4,200 
1,600 
5,500 

__ 5,700 
s;l12S,OUO 

(055,900) _=.w:==_ 

(1) 

o 40,000 
16,300 
10,000 

3. \,'\.'"" 
__ ~"L ~~~ 

~,llllll 

o 59,300 
13,000 
14,000 

B. (){10 
7.:00 
7,300 
4.4(10 
1,600 

-0-

5,900 
0121,500 

(046,700) 
•••• :11 ...... 

C .10,0"" 
9,8.:'0 

(7, -:0) 
J. \' .. '-' 
r..~~~ 

~ .~ .. ' I \ .... J 

. a 02,300 
13,C~O 

14. EJO 
8,5('0 
7,:J" 
l, ':')0 
.a.t-)O 
I.&~O 

-0-

7,('='0 
c:::~,-:\J 

(072, laO) 

b. Loan porteoHo turn.:lver. interest earn;n",!!, and ba~ dehts will remain 1.I·~bllta"tially equal to 1970 lind 197i. experience. 
e, BIISDE:SA funds of 0200,000 will be fully diSbursed by '12/31/71, 
d, One new Credit Supervisor and a Controller ~i11 be employ~d in the last quarter of 1972. 

(2) E~clude5 a 02&,000 overvaluation oC cattle h~rJ ~,ich ffiay Lc taken In 1972, 
Il) The large lncrease belw~e~ 1971 and 1972 is Jue to two filctors: first, tho beginning balance or the loan portfolio III ~uch 
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The DAF.C revic\oJed this proposal on January 16 
and approved an Intensive Revie\>J to address the fol­
lowing eight points: 

1. The relationship and particularly the possible 
duplication of effort between FENACOAC and 
Ff.NCOAR (raj.sed in the IRR as an issue) should 
be explo~2d and the issue in all its aspects 
resolved during inte! .sive review. 

Response: The analysis of this issue by the Project 
Committee has resulted in a USAID Dolicy position sup­
porting the develop:nent of t'dO sE:para-c-= Fecierc.tions. 
This policy dc:cision, as \'lell as the Cilternati ve re­
lationships available, is discu3sed in detail in 
Section II. E. 

2. The nature of the technical assist:tnce inputs 
and hO\'J they are to be provided foY.' production 
credit to cooperative rr,ciI',bers ShO:lld be described 
in detail in t:1e Loan Paper. The techrlical 
capaci ty of the coo!:-s to pursue "full service~' 
operations should also be described .. 

Response' The: technical assistance inputs required by 
the coop(~rat:ive members and the corresp.::nding technical 
assistance capac.J.ty of each recipi.ent institution is 
discu:,scd in Section II.B. of the Loan Paper. Incluued 
ir. this ~;l'ction is a descri;Jtion of pr-cse!1t cc.pabilities 
and plt1Il:'~ [or irnproving those capabil:i tic~s as an-cicipat­
ed demaIld tor member services increases. 

3. A proforma financial analysis of the cooperatives 
should be prepared (for a ten-year p;!riod). Inten­
sive Review should focus on the circumstances under 
which cooperatives can attract private sector cre­
dit with particula~ reference to the underlying 
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interest rate assumptions. In this corulection, 
future gIY)' .. :t:' assur.lpti.ons of the ·:ooperatives 
without i'tlrther concessional lenGi!1g should be 
discus~~d in detail. 

Rcspopsc: lO-yoar financial projections for the Fe­
derc1tions "I'e 1 s:.md in ]\.n..'1CX III, Exhibits r; and H. 
Four· year projections for the Penny Foundc.tion are 
contained :i1l Annex III, Exhibit I. The Fou!1da.tion 
is prl2sC'ntly wor!dng on a detailed lO-ye:ar financial 
plan, which wi.:'l be a condition preCed'2tlt to the 
sig!1ing of the Loan Agreer:.ent beb·:een B.i:tNDESA and the 
Founda tion • 

Section II.D. of the Loan Pap~r discusses in 
length the reci;;i:m: institutions' capital st'r'.lcture, 
profitabili-cy, need for addition:11 debt, interest 
spreads, and IU1:ure grO\.;th \'rlthout further' concessional 
lending. 

4. The Penn" Foundation is recelvlng credits now from 
BANDr:;SJ\ under Loan S20-L-Oln. The [::Jssible inclu­
sion of the Foundation in this cC'0l'..;.erC3.'t::'\'C' project 
should ~e explol'ed. In that event) an analysis for 
the FoundClticn silT.i.l.ar to that required for the 
cooperatives, including p3.rticu12rly tho require­
ments of paragraph 3 above, should be incluc.ed. 

ResponsC': TIle irlclusion of the Penny foundation in 
tliis ~n Projec'C has been exploF..!d. It has been de­
termined 'that, as desr:ribcd in various sections of this 
Paper, the fourd3tion activities to be iir,unced under 
this Loan are within the scope of the pl."'Oject's purpose. 
The question still re:naining is hO\\l the FOlmdation ",.'ill 
make the :leceSS3.ry financial and ad:ninistI'ative changes 
in oroer to meet AID's conditions of viability. The 
Foundation has stated in a letter or intent to AID its 
willingness to tai<.e the necessary steps tmoJard finan­
cial vi..1bili ty and is presently working on a detailed 
financial plan which wil;L support the im:erest rate 
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and administrutive levels required for Loan implemen­
tation. USAID recommends that the submission of an 
acceptable financial plan be 3. condition precedent ta 
the signing of the Loan Agreement bet\'J0.f.:n BA~m£SA and 
the Penny Foundation. 

5. The target group under the Loan should be iden­
tified \'li t1-t greater precision and irl relationship 
to the credjt recipients under th~ Bfu~DESA program. 

Response: ~18 Project Committee has addr0ssed this 
question in Section I.A.2. 

6. The wan Paper should include an evaluation of 
the uses of credit made available to the COODe­
ratives under wan 018 in cost/be;-Iefit format. 

Res p::m se : A cost/benefit analysis has been ;nade of 
the '..lses C1- credit available to -ehe c~o?2ratives under 
Loan 520-L-018. The evaluation \vas done on the basis 
of a random su.:n~ling of farmer productior. in the High­
lands. The results or this Study are =iscnssed i!1 
Section ILC.2 CL"1d are detailed in Armex ill, EX!1ibits 
E.l, E.2, and £.3. 

7. The self-help aspects of the project should be 
discussed L"1 the wan Paper, including the GOG 
as well as cooperatives' contriout::'on. 

Res?Qnse: The self-help aspects of the project, in­
cludi:1g G:)G and Cooperatives' cont:-ibutions have been 
discussed in Sections I.A.l, I.A.4, and II.B. The GOG 
\oJill be contributinq services in the u:"""0c_S of auditing, 
legislative r:1onitoring, and agricultural training. The 
Cooperutivcs' contribution \ .. r:i.ll be of :m in-kind nature, 
includin~) volunteer time in the approvCll and supel'vision 
oj member loans, and through its system of required 
cn pi t.J 1 inve stmcnt • 
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8. l~e 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 desc'l~ibed in An­
nex Ill, exhibits G.l and H.I. The assumr:tions Wlder­
lying the row1dation's four-year projections are at­
tached to each chart in exhibits 1.1-4, Annex III. 
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GUATEHALA: RURAL CREDIT AN:) CCOPERATIVE DEVELOPHENT 

Pursuant to the authority vested in the Deputy U. S. 
Coordinator, AlliClnce for Progress, Agency for 
Int2rnatir:mal Development ("A.LD."), by the FOl"-eign 
AssistClnce Act of 1961, as Clmended, and the delega­
tions of authorit" issued thereunder, I hereby 
authorize the estatli~hr.1ent of a loan ("Lo-3-n ") 
pursuant to Part I, Chapter 2, Title VI of said Act 
to the Governnlent of Guatemala ("B':lrrO\·.'er a ) af not 
to exceed FOUR 11ILLION FIVe HUNDRED THOOSAND United 
States Dollars ($4,500,000) for the local currency 
costs of a project to Clssist i~ increasing the rural 
productivity and incomes of small farmE:l's; complete 
the formAtion of viable, effective and autonomous 
cooperative federations and stimulate p~onomic activity 
among ;.mall farmer groups in a pre-cooperative stage; 
and contl'ibute to the develGpmer.t of Cl rural financial 
infrastructure in Guatemala. The Loan shall lA~ sub­
ject to the following terms and condition~.;: 

1. Intere st Cl!ld Terms of Rp f1C1Vment: 

Borrower shall repay the Loan to AID in United 
States rlollars within forty (40) years from the date 
of the hrst djsbursement under thl:> Loan, including 
a gruce period uf not t~ exceed ten (10) years. 
Borro\oJer shall pay to AID in United States dollars 
on the disbursed balance of the loan interest at the 
rate of two percent (2%) per annwn during the grace 
period and three percent (3%) per annwlI thereafter. 

2. Source ar.d Origin: 

Goods, services (excluding ocean shipping) and 
marine insurance financed under the LOrrl shall have 



UNCLASSIFIED 
Annex V 
Pag(> 2 of 4 

their source and origin in countries which arc members 
of the Central American Com:non Market or in countrie.·· 
included in Code 941 of the AID Geographic Cocte Book. 
Marine Insurance may be financed under the Lean only 
1f it is obtained on 3 competitive basis and any claims 
thereunder are payable in freely convertible currencies. 
Ocean shipping finLlnced under the Loan shn 11 be procured 
in any country in~ludcd in Code 941 of the AID Geographic 
Code Book, excluding countries which are members of the 
Central American Con:mon Market. 

3. Local Currency: 

United States ~ollLlrs 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 corrunitment 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 LC'an. 

(2) Executed separate loan agreaments with 
each of the three loan fund recipients, requiring: . 

(a) General 

(i) Tne Federations and the Foundation 
mdy not borrow [rom other sources any aruo~nt. of money 
which would result in a debt/equity ratio fo:: each 
institut~on in excess of a ratio to be est~blished in the 
Loan Agreement. 
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(11) Unless Am and Borro1.i'~r other .... ifH 
agree in "rit-ing, Loan fU;lds will be used thro~J.;hout the 
repf\ymcnt period of tr.e LORr: for activities Cor; ma.~· be 
approved in ..... ri til:e;; by AID and as further G.<.::~ined hy each 
Insti t.'ltion IS lendint; policy. In no event ~::l.H loan 
funds he used tn f:!.nCLnC(! uctiviti':2 d.ircctl~· :-::12."':i:1t; 
to coffee, cotton, sugar or other crops or ~c;:r=-oditic;.; 

unacceptablc to AID. 

(iii) The recipient institutions n:a.y 
not incur nny indebteUnes~i which \wuld take .:::. senior 
position to the J~m Loan. 

(iv) Unless AID and BorTO',;cr o .... hGr-
wise IlGree in writing, the aI,])rovcd ler!dinr; policies 
of tb::: rccipient institutions will be aclhel'cd to 
throul~\)ut the repayment period of the Lonr.. 

(v) Net fixed assets of tile rec ipient 
lu:;tJtlJi:loll:;, ouch as land, bui.ldir.c;s, flnd cq,uipment, 
a:; u perccntage of c.:}.uity capital \-fill be reduced during 
the dh;lJursC'ment period of ""he L09.n to not lJlure than 15% 8.J 

shall not exceed such percent~lge during the l'epayn:ent perie 
of the Loan. 

(Vi) Annual interest ratcs on all 
sublonns to fnrmcrs Hill not fnll belo· .... the rs.tt:!s 

• estnbl ir.hed by mutunl w~reemcnt betwecn each re~ 
cipien~, Borrower, and AID. 

(b) Federation,s PENACOAC and 

(i) The Federations will maintain a 
uniforJP interest rnte on all subloe.n,s to coop~r::'.tive 
nffiliflt(~s not lOH('r than the prevailing conL'llerci31 
bonk intcrc~t ratc~. 

(11) The Federntions will establish a 
Crop Dir;aster Fund equiyall:n ........ 0 2rj; of each sub-loan 
granteu. This amount will flow through to the! fin· 1 
user and will be deducted off the top of subloHTls and 
invested by the Federations in Government sf~curities or 
similar investments of the highest safety and liquidity. 
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(iii) The Federations will obtain approval 
from Borrower and AID prior to any invest~ent exceeding 
$10,000 from any source in fixed assets. 

(iv) Until the Federatior.s maintain a 
debt-equity ratio acceptable to AID, dividencs. when declared, 
must be invested in shares of the Fcderatiolls, a.1d no shares 
can be redeemed except upon disaffiliation from the 
Federations. 

(c) Penny Foundation 

(i) The Foundation will not -nter into 
activit'es outside of the development loan program which 
would adversely affect the implementation loan program. 

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

(iii) The Foundation will establish 
and maintain a bad-debt reserve equivalent to SOl. of the 
subloans committed. Pay-in the reserve Hill begin with the 
first drawdown of subloan funds. 

(iv) Prior to the signing of. the loan 
agreement between the BorrOHer and the Pen~y foundRtion! 
the Foundation Shlll submit in form and substance satis~actory 
to, Borrower and AID a detailed financial plan of its operations 
for ten years. 

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




