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EVALUATION SUMMARY REPORT

AID Ioan No, 526-1-019/025 - COMPANIA PARAGUAYA DF_DESARROIIO S.A, (COMDFSA)
For the period July 1972 - June 197h

A. PROJECT BACKGROUND

In August 1970 A.1I.D, signed the first Loan Agreement No, 527 -L-019 providing
$2.6 million to COMDESA, a private development finance and investment institution, to
be used for making loans and cquity investments in private industrial and agricultural
enterprises that lack alternative sources of fimding at reasoneble terms,

In the first quarter of CY 1972, anticipating full committment of the present
loan, COMDESA rcquested USAID/P to consider a second loun and as a result, a new loan
agreement (AID-L-025) for 3.0 million was signed in Aupust 1973. The principal
objective of the second loan is to aseist COMDESA's continued expansion as a financial
institution serving Paraguay's development by supporting the productive growth of the
private sector,

B. PERFORMANCE EVALUATION

Our evaluation of COMDESA's performance was made followinpg the framework for
evaluation contained in the CAP, and cdev.iopmental performance was measured utilizing
the ten goals expressed in the A,I,D, 1.0, on development banks as follows:

1. Medium and lLong-term lending

TABIE 1
lLoan Maturities

Period N° Borrowers  loans Amount $ 9 Portfolio
Short - less than 3 rears bl 18 A1, 746G ly
edium - 3-5 years 34 5 1,095,634 L
Iong - more than 5 years 16 2t 1,103,071 50
TOTAL €1 100 2,370,451 100

As can be seen from Table 1 above, 82 of COMDFSA's loans to .Tune 30, 1974,
aceounting for 9 of the value of its portfolio, were directed to medium and lonpg-
term loana, Compared with the results obtained during the last evaluatisn contained
in the CAP, the table shows a hetter distribution of the percentapges relating to
nunber of loans and portfolio corresponding to medium and long-tewm ioans. The
percentages in the CAP are 76% and 86%,. ‘These figures seem to be satisfactory to
comply with Ammex I of the loan agreement which sbates, among other things, that one
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of the purposes of the loan is "to help meet the medium and long-term development
credit needs of the Paraguayan private sector economy"

2. Strengthen the Private Sector

The most important constraint to the development of the private industrial
sactor 1o the shortage of medium and long term credit; COMDISA was established prima-
rily to give some relief to this problem, COMDESA responded remarkably well to this
vhallenge by moving into this capital gav. As noted in the previous section it now
has G5% of 1ts portfolio in medium and long term loans, Also COMDESA has provided
nanagement assistance to its clients and has imposed sound accounting and adminis-
trative stande-ds even on some of its most prestigious clients who initially resisted
such advice. As a result, several companies are now operating with modernized proce-~
dures which otherwise would probably not have been adopted.

COMDESA's granting longer term credit, coupled with its ability to provide
management services, has contributed to the establishment of 24 new business activities.
In short COMDESA is strengthening the industrial sector by improving existing enter-
prises and creating new ones.,

One area of concern comctitutes the financing by COMDESA of livestock and crop
projects which were considered by the Mission as currently inappropriate for COMDESA
since international lending agencies (IBRD - IDB) have already made extensive resources
avaeilable to them. Therefore, any future activity in this area should require the
Migsion's approval on a case-by-case basis,

3. Attract Non-AID Foreign Sources of Funds
Up to now, COMDESA has not needdd such funds.
4, TFinance Small and Medium Sized Enterprises

COMDESA is having problems in placing subloans with small enterprise projects.
Small firms that requested loans gemerally have lacked an adequate administrative
structure snd insufficient guarantee of repayment.

The breakdown of subloans by size of btorrowers was as follows:

TABLE 2
Size of Berrower: leasured by Total Assets
{Us$)

Small Medium large Very large
(o 32%,000) (24,001 to $200,000) ($200,001 to $L400,000) (@g‘—l,ooo +)

Humber of Loans 6 33 11 11

9 of loans Made 10 54 18 18

Value of Loans

Made 32,659 970,206 506,008 861,500

¢ of Portfolio 1.38 %0.93 21,34 ¥%.35

Analysis of the patterns of lending shows that, compared to the evaluation
criteria in the CAP, the percentage of loans made and the percentage of portfolio for
firms classified as Small have decreased from 13% to 107 and from 6% to 1,364
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respectively. For Medium-size fimms, these percentages have increased from 39% to

549, and from 359 to 40.9¥. Those corresponding to large and Very Large firms have
not substantially changed. More than half of the total amount of loans granted by
COMDESA during the period evaluated has gome to large and Very large firms, According
to Ammex I of the Loan Agreement, up to $200,000 of the loan funds are to he used to
finance small enterprise projects through seiected chamnels approved by A.I,D, The
amount of loans made to small firms has been only $32,659.

5. Provide Moderate Sized loans

The loan size classification is also based on the classification established
ia the CAPQ

TABIE 3
No. of % Totel Value of 9 Total
Size of loans loans Loans loans $ Portfolio
$20,000 and less 30 4o 320,640 13
$20,001 to $49,999 20 33 750,055 32
$50,000 to $99,999 7 b 567,373 2k
$100,000 and above L 7 732,364 3
61 100 2,370,452 100

Compared to the same table in the CAP, the above table shows an increase in
the percentage of loans and the percentage of total portfolio for loans above $50,000,
The target percentage of total loans above $50,000 in the CAP is 3%, compared to
actual experience to date of 53b.

6. Stimmlation of Investment

Of the 61 loans granmted in the period July 1973 to the end of Junme 1974,
ol were for establishing new activities. These loans totalling $1,218,177 or 51.39%
of the total loan portfolio during the period reflect COMDESA's attention to the
development of new activities, The total amount of such loans grunted by COMDESA
generated new projects requiring capital of $4,939,960. COMDESA had contributed an
average of 48.1%%of the total asset value of the projects underteken.

7. Promotion of Capital Markets

A capital market does not exist in Paraguay. The Central Bank has been
making studies to establish ome but the creation of such a market is not envisaged
for the near future. The total potemtial for equity tramsactions at this time is
too small to anticipate an active stock market.

this figure is 24,64,
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8. Technical Asalntance to Borrowers

So far COMESA has not yet utilized the loan funds allocated for pre-
investment studies and technical assistance to tha subborrowers. Technicel assistance
go far has boen limted to helping applicants comply with the requirements to obtain
a loan. A commisoion 1s charged by COMDESA for this service, but no AID loan funds
kave been used as plamed.

During the evaluation, COMDESA expressed ite comcern that the amount of up to
4$300,000 tentatively allocated for pre-investment is too high. According to former
USAID/Paragusy officials who participated in preparstion of the second tranche loan,
the 4inclusion of this amoumt for pre-investment studies was based on the assumption
that COMDESA might be participeting in large-scale projects called forth by the impact
of the Itaipu hydro-electric project, For such large-scale projects it vas believed
that major pre-investment studies would he a mecessity. Since our present goul for
CSMDESA 18 not large-scale projects but rather the small entrepreneur, it seems very

V unlikely that the total amount tentatively allocated for this purpose cem or should
be used, It was therefore agreed that COMDESA would submit a detailed study of its
Suture needs for USAID consideration in determining actual requirements.

In addition, the loan Agreememt also temtatively allocated up to $100,000
over a period of four years for additional techmical assistance, for COMDESA's ovm
direct benefit, in the form of comsulting services in capital marketing operations,
long term financial planning end in-service training of 1ts staff,

The evaluation disclosed that COMDESA bas not yet taken any action to contract
v ontside technical assistance, COMDESA feels that it received sufficient technical
essistance during the organizational period, (the present manager was formerly a
tochpical assistance financed comsultamt) and believes that it cannot utilize an ed-
Aitionnl $100,000 for such purposes, It was agreed that COMDESA will submit to the
i‘ission a plan covering the technical assistance it deems necessary along with a cost
estimate, The Mission will analyze the plan and comsider actual requiremente.

9., Promote New Investment Opvortunities

The preceding Section 6 of this report indicates the extent to which COMDESA
avtained this goal,

10, Stimulate High Priority Investnent

According to the CAP, there is a general agreement among the World Bank, IDB,
CTAP and AID that the areas for priority investment in Paraguay are in agriculture,
agro-industry, and expori production. Table L below shows the arcas to wvhich COMDISA
directed its lending activities.
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TABIE 4

Percentage Distribution of COMDEBA'a Portfolio by Priority Areas
(Muly 1973 - June 1974)

%_Portfolio

Agro-industry 21,1
Manufacturing 20.5
Cattle apd Agriculture 25.9
Transportation 19.0
Tourism 8.2
Construction industry 23

100.0

The percentage distribution of COMDESA's subloans seems to be well dis-
tributed; however, COMDESA's lending was not totally directed towards the areas
listed in the loan agreement, i.e. (1) production for export, (2) processing of
Paraguayan agricultural, mineral and forest pmducts, (3) processing, marketing and
Alstribution of foodstuffs, and (i) employment opportunity and income distribution.
(See Table 5 below).

TABLE 5

Number of COMDESA's loans Including One or More of the
Priority Items Indicated in the Loan Agreement

(1) (2) (3) (W) (5) Others
1 18 6 W3 39

(5) these loans are for transportation, service industries, agriculture, cavtle, etc.
flly

COMDESA representatives stated that they should not be required to adhere/to

the requirements of the loan agreement regarding the financing of the four types of

priority projectc because the changing circumstances in the Parsguayan economy pre-

cludes them from following such a rigid policy. COMOESA says it generally dirccis

its lending to those areas where no other sources of credit are available anc 1t

also attempts to avoid having its resources idle for long periods of time.

Although part of the activities financed )y COMDESA were not specifically
directed to the four priority sectors establishel ir the loan agreement, the projects
financed by CONDESA were either complamentary or cliosely related to those priority
areas. The participmmts in this evalustion believe that COMDESA has performed well
in meeting the credit needs of the private sector, \0
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