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PROJECT AUTHORIZATION

Name of Country: Panama

Name of Project: Small Business Development
Number of Project: 525-0240

Loan Number: 525-W-056

1. Pursuant to Section 106 of the Foreign Assistance Act of 1961, as amended,
I hereby suthorize the Small Business Development project for Panama involving
planned obligations of not to exceed Six Million United States Dollars
($6,000,000) in loan funds ("Loan") and Three Million United States Dollars
($3,000,000) in grant funds ("Grant") over a five (5) year period from the
date of authorization, subject to the availability of funds in accordance with
the A.I.D. OYB/allotment process, to help in financing foreign exchange and
local currency costs for the project.

2. The project ("Project'") consists of assistance to create a
self-sustaining, integratad public and private sector mechanism which will
provide credit and business technical assistance to small scale enterprises
(SSEs) in Panama.

3. The Project Agreement, which may be negotiated and executed by the officer
to whom such authority is delegated in accordance with A.I.D. regulations and
Delegations of Authority, shall be subject to the following essential terms
and covenants and major conditions, together with such other terms and
conditions as A.I.D. may deem appropriate.

a. Interest Rate and Terms of Repayment

The Cooperating Country shall repay the Loan to A.I.D, in U.S,
Dollars within twenty (20) years from the date of first disbursement of the
Loan, including a grace period of not to exceed tem (10) years. The
Cooperating Country shall pay to A.I.D. in U.S. Dollars interest from the date
of first disbursement of the Loan at the rate of (i) two percent (2%) per
annum during the first ten (10) years, and (ii) three percent (3%) per annum
thereafter, on the outstanding disbursed balance of the Loan and on any due
and unpaid interest accrued thereon.



b. Source and Oripin of Conmodities, Nationality of Services (Loan)

Commodities financed by A.I.D. under the Loan shall have their source
and origin in Panama or in countries included in A.I.D. Geographic Code 941,
except as A.1.D. may otherwise agree in writing. Except for ocean shipping,
the suppliers of commodities or services financed by A.I.D. under the Loan
chall have Panama or countries included in A.I.D. Geographic Code 941 as their
place of netionality, except as A.1.D. may otherwise agree in writing. Ocean
shipping financed by A.1.D. under the Loan shall be financed only on flag
vessels of Paname or countries included in A.I.D. Geogrephi: Code 941, except
as A.I.D. may otherwise agree in writing.

¢. Source and Origin of Commodities, Nationality of Services (Grant)

Commodities financed by A.I1.D. under the Grant shall have their
scurce and origin in Panama or in the United States, except as A.I.D. may
otherwise agree in writing. Except for ocean shipping, the suppliers of
commodities or services financed by A.I.D. under the Grant shall have Panama
or the United States as their place of nationality, except as A.I.D. may
otherwise agree in writing. Ocean shipping financed by A.I.D. under the Grant
shall be financed only on flag vessels of the United States, except as A.I.D.
may otherwise agree in writing.

d. Conditions Precedent to First Disbursement (Loan and Grant)

Prior to any disbursement or the issuance of any commitment documents
under the Project Agreement, :o finance any Project activity, except for the
contracting of technical assistance, the Cooperative Country shall, except as
AID may otherwise agree in writing, furnish to AID in form and substance
. satisfactory to AID:

1. Evidence that the Loan Fund has been legally established and a
Loan Fund Account established in the National Bank of Panama
(BNP) .

2. Evidence that the Guarantee Fund has been legally established
and the Guarantee Fund account established in the BNP.

3. A phase out plan for MICI's Loan Program which includes
provisions to transfer proceeds of its liquidated loans to this

Project.

e. Conditions Precedent to Subsequent Disbursement (Loan and Grant)

Prior to any disbursement, or the issuance of any commitment
documents under the Project Agreement to finance any Project activity, except
for the procurement of computer equipment and software, vehicles, technical
assistance and the contracting of a Project Officer, the Cooperating Country
shall, except as AID may otherwise agree in writing, furnish to AID in form
and substance satisfactory to AID an Agreement of Understanding which
describes the roles, functions and responsibilities of NBC, MICI, APEDE,
UMPYME and the Small Business Council for Project implementection.



f. Conditions Precedent to Disbursement for Loarn and Guarantee Funds:

Prior to any disbursement, or to the issuance of any commitment
documents under the Project Agreement to finance any activity under the Loan
Fund or Guarantee Fund, except for the procurement of computer equipment and
software, vehicles, technical assistance and the contracting of & Froject
Officer, the Cooperative Country shall, except as AID may otherwise agree in
writing, furnish to AID in form and substance satisfactory to AID:

1. A Participation Agpreement signed between NBC and at least two
(2) Participating Financial Institutions (PFI).

2. Operating procedures and regulations for the Loan Fund and the
Guarantee Fund.

3. Evidence that the NBC has appointed appropriate, qualified key
staff.

g. Conditions Precedent to Disbursement for Business Assistance
Component:

Prior to any disbursement, or to the issuance of any commitment
documents under the Project Agreement to finance any activity under the
Business Assisiance Component, except the procurement of computer equipment
and software, vehicles, technical assistance and the contracting of a Project
Officer, the Cooperative Country shall, except as AID may otherwise agree in
writing, furnish to AID in form and substance satisfactory to AID, evidence
that MICI has appointed appropriate, qualified key staff for Project
implementation.

h. Covenants

The GOP shall covenant that, unless AID otherwise agrees in writing,
At will:

1, Be liable for all claims against the Guarantee Fund which exceed
the amount of funds available in the Guarantee Fund.

2. Provide budgetary support to MICI over the life of the Project
of not less than the equivalent of $1,600,000 for Project
activities, and to provide adequate budgetary support to MICI
for on-going activities after the life of the Project.

3. Make reasonable efforts to retain personnel trained under the
Project in positions related to the Project.

- Robin Gomez éﬂ
Mission Directbr

?lig |74
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I. SUMMARY AND REQCVMENDATICNS

A. Recamendaticons

The USAID/Panama Mission recommends authorization of a loan/grant
of $9.5 million to the Gove:. ment of Panama (GOP) to establish a financial and
business assistance mechanism which will provide credit, loan guarantees and
business assistance to Small Scale Enterprises (SSEs). The Loan will be fully
funded in FY 1987. Loan temms include a 10 year grace period, 10 year
repayment schedule, and an interest rate of 23 during the grace period and 3%
thereafter on the outstanding disbursed balance. The Project is to ba fully

disbursed within 54 months from the date the conditions precedent to first
disbursement have been satisfied.

B. Borrower/Crantee

The Borrower/Grantee will be the GOP. Project implementation will
be coordinated by the Comision Bancaria Nacional (CBN). ‘ihe Ministry of
Commerce and Industry (MICI) will provide business assistance services. The

Signatory for the GOP will be the Ministerio de Planificacién y Politica
Econtmica.

C. Project Summaxy

The sector goal is jodo creation, through a confluent marshalling
of public and private resources, for stimulation and support of viable private
sector econamic activities. The Project purpose is to create a
self-sustaining integrated public and private sector process, capable of
providing credit and business assistance to small scale enterprise. 'The
Project will finance a loan/guarantee mechanism, training, technical
assistance, equipment and materials, travel/per diem and cperating expenses
with AID loan/grant funds and GOP counterpart funds. The furds will be
utilized for the creation and operation of three distinct project components:
(1) a Loan und; (2) a Guarantee Fund; and (3) a Business Assistance

Component. A fourth component, the Consejo Nacional de la Pequefia Empresa,
will be funded wholly by the GOP.

The first component, the Loan Fund, will be managed by the Conisin
Bancaria Nacional (CBN) which will act as a Executing Mgency (EA) for the
GOP. The EA will utilize the services of the Banco Nacional de Panama (BENP)
as Fiduciary Agent to carry out the daily cperations of the Fund, discounting
between 50% to 708 of the loans made by participating financial institutions
{PF1s), e.g. commercial banks and FEDPA; in response to presentation of
appropriate documents. These PFIs, taken together, provide a national lending
network vhich will lend at market rates to small businesses which have viable
projects. The monies loaned to small business will be supplied in roughly
equal proportion by Pr'Is and by the Loan Fund. The Fund will lend to PFIs at
rates vwhich allow the Fund to generate surplus revenues. These surpluses will
be capitalized thus increasing its loanable funds. The Loan Fund, will
primarily provide funds to coops which are generally illiquid, ard to a lesser
extend to the participating commercial banks. The participating financial
institutions will relend at market rates, thus obtaining acceptable revenues
and generating increased lending to small business.



The second camponent, the Guarantee Fund, will also be administered
by by NBC. Each Fund will be treated as a separate cost center. The
Guarantee Fund will guarantee up to 70% of the uncollateralized portion of
sub-lcans made by the PFIs. The 308 of uncollateralized exposure of the PFIs
is small enough to reduce their risks, yet large enough to insure careful
lending practices. The Guarantee Fund will increase its capitalization by
investment of its base capital and of fees collected which equal 5% of the
amount guaranteed.

The third component, the Business Assistance Fund, will be
implemented by the Direccibén General de la Pequefia Empresa (DGPE) in the
Ministerio de Comercio e Industrias (MICI) amd will provide business
assistance to SSEs by helping them analyze their business needs, develop and
present projects, prepare loan applications, and manage their operations until
the loan is paid.

1ne fourth camponent, the Consejo Nacional de la Pequefia Empresa,
will provide guidance and recamendations for program modification to the
executing agency amd to MICI, and will monitor the project for the GOP. It
will also make policy recamendations to the President.

The Project when fully functioning will be capable of emitting 1000
loans and of generating more than 1000 direct jobs per year; will have a
camposite portfolio in excess of $12.0 million; and will continue to increase
the capital base of the loan and guarantee furnds throughout its existence.
After full repayment of the AID loan at the end of year 20, the Guarantee furnd
will have increased its capital base to $2.2 million and the loan fund will be
capitalized at approximately $6.0 million.

Total project funding over a five year period is $27.1 million, ot
which AID will provide $6.0 million in loan funds and $3.0 million in grant
funds. The PFIs will provide $6.0 million to the Loan Fund and the GOP will
provide a counterpart contribution of $2.1 million.

D. Financial Summary

Project fuds will be allocated as follows:
TABLE 1

SUMMARY QOST ESTIMATES AND FINANCIAL PLAN
(MILLIONS OF $)

SOURCE Uu s A I D QOUNTERPART
USE GRANT LOAN G_O_l?_ Ft'Is TOTAL
Loan Fund 1/ 3 6.0 .0 6.0 12.3
Guarantee Fund 2/ 1.0 .0 .5 .0 1.5
Business

Assistance 3/ 1.7 .0 1.6 .0 3.3
Small Business

Council 0 .0 .0 .0 4/ .0

3.0 6.0 2.1 6.0 17.1




1/ See Annex B.1

2/ See Annex B.1

3/ See Annex B.3

4/ GOP costs incurred for Small Business Council consist primarily of
salaries paid to government employees who participate as council
members. The amount Of salary apportioned to Council related activities
is quite small and variabie, and is not shown in project cost estimates.

The following is a summary of estimated input cust for implementing
the planned activities over five years:

TABLE 2
SUMMARY PROJECT QOST 1/
($000s)
U S A I D QOUNTERPART

ELEMENTS GRANT LOAN GOP PFls TOTAL
Training 66 - 14 80
Tech. Assist. 1,534 - 1,586 - 3,120
Equipment/Material 100 - - - 100
Loan Fund 300 6,000 - 6,000 12,300
Guarantee Fund 1,000 500 1,500
TOTAL 3,000 6,000 2,100 6,000 17,100

1/ See Table 4 on page 31 for cost breakdown.

E. Project Development Group

USAID/Panama Project Team

Frank Skowronski. OPSD
Bernai Velarde, OPSD
Celso Carbonell, ODR
Vilma Jaen, OONT

Juan Belt, ODP

Annette Mams, RLA

USAID/Panama Project Review Committee

Robin Gomez, Mission Director

John L. Lovaas, Deputy Mission Director
Stephen Ryner, Chief OPSD

Denton Iarson, Controller

Michael Backer, Chief ODR

Tom Cox, Chief ODP

USAID/Panama Support Staff

Josefina de Stanziola, OPSD
Doris de Spiess, OPSD

Elia de Perez, OPSDH



Ministerio de Comercio e Industrias

Carlos J. Quijano, Minister

Rita Mariela Perez, ViceMinister

Luisa de Soto, Secretary General

Guillermno Fernandez, Advisor to the Minister

Aleida Amaya, National Director of Business Develcpment
Juan lLabrador, General Director of Small Business
Argelina de Garcia, Small Business Directorate

Consejo Nacional de la Empresa Privada

Raul Hernandez, President of APEDE
Carlos Sanchez, SIP

Lionel Quiel, President of UNPYME
Adelina Chavarria, Banking Association

Banco Nacional de Panan

Ramon Perez, Deputy Manager
Felix A. Quiros, Executive Manager

Ministerio de Planificacién y Politica Econfmica

Ruben Wolcovinsky, Advisor to MIPPE
Nuvia de Jarpa, Chief of Investment Program
Roberto Mendieta, Business Sector Analyst

Canisién Bancaria de Panami

Mario De Diego, General Manager
Arturo Vallarino, Legal Advisor

Consu.tants

Cyrus Samii, Technical Coordinator

Jose Chong-Hon, Peat, Marwick & Mitchell
Charles Collins, Develcpmeiit Associates, Inc.
Bruce Tippett, T.D.I.

Cameron Smith, T.D.I.

I1.PROJECT BACKGROUND

A. The Problem

About 14% of the Panamanian workforce is now unemployed or visibly
under-employed. Nearly 73% of all the unemployed are concentrated in the
Canal Corridor. At the Atlantic extreme of the Corridor, Colon, has an
unemployment rate of 25%; at the Pacific extreme, San Miguelito, adjacent to
the City of Panama, has a rate of about 20%.

Unemployment in the country is expected to increase with
particularly high impact in these urban areas. Econamic growth over the next
several years will not be sufficient to absorb the annual growth of the labor

force, which is projected at 3%. Rural-urban migration of the unemployed
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will, at best, continue unabated and may in fact increase. The growth of the
public sector has been checked, and that sector can no longer absorb a
significant number of workers as it did during the past decade.

The GOP, reacting to the distress of the unemployed and to the
concomittant probability of political and social tensions posed by an
expansion of unemployment, has made job creation in the private sector a
national priority. To attain its stated national objective of creating 25,000
new jobs per year, the GOP is undertaking three courses of action. It will:

-Accelerate investment and export promotion efforts;

-Support a substantial increase in low and lower middle income
housing construction;

-Stimulate domestically-oriented production with special emphasis
on assistance to the 30,000 small fims and family enterprises that
make up about 303 of that sector.

This Project, designed to support the third strategy, recognizes
that expansion of small business opportunities is determined, in large degyree,
by market forces, thus a small business assistance program will not, of
itself, induce formation or expansion of small scale enterprise. Instead it
can assist small entrepreneurs to respond effectively to perceived
opportunity. Nevertheless, even in this period of low econamic growth,
opportunities for small business expansion are evident. As the economy pidks
up, small business activities should expand, strengthen the upturn, and absorb
a significant number of workers.

However, before the small business potential of Panama can be fully
realized two corditions must be met: (1) small scale entrepreneurs must have
ready access to camercial credit; and (2) must improve their business
skills. This Project responds to these inter-related requirements within a
self-sufficient and a largely private sector credit mechanism and a
governmental/private sector business assistance program.

B. Constraints to Expansion of Small Scale Enterprise.

1. Loans to small scale enterprises in Panama have been emitted
in varying degrees by the commercial bank system, the financieras, the savings
and loan cooperatives, informal money lenders and government subsidized credit
programs.

Small business lending of the cammercial bank system has been
largely directed to the larger, well collateralized fims. Even the few fimms
which can provide sufficient collateral are, according, to many bankers, only
of marginal interest to the bank. because of the relatively high transaction
costs associated with small denamination loans. The savings and loan
cooperatives report that about 15% of their portfolios are comprised of small
business loans. The cooperatives are, however, illiquid; most have limited
membership and those that are cpen to the public have little experience in
evaluating busincss projects.

Small businessmen, with what they believe to be excellent
projects, frequently must turn to money lerders and to the few financieras

—5-



which make non-consumer loans. Interest rates from these sources vary from
323 to 120% per year.

Government sponsored loan programs have, over the past 5
years, made only 725 small business loans. The loan application approval
process is characteristically cumbersame and lengthy. Six months to a vear
may pass before a successful applicant receives a first disbursement.

In short, available loan sources have the following
characteristicss banks, with high liquidity show only marginal interest in
small business loans; savings and loan coops, which show interest are
illiquid; infornal sources of credit offer ruinous rates; and traditional
government programs are unresponsive.

2. Availability of Technical Assistace

The need for technical assistance to small business has in
varying degree been acknowledged by small business organizations,
international agencies and the GOP over the past several years. However, its
importance had been obscured by preoccupation with credit availability.
Provision for technical assistance was included in the AID assisted EPG
project, but such ascistance took the form of classroom training, and such
training was given infrequently. In the small business camponert of the URBE
project, technical assistance is implicitly provided urder a form of
supervised credit. In practice the assistance was ill-defined and eclectic,
anG was incorporated into the loan approval process. No standards or
procedures were established for basing assistance on the needs of clients, nor
were persornel specifically trained to provide loan-linked assistance.

From formal evaluations of the traininy and technical
assistance efforts to date, and from informal reactions of the small business
comunity, it has become increasingly clear that loan—specific technical
assistance is required, but is not readily available. The recognition of the
need for loanspecific technical assistance is consistent with observations
made elsewhere, e.g. the Dami iican Republic, wherein it has been observed that
project-reliuted assistance provided to borrowers, prior to and during the life
of each loaa, is a necessary corndition for successful small business lendirng.
At thic time, no program exists in Panama which provides for such assistance.

C. Panamanian Response

An AID assisted examination of small business project experience
was initiated by the Ministerio de Comercio e Industrias (MICI) in 1983. At
that time employment generation had become a major preocupation of the GOP.
The impact of fiscal austerity was increasingly felt and policies calling for
reliance on a market directed econamy were emerging. These considerations
affected the examination and prooosals for new approaches.

A MICI-administered small business lending camponent of the AID -
supported funded URBE project had been initiated in the southwest region of
Panama in 1978. Loans at 8% interest were offered to enterprises with a
capital base of not more than $50,000. A review of that project revealed the
fallowing data:



1. From an average of $652,000 loaned each year, 344 jobs were
created; a startlingly low cost of $1,89 per job;

2. Forty two percent of all loans emitted were below $5000, and
the average of all loans was approximately $8000; and

3. A sustained demand level of somewhat more than $1.0 million
per year was evident.

At the same time, the data revealed excessively high administrative/
operational costs, substantial delinquency rates and long delays in the loan
approval and disbursements procedures.

The Minister of MICI, recognizing that the costs of maintaining an
extensive administrative structure was inherently high and that revenues
generated fram a low interest bearing portfolio of loans, further reduced by
delinquency and loss were inherently low, concluded that continuation of that
cost/revenue relationship would render the program ineffective amd eventually
lead to decapitalization.

In 1979, the COP, with flinancial assistance from the ATD Regional
Housing Office, initiated an experimental project IIPUP/C in San Miguelito, a
very populous low-incaome suburb of Panama City. Project funds were intended
to finance a small financial entity which would serve as a long term kusiness
assistance resource to the camunity. Events prevented the establishment of
the entity and the funds were disbursed through a MIPPE-cperated lending
program. Review of the program revealed that a 100 jobs were created at a
capital cost of $2,400 per job. Average loan size was $9,200. However,
delingquency rates were exceptionally high. In an attempt to reduce overhead
and administrative costs, the project was absorbed by MICI.

The next GOP/AID small business activity, the BNP lending component
»f the EPG Project, drew in part on the MICI-IIPUP/C experience to produce a
more favorable cost-revenue relationship than those of earlier projects. The
BNP project was targeted at the higher end of the small business loan market.
To maintain low delinquency and loss rates, cammercial bank-type loan approval
procedures and collateral requirements were established, as was a system for

provision of training to clients. A 3% charge was levied on the loans to
cover the costs of the service.

A review of the operation of the BNP project over the period
October 198l through June 1983 reveals the following:

1. It has made 192 loans with a total value of $4.6 million.

2. The average loan size was $22,000.

3. It created 800 jobs at a per job cost of $5,625.

4. largely because of centralization »>f decision making in the
capital, loan approval and disbursements time varies fram 3

months to 6 months.

5. It costs about $1.00 for each $9.00 loaned.



While this project is relatively successful, it achieves its degree
of success by dealing with the cream of the small business sector and making
relatively lamge individual loans. Recent data shows that the average loan
amount has increased to $28,000.

Over the past several years financial intermediaries and private
sector organizations have shown interest in assisting small scale industry.
APEDE, the Panamanian Association of Executives with AID assistance, is
providing business training to selected owner/managers of small scale
enterprises.

Private financial institutions have made same small business loans
in a response to a perceived social camnitment and as experiments in lending
to the small business sector. However, their officers point out that small
business loans represent for them the highest risk and lowest yields of all
possible items in their portfolios. Their full participation in a small scale
enterprise lending program would be largely influenced by devices and
instruments which would reduce risk and improve yields.

Two other sources of loans for small business report other
canstraints. The credit union cooperatives, which are distributed throughout
Panama, have made a limited number of small scale enterprise loans to their
members and are unable to extend additional credits primarily because of lack
of resources. The cooperatives through their federation, FEDPA, have
previously prooosed that they play a role in a national small business loan
program. They continue to press their proposal.

The 94 "financieras" (Consumer Credit Institutions) occasionally
make same small business loans, but the extremely high effective interest
rates makes borrowing from these sources relatively unattractive. The fact
that SSEs find ultimate recourse in "financiera" credit is indicative of umet
demands by traditional and government-spansored credit programs. (A
discussion of projected demand is presented in Section IV A Page 34)

The GOP, conscious of the demonstrated potential for job creation
through small enterprise, yet recognizing that present SSE assistance programs
were inadequate in scope and in cost/effectiveness, began in 1982 to explore
new project possibilities.

While MICI was seeking a new and more effective small business
assistance program other agencies began to play a role. The need for major
attention to small business was highlighted in the MICI/UNPYME/APEDE seminar
of November 1982, and coamunicated to the President. The seminar attended by
high level representatives of the GOP and of major private sector
omganizations recommended that:

1. Bureaucratic obstacles to public sector lending programs be
eliminated.

2. Provision be made for satisfying the collateral requirements
of the lending institutions.

3. A permanent technical assistance program be established.

4. Responsibility for Small Business Programs be centralized.
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5. Well defined policies be established for development of the
small business sector.

In October of 1983 after the President received these conclusions,
he created a Small Business Council by Decree. The Council is charged with
development of Small Business policies amd with recommending programs
consistent with those policies.

In the same month, the President of the Republic who had, in
various public statements, indicated a cammitment to small business
assistance, made that commitment formally in a major policy address "The
Declaration of Chitre." However, the degree of GOP financial commitment to a
small business program is and will be circumscribed however by the IMF imposed
austerity plan. It is also influenced by the Government's new policy of
utilizing private sector instruments to the degree feasible. Conscious of
costs as never before, recognizing that government operated small business
programs generated high overhead and operating costs, and aware of the
potential for relatively low cost lending by private intermediaries, the
Ministry of Commerce and Industry and the Office of the President began to
look for a project configuration in which the interests of small business
would be served, in which governmental responsibilities would be discharged
and in which private financial intermediaries would be the service
instrumentalities. A GOP/AID policy dialcgue which had cammenced a year
earlier helped shape the new project configuration - which gave substance to a
major depzrture fram previously held Small Bussiness Assistance Policies of
the GOP.

The potential of small business develooment also received increased
attention of the private sector. A specific AID funded effort to improve the
capabilities of the small businessmen was initiated in 1981 with APEDE. That
association, utilizing the services of it members, provides classroom training
to small business persons over a periocd of 12 months. Although generally
considered useful, the training is relatively expensive and to date has been
given to only about 300 persons.

Arrargements were made between APEDE and the BIPAN in which the
latter would lend to selected graduates of APEDE training. APEDE began to
seek funding for a locan guarantee program to support such lending.

At about the same time, under the spmsorship of the Catholic
church, Swiss funds were made available for the establishment of a large fund
to guarantee small business loans of a cooperating bank, the Banco CGeneral.
Plans were made to provide technical assistance to small business throngh
Caritas other Catholic Church organizations and Panajuru. The focus of the
proposed church-spansored guarantee program is primarily upon small rural
agricultural operatives (See Sections III J.4, other Donors, Page 33).

Each of the various approaches were in themselves incomplete and
limited in scope, but they signaled a growing consensus that private sector
lerding institutions could play a major role in small business development if
provisions were made for loan guarantees and if small business skills were
improved through loan-specific technical assistance. The similarity of
independent canclusions by both private sector and governmental entities
established a consensus which was eventually reflected in support for this

project by representatives of the Ministerio de Camercio e Industrias, the
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Ministerio de Trabajo y Bienestar Social, the Banco Nacional de Panami, the
Comision Bancaria Nacional, the SIP, the Camara de Comercio, the Cimara
Panamefia de la Construccidn, the Unidn Nacional de Pequefias y Medianas
Empresas, and the Asociacién Panamefia de Ejecutivos de Empresa in their
capacities as members of the Consejo Nacional de la Pequefia Empresa.

IXII. DETAILED PROJECT DESCRIPTION

A. Sector Goqi

The goal of the Project is job creation through a confluent
marshalling of public and private resources for stimulation and support of
viable private sector econamic activities. The job creation goal is a camnon
theme in USAID/Fanama projects. In this instance, the focus is upon small
business, which accounts for approximately 303 of the total enterprises in
Panama. The traditionally low capital requirements for job creation in the
Small Busirss sector makes development of that sector a particularly highly
cost effective means of employment generation. The USAID projects have
increasingly emphasized and supported the role of the private sector as the
"motor" of development and employment generation. This project seeks to
create conditions, which will permit the small business sector to overcame
special obstacles and to fulfill its econamic potential.

B. Project Purpose

The purpose of the Project is to create a self-sustaining
integrated public/private sector process capable of providing loans and
business assistance to small scale enterprise. Within the integrated system,
provision has been made to maintain continual evaluation of the state of small
business and to elicit policy recammendations for governmental consideration.
Thus the Project serves immediate loan and technical needs, and provides a
mechanism for policy evolution.

In the achievement of the primary purpose of the Project secondary
purposes of considerable importance are served. Private financial agencies
will be used to carry out the loan portions of the Project, thus giving
substance to the avowed GOP policy of reliance on the private sector, instead
of the previous policy of total reliance on government agencies. The
participating financial institutions will provide a minimum of 50% (30% for
Coops) of the funds loaned to small business, thus, for the first time in
Panama leveraging government loan furds in Small Business Programs. Borrowers
under this Project will pay market interest rates and the loan fund will be
revenue producing, thus advancing the GOP policy of red ring subsidy in its
small business programs and permitting market forces to establish the cost of
money to small business borrowers.

C. Beneficiaries (Target Group)

The direct beneficiaries of the Project include small business
owners, present employees, and new workers, engaged as a result of increased
business activities. Assistance effort will be directed to small business not
presently served by existing programs, with special emphasis on
micro-enterprise. The target groups by classification and anticipated needs
are as follows.
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Micro Enterprise (1-5 employees):

~-Short-Term Working Capital Loans

~Legalizing Operations (This includes registration, campliance with
Social security laws and access to benefits unider incentive laws.
-Management Assistance: Packaging Loan Applications.

-Minimal Follow-Up Help

Small Enterprise {5-20):

-Short /Medium Working Capital Loans, Especially for inventory
acquisition.

-Management Assistance: Marketing, Accounting, Legalization of
Operatians.

Medium (15-50):

-Fixed Asset Financing

-Management Training; (Professionalization of Management Below
Owner level),

Firms with 30 or less employees amd whose assets, including private
assets of the owners are less than dollars 100,000 will be eligible for fixed
and working capital loans, not to exceed dollars 50,000. The target group
represents the bulk of Panamanian small business, and excludes only that
up~scale portion which is being served by the small business program of the
National Bank of Panama (BNP) urder the AID funded Employment Planning and
Generation Project (EPG). Thus the entire small business spectrum will be
coverad by one of the two projects.

Priority will be given to micro-enterprise in the provision of
business assistance by MICI. To induce PFI's to provide for the credit needs
of micro enterprise, higher interest spreads will be offered to financial
intermediaries which lend to them. Some of the assistance needs of Small and
Medium scale enterprise will not be served directly by this Project, but will
be referred to APEDE for service within their training program and to a newly
proposed UNIDO sponsored Technical Assistance Project.

Drawing upon the recorded job creation effect of existing small
business lending programs; USAID consultants concluded that, a program with
substantial emphasis on micro-enterprise, and with a high degree of lending
far working capital, could produce one new direct job for approximately four
thousand dollars in new investment. On the basis of that estimate and a
projected camulative lendirg outlays of more than $19 million over the five
year project period approximately 5,000 new jobs would be created. The
injection of new purchasing power fram the salaries of the new workers, fram
increased income of owners and their frequently under-employed workers, and
from increased business purchases will produce secondary employment effects of
undetermined magnitude. Investigacidn y Desarrollo (INDESA), a local econcmic
consulting firm, estimates secondary employment effects at least equal to the
direct employment generated.

Beyond direct and indirect employment effects, the Project benefits

financial intermediaries, technical assistarice suppliers, the GOP and the
econany as a whole.
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Financial intermediaries will be able to extend their lending at
marginal costs to a new client group with reasonable expectations of profit.
Suppliers of business assistance e.g. members of the associations of
accountants, graduates of business schools and others contracted by MICI, will
receive training, exposure to small business and its problems, and a more
intimate knowledge of the econamy in which they function.

We anticipate that the project will advance the role of wamen in
development by providing a loan fuxling base which will be utilized by the
women trained under the AID sponsored Overseas Education Fund (OEF) programs.
It is also possible to utilize OEF trainers as contractors urder the MICI
coordinative business assistance program.

Other programs of the GOP will also benefit fram the loan and grant
elements of this project mainly Instituto Panamefio de Turismo's (IPAT)
artisan/handicraft promotion effort, and proposed activities of the Direccién
de Camercio Exterior (DIQOMEX) to bring small producers into international
markets. Participants in these programs will be eligible for the benefits of
this project.

The GOP benefits directly and indirectly. The tax base will be
broadened and revenues enhanced. The success of a self-sufficient small
business loan system will relieve the GOP of the need for recurrent injections
of funding into the credit system by inducing the banking sector to provide
funds. It will also obviate the necessity of incurring additional foreign
debt to support its small business public credit system.

The nation-wide socope of the Project will widely disseminate its
benefits. Local economies outside the metropolitan areas will be
strengthened, thus contributing albeit marginally, to a reduction in urban
migration. The increase in well being associated with employment increase
should impact positively on the Panamanian social and political ambience,
contributing to stability and domestic tranquility.

Finmally, the econamy as a whole will benefit fram the stimulation
of economic activities, from greater local value added, and to scme degree at
least, fram an increase in foreign exchange earnings.

D. End of Project Status

When the Project ends in 1990, it will have established an
integrated, fully functioning and self sustaining credit/assistance mechanism
capable of making one thousand loans per year. It will have a camposite loan
portfolio of approximataly $12 million, ($6.0 million from the loan fund and
$6.0 million fram the participating camercial banks). Loans are expected to
average between $4,000 and $5,000 and have an average term of 3 years. Loans
in the portfolio will primarily support labor intensive projects which have an
average capital/labor ratio of $4,000/1, thus producing an employment creation
rate of about 1,000 jobs per year. As the Project continues, recycling of
revenues will bring the composite portfolio up to nearly $13 million yielding
a job creation rate of 1,700 jobs per year.

One of the three essential loan instruments in the Project, a

Comisién Bancaria Nacional managed loan fund, will have provided 50% of the
$12 million loaned to small business; will have increased its capitalization
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through revenue retention from $6 million to $6.4 million; and established the
basis for accelerated capital growth.

The second essential instrument, a Comisidén Bancaria Hacional
managed Guarantee Fund, will have guaranteed up to $8.5 million of the
uncollaterized portion of the $12 million loaned; increased capitalization
from $1.5 million to $1.7 million; and be positioned to maintain a guarantee
portfolio equal to 70% of new loans made in subsequent years.

The third essential loan instrument, the private financial
institutions, will have provided approximately $6 million in loans to small
business. There will be approximately 40 financial institutions participating
in the Project, branches of which will provide full or nearly full national
coverage.

The technical support instrumenl, a business assistance mechanism
managed by MICI, will have carried out business assessment, and will have
provided loan-specific business assistance to 6,800 small businesses. It will
have an annual capacity to carry out 2,000 business assessments of small
businesses and to provide loan-specific direct advisory services to 1,000
businesses.

The Consejo Nacional de la Pequeria Empresa, established to make
policy and program recommendations to the GOP will be fully functioning and
will have formulated a ccherent small business develooment policy. The
nationwide loan/business assistance mechanisms will constitute an information
system, feeding into th~ Consejo Nacional de la Pequera Empresa the concerns
of the small business community, evaluations of the loan and assistance
programs, and suggestions for the attention of the Council.

MICI will have completed the dismantling of its small business
lending program; and will have re-directed some of its resources to provision
¢k business assistance to the small business comnunity.

The End of Project status, as described above, applies to
activities completed and capabilities acquired by the 5th year of cperatims.
This obscures several major accamplishments which will not be evident until
the AID loan is paid off in the 20th year. At that time the Loan Fund would
be debt free and capitalized at about $6.0 million; and the guarantee fund
capitalized at about $2.6 million, thus providing a flexible base for
continuation or modification of small business lending without recourse to
public fuxds. Should, as seems likely, the default rates on the guarantee
fund, be less than projected at this time, the incremental earmings would be
used to defray part or all of business assistance costs.

E. Project Rationale

As a result of fomal ard informal evaluations MICI leaders
concluded that employment generation effects could indeed be produced by small
business development, but that flaws in existing programs precluded the
attainment of desirable levels and distribution of such effects. Expansion of
small business development programs was needed, but unless the defects
observed were remedied, expansion would be relatively fruitless.

Two fundamental flaws noted in current programs had to be remedied.
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1. Lending under these programs required that borrowers pledge
adequate collateral, a caxdition which the bulk of the small
business community of Panama was unable to meet. Thus even

well conceived and potentially profitable projects were unable
to receive loan fundirg.

2. Successful management of loan funded projects requires that
the rcsponsible entrepreneur have, or have available to him, a
rarge of adequate business skills. The bulk of the small
business community is bereft of these. Thus even if the
problem posed by collateral requirements were resolved, the
businesses funded would remain highly wvulnerable. Present
projects have not adequately addressed this problem.

It was concluded that provisions to remedy the noted flaws would
have to be made in a revision of existing programs, or in new projects if
otherwise warranted.

The BNP small business lending program funded under the AID EPG
project was not considered as a candidate for major revision. It was regarded
as a relatively effective instrument serving the high end of the small
business market and those few borrowers which could pledge adequate
collateral. As such it had a limited but justifiable role.

Thus attention focused on the remaining GOP small business project;
the MICI lending program. The evaluations had revealed administrative,
technical and fiscal flaws, which in varying degrees debilitated the MICI
project and yielded a high cost/low performance result. Continuation of the
project in its present form would inevitably lead to decapitalization.

A number of proposals for rescructuring the MICI operation were
advanced; including the formation of a new small business bank which would
have absorbed the MICI project. In a review of the proposals additional
flaws, inherent in governmentally cperated lending programs, were identified.
It was noted that such programs cannot be totally politically neutral. Even
where the lending process has been successfully isolated from political
influence, the borrowing public, regarding governmental lending as a form of
largesse, 1s reluctant to repay loans; and would be collectors incur the
threat of political retaliation. It was this generally accepted observation
which gave rise to the progposal for a special autonamous small business bank.

Another telling observation arising fram the evaluations was that
special lending programs administered by the Government required new
administrative structures and staff, resulting in high overhead amd
operational costs. Where lending is limited to a special group e.g. small
businessman, portfolio levels are frequently insufficient to generate enough
revenues to offset those high overheads. This is especially so when interest
rates are maintained at low levels. An unintended effect of artificially
maintained low interest rates is decapitalization and consequent denial of
loan opportunities to the bulk of the small business cammunity. Private
financial institutions which lend across a wide spectrum of clientele, can
take on additional loan activity at marginal costs. Specialized governmental
lending, on the other hand, must absorb the full cost of overheads and
operations, thus establishing the least fiscally attractive process.



These observations led to a conditional conclusion that, if a

reasonable small business lending alternative could be found, MICI would
withdraw from a lending role.

The recognition that low interest rates iurther jeopardized the
fiscal integrity of institutions engaged in inherently riskv lending to small
business, was accompanied by acknowledgement that such rates might not serve
the best interests of the small business community. It's availability led
untutored entrepreneurs to the deceptive conclusion that low interest payments
could compensate for the marginal viability of projects being considered. To
the extent that such projects were sametime successful, they were so because
the business was insulated from the realities of the momey markets. In short.
subsidized low interest rates were not necessarily wholly benign and
subsidized credit would be a necessary condition for the continued survival of
marginal projects.

While the GOP and USAID discussed the evaluation of MICI and the
observations derived from that evaluation, new factors impinged on the
development of this Project.

1. The GOP cancluded that it must rely on the private secter as
its main economic motor, thus formally abandoning its
experiments with para-scatal businesses which had
characterized the Torrijos years.

2, At the same time, in response to IMF agreements, it began to
retrench. Under pressure of reduced pudget allocaticons,
unnecessary or marginally effective programs came under
scrutiny. Small business programs were not excepted.

On one hand the GOP felt campelled by econamic raticnale to assist
small business, and the econcmic ratimale was echoed by the small business
camunity. On the other hand it was increasingly clear that a burdened
treasury could hardly justify expenditures on programs which were
ineffective. It sought a solution which would remedy the defects observed in
existing programs, which could have the necessary national employment
generation effects, and which at the same time would reduce or eliminate the
necessity of successive subsidy.

The ideal solution sought would have the following
characteristics. It would:

1. utilize nan—governmental resources to the greatest extent
possible;

2. provide rapid and adequate access to loans for all strata of
small business throughout the country;

3. Dbe self sustaining and stable;
4, respond to econamic realities of small business; and

5. have maximum employment generation effect.
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The incorporation of these characteristics in ne project required that
private sector resources be mobilized for small business lending. The
Panamanian banking community with a nationwide network of branches enjoying
high liquidity and experiencing a reduced demand for loans was clearly
positioned to supply loans if motivation to do so could be created. The
savings and loan cooperatives, had previously expressed interest in serving as
lenders to small business. They, however, were without sufficient funds to do
so. It was concluded that a strategy would be required which would induce
private banks to lend, and in which the cooperatives could be funded for that
purpose. That strategy would have to insure that public purposes were served
within a framework and under conditions acceptable to the small husiness
canmuni ty.

F. Project Strategy

Project strategy focused on three sets of inter-actions: the first
on the required compatibilities of participating financial institutions and
the small business camunity; the second on Government and Private financial
intermediaries; and the third on Govermment and small business cammunity.

A canvas of the banking camunity revealed that the high risk and
relatively high transaction costs of small business lending by private
financial institutions required that the following conditions be met before
they could effectively lend to small business:

1. Interest spreads sufficiently ample to cover costs and to
produce a nominal profit. This implied interest charges at
least equal to prevailing market rates.

2. Risks be minimized by collateral or guarantee.

3. Freedom to utilize their established standard procedures in
loan making.

The small business cammunity, polled extensively, responded to PFI
requirements by stating almost universally that market rates of interest were
acceptable provided that the long delays in loan procurement, which had
characterized public lending, would not characterize the lending of private
institutions. The willingness of the small business camunity to accept
market rates established the first principal of the Project, and provided the
basis for resolution of other issuess. The banks' insistence on their own
simple procedures was campletely in accordance with small business' desire for
rapid reaction to loan applications. Thus a second principal was derived,
viz. that lcan approval decisions would be made on the basis of standard
financial analyses by the banks. This implied simplicity in procedure and the
acceptance of decisions related to prevailing econamic realities.

Interaction of the private banks and the small business community
left two issues unanswereds how the banks could minimize their risk, and how

the small businessmen could formulate projects which would meet bank financing
requirements.

Resolution of the risk issue came fram the interaction of the banks

and the GOP. The banks were unable to minimize the risks of financial
exposure without collateral. The GOP was willing to substitute loan
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guarantees in lieu of client collateral, but subject to conditions which would
maintain the integrity of a proposed fund fram which the guarantees would be
provided. To maintain the discipline of bank lending, banks had to accept a
reasonable degree of risk. Should the GOP guarantee 100% of small business
loans, risks would in reality be assumed by the government. Such an
arrangement would surely induce a casual approach to the lending process on
the part of the banks and their clientele. It was proposed that the GOP
establish a fund which would guarantee only 70% of the uncollaterized portion
of a loan. Such guarantees would substantially reduce bank exposure, yet
enough exposure would be present to insure that the banks would treat each
loan with due care, The banking community accepted the proposal in principal
and five banks indicated their willingness to lend under such an arrangement.
Thus one component of the Project emerged -— a Loan Guarantee Fund.

A second camponent, a loan fund, was also defined. The savings ard
loan cooperatives which also camprised a national network were lending up to
15% of their funds to small enterprises and were unable to lexd additionally
because of poor liquidity. The coops were also especially well positimed to
lend to the micro enterprise, a potential client group previously neglected.
The loan fund would make resources available, primarily to the coops to fund
up to 70% of sub-loans to small business. It would also be available to
participating banks to cover up to 50% of such bank sub-lendirg. Thus the GOP
loan fund would leverage at least an equal amount of bank funds. Increased
leverage would be likely as the banks, after experiencing initial success with
lending under this project, would use their own lower cost monies in greater
degree.

In the third interaction between the GOP ard the small business
camunity, the GOP, seeking to protect the solvency of the Guarantee and Loan
Funds, sought a revenue producing formula for use of the fuds. The small
business cammunity had already accepted the proposal of paying market rates.
A formula was devised which called for lending to sub-borrowers at a maximum
rate of LIBOR plus eight percent (8%); thus, "roviding for flexible respose
to the money markets, while simultaneously poniitting a spread of up to 8% to
participating financial institutions - a spread considered fully adequate by
the banking cammunity. This formula was subsequently adjusted in conferences
between the URAID, the Comisidén Bancaria Nacional and MIPPE. The new formula
calls for no ceiling on interest rates. These will be adjusted by the
Comisidén Bancaria Nacional in response to prevailirg market conditions. The
Comisitn will also reserve the right to adjust interest rates upward by as
much as 3% during the life of any loan. The proceeds of such adjustments
would be allocated to the Guarantee Fund. The Comisibn would utilize this
right anly if, in its judgement, the revenues of the Guarantee Fund were
inadequate to cover default claims. In practice the rate initially
contemplated and accepted by those barks who have indicated their desire to
participate, is LIBOR plus 5%. Competition among banks may possibly further
reduce the rate. Assuming that financing of the Loan Fund was provided by an
AID concessional loan, it would provide an ample spread for the fuxd, thus
permitting it to grow, even while the AID lcan was being repaid. This concept
was a reversal of earlier GOP policies which called for interest rate
subsidies to individual borrowers. Now the subsidy inherent in a concessimmal
loan redounds to the benefit of the small business cammunity as a whole,
insuring continuation of the lending program and a manifold increase in
individual beneficiaries.

-17-



The Loan Fund would be protected by the Guarantee Furxd, but how
would the Guarantee Fund maintain its solvency? It would charge a fee to the
financial intermediaries chosing to use it. That fees would have to produce
enough revenue to, at least cover, defaults ard operating costs. At a
projected defanlt rate of 4.5% of portfolio a fee of a 5% would have to be
applied to the uncollateralized portion of each sub-loan which requires a
guarantee. This would bring the effective cost of borrowing at present market
rates up to about 203, for one year loans; and 17.4% for three year loans.
Small business representatives indicated that prevailing interest rates from
non-banks sources were greatly in excess of the proposed rates, and the latter
wera acceptable.

Second, the Loan Fund would invest its base capital to produce
additional revenues, and provide for accumulation of additional capital.

Agreement was readily obtained on the need to provide business ard
financial management assistance to the small business borrowers. Such
assistance was deemed necessary to protect the Guarantee Fund fram inordinate
claims resulting from poor projects and poor management. It was also
considered as an appropriate and necessary governmental activity to improve
the business skills of the largest segment of the private sector. The small
business camunity regarded such assistance as essential to the fiscal well
being of its members.

However, acceptance was not universal and considerable concern was
expressed by business and governmental representatives that the reversal of
the long time governmental practice of highly subsidized lending to small
business should not be perceived as complete abardonment of small business to
market vagaries. The levels of interest called for in the project were, in
the opoinion of the representatives, the absolute maximum which could be
imposed without jeopardizing the project and the credibility of those who
supported it. The interest rates will probably remain a sensitive issue.
Fortunately the project has the flexibility to move them up or down as events
dictate.

The unanimity of agreement on the need for management assistance to
small business, was accompanied by lergthy discussion of the nature and
intensity of such assistance. At one extreme a minority held that existing
small business had acquired skills sufficient for their survival and that anly
limited specialized information and training would be required. Other
assistance would be of marginal nature. At the other extreme, it was held
that extensive technical and management training was necessary for full
development. of existing as well as new small business ventures. Both
positions were substantiated by studies and evaluations of small business
programs throughout the world. The choice ultimately agreed upon was that the
assistance to be provided would, (a) be loan-specific; i.e. deal with the
project for which a small business borrowed furds; (b) be limited to transfer
of business skills rather than attempt to transfer production techniques, anmd
(c) to include a vetting system which would select clients for assistance anly
after there was solid indication that the assistance was needed, could be
absorbed, was relatively simple and appeared to be cost effective.

With the resolution of the lLusiness assistance issue all the main
elements of the Project had been identified and accepted. It was now
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necessary to define roles and procedures more precisely and establish
dimensions of the Project.

G. Project Components

There are four camwponents to the Project; the first three, a Loan
Fund, a Guarantee Fund and a business assistance camponent are intended as
operational instruments. The fourth, the Consejo Nacional de la Pequefia
Empresa will function as an advisory unit to the GOP and will monitor the
Project. The operational campments respand to the strategy considerations
discussed previously and are designed to permit decentralized and simplified
administration within a mutually supoortive framework.

The operating components are designed to provide soecial assistance
to any of the approximately 30,000 Panamanian firms which employ less than 30
workers and have personal and business assets of less than $100,000. The
structur., administrative procedures and resources provided must contribute to
a system capable of making 1000 lcans per year.

1. The Loan Furnd

A $6.0 million loan fuxd will be established by the GOP and
administered by an Executing Agency, the Comisién Bancaria Nacicnal. The
Comisitn Bancaria Nacional will contract with the B¥P tc be its fiduciary
agent; e.g. to disburse, collect and invest furxds in conformance with
directions of the Comisién Bancaria Nacional.

Under temms and corditions set forth in participatory
agreements designed by the Comisiun Bancaria and executed between the BNP ard
the participating finarcial institutions the financial institutions would,
with their own fuxds, make loans to the eligible small business. The terms
and conditions of those loans made by the private financial institutions would
be as follows:

a. Maximun amount of loan to an individual business: $50,000.

b. Maximum amount of loan for the expansion of an on-going
activity: normally 90 percent of the total required
investment.

c. Maximum amount of loan for the establishment of a ncw
enterprises normally 80 percent of the total required
investment.

d. Maximum period for the maturity of the locan: 5 years.
In excentional cases where depreciation of assets
purchased fran loans seriously affect the viability of
the project, the pericd can be extended with the consent
of the Executing Agency up to a maximum of 7 years.

e. Maximum grace periods 1 year, except in exceptional
circumstances at the discretion of the lender a 2 year
pericd may be granted.



f. Effective cost of money to the borrower: to be

established by the executing agency and to correspond to
market rates.

Approval or rejection of loan requests by small business will
be solely at the discretion of the financial institutions. Upon disbursement
of loans the financial institutions shall be entitled to reimbursement of 50%
or 70% of the value of the loan. Such reimbursement will be considered a loan
from the fund at a rate reflecting the prevailing LIBOR rate. The
institutions assume the risk and obligation to repay the Loan Furd.

Under this arrangement it will be assumed that the loan for
which reimbursement is sought is in full conformity with the provision of the
Participation Agreement. The Executing Agency will receive a copy of each
approved loan application with the reimbursement requests. No lcan review

will be conducted by the Executing Agency except for extraction of infcrmation
required for program evaluation:

The Participation Agreement would, among others, specify
eligible SSE borrowers, maximum amount of locan, method of reimbursement from
the loan fund, method of reimbursement from Guarantee fuxd for bad debts,
maturity and grace period of loans to SSEs, method of payment of principal and
interest to the Executing Agent, administrative and legal steps to be taken by
PFIs in cases of default by SSEs, cost of money to PFIs from Loan furd,
percentage of loans eligible for guarantee and the premium to be charged, amd
maximum rate of interest chargeable by PFIs.

The role of the Executing Agent and its fiduciary agent would
be established in the Loan Agreement and/or in a special agreement between the

Comisién Bancaria Nacional and the BNP. The role is described in Section V.3.

The size of the Loan Fund was determined by two requirements.
It's minimum level would be determined by the smallest portfolio capable of
generating revenues in excess of costs. It would optimally be funded at a
level sufficient to have a substantial impact on small business develcomernt.
A pro forma cost/revenue exercise indicated that the fund could break-even
with a fully performing portfolio of about $4.0 million with an average loan
size of $4,000.

A Loan Fund fund portfolio of that level would be matched by
an equal amount of private institution monies. Effective demand for small
business loans would have to be sufficient to support a camposite portfolio of
at least $8.0 million in lcans with an average life of three years.

Surveys imdicated a demand far in excess of this level. The
financial institutions, which have agreed to participate in the Project,
estimate their lending rates under the Project as follows:

Miridmum Probable
Institution Per Year Per Year
BIPAN $ 500,000 1,000,000
Banco Exterior 1,000,000 1,500,000
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Minimum Probable

Institution Per Year Per Year
Chase - 640,000
Banc.cer - 250,000
Banco del Comercio - N/A
FEDPA - 800,000

Assuming the relative accuracy of these estimates, loans with
an average term of three years would produce a camposite portfolio of about
$12.0 million, same $6.0 million of which would be included in the Loan Fund
portfolio —— a sum sufficient to generate substantial surpluses.

A twelve million dollar composite portfolio of 3 year loans,
replenished by annual new lcans in the amount of $4.0 million, would with an

average loan of $4,000, produce about one thousand jobs per year, and impact
wpon one thousand small fimms.

When capitalized revenues are recycled into the lending
stream, and, as is also anticipated, participating banks provide more than 50%
of the funds sub-lent, the fud will have a capacity for servirg additicnal
clients and a subste.atially higher impact on small business develcoment.

To help monitor, supervise ard implement the Loan Guarantee
Furds, Grant Funds will be utilized to purchase two (2) micro-computers for

the Executing Agency. The micro-camputers for the Executing Agency will be
used to develop a data base on each approved lcan and guarantee issuad.

Reports on loan status, arrears, disbursements, trends in portfolio and other
related items will be prepared on a monthly and or quarterly basis by the
Executing Agency.

2. The Guarantee Fund

The CBN will act as Executing Agency for this fund as well as
for the loan fund. Each will however, be treated as separate cost centers.

(The role and responsibilities of the Fiduciary Agent are shown in Section V).

The Guarantee Fund will be funded in part by an AID grant of
$1.0 million amd in part by a GOP contribution of $500,000. The GOP
contribution will be generated by liquidation of the loan portfolio held by
MICI under the small business lending camponents of the URBE Project amd of
the Integrated Program for the Urban Poor (IIPUP/C,. The MICI lending
activity will be phased out over a two-year yielding the sum of approximately
$250,000 on each of the second and third years of this project. The AID grant
would be disbursed immediately after the campletion of CPs. Two purposes are
served by early disbursement. (1) The fund will be palpably credible —— A
cadition essential to its function. (2) It will permit immediate investment
of the furds — a coxdition essential to its self-sufficiency.

The fund, if maintained in a relatively liquid state, would
provide "a collateral base" upon which private financial institutions could
predicate loans to collateralless borrowers. The PFI's would, at tbzir
option, secure a guarantee for up to 703 of the uncollateralized portion of a
lcan made under this Project. The option would be exercised by filling out a
simple form and forwarding it along with a check to cover quarantee fees to
the Executing Agency.
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The terms and conditions which govern the use of the guarantee

mechanism will be set out in a participation agreement executed by the CBN and
the private financial institutions (See Loan Fund, Page 19).

The operational design of this furd was conditioned by the
fact that Panama has no experience with guarantee programs.

Default rate were projected on the basis of the experience of
private banks, savings and loan cocperatives and the various public lending
programs for small business. Banks and coops report default rates of less
than 1/2 of one percent of outstanding portfolios. Default rates of the small
business lending programs of MICI and of the BNP are not readily available
because of the large scale practice of re-negotiation of troubled loans and
inadequate collection procedures. The USAID reviews of the BNP portfolio
indicate that about 19% of the portfolio is not performing. Non-performing
loans in the MICI portfolio is at least at that level.

The careful lending practices of the financial intermediaries
who will lend under this project, have contributed to their low default rate.
These will be affected in part by the inherently riskier nature of small
business lending ard in part by lack of recourse to borrowers collaterized
assets. The soundness of projects selected for financing, and the
effectiveness of small business assistance become more important elements in
lenders risk analysis, than would be the case where high collateral provides
an ultimate cushion for the lerders.

It is reasaonable, given these conditions that default rates
urder this project would be greater than the PFIs' historical rates. To
insure prudent sub-loan approvals and disbursements, and hence containment of
the defaults rate, the PFI's will take 30% of the risk on uncollaterized
portion of each loan guaranteed.

Taking into account experience elsewhere, as well as the
unique element of this project which temds to bring lerding practices in line
with narmal bank standards, it was the consensus of the banks, coops and AID
consultants that the default rate would run somewhere between 2% to 4-1/7%.
Project projections are based, in the interest of prudence, on the higher
estimate.

The earnings fram invested capital and fram the 5% one-time
charge on amounts guaranteed will be sufficient to meet all claims against the
fund and to accumulate surpluses. At default rates above 4-1/2%, the
Guarantee Fund would begin to decapitalize. Should it fall as low as 2%, a
more likely eventuality, the additional revenues could be sufficient to defray
part or all of Business Assistance Costs. At this stage it is prudent to plan
on the basis of the more conservative estimates, anmd a default rate of 4-1/2%
is used as a basis for Guarantee fund self-sufficiency calculation.

The participating banks will be selected urder criteria which calls
for a record of financial soundness and a history of prudent banking practices
as evidenced by low default rates and sound footings. Recognizing that
failure of PFI's attributable to causes outside the purview of this project
would adversely impact on its financial position the executing agency will
place a limit on the amount of funds allocated to each participating PFI. The
limit will be set on the basis of the PFI's financial strength and candition.
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The executing agency may, at its discretion, suspend new locans or
guarantees to any participating PFI if, in its judgement, the PFI is in
non-campliance with participating agreements or if its condition is considered
unsatisfactory.

The executing agency honors claims against the guarantee furd
within 90 days after a PFI has initiated legal collection action on a
defaulted account. As in the case of the loan furd, periodic spot checks will
be made of borrower/grantee performance. These will be routinely supplemented
by reports of the business assistance persannel who will periodically visit
borrowers. The obligation of the guarantee fund is, at this time, limited to

repayment of 703 of uncollected principal. It will enjoy full subrogation
rights after payment of claims.

3. The Business Assistance Component

This camponent will provide business assistance to SSE's,
helping them in analyzing their business needs and opportunities, in preparirg
of lcan applications and supporting documents, in record keeping, ard managing
their operations until the loan is paid.

The agency charged with this role, MICI, will perform the
following functicins:

a. It will provide technical assistance to the SSE's with a
permanent and contracted staff who have the approporiate
technical capacities, and are geographically positioned
to provide such assistance rapidly, effectively, and at

low cost, e.g., APEDE, the associations of accountants,
and the university business faculties.

b. It will utilize a decentralized system for responding to
requests for technical assistance from individual members
of the SSE camunity through financial institutions or
through government offices.

c. Its technicians will carry out business assessments of
SSEs to assist, where appropriate, in the preparation of
loan applications to be presented to the financial
institutions.

d. It will provide assistance and advice over a one-year
period to those businesses which receive loans. In
exceptional cases the assistance may continue far up to
three years.

e. It will participate in periadic qualitative amd
quantitative evaluations of the Project.

f. It will identify small business policy issues for

consideration by the Consejo Nacional de la Pequefia
Empresa.
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The Direccibén General de la Pequaia Empresa of MICI now
charged with lending to small business, will relinquish that role and be
reorganized to carry out the above listed business assistance functims. It
will operate through personnel stationed in six regional MICI offices amd four
will be supplemented by FEDPA personnel. Each MICI office will be staffed
with a MICI small business supervisor ard two business technicians, and as
needed, by contracted technicians.

Outreach agencies including UNPYME, the Federation of Chambers
of Commerce, APEDE, the members of FEDPA and participating banks will make the
Project known to potential clients by means of meetings, announcements, radio
and television. UMPYME will offer special project familiarization seminars in
six regions of Panama.

Small businessmen, in need of loan assistance, may call at any
of the regional offices for assistance. Should the businessman believe that
he has a viable project ready he may apply directly to the regional office or
to a participating financial institution, which may accept or reject his
application. Should it be rejected, the regional office will refer him to the
appropriate UNPYME, or FEDPA, APEDE or MICI office for assistance. Upon the
applicant's presentation of his problem to a regional office, the office
supervisor will assign a technician to the case and arrarge for a visit to the
applicant's establishment. At which time he will conduct a business
assessment. The activities carried out in the business assessment and in
subsequent assistance activities are as follows:

a. Business Assessment

(1) Comduct entrance interview with small business owner
and provide him with an overview of the BAC project.

(2) Identify type of assistance requested by small
business owner.

(3) Develoo a profile of the business firm. The profile
will include Company Name; Mailing Address; Business
Phane; Years Buriness Established; Name of Business
Contact Person and Title.

Type, size and characteristics of Business:

It will identify the principal products and services
offered and special capabilities of the business
firm (description) and will verify the gross
receipts of last business year and the number of
full and part-time employees.

(4) Assess the business' present market and its
capabilities.

(5) Prepare both a Business and Personal Financial
Statement.

(6) Identify main business problem(s).



(7)

(8)

(9)

Identify what business owner has done about
problem(s) .

How the business owner prcposes to solve business
proolem(s) .

Recamendations for lcan application and management
technical assistance needed to qualify for a loan.

Determine Small Business' Capability for Utilizing Loan

Funds

(1)

Loan

From cansultation with Participating Financial

Institution (PFI) Loan Officer(s) who work on BAC
loans:

(a) Determine if status of the small business
qualifies for a laan;

(b) if small business qualifies, acquire loan
application forms frem PFI;

(c) if small business does not qualify, Business
Technician (BT) prepares a technical assistance
plan for the business owner with the assistance
of APEDE, UNIDO, etc. to help business qualify
for a future loan.

Application Preparation

(1)

Post

Business Technician prepares loan application papers
with the business owner according to lcan
application requirements of the PFI

Loan Approval Activities

(1)

(2)

Business Technician (BI') with the business owner
reviews business plan as stated in loan application.

BT provides management technical assistance to meet
the loan payment requirements, through the following
actions.

(a) assess and/or develops business and personal
financial control procedures.

(b) assess and/or develoos business organization
and persc.inel.

(c) prepares a checklist for business management
assistance to ensure lcan payments.

(d) strengthens marketing and sales procedures used
by small business owner.
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(3) Provide additional business technical assistance
during 2nd and 3rd year of the loan, as appropriate.

In order tc provide the services outlined above, the BAC will
require well trained and experienced personnel, and skilled management of such
personnel. Therefore, the Project design calls for: strimgent personnel
selection standards, specialized training for all persons selected, including
contractual personnel, standardized and monitored procedures and careful
performance evaluations.

The standardized procedures will be set forth in an
operations manual which will facilitate the decentralization of all
operations. The supervisors in the regional offices will have full autonomy
in operating under the procedures of the operations manual. They will report
weekly to central management, ard will be subjact to yuertczrly budget
adjustments based on performance and projected needs. Coordination with
participating financial institutions and outreach gqroups will be a principal
function of the regional supervisor.

Policy and uniform operational adjustments will be made fram
time to time by central management in response to formal and informal
evaluations.

The Central Manager will also be the MICI representative on
the Consejo Nacional de la Pequefia Empresa; and with his staff, will serve as
Technical Secretariat to that Council, thus the BAC will be both a channel of
information to the Council and an instrument of policy.

While the loan and guarantee camponents of the Project will,
if properly managed, be fiscally self-sufficient, the business assistance
campanent will be fuxded from re-allocations of the MICI budget. A gradually
decling amount of AID grant furnds will supplement that budget.

Methods of self-financing fram user charges were explored ard
rejected. A fee structure tied to the size of loans made urder the Project
added so much to the cost of a lcan as to make the final interest charges
unacceptably high. Despite small business acceptance of a shift in loan
charges from 8% under the MICI program to 18% under the loan/guarantee element
of this Project, it was clear that the imposition of significantly higher
rates would be impolitic; and recuperation of business assistance costs would
indeed require significantly higher rates. Further, they would raise serious
issues of equitability, in as much as the larger fimms would in fact subsidize
smaller firms; and non users of T.A. would balk at any payments. The
acceptance of the upward shift in rates which apply under this Project is a
quantum leap and represents a shift in both govermmental and private sector
outlook. This in itself, is a notable accomplishment of this Project amd
should not be jecpardized by placing extra demands upon the system at this
time.

The MICI authorities pointed out that under their overall
charter and their role as Secretariate to the Consejo Nacional de la Pequefia
Empresa, the MICI has an obligation to assist the small business cammunity,
and that the most practical and effective form of assistance would be training
and guidance to the camunity to help their transition into the market

26-



econany. Further, they noted that funding for such assistance could became
available as they phased out the MICI lending operation thus shifting
resources from a marginally useful to a significantly useful function. Cost
canpavisons between a MICL operational business assistance program, urder the
guidelines noted and possible program of private institutions, showed no
important differences. Even in the eventuality of cost reducticas in
privately operated assistance programs, there was no guarantee of stability of
funding, interest or capability. Only MICI, operating under government
mandate could fulfill those conditions.

To help monitor, supervise arnd implement the business
assistance field activities, Grant Funds will be utilized to purchase 7
vehicles (1 per field office ard 1 for the administration). One vehicle will
be assigned to each of the six regional officer and cne will be used by the
administrative office to monitor the operations of the regional offices. The
field office vehicles will be used by the supervisors and business technicians
while perfoming their official duties as described in Annex B, Section 3.
Preliminary calculations indicate that each vehicle will travel 40 kms. per
work day for a total 8,520 kms. per year.

Six Micro-computers will also be purchased to process the
field data, keep the records and camplete the report fornats which will be
utilized by the BAC. Like the vehicles, each of the micro-camputers will be
assigned to the regional officer. The micro-camputer assigned to the Panama
Office will also be shared by the Administrative Office.

With the help of the micro-camputers, the MICI will maintain a
data base of project activities, keep administrative records and prepare

project reports. Prior to implementation, a camplete set of farms will be
designed for this component and the data will be stored in the

micro-camputers. Annex B. Section 3 cantains a list of the forms to be used
in this campment.

4. Consejo Nacinal de la Pequefia Empresa

The Consejo Nacional de la Pequefa Empresa was established by
executive decree to serve as a small business policy and program advisory
board to the Government of Panama. Comprised of government and private
organizations most concerned with small business develcoment, it has met
regularly and concientiously since its inception. It is involved in the AID
sponsored Policy Analysis and Research System (PARS) Small Business Policy
Study, amd has reviewed, discussed and approved this Project; and recommended
that the Minister of MICI formalize his approval.

The Council will monitor this Project amd the proposed UNIDO
technical assistance project, also housed in MICI, and is expected to be
active in an increasing range of activities pertaining to small business
development.

H. Project Activities/Outputs

1. The Loan Furd (LF)

The Loan Fund will be administered by the Comisién Bancaria
Nacional, acting as the Executing Agency for the GOP. By the end of the fifth
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year the loan system linking the fund, the participating financial
institutions, and the small business clientele will be fully functioning.

Outputs:

A national private small business lending network including
banks and savings and loan coops; emmission of more than $19 million in small
business loans, a cansolidated loan portfolio of $12.0 million and an annual
lending rate of 1000 loans per year, and an earned surplus of $386,000.

Funding:

AID $6.0 million development loan, $0.3 million grant,
financial institutions $6.0 million loan. The AID grant component will cover
administration costs of the Loan Fund during start-up phase of operations, a
period estimated at approximately 2 years.

2. The Guarantee Fund (GF)

The fund will be fully functioning and will have adjusted its
guarantee fee to reflect historical default rates.

Outputs:

The fund will have guaranteed more than $13 million in loans,
and its capitalization will increase from $1.6 million to $2.2 million during
the life of the Project. This campment will be self-sufficient.

Funding:

AID $1.0 million Grant, disbursed the first two years of the
Project and a minimum of $500,000 from proceeds of the liquidated loans of the
UREE and IIPUP/C projects.

3. The Business Assistance Component (BAC)

The Business Assistance Camponent will be administered by the
Ministerio de Comercio e Industrias and will frequently be the bridge between
the PFIs and the SSEs. The BAC will improve the small businesses' ability to

manage their operations, make loan applications, repay the loans and create
jobs.

Outputs:

A business assistance mechanism capable of providing 2,000
business assessments per year; plus loan-specific business as%istance to 1000
small businesses.

Flm:iig:
AID $1.7 million Grant and $1.5 million from the GOP.



TABLE 3

SUMMARY OF PROJECT OUTPUTS BY COMPONINTS AND YEAR

Cunulative
Outputs 1 2 3 4 5 Totals
1l. Credit Furd
Number of Loans in Portfolio 200 500 800 900 1,000 3,400
Outstanding Portfolio($Millions) 0,8 2,8 6,0 9,6 12,3 12,3
Direct Jobs Created 200 566 1,056 1,510 1,709 5,041
Surplus Earned - - 6 130 250 386
2. Guarantee Furd
Amount of Portfolio
Guaranteed ($000s) 560 1,960 4,200 6,728 8,59 8,590
Surplus Earned ($000s) 78 149 131 %4 48 500
3. Business Assistance Coioonent
Business Assessments 400 1,000 1,600 1,800 2,000 6,800
Business Assistance 200 500 800 900 1,000 3,400
Follow-up Assistance - 200 700 4,300 1,700 3,900
Regional Seminars
Familiarization Seminars 6 6 12
Participants 250 250 500
Training Seminars 6 6 6 6 6 30
Participants 200 200 200 200 200 1,000

I. Project Inputs

The Project inputs by camponent are summarized in Table 4.

The

inputs allocated to the Credit Fund are funds which will be contributed by an

AID $6.0 million loan and $6.0 million in counterpart loan by PFI's.

A

$300,000 grant has been allocated to cover the cperaticnal deficit of the Loan
Furd during the first 2 years of the project. The Guarantee Fund will be
capitalized through a $1.5 grant from AID.

The bulk of the imputs in the Business Assistance Component will be
allocated in the technical services areas; i.e., business technicians who
provide assistance to SSEs. Complementary inputs of this section include
training of the personnel who will provide the service, plus equipment,

material and operaticnal outlays.



TARLE 4

SUMMARY OF PROJECT INPUTS BY QOMPONENT AND OQOST

($000s)

USAID Counterparts
nent Quantities Total Grant Loan GOP FSIs
1. Loan Fund 12,300 300 6,000 6,000
Credit 12,000 - 6,000 - 6,000
Operating Deficit 1/ 300 300 - - -
2. Guarantee Fund 1,500 1,000 = 500 =
3. Business Assistance 3,300 1,700 - 1,600 =
a. Training 121 persons 80 66 = 14 -
b. Technical Assistance 1,920 1,240 - 680 -
Technical Services 59 person/yr. 1,336 656 - 680 =
Local Contracts 2 person/yr. 34 34 - - -
T.A. to MICI 25 person/yr. 200 200 - - -
Project Liaison 5 person/yr. 250 250 - - -
Evaluation 2 100 100 - - -
c. Equipment & Vehicle 100 100 = = -
Vehicle 7 70 70 - - -
Micro—computer 6 30 30 - - -

d. Travel/Per Diem
Business Tech. 74 = = 74 =
e. Operating Expense 1,126 294 = 832 =
Officer MICI/UNPYME 212 12 - 200 -
Fuel 19,875 gallons 50 - - 50 -
Personnel (Adm.) 64 person/yr. 864 282 - 582 -
PROJECT TOTAL 17,100 3,000 6,000 2,100 6,000

1/ Includes the purchase of 2 micro-computer for the executing agency.

-30_



J. Relation to AID Program Objectives

The Project constitutes another pragmatic linkage between the GOP
and the private sector. The small business comunity, an under—develooed
elamnent of the private sector, will be strengthened amd made more productive
by utilization of resources of the GOP and the financial comnunity resources.

Public purposes - employment generation and income augmentation -
are served. Private sector purposes - increase in institutional and personal
profits and/or salaries are served. These purposes are fully consistent with
AID policies and program objectives. Moreover, the Consejo Nacional de la
Pequefia Empresa provides an instrument for the identification of policy issues
and for their resolution.

1. Relationship to C(OSS

This project is an intrinsic campment of our country strategy
for three reasons. First, unemployment is an important econamic and political
problem which is going to get worse during the next three to four years even
under the most optimistic assumptims. We believe that the most effective
means for reducing unemployment is by encouraging job creation in the private
sactor, particularly in labor intensive activities; past attempts at job
creation through public works programs have been costly and have not been
self-sustaining. Small businesses are generally labor intensive. We forecast
that the average investment per job in the small business sector would be US
$4,000, compared to an incremental capital labor ratio in the econamy as a
whole of US $65,000. Thus, small business development is cost effective for
increasing productive employment.

Second, given the present levels of public debt, the GOP will
have to maintain strict fiscal austerity during at least the next five years
arnd as a consequence, economic growth must depend on private sector activity.
This project supports directly the private sector, and it uses private
camercial banks to retail the fuxds and as a cansequence, public sector
involvement will be minimized. Additimally, AID's furds will be leveraged
significantly as the private participating banks will also provide funds for
the project.

Third, the project is being used as a mechanism to encourage
MICI to move out of small business lending, an activity for which a government
ministry is ill-suited, and to concentrate its support of small business on
the provision of technical assistance. The dismantling of the MICI lending
operation is a positive accamplishment and may be viewed as a project output.

2. Complementary Mission Projects

This project is one in a pattern of Mission projects (active
and planned) which together address all major constraints to the fulfillment
of private sector potential. It has a direct relationship with the PARS,
which will fund policy studies on behalf of the Consejo Nacicnal de la Pequefia
Empresa. It relates to the industrial park campaent of the URSE Project,
which will provide sites for small business in David and Chitre. It will
provide a basis for expanding the APEDE program by increased utilization of
that organization as a supplier of business assistance. It will provide
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support to the Skill Training for Wamen project, which is being carried out
with the Overseas Education Fund.

3. Relationship to AID Policy Papers

The project is fully consistent with two recent AID policy
papers: Bureau of Private Enterprise Policy Paper; May 1982 and AID Policy
Paper, Institutional Development, March 1983. The first states that, "The
goal of the Agency's new private sector initiative is to foster the growth of
productive, self-sustaining, incame and job producing private sectors...".
The objectives derived from this goal, and to which this project responds
include to "Stimulate and help create conditions conducive to the flow of US
and host country private capital into productive investment in priority
sectors in developing countries". It particularly suygests as lines of
action, "Help to establish, finance and improve privately-owned develooment
finance campanies and other financial institutions which will provide the
capital and management expertise for its develcpment of the private sector in
developing countries" and, "Help establish training institution amd programs
both managerial and technical, to support private sector develcpment..."

The second policy paper states that, "It is AID policy to help
countries establish and strengthen public and private institutions in support
of mutually agreed, priority development objectives."

This Project proposes innovative and cost reducing
institutional design for specific purposes ard contributes to the more
effective use of institutions presently operating.

Other Donors

Two proposed programs will have direct or imdirect bearing on
this project. A UNIDO project for technical, i.e. production assistance to
small business, and a loan guarantee program spansored by the Catholic Church.

The proposed UNIDO project now under wreparation calls for the
establishment of a division within the Directorate of Small Business of MICI,
which will be dedicated to improvement of equipment maintenance, to
improvement of business technology and of the production processes of small
business.

The UNIDO budget for the project is tentatively cstimated at
more than $500,000 and less than $1,000,000. The UNIDO team has been in
caontact with the Mission and expressed their intention to have their project
camplement and support the AID project. The Mission will encourage and assist
them to this erd.

The Catholic Church sponsored guarantee project will be
administered by a new non-profit organization called FUNDES, an acronym for
Fundacion de Desarrollo Ecan@mico y Social. FUNDES will lcan to projects
which meet conditions, as yet unspecified. The major target groups of the
project appear to be small agriculturists and agro related activities.

In meetings held with the FUNDES representative; it was
evident that fiscal, technical, and administrative guidelines were not yet

established. However the use of the Instituto para la Formacidn y
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Aprovechamiento de Recursos Humanos (IFARHU), Caritas and other church-based
organizations would be expected to provide outreach and business assistance
services. The capacity of these agencies to attain professional standards of
assistance in the short run is doubtful.

Nevertheless, the FUNDES should prove a useful camplement to
the AID/Comisién Bancaria Nacional project in the long run, and areas of
cooperative support can probably be defined.

IV. PROJECT AMALYSIS

A. Demand Analysis

The order of magnitude of demand for small business loans initially
determined by AID consultants was projected at levels far above the lending
anticipated by this project. The immediate effective demand for loans under
this project was projected by the participating private financial
institutions, after review of the project concepts, provisions ard
administrative and fiscal mechanisms. These immediate effective demand
projections were at levels which indicated the probability of rapid draw down
of the AID loan furds and attainment of self-sufficiency for both the loan and
guarantee funds within a three year period.

The order of magnitude was determined by a review of loan approval
rates of loan applications of medium, small and micro business made in 1982 to
the cammercial banks, the credit cooperation, the financieras, the BNP small
business program and the MICI small business program. Tabulations of
approximately 56,000 credit applications, consolidated by the Comisidn
Bancaria Nacional were examined by the consultants. The tabulation
undoubtedly contains many duplications, and clearly included applications for
extension of existing loans. Therefore, the total of 56,000 is substantially
exaggerated. Nevertheless, the pattern that emerges is clear and
informative. Approval rates were as follows: Commercial banks, 32%; Credit
Cooperatives, 15%; Finance Corporations, 33%; BNP, 24%; and MICI, 9%.

Major reasons for rejections; and the project's remedial response
to rejection causes are shown in the following tabulation.

Reasans for nanrapproval % Project will assist

(1) Lack of liquidity (Funds) at - yes
Lending Institutions 1/

(2) Client weaknesses:

(a) Lack of guarantee 50 yes
(b) Lack credit history 15 no
(c) Lack Con/Ent. experience 10 yes, partly
(d) Lack of required locuments - yes
(e) Bad credit rec ».4 10 no
(3) size of loan request too small 15 yes

_1_/ Lack of liquidity represents at least 50% of the cause for non—approval
among coops. Commercial banks and BNP have sufficient liquidity.
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The consultants concluded that the project could increase approvals
of rejected applications by at least 5% to 10%. The face value of loan
applications rejected, after severe adjustment for duplication was estimated
at $110 million. Acceptance of 5% to 10% of applications now being rejected
would result in additional loan emissions of $5.5 million to $11 million per
year.

The data base for these estimations is flawed by the probable
inclusion of applications of larger fimms in the totals of rejected loans.
However, an examination of rejections by credit cooperatives, finance
corporations, the BNP and MICI reveals that applications for $20 million in
small business loans were rejected by those institutions in 1982.

Oover $4.0 million of the rejections by the coops were because of
lack of liquidity. Rejections of applications of $5.0 million in small
business loans by the BNP and MICI were attributable to lack of collateral,
and same $8.0 million in small business loan applications were rejected for
unknown reasons.

These small business-specific rejection data are consistent with
the judgemental findings of the consultants.

Immediate effective demand estimates were provided by the banks and
coops which are expected to participate in the program. Their annual
estimates, shown in Section III F.1l. total $4.2 million. This is more than
sufficient to meet project targets.

In order to anticipate the growth potential of this project amd to
select special target groups within the small business sub-sector a formal
demand study is being conducted by Peat, Marwick and Mitchell. We expect that
this demand study will refine the order of magnitude estimates made by earlier
consultants. Given the flexibility of the project anmd the potential for
greater use of PFI resources, the demand study will be pericdically updated.

B. Financial Analysis

The Project cnlls for total disbursement of $17.1 million by the
end of year 5 of the project. The distribution of this amount among the
participating parties is: USAID $9.0 million and Panama $8.1 million. The
USAID portion consists of $6 million in loan funds and $3.0 million in grant
funds. The whole of the loan fuds will be utilized for the 50 percent
reimbursement of loans made by PFIs to SSEs. Of the $3.0 million grant funds,
$1.0 million provides the capital base of the Guarantee Fund, $1.7 million is
for the Business Assistance Camponent of the Project and the remaining $0.3
million is to cover the operational deficit of the Loan Fumd in the first two
years as well as, project evaluations, and funding the project officer. The
Panamanian portion cansists of $6.0 million in loan funds from the PFls
participating in the Project and a $2.1 million GOP contribution to the
Business Assistance camponent of the Project.

The distribution of the total outlay of furds among the three
camponents of the project, i.e., Loan Fund, Guarantee Fund and Business
Assistance Companent is $12.3 million, $1.5 million and $3.3 million
respectively. The following tables give (1) the distribution of the Project

funds by participants and purpose and (2) by year.
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TABLE 5

PROJECTED FINANCIAL PLAN

($000)
USAID COUNTERPARTS
Companent Grant Loan GOP FSIs TOTAL
A. ILoan Fund 300 6,000 - 6,000 12,300
B. Guarantee Fund 1,000 - 500 - 1,500
C. Business Assistance 1,150 - 1,600 - 2,750
D. Evaluation 100 - - - 100
E. Technical Assistance 200 - - - 200
F. Project Liaison 250 - - - 250
TOTAL 3,000 6,000 2,100 6,000 17,100

Note+ Because of rounding, figures may be slightly different from those in the
amnex, ard sums may not add.

TABLE 6
PROJECTION OF EXPENDITURES BY YEAR
($000)
YEAR No. 1
USAID COUNTERPARTS

Canmpanent Grant Loan GOp PF'I TOTAL
A. Loan Fimd 1/ 155 400 - 400 955
B. Guarantee Fund 2/ 750 - - - 750
C. Business Assist. 3/ 445 - 74 - 519
D. Evaluation 3/ - - - - -
E. Technical Assist. 3/ 100 - - - 100
F. Project Liaison 3/ 50 - - - 50
TOTAL 1,500 400 74 400 2,374

1/ See Annex B.l
2/ See Annex B.l
3/ See Annex B.3




TABLE 7

PROJECTION OF EXPENDITURES BY YEAR

($000) ~ T
YEAR No. 2
USAID COUNTERPARTS
Campanent Grant Loan GOP PFI TOTAL
A. Loan Fund 1/ 145 1,000 - 1,000 2,145
B. Guarantee Fund 2/ 250 - 250 - 500
C. Business Assist. 3/ 422 - 102 - 524
D. Evaluation 3/ - - - - -
E. Technical Assist. 3/ 100 - - - 100
F. Project Liaison 3/ 50 50
TOTAL 967 1,000 352 1,000 3,319
1/ See Annex B.l
2/ See Annex B.l
3/ See Annex B.3
TABLE 8
PROJECTION OF EXPENDITURES BY YEAR
($000)
YEAR No. 3
USAID COUNTERPARTS
Campanent Grant Loan GOP FSis TOTAL
A. Loan Fn? 1/ - 1,600 ~ 1,600 3,200
B. Guarantee Fund 2/ - - 250 - 250
C. Business Assist. 3/ 268 - 308 - 576
D. Evaluation 3/ 50 - - - 50
E. Technical Assist. 3/ - - - - -
F. Project Liaison 3/ 50 - - - 50
TOTAL 368 1,600 558 1,600 4,126

1/  See Annex B.1
2/ See Annex B.l
/ See Annex B.3
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TABLE 9

PROJECTION OF EXPENDITURES BY YEAR

($000)
YEAR No. 4
USAID COUNTERPARTS

Camponent Grant Loan Gop PFI TOTAL
A. Loan Fund 1/ ~ 1,800 - 1,800 3,600
B. Guarantee Furd 2/ - - - - -
C. Business Assist. 3/ 15 - 536 - 551
D. Evaluation 3/ - - - - -
E. Technical Assist. 3/ - - - - -
F. Project Liaisan 3/ 50 - - - 50
TOTAL 65 1,800 5306 1,800 4,201

1/ See Annex B.1l

2/ See Annex B.l

3/  See Annex B.3

TABLE 10
PROJECTION OF EXPENDITURES BY YEAR
($000)
YEAR No. 5
USAID COUNTERPARTS

Coamponent Grant Loan GOP PF1 TOTAL
A. Loan Fund 1/ - 1,200 - 1,200 2,400
B. Guarantee Fund 2/ - - - - -
C. Business Assist. 3/ - 580 - 580
D. Evaluation 3/ 50 - - - 50
E. Technical Assist. 3/ - - - - -
F. Project Liaison 3/ 50 - - - 50
TOTAL 100 1,200 580 1,200 3,080

1/ See Annex B.l
2/ See Annex B.1l

3/ See Annex B.3
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For the purpose of this Project, the financial analysis will deal
with the LF and the GF. The third campment, BAC, is not incame producing and
therefore is not subject to such an analysis.

1. The Loan Fund

It is assumed that 200 loans of an average value of $4,000
will be made in the first year. Thereafter, the number of loans made annually
will grow reaching 1,000 per year by the end of the fifth year. Approximately
50% of the funds will be provided by the Loan Fund, the remainder by PFI's.

By year 5 the entirc AID loan of $6.0 million will have been drawn down
yielding a camposite portfolio of $12.3 million.

The Loan Fund will eam a spread of 8% on the AID loan during
the first ten years and 7% on the second ten. During the first two years of
the Project an operating loss of about $250,000 is projected. This will be
covered by AID grant funds. From then on all profits will be reinvested
producing an annual rate of return of 10% which will take the total loan
portfolio to its peak size with $15.7 million outstanding by year 10, the year
before the erd of the grace pericd on the AID loan.

In subsequent years, with the repayment of the loan, the total
portfolio will decline gradually to $11.6 million in year 20. At which time
the loan will have been fully repaid and the LF will have a capital of $6.2
million (Refer to Annex C.l Financial Analysis).

2. The Guarantee Fund

In the design of the project very canservative assumptions
have been used in the financial projection of the GF However, as has been

explained in the Annex, because of lack of experience in this type of
operation in Panama, these conservative assumpticons may also prove to be
optimistic. If this were to be the case, more strirgent canditions would have
to be applied. Conversely, experience may prove that the assumptions used
here are too caonservative. It is recamended that any charnge in the direction
of easier or harsher temms and conditions would be the subject of a thorough
review after the GF has been operational for a reasonable period of time.

The model assumes th:t the GF is capitalized with a $1.5
million USAID initial fund; 70% of the outstanding uncollateralized portion of
loans are autamatically guaranteed; average life of a loan is 3 years; bad
debts equal 4.5% of the total amount of guarantees outstanding per year,
guarantee premiums are a ane time 5% flat fee on all guarantees issued
-collected in advance-; and finally, return on capital aixd accumulated
profits is 103%. Under these conditions the Guarantee Fund will be financially
viable. By year 10, it will have capital reserves of $2.1 million and by year
20, $2.2 million (Refer to Table C.l Financial Analysis).

C. Instituticnal Analysis

Panama does not have a central bank. The Balboa, the official unit
of currency, is equal to the United States dollar and the U.S. dollar paper
note is the medium of exchange. Tc the extent that central banking functions
are exercised, these are delegated to the Comisidén Bancaria Nacional and the
Banco Nacional de Panamia (BNP).



1. Comisidén Bancaria Nacional (CBN)

The Comisidn Bancaria Nacional was created by Cabinet Decree
No. 238 of July 2, 1970, as an agency of the Ministerio de Planificacidn y
Politica Econtmica. It was created for the purpose of controlling and
monitoring the banking system, and to determine within the administrative
sphere, the interpretation and scope of legal regulations concerning bank
matters. The objective is to ensure soundness and efficiency in the system and
promote the proper ambience to further develop the international banking
system.

The Comisitn Bancaria Nacional is composed of seven members as
follows:

The Minister of Planificacién y Politica Econémica. (Chairman)
The Minister of Hacierda y Tesoro.

The General Manager of the Banco Nacional de Panami.

Three representatives from private banks (nominated by the
Comisidn Bancaria Nacional.

One representative appointed by the Executive Branch.

Controls are exercised through a technical secretariat by
means of monthly and periocdic reports required from the banks, audits and
annual irdependent audits by registered accountants. The cammission monitors
the legal reserves, the banks liquidity, contingency credit and interest rates
on local saving deposits.

2. Banco Nacional de Panamia (BNP)

BNP is an autonamous agency wholly owned by the GOP. It was
founded in 1904, operates as a cammercial bank, is the principle depositary of
the government, performs the clearing operations of the banking system, ard
acts as supplier of paper mmey to the banks cperating in Panama.

BNF is the oldest and largest domestic bank in Panama. Its
total footing of $1.3 billion in December, 1983 was the 5th largest among 111
general licence and international banks in Panama. While the 4 larger banks
are wholly or predominantly engaged in business outside Panama, BNP, s
operations are almost totally internal. The BNP's damestic loans of $877
million at the end of December 1983 were equal to 25 percent of the total
domestic loans outstanding ($3.5 billion) and by a very wide margin larger
than Chase Manhattan and Citibank ranking 2nd and 3rd ($372 million and $225
million) respectively. Also in domestic deposits, BNP with $660 million leads
the banking community. Half of all domestic demand deposits are held by BNP
($340 millicn) and BNP's share in total domestic deposit is equal to 20

percent of all domestic deposits ($3.4 billion). BNP has capital and reserves
of $75 million.

The BNP will act as the Fiduciary Agent for the Executing Agency,
managing the daily operations of the Loan and Guarantee Funds, as shown in
Section V.A.3.

3. Federacitn de Cooperativas de Ahorro y Crédito de Panama
(FEDPA)




FEDPA is the natimal federation of 107 credit unios. It is
governed by a Board of 9 members, one elected by the credit unions of each
province. The Board appoints the General Manager of FEDPA. FEDPA was
established 273 years ago (1961).

FEDPA maximum loan limit to creditworthy members is 3 times
its net worth (capital and reserves). These funds are also used by credit
unions for agricultural loans, fixed assets in small business and workirng
capital. FEDPA loans for agriculture and small business have maturities of 54
months and for working capital 42 months. The rate of interest charged is
10.5 percent. FEDPA's reserves equal 3% of the total balance of its loans.
The law provides that of FEDPA's profits 35% should be allocated to reserves
and 65% can be distributed. The largest loan made by FEDPA was $1.9M, and the
smallest $750,000.

FEDPA's resources consist of 5% of the shares of the member
credit unions, 5% in shares of the amount credit unions borrow from FEDPA, and
lang term concessionary loans from AID, OOLAC and the Banco de Desarrollo
Agropecuario (BDA). FEDPA loans from these organizations were $1.9 million.,
$3 million. and $2.1 million. respectively. FEDPA has also borrowed a few
hundred thousand dollars on a short term basis from comercial banks. In
December 1983 the outstanding balance of loans payable was $4.3 million.

FEDPA had 19 applications for loans in 1983 frcm 15 member
Cooperatives for the toal amount of $3.56 million. With the exception of one
application that was pending at the end of the year, approvals added up to
$3.51 million. FEDPA'S disbursements on loans in 1983 was $6.2 million.

In December 1983 the total assets of FEDPA was $9.4%M. of
which $7.4@4. was loans to credit unions. FEDPA's capital and undistributed
profits in December 1983 were $3.7 million.

There are 124 credit unions legally incorporated in Panamd,
107 of which are affiliated with FEDPA. Of these, 24 with a membership of
11,000 are open unions, and 83 with a membership of 31,000 are closed unions.

Of all the unims, 66 are in Panama City with another 15 in
the province of Chiriqui. Open unions are geographic in nature and accept for
membersihip people in diverse activities. They are primarily located in rural
areas. Membership in a closed union is usually restricted to employees of a
particular organization. They are primarily located in urban areas.

4. Ministerio de Comercio e Industrias (MICI)

The MICI was created on June 3, 1969 by Cabinet Decree No. 145
as the institution in charge of developing and supporting activities to create
and expand the Industrial and Commercial Sectors. The principle functions of
MICI in these areas is to: plan, organize, coordinate, direct and controi all
activities related with the formulation and execution of government policies
in these areas.

MICI is camposed of 4 National Directorates, i.e., Commerce,

Finance, Natural Resources and Business Develcpment. The Small Business
Directorate is part of the National Directorate for Business Develcpment and
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has as its main objectives the development of SSEs with emphasis on labor
intensive investment.

The MICI Direccién General de la Pequefia Empresa (DGPE) was
created on May 10, 1379 by Executive Decree Number 43 for the purpose of
providing financial and technical assistance to SSEs. The S8D consists of a
General Director und Deputy Director with four (4) main departments and 9
regional offices; with a staff of 79 persons of which 32 are professionals.
Its present operating budget (excluding in-kind contribution from the GOP) is
approximately $250,000.

The Mission has reviewed various ormganizational alternatives
and selected the Ministerio de Comercio e Industrias (MICI) to coordinate the
Business Assistance Component (BAC) for the following reasons:

- The enabling legislation of May 10, 1979 reflected in MICI's
charter assigns primary responsibility to this agency for the
provision of loans and technical assistance to SSEs.

- The Project will insure a major policy reform within the GOP.
MICI will phase-out its lman program and concentrate its
effort in business and technical assistance; thus encouraging
the private financial institutions to provide capital and lcan
expertise for the develcpment of small business.

- The MICI presides over the Consejo Nacional de la Pequefia
Empresa and acts as the Technical Secretariat. This Project
will provide the necessary information needed so that the
Council may recammend Project and policy modification to
create a climate conducive to the growth and development of
small business.

- The BAC is not financially self-sufficient and its operating
expenses will be absorbed by the GOP.

- It is the GOP's responsibility to provide training and
education for its citizens and this is the major thrust of the
BAC,

- MICI has physical office infrastructure throughout the
country. The BAC in MICI will be the link between the SSEs,
PFIs and Consejo Nacional de la Pequena Empresa. The Central
Office will be located in Panama City with six field offices
throughout the country.

The MICI through the BAC will be a bridge between the
Participating Financial Institutions (PFI) and the SSEs and in many senses an
advocate for small businesses; since it will provide information to the

Consejo Nacional de la Pequefia Empresa on policies and regulations that affect
this sub-sector.

The organization, staffing and resource allocation of the BAC
is designed to provide general business assistance to 6,800 SSEs in the first

five years of operation. The proposed organizational structure reflects
functional allocation to the following three specially designed units:

-41-



V.

Field Offices

Major Function: Provide consultation and business assistance

directly to SSEs.

Major Duties:

—-Perform business assessments and assess feasibility of business.
~-Assist in preparation and implementation of business plans.
-Assist in preparation of loan applications.

-Establish elementary accounting systems in the SSEs.

~Provide general consultation on administrative, accounting and
financial matters.

-Collect general statistical information for overall Project
monitoring and evaluation.

Training Office

Major Function: Provide the required training to support the

implementation of the BAC.

Major Duties:

-Identify training requirements and needs.

-identify institutions that can provide Training and Technical
Assistance.

~Arrange for periodic training programs by other institutions.
~Report on, evaluate and adjust the training programs.

-Select technicians to develcp the content and materials for the
courses.

-Maintain records of persmnel that have been trained.

Administrative/Contract Office

Major Functions Provide full administrative and procurement support

to the BAC.

Major Duties:

-Preparation of the Annual Budget.

-Maintain accounts of the BAC funds.

~Prepare checks, disburse advances and pay expenditures in
accordance with the budget.

-Prepare the payroll amd distribute the checks.

~Maintain persamel records.

-Process requests for advance funxds, or request for reimbursements.
-Provide financial information to the manager.

-Prepare reimbursement vouchers, financial reports, and other
documentary materials for AID.

-Prepare contracts for the technicians anmd institutions to be
utilized in the Project.

PROJECT IMPLEMENTATION ARRANGEMENTS

A.

Project Management and Coordinatian
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1. Role of USAID

The Office of Private Sector Development (OPSD) has primary
responsibility for monitoring the Project. With the assistance of the Offices
of the Controller ard of Develcpment Resources, the Project Liaison will:

- Assist the implementing agencies in preparation of documents
required for campetitive procurement.

- Assist in developing financial plans and work plans.
- Review and monitor the implementing agencies annual training

and technical assistance plans and suggest modifications as
needed.

- Coordinate Project evaluation activities.

- Monitor Project activity, ensuring campliance with conditims
and covenants, taking management action as necessary.

- Report on the Project to Mission management and AID/W as
approoriate.

2. Role of the GOP

The borrower/grantor will be the Government of Panama (GOP)
through the Ministerio de Planificacidén y Politica Econdmica. The GOP will be
the guarantor of the loan and be responsible for the repayment of the
principal and interest. The borrower will designate the Comisibén Bancaria
Nacional as the Executing Agency to manage and administer the Loan ard
Guarantee Furds according to the terms and conditions of the Loan Agreement;
and in cancert with AID, determine, review and amend the terms and corditions
of the Project as appropriate.

The GOP will be responsible for providing the counterpart
resources and assuming the contingent liability of the Guarantee Fund as
stated in the financial plan and Project Agreement (PROAG).

3. Role of the Executing Agency (Comisién Bancaria Nacional)

The authority and respansiblility of the Government for the
exacution of the financial components of the Project will be delegated to the
Executing Agency according to the terms and conditions defined in the PROAG
between the GOP and AID. The Exectuting Agency (EA) will be the Comisidn
Bancaria Nacional, which will be responsible for establishing and
administcating two separate funds (i.e. Loan Fund and Guarantee Fund). To
accamplish this, the EA will utilize the services of the Banco Nacicnal de
Panama, to carry out the day to day operations of both furds. 1n this sense
the BNP will act purely as a Fiduciary Agent recieving specific instructions
from the EA. The EA will assigned personnel within a special project
implementation unit to monitor ard coordinate the financial camponents of the
project.

The Project Agreement would give authority to the EA to;
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acitivites

will

Withdraw funds from the AID project loan/grant according to
the loan/grant agreement.

Pay the principle and interest of AID loan,
Select the FFls.
Prepare and sign the Participation Agreement with PFIs.

Reimburse the PFIs the agreed upon participation in loans to
SSEs.

Establish the guarantee premium and adjust if necessary.
Collect from FF'Is repayment of the loans and accrued interest.

In case of default by PFI's, take all necessary actions for
recovery of its funds.

Cancel its share of participation in the loans made by PFIs in
case of violation of the terms and corditions of the
Participation Agreement.

Cancel the Participation Agreement with PFIs in cases of
repeated violations ot the Agreement.

Examine, on a selective basis, individual files of loans made
by PFIs for adherence to the terms and caxditions of the
Participation Agreement.

Establish, if necessary, the maximum amount of lending by
individual PFIs.

Invest all surplus funds in safe and attractive short temm
investments.

Of these functions, the following routine operational
be carried ocut by the BNP;

Withdraw funds fram the AID project loan/grant according to
the loan/grant agreement.

Pay the principle arnd interest of AID loan.

Reimburse the PFIs the agreed upon participation in loans to
SSEs.

Collect from PFIs repayment of the loans and accrued interest.

Maintain duplicate records of all loans and guarantees made
and issued by the PFls.

Invest all guarantee funds in safe and attractive short term
investments.
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4. Role of FEDPA

FEDPA will have the responsibility of channeling funds to the
credit unions (cooperatives) which participate in the Project. F&EDPA will
receive a revolving fund to provide loan funds to its member cooperatives.
FEDPA will be liable for the payment of the interest and principal to the Loan
Fund. The cost of funds to FEDPA will vary between LIBOR and LIBOR minus 2
points. The provision of funds to FEDPA at rates lower than those applicable
to camercial banks is intended to give the coops a spread cammensurate with
the costs of lending to micro-enterwvrise, thru major target group.

FEDPA will:

- Select the cooperatives that will participate as financial
institutions.

- Draw on the Loan Furxdd and prepare all reimbursement requests.
- Sign participation agreeements with the cooperatives.

- Reimburse up to 703 of the amount of the lcan ard collect
repayment of locan.

- Monitor and spot check the cooperatives to insure the
adherence to the terms and conditions of the Participation
Agreement.

- Maintain duplicate records of all irdividual loans made and
guarantees issued through the participating cooperatives.

- Provide technical assistance to the cooperative credit
camitees in the analysis of loan requests.

FEDPA is expected to play a key role in micro-enterprise
lerding. Given the limited number of open coops (the only ones copen to the
public), there will be gaps in coop national coverage. In order to reduce or
eliminate these gaps, FEDPA will employ four technicians whose duties will
include the establishment of outreach lending by open coops. They will make
arrargements with closed coop offices in areas where no ooen coops exist, to
accept applications on behalf of open coops located outside the area. They
will function as representatives of the participating open coops and assist in
processing loan applications and in providing business assistance.

During the lkife of the project FEDPA will encourage the
farmation of new open coops in areas which are not adequately cowered by the
system.

5. Role of Participating Financial Institutions (PF1s)

The PFIs are the banks and savings ard loan cogperatives that
will be the direct lenders to the SSEs. They are encouraged to make medium

term loans for acquisition of fixed assets and for permanent working capital.
The Banks should fund from their own resources at least half of each lcan, and
the cooperatives 303%.
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The approval or rejection of loan requests from SSEs is the
prerogative of the PFIs and there shall be no outside interference in this
process.

Upoan the disbursement of a loan, the PFI will submit a request
for reimbursement of up to 50% of the amount loanable; and, if the PFI has
elected to use the guarantee fund, an application for the amount to be
guaranteed, accampanied by a check equal to 5% of the amount. The request and
application will be accompanied by a copy of the approved sub-loan
application. Upon receipt of the documents the fiduciary agent would credit
the account of the PFI in the amount requested and register a locan to the PFI

in that amount. It would deposit the check to the account of the Guarantee
Furd; ard register the Guarantee.

The PFIs will subscribe to a Participation Agreement with the
Fiduciary Agent of the Loan Fund, which will set forth program standards and
guidelines including:

- Definition of SSE loans eligible for reimbursement fram the
Iocan Fund ard guarantee from the Guarantee Fund.

- Maximum individual loan amounts.

- Repayment terms and conditimns.

- Maximum rate of interest chargeable to SSE borrower.
- Procedures for reimbursement from the Loan Fund.

- Maximum percentages reimbursable from the Loan Furd.
- Cost of money drawn from the Loan Fund by the PFI.

- Method of payment of principle and interest by the PFI to the
Loan Fund. )

- Method of calculating the amount of coverage per loan fram the
Guarantee Fund and premium to be charged.

- Administrative and legal steps to be taken by the PFI in the
event of SSE loan default.

- Method of securing payment fram the Guarantee Furd of the
Guaranteed portion of uncollectible loans.

6. Role of MICI

The MICI will coordinate the activities of the Rusiness
Assistance Camponent through its main and regional offices. They will be
responsible for establishing an institutional mechanism capable of providing
assistance to 2,000 SSE's per year. They will coordinate the system to
provide:



- Business assessments: assessing the status of existing fims
with regards to its market, operations, financial status,
feasibility of its on—going operation and proposed ventures,
and development of business plans.

- Business assistance: providing guidance on the implementation
of the business plan and assisting in developing an elementary
book-keeping system.

- Business follow up: monotoring the SSEs performance and
obtaining statistical data on employment, sales, incomes, loan
performance, etc. to assist SSE meet loan obligations.

To provide this service MICI will:

- Contract Business Technicians fram various professional
and business associations.

- Contract an organization like APEDE to and train the
Business Technicians.

- Maintain rosters of trained persanel to be utilized on
task orders as required.

- Coordinate its activities with the Executing Agency, PFIs
and other institutims.

7. Role of UNPYME

UNPYME is the small business organization in Panami that is
formally recognized by the GOP and Private Sector. UNPYME is a member of both
the Consejo Nacional de la Pequefia Emp-esa and the Consejo Nacional de la -
Empresa Privada (OCONEP).

Under this Project, UNPYME will sponsor a series of
familiarization seminars, to disseminate the advantages that this Project
offers to small and micro-enterprises. As a member of the Consejo Nacicnal de
la Pequeia Empresa, it will also receive information from MICI and its own
members on training needs ad in conjunction with APEDE will sponsor courses
as required.

8. Role of APEDE

APEDE is the private organization that will probably be
contracted by MICI to provide the training courses and material to prepare the
business technician and supervisors for the business assistance program. In
coordination with MICI and UNPYME they will help provide training courses
throughout the country. Their present training program, may also be adjusted
to camplement the resources of this Project.

9. Role of the Consejo Nacional de la Pequeria Empresa

The Consejo Nacional de la Pequena Empresa will recommend
program and policy modification to the GOP, in order to pramote a climate

canducive to the development of Small Business. The council will maintain
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close contact with the implementation agent for Business Assistance Component
and with Executing Agency monitoring the progress of the Project. As
necessary, it will submit observations to the GOP and AID on issues that
affect the Project and their recamnendations of appropriate actions to be
taken.

B. Summary Prnject Implementation Plan

The Comisi  2ancaria Nacional and the Ministerio de Comercio e
Industrias will be des: ;uated as the implementing agencies in the Project
Agreement. They will be responsible for Project .lanning, administration and
coordination of inputs such as the financial and business assistance program.
The campments will require substantial time to fully develop and implement.
A five year implementation period is anticipated to establish a self
sustaining financial mechanism ard a coordinated business assistance

mechanism. The proposed schedule for the implementation of the major
activites is:

Dates Activities
1984 3rd Qt.
General
August Loan/Grant Authorization.
August 30 Project Agreement signed.
August Financial Plan presented to AID
August Legal Opinion of the Solicitor General.
September Initial Conditions Precedent met (Section E.1)

Executing Agent

August Establishment of Loan and Guarantee Funds.

August Selection and assignment of persmnel.

August Preparation of Participation Agreements for the Loan
and Guarantee Furds.

August Preparation of Standard Procedures and Guidelines
for the Loan and Guarantee Funds.

August Preparation of Operational Formats.

September Participation Agreements signed with PFI’s.

Business Assistance Compcnent.

August Preparation of RFP's long tem technical assistance.

Auggust Preparation of job descriptions for Business
Assistance Component.

August Administrative staff selected and contracted.

September Contract Officer establishes cantract procedures.

September Administrative Officer develops procurement
specification for equipment.

September Selection and contract of training organization.

September Preparation of training materials and operational
manual.

Septemnber Selection of personnel to be trained.

Sept ember Selection and Contract of Project Liaison.
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1984 4th Qt.

General
October Agreement of Understanding between participating
institutions.
November Subsequent Conditions Precedent met (Section E.2).
Executing Agent
October Request for advance.
October Loan Fund lending and Guarantee mechanism
operational.

Business Assistance Component.

October Completion of negotiations on lang term technical
assistance contract.

October Project personnel trained and assigned to field
offices.

October Project promoticnal campaign begins (Familiarization
Seminar) .

October Business Assessment and Assistance begins.

1986 3rd Quarter

March Initial Project Evaluation.

1289 3rd Quarter

January Final Project Evaluation.

C. Financial Implementation Axrangements

The following charts provide information related to the
methods of implementaion and financing for the project’s funds.

1. Loan Fund

Approximate Amount
Methods of Implementation Methods of Financing ($000s)

Host Country (H.C.) I.C.I Direct Reimbursement 6,000.0

As noted in the above chart the Banco Nacional de Panama {3NP)
an Intermediate Crelit Institution (ICI) will act as the Fiduciary Agent for
the Credit Funds. Its functions will be to verify and disburse or transfer
50% of the reimbursement requests presented by the Participatory Financing
Institutions (PFI), in conformance with the terms and caditions set forth in
Participatory Agreement executed between the BNP and the PFI,

After disbursing or transfering credit funds to the PFI, BNP
will submit a reimbursement request to USAID/Panama in the amount disbursed or
transferred to the FFI.



2. Guarantee Fund

Approximate Amount
Methods of Implementation Methods of Financing ($000s)

——————

Host Country (H.C.) I.C.I Direct Payment $1,000.0

Prior to disbursement the Executive Agency will develop the
operating procedures, regulations and guidelines for the Guarantee Fund as a
cendition precedent.

3. Technical Assistance Fund

Approximate Amount

Methods of Implementation Methods of Financing {$000s)
T.A. U.S. IQC Direct Pay $250.0
T.A. FSN. PSC Direct Pay 200.0
T.A. Institutional Cont Direct Pay 100.0
Camodities AID Procur Direct Pay 100.0
Training H.C. H.C.Reimbursement 75.0
Technical Support (MICI) ‘ H.C. Reimbursement 975.0
Technical Support (NBC ) H.C. Reimbursement 300.0
TOTAL $2,000.0

The Ministerio de Comercio e Industrias (MICI), thru the
Direccibén General de la Pequefia Empresa (DGPE), is selected to coordinate the
Business Assistance Companent (BAC).

The BAC is not financially self-sufficient and its operating
expenses will require the project support which gradually will be decreasing
until year five when BAC will be capable of providing the funds fram it’s own
resources

4, Implementing and Financing Procedure:

a. The USAID/Panama, as indicated in the above chart, will
caontract and procure directly the following personal services and camodities:

1) Under IQC a Senior Technical Advisor will be
provided to MICI for two years.

2) Under PSC an AID Project Officer Liason will be
provided for five years to MICI.

3) Under Institutional Contract outside consultants
will be provided for two evaluations.

4) AID will procure directly large dollar items such as
the automated data processing information system and
the seven vehicles to be provided to MICI.

b. The Host Country (H.C.) will be expected to contract,

procure commodities for training and certify payment before submitting
reimbursement requests to USAID/Panama.
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As noted in the above charts, the planned methods of
financing all fall within the three AID preferred methods.

The MICI financing functions under the project will be
the same as those of other Directorates of the Ministry. The initiation of
financing and payment requests will be done by the DGPE. The DGPE Management
and Administrtive Office in canjuntion with the MICI Legal Affairs Office amd
the Panamanian Controller General's will provide the actual contracting,
camodity procurement and payment verification service to the BAC.

The Fiscal Control by line item (project component) is the sole responsibility
of the BAC.

Before the first disbursement of funds by AID the BAC,
the USAID Office of the Controller will assure that an adequate system of
fiscal cantrol over the project camponent is in place.

5. The contracting and cammodity procurement process is as
follows:

The Panamanian Law does not authorize ministries {except
Ministry of Agriculture) to sign contracts and provide commodities related to
its activities without the signature of the President of the Republic.
USAID/Panama is in possesion of a copy of the Fiscal Code that regulates the
contracting and procurement process. A description of its application is
contained in the Norwich Consulting Enterprise Inc. study, financed by
USAID/Panama in 1982 under Contract No 525-90-C-00-1027-00.

a. In the case of local personal service contracts (PSC's),
such as those contemplated by the project (under 50,000) the procedure is as
follows:

1) the beneficiary office prepares the scope of work.

2) at least three individuals are contacted by phme or
a notice in local newspapers is published to request
applicants for the described position.

3) An evaluation of the cardidate is done by the
beneficiary office.

4) The Management/Admin Office negotiates with the
selected applicant the terms, conditions and

salary. Also prepares a contract in draft and send
it to the Budget and Fiscal Office.

5) The Budget and Fiscal Office will verify the
availability of funds.

6) The contract in draft is sent to the Legal Affairs
Office for verification and approval.

7) The Management/Admin Office prepares the contract in
final and call the selected applicant to sign the
contract. Once the contract is signed by the
applicant it is sent for the Minister's signature
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8) The contract is returned to the Management /Admin

Office amd then sent to the Controller Office for
the REFRENDUM.,

9) In the Controllers Office it is sent o the Auditing
Department and to the Legal Affairs Office for
review of funding and legal terms.

10) The Management/Admin Office receive the contract
once again and prepares a note with the Minister's
signature to be sent to the Presidency for
signature. The Presidency Ministry review the
contract.

11) The President signs the contract and return it to
the Ministry were the order to proceed is written.

USAID/Panama will assure that Lie DGPE is aware of the
importance of maintaining documentation related to contracting actions for
possible AID review before amd after the PACD.

b. During the life of this project it is anticipated that a
modification of the above procedure will be utilized to avoid the long
cantracting process. Tnru a Minis- terial Decree signed by the President, the
Ministry will appoint the qualified persannel that will be working under this
project.

c. In the case of camadity procurement the DGPE requests
the cammodities in writing to the MICI Management/Admin Office. For
camodities valued at under $50,000, such as those contemplated under the
project, the Management /Admin requests at least three guotations from
potential suppliers (either by phone or in writing depending on the complexity
of the procurement action). The supplier who meets the specifications at the
lowest price is awarded a purchae order.

USAID/Panama will assure that the MICI Management/Admin
Office is aware of the importance of maintaining price quotation documentation
for possible AID review before and after the PACD.

Contingent upon the establishment of the project
comonent fiscal control by DGPE menticned above, the contracting and
camadity procurement system appears adequate.

6. Payment verification for Personal Service Contracts is as
follows:

The MICI Management/Admin Office maintains a copy of the
signed contract on file. Checks are prepared by the Department based solely
on the contract terms and without further authorization are forwarded to the
Controller General Resident Auditor. (The frequency of check preparation is
determined by the contract-usually bi-monthly). The Auditor assures that the
payment is in accordance with the contract and signs the check. The check is
then countersigned by the Management/Admin Officer and forwarded to the
cantractor.
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This contract payment verification system provides for neither
invoice submission by contractors nor DGPE indication that the services being
paid have been rendered. To correct these vulnerability USAID/Panama will
require that all AID financed contracts call for invoice submission by the
contractor and approval by DGPE of each invoice before payment. USAID/Panama
will assure that the MICI Management/Admin Office is aware of the importance
of maintaining involces 1n the Contract File for possible AID review before
ard after the PAD.

7. Payment verification for cammodity purchases is as follows:

The DGPE authorizes the MICI Management/Admin Office to make
payment to the vendor. This is done by signing the invoice which indicates
that the item was received in satisfactory condition. The MICI
Management/Finance Office then campares the invoice to the tems of the
purchase order and prepares the check accordingly. The invoice, the purchase
order ard the check are forwarded to the Controller General Resident Auditor.
All documents are reviewed by the Auditor for campleteeness and accuracy and
then verified for payment by stamping the invoice (which also prevents
duplicate payment). The Resident Auditor then signs the check. The check is
sent to the MICI Management/Admin Office who then countersigns it. Finally,
the check is forwarded to the vendor.

The payment verification system for camodity purchases
appears adequate.

Contingent upon the establishment of the requirement for DGPE
approval Personal Service Contractor's invoices mentioned above, the payment
verification system for Persanal Service Contracts and Commodity Procurement
appears adequate.

D. Procurement of Goods and Services

1. Overview

AID guidelines suggest that the Borrower un’er an AID project
be charged with the procurement of goods and services unless there are
mitigating circumstances. In the case instant, it is felt that a realistic
assesment of the GOP's current administrative constraints suggests the need
for same initial procurement help by AID. Specifically, AID will purchase (1)
the automated data processing information system and (2) the business
assistance vehicles AID will also contract the (3) Senior Technical Advisor to
MICI and (4) the Project Liaison.

Once the actions described above have been campleted, it is
expected that AID's active procurement/caontracting support role will end.
With the planned technical assistance and training in institutional
develcpment, policy and strategy and investment promotion, the GOP will assume
responsibility for the procurement of all goods and services financed under
the Project.

2. Considerations of the Gray Amendment

In accordance with the provision outlined in the Gray
Amendment contained in the secand Continuing Resolution for FY-85, USAID/P is
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proposing an AID direct contract mechanism utilizing competition between
Section 8(a) firms contained in the Small Business Act. It is anticipated
that the procurement of seven vehicles and eight micro-computers will be
implemented through the assistance of AID/W's Office of Small and
Disadvantaged Business Utilization (PRE/SDB).

3. Procurement of Goods and Services: ICI Procedures

The procurement policies for Intermediate Credit Institutions
stated in Handbook 1B, Chapter 19 will govern the acquisition of goods and

services by SSEs that receive subloans from PFIs. The principal policies
which will govern such procurements under the Project are sumarized below.

General Rules: Offshore Procurements

If an ICI or a SSE uses funds made available through the
Project to import goods the procurement policies, described in Chapters 4, 5,
7, 10, 11, 17, 22 ard 23 of Handbook 1B) will govern the transactions. It is
not expected that major offshore procurements will be carried out by SSEs.

G=neral Rules: Local Procurements

Subloans less than $5,000. There are no special procurement
policies that must be complied with when an ICI sublcan to the SSE is $5,000
or less. AID regulations require that AID review the adequacy of an ICl's
operational plans and procedures, lending criteria, guideline and credit
manuals prior to lending to the ICI. On the basis of the Mission's review of
the operations, procedures and criteria utilized by the participating
financial institutions under the Project, the Mission is satisfied that such
institutions will lend to eligible SSEs who are capable of utilizing the
subloan in accordance with the purposes of the Project.

Subloans Exceeding $5,000. The following procurement policies
apply to SSEs who receive subloans exceeding $5,000. When a cooperative
association or acquires goods or services to satisfy the requirements of
subloans made to its members, the cambined amount of such subloans will
determine which policies apply. That is, if the cambined amount of such
subloan is less than $5,000, there is no requirement of adherence to special
procurement policies. If the cambined amount does exceed §5,000, the
procurement policies for subloans exceeding $5,000 described below apply.

a. Eligibility of Commodities. To the extent relevant, AID
general policies governing the eligibility of commodities are applicable.
These policies are outlined in Chapter 4 of Handbook 1, Supplement B. SSEs
will have to camply with statutory restrictions in the Foreign Assistance Act
with respect to camodities such as abortion equipment, motor vehicles, luxury
items, police and law enforcement cammodities and services, etc.

b. Indigenous Goods. This category of cammcdities includes
goods of "local source and origin that have been mined, grown or produced in
the Cooperating country through manufacture, processing or assembly.
Subborrowers may purchase indigenous goods without limitation.

c. Shelf Items. Shelf items are defined includes "goods
that are normally imported and kept in stock in the form in which imported,
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for sale to meet a general demand in the country for the item; they are not
goods which have been specifically imported for use in an AID-financed
project." SSEs may purchase shelf items produced in and imported from a
country included in Code 941. SSEs may procure shelf items with their source
and origin in any Code 899 country when the price of e unit of the goods
does not exceed $5,000.00. If the unit price is higher than $5,000 a waiver
must be obtained. Shelf items produced in or imported frcm countries not
included in Code 899 may not be financed by SSEs urder the Project.

d. Coampetition. Small scale enterprises participating under
the Project will be expected to follow AID's general principle of campetitive
procurement. This principle provides that "the huyer shall pay no more than
the lowes* ailable campetitive price including transportation costs", amd is
satisfied f the buyer has followed good commercial practices and accepts the
most advantageous campetitive offer, price and other pertinent factors
considered, such as quality of the goods and services, delivery time,
transportation costs, payment terms, availability of spare parts, and
installation and repair services. It is expected that SSEs under the Project
will narmally follow negotiated procurement procedures rather than formal
competitive bidding procedures.

E. Project Evaluatian

Two major project evaluations will be held during the early part of
the second and at the end of the third year of the Project. The focus of
these evaluations will be on the performance anmd adequacy of inputs, the
performance of the implementing agents, and measurement progress toward
outputs. Using the results of each evaluation the GOP/AID Project team will
hold a workshop to prepare an action document that contain major findings and
recamends corrective actions.

The evaluation will be a joint GOP/AID effort to review the
progress and impact of the Project and will be prepared by cutside consultants.

1. Initial Evaluation

During the first evaluation, a special study will be made on
the effectiveness of the financial and business caspments. A survey will be
made to provide baseline information for use in future surveys. The survey
will focus on measuring SSEs and PFIs response to the financial and business
assistance camponents. Among the topics to be examined will bes

- SSE awareness and participetion in the Project.

- Adequacy of the spread to PFIs and the Fiduciary Agent.

- Adequacy of the premium and coverage of the guarantee
mechani sm.

- Terms and candition of the sub-loans.

- Possibility of leveraginc the funds with major banks.

- Adequacy of the business assistance recammendations.

- Desire of SSEs to undertake business assistance
recamnendations.

- Progress toward self-sufficiency of the financial camponent.

- Coordination between the participating institution.
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2. Final Evaluation

The final evaluation will take place in January 1989. An
imput and output level performance review will again be urdertaken. In
addition, a review will be made towards achievement of the targets at each
level of the logical framework. An expanded survey will be repeated and

questions regarding the impact of the Project on employement generation will
be studied.

A major focus of the evaluation will be an examination of the
effectiveness of the financial and business assistance model developed under
the Project, as well as the aspect of self-sufficiency. In addition, the
effectiveness of the institutional structure to carry out the Project will
also be examined, identifying cbstacles and weaknesses in the institutional
framework requiring adjustments.

F. Conditionsg, Covenants and Negotiating Status

The Project has been thoroughly discussed with members of the
public and private sectors at the national level and has been formally
presented to the Consejo Nacicnal de la Pequeria Empresa, Ministerio de
Planificacidén y Politica Econbmica, Ministerio de Camercio e Industrias,
Comisin Bancaria Nacional, Banco Nacional de Panama, FEDPA ard all major
private sector business organizatims.

Reaction has been favorable and there appear to be no major
impediments to negotiating and signing the Project Loan and Grant Agreement in
FY 1984. The formal GOP request for the Project fram the Minister of Planning
is shown in Annex B. On the basis of Mission analysis, in addition to the
standard conditions, we are recamending the following:

1. Coditions Precedent to Disbursement (Loan and Grant)

Prior to the first disbursement urder the ".can or Grant, or to the
issuance by AID of documentation pursuant to which disbursements will be made,
the Borrower will, except as AID may otherwise agree in writing, furnish to
AID in form and substance satisfactory to AID:

a. A legal opinion of the Attorney General that the Agreement has
been duly authorized and/or ratified by, and executed on
behalf of the Borrower, and that it constitutes a valid anmd
legally binding obligation of the Borrower in accordance with
all of its temms.

b. A statement of the name of the person holding or acting in the
office of the Borrower specified in Section 9.2, and of any
additional representatives, together with a specimen signature
of each person specified in such statement.

2. Conditions Precedent to Disbursement for Financing Project
Activities (Loan and Grant)

Prior to any disbursement under the Loan or Grant, or to the
issuance by AID of documentation pursuant to which disbursements will be made

to finance any Project activity, except for the contracting of technical
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assistance, the Borrower shall, except as AID may otherwise agree in writing,
furnish in form and substance satisfactory to AID:

a. Evidence that the Loan Fund has been legally established and a
Loan Fiind Account established in the National Bank of Panama
(BNP) .

b. Evidence that the Guarantee Fund has been legally established
and the Guarantee Fund account established in the BNP.

c. Evidence that the National Banking Commission (NBC) and the
Ministry of Commerce and Industry (MICI) have each appointed a

Project Manager.

d. Specification of the annual fee to be charged by the NBC with
a detailed budget supporting the total cost of services to be
provided by the NBC.

e. A phase out plan for MICIl's Loan Program, which includes
provisians to transfer the pr'xeeds of its liquidated loans
from the Rural Growth and Service Centers Project (URBE) ard
the Integrated Improvement Program for the Urban Poor Type C's
small business lerding projects (IIPUP C), to the Loan Fund
and Guarancee Fund of this Project, of which a minimum of
$500,000 will be provided to the Guarantee Fund.

3. Conditions Precedent to Subsequent Disbursement (Loan and Grant).

Prior to any disbursement, or the issuance by AID of documentation
pursuant to which disbursement will be made to finance any Project activity,
except for the procurement of camputer equipment and software, vehicles and
technical assistance, the Borrower shall, except as AID may otherwise agree in
writing, furnish in form and substance satisfactory to AID an Agreement of
Urderstanding which describes the roles, functions and responsibilities of the
National Banking Commission (NBC), actirg as the Executing Agency, the
Ministry of Cammerce and Industry (MICI), the Panamanian Association of
Business Executives (APEDE), the National Union of Small and Medium Enterprise
(UNPYME) and the Small Business Council for Project implementation.

4, Conditions Precedent to Disbursement for Loan ard Guarantee Fundss

Prior to any disbursement or to the issuance by AID of
documentation pursuant to which disbursements will be made to finance any
activity under the Loan Fund or Guarantee Fund, except for the procurement of
camputer equipment and software, the Borrower shall, except as AID may
otherwise agree in writing, furnish to AID in form and substance satisfactory
to AID:

a. A Participation Agreement signed between NBC arxd at least two
(2) Participating Financial Institutions (PFI).

b. Operating procedures and regulations for the Loan Fund and the
Guarantee Fund.
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c. A master list of all reporting forms to be used Auring Project
implementation and a copy of each such form.

d. A financial plan which details by campment the Loan, Grant
and GOP counterpart funds budgeted for all activities to be
carried out over the first year of the Project.

e. Evidence that NBC has appointed all qualified key staff for
Project implementation.

f. A work plan for the first year of the Project, which details
each Project Activity to be carried out during such quarter

ard a budget which details the proposed AID furds for each
such activity

5. Conditions Precedent to Dishursauent for the Business Assistance
Camponent

Prior to any disbursement, or to the issuance by AID of
documentation pursuant to which disbursements will be made to finance any
activity under the Business Assistance Component, except the procurement of
camputer equipment and software, vehicles and tedinical assistance including
the contracting of a Project Liaison Officer, the Borrower shall, except as
AID may otherwise agree in writing, furnish to AID in form and substance
satisfactory to AID the following:

a. A financial plan which details by camponent the Grant and GOP
counterpart funds budgeted for all activities to be carried
out over the first year of the Project.

b. Evidence that MICI has appointed appropriate qualified key
staff for Project implementatior. as specified in Annex 1,
Section C.3 of the Project Agreeement.

c. A work plan for the first year of the Project, which details
each Project activity to be carried out durirng each quarter

and a budget which details the proposed AID funds for cach
such activity.

6. Condition Precedent to Disbursement for the Business Assistance
Component After September 30, 1987.

Prior to any disbursement, or to the issuance by AID of
documentation pursuant to which disbursements will be made to finance any

oject activity under the Business Assistance Component after September 30,
)87, the Borrower shall, except as AID may otherwise agree in writing,
.urnish to AID in form and supstance satisfactory to AID, evidence from the

joint AID/GOP scheduled third year evaluation that the Business Assistance

Component has effectively met its objectives and should be cantinued
throughout the life of the Project.

7. Recurring Condition Precedent to Disbursement (Loan and Grant)

Prior to any disbursement, or the issuance by AID of documentation
pursuant to which disbursements will be made to finance any new Project
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activity, each Project year after the first Project year, the Borrower shall,

except as AID may otherwise agree in writing, furnish to AID in form ard
substance satisfactory to AID the following:

a.

A financial plan which details Loan, Grant and GOP counterpart
furds budgeted for all activities to be carried out for such
Project year.

A quarterly work plan to be submitted each quarter during such
year, which details each Project activity to be carried out in
such quarter ard a budget which details the proposed AID furds
needed for each such activity.

Subsequent charnges in any Participation Agreement between the
Executing Agency and the PFIs.

8. Covenants

The GOP shall covenants that, except as AID otherwise agrees in
writing, it will:

A.

b.

Be liable for all claims against the Guarantee Fund which
exceed the amount of furds available in the Guarantee Furd.

Provide budgetary support to MICI over the life of the Project
of not less than the equivalent of $1,600,000 for Project
activities, and to provide adequate budgetary support to MICI
for on-going activities after the life of the Project.

Make reasonable efforts to retain personnel trained under the
Project in positims related to the Project.

In the event that a minimum of $500,000 from the liquidated
loans from MICI Loan Program is not provided to the Guarantee
Fund by the end of the third year of the Project, it will
provide such funds from other sources.

Obtain previous AID approval of the contract between the
Comisidn Bancaria Nacional and the Banco Nacional de Panam

and prior AID approval for any subsequent changes to the
contract.
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PANAMA S1ALL BUSINESS DEVELOPMENT PROJECT

PROJECT DESIGN SUMAJARY:

LOGICAL FRAMEWORK MATRIX

NARRATIVE SURARY OBJECTIVELY VERIFIABLE INDICATORS

Page 1 of 5 Pages

HMEANS OF VERIFICATION

TMPORTANT ASSRPTIONS

A. Sector Goal:

To irncrease erployment (1) Increase in SSE investment.
cprortunities through (2) Increase in loan approvals.
small scale enterprise (3) Leveraging of public money for
development. investment purposes.

(4) Increase in employment by SSEs.

(1)Census, national statistics,
special surveys, studies,

and progress reports.

{1) Economic policies more
favorable to growth
are adapted as planned
by GOP.

(2) Continued Panamanian
political stability.

(3) world and regional
economies begin steady
recovery from current
recession.

(4) 2ublic resources are
available in adegquate
quantities.

(5) Financial and Business
assistance provided will
be adequate and
approximate for SSEs.

B. Project Purpose EOPS
1) To establish an institutional T{1)-A self sustaining financial mechanism in
mechanism (Resource Centers) place by 1989 capable of;

which will marshall public . processing 2,000 loan applications
private resources and approving 1,000 loans per year.
capible of providing a continuous . Stimalating ths creation of 1,700

source of credit, guarantee and
business assistance to the Small
Scale Enterprises in Panama.

jobs per year at an average loan
investment of $4,000 per jdb.

- A credit guarantee mechanism securing
\p to 70% of the uncollaterized loan
portfolios.

2) To strergthen GOPs

institutional capacity to

evaluate and develop Small

Scale Enterprise Development

Policies

(1)Reports of the
Fiduciary Agents and
PFis

(2)Audits of loan records
by Fiduciary Agents

(3,7 rmluation reports,
including field visits
and interviews

(4)Project Audit and
Evaluation

(5)Resolutions issued by
the Small Business
Council.

(1)Reduction in risk
and increase in yields
will motivate private
and financial intermediaries
to provide 50% of funds.

(2)Demand for small business
locans is sufficient to
justify and maintain this
self-sufficiency of the
Project instruments.
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NARRATIVE SAMMARY OBJECTIVELY VERIFIABLE INDICATORS MEANS OF VERIFICATION DMPORTANT ASSUMPTIONS
(2) An institutionalized business assistance (3) GOP Fiscal portion will
fully financed by the GOP by 1988 capable of permit recurrent
- providing up to 2,000 annual busineas support.
assessments (4) GOP and private sector
- providing business assistance to 1,000 support continues urnder
SSE loans applicants. new government following
— providing Follow-up assicticnce to 2,000 1984 elections.
SSE loars. (5) Provision of loan
(3) An explicit small scale enterprise guarantees will remove
development policy formulated by the GOP. major cbstacles to a

private sector lending
program which calls for
camnercial interest rates.
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Page 3 of 5 Pages

NARRATIVE SUMMARY

OBJECI'IVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

C. Project Outputs

1)A self-sustaining Credit
Fund managed by a Fiduciary
Agent capable of approving 1000
rew loans per year, through
existing private financial
institutias.

2)A self-sustaining credit
guarantee system, permitting
access to camercial credit.

(3) A Business Assistance
Component coordinated by
MICI, capable of improving
SSE ability to manage their
businesses, make loan
applications, repay their
loans and create jobs.

;‘

Year 1 2 3 4

1)-Namber of
Loans in
Portfolio
~Outstanding
Portfolio
($000, 000)
-Direct jobs
created
—Number of
Banks. 5 6 7 8
~Number of
Coops. 10 15 20 25

200 500 800

0.8 2.8 6.0

200 566 1056 1510

(2) Amount of
Portfolio
Guaranteed
($000) 560 1960 4200 6728

(3) Number of
Business

Assessments 400 1000 1600 1800 2000

—No. of

Persons

Trained.
. MICI

Technicians. 5 12 12 12
. Contracted

Technicians 0 0 9 14
. MICI

Supervi. 6 6 6 6

900

1000 (1)-Fiduciary Agent's

9.6 12.3

1709

30

8590

12
17

Management Information
System and Annual Report.
-Banks and Coops who sign
the participation Agree-
ment with the Fiduciary
Agent ProgramsEmployment
census.

(2)Guarantee premium received

by the Fiduciary Agent.
~Amount of Guarantee
certificates issues by
Fiduciary Agent.

{(3)MICI's Management Informa-

tion System:

Number of firms receiving
Business Assessments.

Nurber of curriculum devel-
ed for the classes.

Number of attendants to
classes.

Caontracts with training
institutions.

. Number of SSEs receiving

Follow-up business
assistance.

(1) Level of demand
sufficient to cenerate
enough revenues for
self-sufficiency.

(2)-Guarantee will eliminate
principal obstacle to
credit for SSE

-Default can be held to
projected levels.

(3)-Business assistance is

capable of
substantially improv-
ing SSEs operation.

-Business assistance
are available nationally
and can perform at low
cost rates.
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NARRATIVE SUMMARY

OBJECTIVELY VERIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

4) A routine system of project
avaluation which will identify
oolicy issues, and program
adjustment recomendations
for the Small Business
Council.

. Adm. Person. 13 13 13 13 13

Credit Off. 2 4 4

No. of SSEs
Follow-ups - 200
- Regional
Seminar
Attendance
. Familiarization
Seminar 250 250 - -
. Training

Seminar 200 200 2000 200 200

(4)Monthly Small Business Council Meetings.

700 1300 1700

. Number of regional

seminars/worlstops.

. Number of SSEs attending

seminars/workshops.

(4) Recommerdations of Small

Business Council to GOP
and Small Business
Development program.

(5)—Quarterly Project Review

-Results of Project
Evaluation.

-AID/GOP Files Consultants
—-Reports of Project Staff
-Annual Report.

—Client Interviews

-Other Agency Cbservations
~Consultant Reports

(4) Small Business Council
recomnendation will
receive priority
within the GOP.
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D. Project Inputs:
by Function ($000)
AID QOUNTERPART
QOMIXONENT GRANT 1OAN GOP PFls TOTAL (1)Yearly disbursement (1) Budgetary resources
schedule, annual are available and
1. Loan Fund 300 6,000 0 6,000 12,300 working plans, and approved disbursed, according
2. Guarantee Fund 1,000 0 500 0 1,500 GOP Investment Budget and to schedule and
3. Business Assistance 1,150 0 1,600 0 2,750 Audits presented by the financial plans
4. Evaluation 100 0 o] o] 100 Fiduciary Agent and MICI. presented by the
5. Technical Assistance 200 0 0 0 200 MICI.
6. Project Liaison 250 0 0 0 250
TOTAL 3,000 6,000 2,100 6,000 17,100
by Camponent
AID QOUNTERPART
QOOMPONENT GRANT LOAN [eo) PFls TOTAL (In Millions of $)
1. Credit Fund 0.3 6.0 - 6.0 12.3
2. Guarantee Fund 1.0 0.5 - 1.5
3. Business Assistance 1.7 1.6 - 3.2
TOTAL 3.0 6.0 2.1 6.0 17.1
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3. Participating Financial Intermediaries
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FINANCIAL ANALYSIS OF THE LOAN AND GUARANTEE FUNDS

The purpose of this analysis is to determine the financial viablilties
of the Loan and Guarantee Funds and verify if the stream of projected income
will in fact cover the cxpenses of the funds, perunit payback of the loan to
USAID and sece if the surplus can be capitalized to create a self-sustaining
1echanisim.

A. Loan Amount and Opjectives

The USAID loan of $6M. and grant of $3.51 is intended to achieve the
following principle ohjectives.

l. Create new jobs.

It is estimated that among SSEs an investment of about $4,000 will
result in the creation of one new job. Disregarding the multiplier effect and
assuming that investment by SSEs will be financed 10 % by the borrower and th2
reraining 90% in equal proportion by the Ioan Fund (LF) and Participating
Financial Intermediaries (PFI), the $&4. participation from the Loan Fund, and
the $2M. accumulated profits by ye . 10 of the Project would represent a total
outstanding portfolio of about $18M. Assuming average maturity of 3 years for
the loans it would mean that in year 5 the Project has generated 5000 new Jjobs.

2. Mobilize the resources of the PFls for extension of credit for
investment to SSEs.

Under the Project PFIs are entitled to a maximum reimbursement of
50% of the amount of loans made by them to $SSEs. 'Therefore for every dollar
of disbursement from the LF there will be at least a matching dollar lent by
PFIs from their own resources.

3. Eliminate subsidized interest rates and standardize financial terms
and conditions for lending to SSEs.

The risk factor and hign cost of administration discourage the P¥Is
to lend to SSEs. The exceptions are the operations of MICI and BNP, both
government organizatons, which have access to limited amounts of special funds
and provide credit to SSBEs on concessionary terns.

Alternatively, the few private financial institutions (financieras)
that do engage in such an operation are protected by an exhorbitant rate of
interest. The Project through the guarantee mechanism reduces significantly
the risk factor and through the L¥ participation in the loan allows for an
attractive spread to cover the high cost of administration thereby making it
possible for SSEs to have access to loans at a reasonable non-subsidized rate.

' /\ﬁ



4. Only sound bankable project would be financed.

The decision to approve or reject a SSE loan application rests
solely with the PFIs without any interference by any other authority. The
PFIs assume the risk and the obligation to repay the loan fund's
participation. It is to be expected that wunder this arrangement normal

banking practices would be adhered to and no special concessions would be
granted to unbankable projects.

5. Encourage on a much wider scale the provision of medium term credit
to SSEs by private financial institutlons.

At present, there are very few financial institutions which are
engaged in lending to SSEs. Although the information available does not lend
itself to an anlysis of the end use of such loans, the short maturities of
these loans as well as the informed judgement of the lending officers and
experience in other countries indicate that the majority of these transactions
are consuer loans. The LF by making medium term funds available and
encouraging PFI participation should escalate investment by SSEs.

6. The Loan Fund and the Guaranatee rund operations should be
self-sustaining.

The Project has been so designed that these funds would not be
subsidized by the Government and would continue their operations even after
the repayment of USAID loan. The LF, as is expected, will incur a small loss
in the first two years of its operation. This would be financed from the
USAID grant. From year 3 onwards it would show profit. Wwhen the loan is
fully repaid, the fund would have accumulated profits equal to its initial
resources. The GF would also ygenerate enough income to take care of its
administrative expenditures, offset payments for bad debts, and show a profit.

7. Introduce and develop a more widespread and effective use by SSEs
of technical assistance.

Initially the technical assistance component of the Project wuld be
limited to helping the prospective borrower and the PFIs with the evaluation
of the viability of the Project, assessment of the financial requirements, and
ability to repay the loan, including assistance in the preparation of the loan
appliation. Also, the borrower would receive very basic training in
boockeeping. At a later stage the technical assistance may include training
and counselling in other areas of business managerent.

B. Institutional Arrangement for Project Iplementation

The execution of the Project would involve:

1. 'The Government of Panama (GOP).

2. An Executiny Agency (EA).

3. Participating Financial Intermediaries (PFI).
4. Small Scale Enterprises (SSE).



1. Government of Panaa

GOP would be the borrower of the USAID loan and the recipient of
the grant funds. It would be responsible for the repayment of the principle
and payment of the interest of the loan. In consultation with USAID, GOP will
determine, review and amend the scope of activities which would qualify for
Project assistance, the terms and conditions for the operation of the LF and
the GF, the terms and condition for lending by PFIs to SSks, and the criteria
for the selection of PI"Is.

2.  Executiny iAgency

The authority and responsiblility of the Government for the
execution of the financial components of the Project will be delexgated to the
Executing Agency according to the terms and conditions defined in the PROAG
between the GOP and AID. The Exectuting Agency (EA) will be the Comisidn
Bancaria Nacional, which will he responsible for establishing and
administrating two separate funds (i.e. loan Fund and Guarantee Fund). 7o
accomplish this, the LA yill utilize the services of the Banco Nacional de
Panami, to carry out the day to day operations of both funds. In this sense
the 1P will act purely as a Fiduciary Ajent recieving specific instructions
from the EA. The EA will assigned personnel within a special project

implementation unit to monitor and coordinate the financial components of the
project.

The Project Agreement would give authority to the EA to:

-  Withdraw funds from the USAID Project Loan/Grant according to
the Loan/Grant Agreement.

- Pay the principle and interest of USAID loan.

- In consultation with the Banking Comaission select the PFIs.

- Prepare and sign the Participation Agreewent with Prils.

- Reimburse the PFIs its share of participation in loans to SSLs.

- Collect from PFIs repayment of its share of the loans made by
PFIs and the accrued interest.

- Cancel its share of participation in the loans made by PFls in
case of violation of the tenes and conditions of the
Participation Agreenent.

- Examine, on a selective basis, individual files of loans made
by PFIs for adherence to the terms and conditions of
Participation Agreement.

- Cancel the Participation Agreement with PFIs in cases of
repeated violations of the Ajreement.



Establish, if necessary, the maximum amount of lending
operation under the Project by individual PIIs.

- In case of default by PFls, take all necessary action for the
recovery of its funds.

- Establish the guarantee premium.

- In case of default by an SSE reirburse the PFI the guaranteed
amount.

- Maintain records of all loans made by PFIs and all guarantees
issued.

- In consultation with the Government invest all surplus funds
in safe and attractive short term financial instruments.

Of these functions, the following routine operational acitivites
will be carried out by the BNP;

Withdraw funds from the AID project loan/grant according to
the loan/grant agreenent.

- Pay the principle and interest of AID locan.

- Reimburse the PFIs the ayreed upon participation in loans to
SSEs.

- Collect from PFis repayment of the loans and accrued interest.

- Maintain duplicate records of all loans and guarantees made
and issued by the PFis.

The BNP in managing the day to day operations of the LF and the GF
acts on the behalf of the EA and on the account of the EA., Its services are
paid for from the income of the LF. Although the sound and efficient
management of the funds is instrumental in the successful implementation of
the project, the BNP is not liable for any losses incurred by the L¥ or GF
except where, according to an independent authority, its mismanagement has
been the cause for the loss.

3. Participating Finarncial Intermediaries

PFIs are the banks and savings and credit cooperatives legally
established in Panama. Any financial institutions which expresses interest
and are in good standing with the Banking Camnission and FEDPA would, in
principle, be eligible for participation in the Project. Activities to be
financed, beneficiaries, terms and conditions for reimbursement from the LF
and GF, terms and conditions for on-lending to SSEs, would be the subject of a
Participation Agreement between EA and PFIs. 7The Participation Ajreement
would, amony others, specify elegible SSE borravers, maximum amount of loans,
method of reimbursement from LF, method of reirbursement from GF for bad



dehts, maturity and grace period of loans to SSEs, method of payment of
principle and interest to IIA, administrative and legal steps to be taken by
PFIs in cases of default by SSEs, cost of money to PFIs from LF, percentage of
loans eligible for guarantee 21d the premium to be charged, and maximua rate
of interest chargeable by PFls.

The PFIs are the lenders to SSEs. They are encouraged to make
rnediun terln loans for acquisition of fixed assets and for peruwianent working
capital because the LF will participate in half of the loan awount and the GF
will guarantee 70% of the uncollatoralized portion of the locan. In the case
of PFIs with a siall current acoount and savings account debposits the rate of
interest charged by the BEA should be a further incentive.

The approval or rejection of loan requests by SSks is the
prerogative of PFIs and there shall be no outside interierence. Upon the
disbursement of the loan, according to the Loan Agreeunent between PFIs and
6SEs, the Pi'ls are entitled to reimbursement frow the EA and the LF a maxinua
of 50% of the disbursed amount. It is assumed that the loans made for which
reimbursement is requested are in conformity with the provisions of the
Participation PAyreement. The FA will immediately credit the account ot the
PFI with the amount requested. Tnere will be no review of the loan requested
by the EA, PFIs assune all the risk and are responsible for the payment of
the principle and interest according to the loan agreement to the EA. PFls
are also entitled to automatic gquarantee by the GF of 70% of the
uncollatoralized amount of the loan. The PFIs will collect from the borrower
the guarantee premiun and imaediately credit the account of the G¥ with the
proceeds. The administrative and legal actions to be taken in case of bad
debts for eligibility for refund from the GF is described in the Participation
Agrecnent. As is evident from the foregoing the PFIs share their own
resources in the locans made under the Project and alsu assume a reasonable
amount of risk. It is expected that the effective cost of roney to $SEs,
exclusive of guarantee, will be about 15%. this would allow a 5 - 6% spread
for PFIs amd 7 - 8% spread for the LF. The large spread for PFIs would
compensate the high cost of administration of such loans, provide some degree
of self-insurance for the 30% exposure, and allow an attractive profit. The
inclusion of a one time guaranteee premium of 5% up front included in the
loan, assuming average maturity of 3 years, would increase the cost of money
to the borrower to approximately 18%. This may be high. The assunption here
is a 2% annual default on the outstanding balance of guarantees issued. If
experience proves that the rate of default is considerably lower, the
guarantee premiua would be adjusted accordingly and the cost of money to the
SSks will be reduced.

4. Beneficiaries (8Sis)

a. 'The Loan Fund, Terms and Conditions, Financial Projection

'The Project LF would provide mediun term credit for the
acquisition of fixed assets and the pernianent working capital requirements of
SSEs engaged in all productive, distributive, service and agrobusiness

activities. “The terms and conditions of these loans made by P¥ls would be as
follows:



- Maximua amount of loan to an individual of $50,000

- Maximum amount of loan for the expansion of an on—going
activity will be normally 90% of the total required investment.

- Maximum amount of loan for the establishment of a new

enterprise will be normally 80% of the total required
investnent.

- Maximua period of the maturity of the loan is 5 years.

- Maximun grace period is 1 year, except in exceptional
circumstances «ii at discretion of the lender is 2 years.

- Effective cost of money to the borrower, in no case to exceed
LIBOR plus 8%.

The USAID loan of $@&1. to GUP would be a standard loan with a
maturity of 20 years, repayable in equal installments in the 2nd 10 years,
carrying an interest of 2% in the lst 10 years and 3% in che 2nd 10 years.

Assuming that:

- The total amc it of the loan would be disbursed by year 5 of
the Project.

- A spread of 8% in the lst 10 years and 7% in the 2nd 10 years
of the Project would accrue to the Government.

- The cost tc the Project for the management of the fund by the
EA would be about $170,000 annually.

- The Projected deficit in the lst 2 years of the operation of
the Project (about $250,000) would be financed from grant
funds, and,

- All profits in subsequent years would have a return of 10%.

The total amount of loans outstanding at year 10 of the
Project, the year before the repaywent of the principle of USAID loan starts,
would exceed $15M. ($7.84. from the LF). From then on it would decline to
about $11.6M. ($5.91. froam the LF), and after the full repayment of USAID loan
the LF would have a capital of $6.21.

b.  “he Guarantee Fund; Terms and Conditions, Financial Projection

Panama has had no experience with a guarantee operation of the
type designed in the Project. Because of lack orf a track record and the
uncertainties involved in this operation very conservative assunptions have
been used. The information collected frow the camamercial banks and savings
and loan cooperatives indicate a much lower rate of default than the one
applied in these projections. liowever, for the reason mentioned above, but



more importantly for the crucial role that the guarantee mechanism is expected
to play in the expansion of credit to SSEs it is important that the GF be
emminently sound and successful. Panama is a world banking center. Unlike
others LDCs, there is a free flow of funds in and out of the country. All
through the decade of the 70's domestic credit was far in excess of domestic
deposits. Therefore, liquidity is not a problem in Panama and inaccessibility
of SSEs to credit is not due to shortage of funds. Probably the most
important consideration contributing to lack of interest among financial
institutions in lerding to SSEs is the fear of the high risks involved in such
an operation. The guarantee mechanism to a large extent would eliminate this
fear and should gradually encourage the financial intermediaries to use their
own resources for loans to SSEs. For this reason the GF should be well
capitalized, efficiently managed and capable of sustaining larger losses than
seem to be presently the case. Obviously if in fact the assumption made here
for the financial projection of the GF prove to be too conservative they would
be changed in due course.

These assumptions are:

- The GF is capitalized with $1.0 million of USAID grant furds
over a period of two years and the GOP/MICI will transfer a
minimum of $500,000 from the proceeds of its liquidated loans
from the Rural Growth and Service Center Project (URBE) and
the Integrated Development Program for the Urban Poor
(IIPUP/C) to this camponent during the first 3 years of the
project.

- Automatic guarantee is issued by the EA for 70% of the
outstanding uncollatoralized portion of the loanr.

- Guarantee premium would be a one time 5% of the total amount
of guarantee collected in advance. PFIs would collect the
premiumn and credit the account of the EA.

- Averag«: life of the loan is 3 years.

- Bad debts would be 4.5% of the total amount of guarantees
outstanding per year.

- Return on capital amd accumulated profits would be 10%.
Under these assumptions the GF would accumulate profits and

its capital ard reserve would be about $2.1 million in year 10 of the Project
and $2.2 million in year 20.
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INSTI'[UTIONAL ANALYSIS

The Republic of Panama has expanded in a period of 12 years into an
international finance center, with 121 banks representing 30 naticns
throughout the world. This section provides a yeneral overview of the
financial system in Panama, describing the banking environment, roles and
relationship of the various financial institutions.

A. Structure of the Financial Systen

The financial system in Panama is comprised of comtercial banks,
nortgage banks, developwent financial institutions, savings and credit
cooperative unions, and financieras.

Panama does not have a central bank. The National Banking
Commission created in 1970 as an agency of the Ministry of Planning and
Economic Policy, has two objectives: insure that the soundness and efficiency
of the system is maintained, and to strengthen and promote the proper
conditions for the development of Panama as an intermational financial center.

The Banco Nacicnal de Panama, a wholly owned autonoious agency of
the government, is the largest domestic bank in Panama. It operates as a
comercial bank and serves as the principle depository of the govermnent.
BNP operates the clearing operations for the banking system and acts as the
supplier of paper money (U.S. dollars) to the banks operating in Panama.

1. The Commercial Banking System

a. General

Because of its central geographic location and favorable
banking laws Panama has developed rapidly into a major banking center of the
world. ‘rhere are 111 cowcercial banks in Panama, most of wiiich are branches
of major international banks, 2 are publicly owned, 67 are general licensed
banks that can engage in offshore as well as domestic banking, and 42 are
internaticnal banks allowed to engage in business only outside of Panama.
There are an additional 12 representative offices. Almost all the major banks
of the world have a presence in Panama. ‘The unit of exchange in Panama is the
U.S. dollar. Panama imposes no restictions on the inflow and outfiow of
noney. The growth of the banking system in Panaiw has bean very rapid both in
nuber of banks and in assets. Between 1978 and 1983 the total assets of the
banking system increased from $22.7 billion to $41 billion. Obviously. the
bulk of the activity of the banks is outside Panama. In December 1981 out of a
total loan portfolio of $25 billion, $3.5 billion, 14 percent was in local
loans.

b. The Role of the Major Banks

The bulk of domestic bank loans is extended by 8 banks
which in 1980 through 1983 had about 63% of the market against the other 60
banks providing 37%.



TABLE 1

SHARE OF THE COMMERCIAL BANKS WITH OUTSTANDING LOAN BALANCES OF MORE THAN
$100 MILLICON IN TOTAL DOMESTIC LOAN PORIFOLIO OF THt BANKING SYSTEM
(Millions of dollars)

1980 1981 1983

1) p 408 648 877
2) Chase Manhattan 344 350 372
3) Bank of America 215 248 214
4) Citibank 213 243 224
5) Banoo de Santander 120 123 95
6) Banco Exterior 111 153 186
7) Banco Fiduciario 102 107 152
8) Banco de Colonbia 93 101 104
TOTAL 1,606 1,973 2,224
TOTAL BANKLIK SYSTEM 2,500 3,130 3.529

Source: Peat, larwick, Mitchell & Co. Balance Sheet of Banks Operating in
Panama.

With the exception of the BNP which is owned by the
Government of Panama and carries the largest loan portfolio (16%, 21% and 24%
in 1980, 1981 and 1983 respectively), all the other major banks are foreign
owned.

c. Recourse to Foreign Savings

Because of the absence of restrictions in the movenent of
capital, the U.S. dollar being the currency of the country and foreign
deposits being substantially more than foreign loans, Panama is in the
enviable position of easy access to foreign savings for domestic loans. In
the five years of 1979 to 1983 foreign deposits were about 40% to 80% higher
than foreign credits. (Appendix 4) Conversly, in the eleven year period of
1970 to 1980 domestic credit was in every year in excess of domestic

deposits. (Appendix 5)

In 1975 the relationship was $1,525 million of credit
against $850 million of deposits or credit being 79 percent in excess of
deposits. In 1981 and 1982 for the first time the outstanding balance of
domestic credit was slightly less than domestic deposits. Preliminary figures
for 1983 indicate the reversal to domestic credit exceeding domestic deposits
by 5 percent.



The public sector has availed itself to a much larger
extent of foreign deposits particularly from 1974 onwards. However the
utilization of foreign funds by the private sector has also been very
significant following the pattern of the relationship of total credit to total
deposits. In the 1973 to 1975 period, domestic private credit was over 60
percent more than domestic private deposits (in 1974, credit $1232 million,
deposit $728 million). Only in 1980 the situation was reversed and in 1982
domestic credit was only 4/5 of domestic deposits. This development reflects
the recession in the economy of Panama and weak demand. VWhile deposits
continued to increase there was not a corresponding increase in credit. 1In
Decerber 1982 private deposit was 45% higner than Deceiber 1980, but domestic
credit registered an increase of only 24 percent.

The annual growth of domestic credit in Panwuma was over
32 percent from 1970 to 1974, It dropped to 13 percent in 1975 and declined
to 4 percent in 1978 when it started increasing again gradually to 24
percent in 198l. The increase in 1982 and 1983 was 6.5 and 5.4 percent.
(Table 2)



TABLE 2

BALANCE OF OUTSTANDING CREDIT 10 THE PRIVATE SECTOR BY THE OOMMERCIAL BANKS

ACCORDING TO ECONQMIC ACLIVITIES 1970-1982

(Millions of dollars)

Year 1970 1971 1972 1973 1974 1975 1976 1977 1978 1979 1980 1981 1982 1983
Total 420 563 766 1,026 1,352 1,525 1,628 1,766 1,843 2,133 2,531 3,146 3,351 3,533
Agriculture 37 65 80 97 119 111 120 133 145 162 206 217 216
Industry 32 . 45 46 39 126 133 137 185 214 265 283 263 264
Housing 40 56 29 143 232 288 292 336 353 421 466 513 552 617
Canstruction 16 33 21 42 56 83 78 73 64 67 97 147 151 164
Commerce 239 295 410 572 599 513 551 570 612 752 953 1197 1225 1146
Purlic Entities 12 30 52 55 120 236 340 401 365 351 391 572 700 882
Others 44 61 74 88 159 160 123 129 131 183 197 228 243 244
Source: National Banking Commission



d. Sectorial Distribution of Credit

The major portion of domestic credit in Panama is
allocated to Cowmmnerce. However, its share which from 1970 to 1973 was about
55 percent has declined significantly and has been about 38 percent in the
last few years. Housing and construction assumned greater importance with a
rise from 13 percent of total credit in 1970 to 24 percent in 1975. In the
last few years it has remained steady at about 22 percent. All through the
period of 1970 to 1982 the share for agriculture has remained constant at
about 7 percent. Domestic credit for industry declined from 7 percent to 4
percent between 1970 and 1973. It rose to 10 percent in 1980 and has been on
the decline again to 9, and 8 and 7 percent in 1981, 1982 and 1933. Eignht
commercial banks provided alimost all credit for agriculture and the bulk of
credit to industry (4 banks predoaminate, reference to 8 banks is made because
available information is consolidated in the 8 largest banks). In 1982 while
their share of the total outstanding credit was 63 percent, they provided
over 90 percent of the credit to agriculture and 77 percent of the credit to
industry. Their share in housing, construction and commercial credit over the
period of 1977 to 1982 has declined significantly.

This developnrent can be explained by the fact that new
barks shy away from credit to industry and agriculture and concentrate on
housing, construction and loans for commerce. Unfortunately, information is
not available on the extent comsercial banks engage in development finance be
it a new venture or expansion or replacement of an ongoing enterprise.
Estimates provided by the very important banks suggest that in the case of one
in 1982 loans with maturity of more than one year was about $140 million and
in the case of the other about $155 million. In the case of the latter, it is
reported that loans of maturity of more than five years was $13 million, $33
million and $28 million in 1980, 1981 and 1982 respectively. A third bank

reports loans with maturity of more than one year of $65 million and of more
than 3 years of $40 million.



TABLE 3

PARTICIPATION OF 8 PRINCIPLE BANKS IN THE BALANCE OF OUTSTANDING CREDIT OF THE QQMMERCIAL BANKS

ACCORDING TO MAJOR EQONQAIC ACLIVITIES, 1977 - 1982

(iM1llions of Dollars)

1977 1989 1979 1980 1981 Sept. 1982
B.S. 8 Banks DB.S. 8 Banke B.S. 8 Banks B.S. 8 Banks B.S. 8 Banks B.S. 8 Banks
Total 1,766 1,183 1,843 1,245 2,133 1,413 2,531 1,609 3,146 1,980 3,328 2,092
Agriculture 120 119 133 122 145 133 162 152 206 188 213 193
Industry 137 102 185 139 214 164 265 193 283 224 272 209
Housing 330 161 353 158 421 198 466 210 513 220 591 220
Construction 73 55 64 47 67 46 97 50 147 79 157 85
Commerce 570 384 612 418 752 466 953 555 1,197 634 1,221 684
Others 530 367 496 361 534 406 588 449 800 635 875 701
Source: National Banking Commission
B.S.= Banking System
-6~



2. Specialized Financial Institutions For Developuent Credit

Outside the commercial banking system, there are in Panama
four institutions, three public and one private, which are engaged in medium
and long term lending to manufacturing industries and agriculture . 'These are
Corporacion Financiera Nacional (QOFINA), Desarrollo Industrial, S.A. {(DISA),
Banca Industrial the industrial lending department of Banco Hacional de

Ponama, and the Agricultural Development Bank (Banco de Desarrollo
Agropecuario—-BDA).

a. COrIlNA

Wholly Government owned, was established in 1975 to
perform the normal functions of a development bank. However, unfortunately,
it has fallen on bad days, has a bad reputation in the banking and business
commnity, and seeks its salvation in writing off its bad loans and
restructuring the bank so that the private sector would be the wajor
shareholders.

COFINA has suffered from change of management; 4 in 7
vears, excessive turnover of its senior staff (of the 26 senior technical
staff, 6 with the longest service have been with COfINA for 23 montns and 9
with shortest service for 12 months), poor project evaluation, inadequate

project supervision, and most serious of all extension of credit based on
political considerations.

QOFINA is not immune to accusations of outright
favoritism ai.l corruption. The constitution of OQOFINA allows for 8 Board
rnermbers appointed by the President of the Republic. ‘The majority of Board
members have come from the private sector. The public sector has been

represented by the Minister of Corwerce and Industry and the General Manager
of BiP

The operating policy approved by the Board allowed for
maximum exposure of $4 million or 20% of capital and reserves to one client
inclusive of guarantees and equity: up to 70% financing of total project cost
and in no case more than 80%; equity participation in an enterprise up to 20%
and in all not to exceed 753% of capital and reserves; furthermore equity
participation in an enterprise not to exceed 25% of that companies capital
stocks and finally CUFINA's debts, inclusive of guarantees, would not exceed 5
times its capital and reserves

QUFINA was to concentrate on financing the necds of
rediun and large manufacturing industries. It would in the first instance
provide finance for fixed capital and invite the commercial banks for the

provision of working capital. The rate of interest charged by QUOFINA has been
13% plus 1% management fee.

The major sources of funds for COFINA have been the
Government, through annual budgetary allocations, and the World Bank. USAID
and comaercial banks have also participated to « lesser extent. By Decerber
1983 the capital and reserves of COFINA had dropped from $27 willion in June
1982 to $14.7 million. In the same period loans outstanding $69 million to
$34 million. Total amount borrowed from the World Bank was $35 million.



As is evident from the figures there has been a sharp
decline in COFINA's activity and equity since 1982. Compared to 1981 in which
69 loans for a total amount of $36 million were approved, in the first half of
1982 only 22 loans for $7 were approved. While at the end of 1980 CUFINA's
equity participation was $5.2 million, it only increased by $468,000 in the
following two years (excluding a very large equity participation in
Petroterminal de Panama, S.A.).

The average size of QOFINA loans dropped sharply from
over $400,000 in 1978 to about $150,000 in 1980. COFINA's net profit which in
1980 was $1.9 million declined to $58,000 in 198l1. Ior 1983 COFINA reports a
profit of $42,000.

At present OOFINA is out of funds. Of the second World
Bank loan of $20 million, $13 million .as already been disbursed and the rest
is committed. The Government which provided COFINA with $2 million last year,
has not allocated anything for this year. QOFINA did not make any loans in

1983 except for very small loans in the range of $125,000 funded from a USAID
loan.

In these circumstances the GOP is seeking the solution to
QUFINA's problens in the establishment of a new entity, BINSA. Initially
BINSA would have a capital of $30 million, $10 million of which would be in
common stocks with voting rights. The majority of the shares of BINSA would
be owned by private Panamanian banking and insurance couwpanies (30%) and
international financial institutions such as IFC, DEG, the Industrial Bank of
Japan (30%). COFINA's participation would be 40%. At present QOFIMA is
carrying on with minimal activity. It is reported that so far the reception
to BINSA has not been very enthusiastic. As for its contribution to
development in Panama any judgement at this time would be premature.

b. Industrial Bank

This bank finances small and medium size industries. Out
of 384 loans made to date 275 (72 percent) and out of $32 million lent $28
million (88 percent) are with maturities of over three years. Generally
repayment extends to 7 or 8 years and contrary to the practice of the
camrercial banks which apply a fluctuating rate of interest based on LIBOR,
Industrial Bank charges a fixed rate of interest.

Technical, economic and financial reviews of projects is
carried out intermally by the technical staff of the bank. However,the
approach of the bank is far removed from the development financing approach.
All loans are highly secured against other assets of the borrower.

It was reported that at present the bank has in the
pipeline about 20 applications representing $2 million in loan requests.
Average size of loan is about $350,000 and the maximum $800, 000.



Inter American Development Bank (IDB) has been the major
source of funds for the Industrial Bank. The relationship started in 1964

with a loan of $1 million, three subsequent loans of $ 5 million, $3 million,
and $12 million were granted in 1973, 1976 and 1980. 'fhe fifth IDB loan for

$15 million was signed in 1983. IDB funds would represent about 60 percent of
the loans to be made by the Industrial Bark.

c. DISA

DISA is a private industrial credit institution founded
in 1964 by a group of prominent Panamanian businessmen with an initial paid in
capital of $1 million. The source of funds for DISA was USAID and US
1*oort-Import Bank. An initial USAID loan of $5.1 million to be repaid in 20

"~ bearing an interest rate of 2 percent was supplemented with a second

>f $4 nillion with the same maturity and 3 percent interest. The ExIm

credit was for $2.5 million. 'fwo striking features of DISA operations
aie: @) a disproportionatly large portion of DISA's credit was made to its
major shareholders, b)because of a 9 percent ceiling imposed by the Government
on the rate of interest chargeable by DISA, with the increase of interest
rates on deposits, DISA instead of making industrial loans reduced its loan
portfolio and maintained larger deposits.

Between June 1980 ana 1983, the loan portfalio declined
from $3.4 million to $1.9 million. Cash went up from $3.1 million to $4.0

million. Loans repayable were reduced from $3.6 million to $1.8 million. In
the meantime stockholders' equity increased from $4 million to $4.6 million.

DISA wishes to become active in industrial lending
again. The decline in interest rates and the circumventions of the 9% ceiling
by various charges (such as management fee, etc.), or alternatively the

removal of the 9 percent ceiling on interest chargeable by DISA could make
industrial lending as profitable as maintaining deposits.

d. B

The Banco de Desarrollo Agropecuario was established in
1973 by the Government of Panama to centralize all of their agricultural
credit activities in one autonomous institution under the policy guidance of
the Minister of Agriculture. The Bank was formed to provide crop finance,
development credit and technical assistance to small and medium size farmers
and organized farmer groups(asentamientos, cooperativas).

BDA has 30 branch offices in the rural areas and a staff
of 900 made up of 50 professionals, 350 field technicians and 500
adninistrative and support persomnel. This group serves the 22,000 loans
vhich the Bank has outstanding, 7,000 of which were made during 1982 for a
total of$ 49 million. About 90 percent of BDA loans are to very small farmers
ranging from a few hundred to a few thousand dollars for one year. larger
loans, ($30,000)are made only for livestock with maturity of up to 12 years.
Interest varies hetween 11 to 13 percent.faken in terms of the whole
agricultural credit market the number of loans made by BDA is greater than all
of the private bhanks together. In dollar terws BDA's share of agricultural
credit was 23 percent in 1982. In crop finance, BDA's participation

represents over 50 percent of the funds lent when sugar cane and bananas are
excluded.



During the middle and late seventies the Bank was used
extensively by the Ministry of Agriculture to attain program objectives by
directing financial resources into priority sectors. A substantial portion
of its credit facilities were utilized in support of newly organized farmer
groups (cooperatives and asentamientos), and in providing working capital
advances to other state enterprises(state seed company /FEASIM, the state

agricultural machinery/FNDHAA, CQOAGRO etc. )which supply goods and services to
the banks' clients.

By 1982 the Bank had received over 31 million dollars in
capital contributions (5.6 million in 1982) from the GOP bringing total equity
in June 1983 to $69 million. The other major source of funds of BDA has been
IDB which has lent BDA a total of $75.7 million, $45 million of which was
provided in 1981,

In the 1983, BDA disbursed $38 million dollars in loans
(down 23% from 1982), and no capital contribution from the GOP. Efforts will

continue to increase the individual farmer client base and to strengthen basic
field services.

3. Participating Banks

The Project assumes that the lenders to SSEs will be the
comnercial banks and the savings and credit cooperatives. In the section
dealing with financial institutions in Panama the role of comnercial barks,
the savings and credit cooperative mernbers of FEDPA and the financieras is
described. This section deals briefly with the commercial banks which have
expressed a strong interest in participating in this Project.

Including Banco Nacional de Panama (BWP), initially six banks
would participate in the extension of credit to SSEs. 'These are, Chase
Manhattan Bank, Banco Exterior, Banco del Comercic, Banco Comercial de Panama
(BANOOMYR) and Banco Internacional de Panama (BIPAN).

It is a reasonable assumption that in the initial stage of the
implementation of the Project the participatiion of two well established banks
with a network of branches in the major centers of population and activity
would have been sufficient for the launching of the Project. It is
encouraqing to have had expression of interest by a micu larger number, 5 of
which have formally notified USAID of their agreement to the terms and
conditions stipulated for participation in the operation.

With the exception of BNP which is a public institution, the
other 5 banks are privately owned. Two of the 5, Bancomer and BIPAN are
Panamanian, Chase is a U.S. bank, Exterior is Spanish and Banco del Comercio
is Colubian.



These banks have altogether a total of 71 branches (BNP 47,
Chase 11, Exterior 8, others 5) in every province and major urban center of
the country. BNP and Chase are, according to their 1983 Ixmlance sheets, the
first and second largest banks in terms of both domestic loans and deposits
leading the other banks by a very large margin, and Banco Exterior is among
the ten largest in term of domestic deposits. BWP's domestic loan portfolio
represents 25 % of the total domestic loan portfolio. The domestic loan
portfolio of the other 5 banks equals $ 6554 and represents 18.6 % of the
total domestic loan portfolio. Of the 5 banks, 4 have been already involved
in loansg to SSEs on a fairly large scale for an extended period. BIPAN has

more recently experinented with this type of lending operation on a very
selective basis.
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TABLE 4

Banco
Consolidated Balance Banco The Chase Banco Comercial Internacional
Sheet of Banks Nacional de Manhattan Banco Banco del de Panama de Panama Total
Description Operating in Panama Panama Bank Exterior Comexrcio (BRANCOMER) (BIPAN) Columns
Assets Decenber 1983 1 2 3 4 5 5 2 to 6
(In Thousardds of Dollars)
Cashh and Cash items 147,532 58,233 12,123 3,581 322 2,386 1,878
Due from Banks and
Financial Entities:
Demand Deposits: Local 168,824 900 18,879 3,992 493 2,669 1,275
Foreign 663,598 15,040 583 - 1,683 640 430
Time Deposits:s Local 1,260,218 90,440 14,500 3,390 30 12,525 13,850
Foreign 9,662,306 156,195 151,500 8,920 6,838 14,044 -
Certificate of Deposit 210,355 - - - - - -
11,965,301 262,575 185,462 16,302 9,044 25,878 15,555
IOANS: Local 3,529,293 876,739 371,920 186,032 38,371 48,437 40,257 655,017
Foreign 21,936,373 6,123 18,164 103,087 115,778 29 2,736
25,465,666 882,862 390,084 289,119 124,149 48,466 42,993
LESS: Undisbursed Portion 150 - - - - - -
Provision for Unco-
llectible Loans 237,560 - 2,29 - 1,700 25 436
Unearned Interest 29,755 - 3,495 632 31 195 S
25,198, 201 882,862 384,293 288,487 122,418 48,246 42,459
Securities:
Panama Government lotes 83,378 32,681 2,000 2,068 174 - 877
Bonds and Other 1,401,78C - - 988 - 1,295 155
1,490,158 32,681 2,000 3,056 174 1,295 1,032
Securities Purchased
Urder Agreement to Resell - - - - - - -
Other Assets:
Irternational Monetary Runds 136,442 21,450 - - - - -

-]2_
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TABLE S

Banco
Consolidated Balance Banco The Chase Banco Comercial Internacional
Sheet of Banks Nacional de Manhattan Banco Banco del de Panama de Panama Total
Description Operating in Panama Panama Bank Exterior Comercio (BANCOMER) (BIPAN) Colums
Assets Decenber 1983 1 2 3 4 5 6 2to 6
(In Thousands of Dollars)
Promises and Equipment 145,313 39,526 9,553 2,606 4,822 604 1,988
Various Debtors 1,192,643 - 23,432 10,426 6,648 1,100 882
Other 429,050 43,927 4,709 2,816 160 120 370
1,903,448 95,903 37,694 15,848 11,630 1,824 3,240
Total Assets 40,704,640 1,332,254 621,572 327,274 143,588 83,629 64,164 1,240,227
Liabilities and Capital
Due to Depositors:
Derand Deposits: Local 700,472 339,305 65,492 20,396 535 9,252 6,648 102,323
Foreign 1,585,026 21,728 28,887 5,315 4,554 1,784 590
Saving Deposits 283,051 - 55,080 6,518 143 1,299 344
Tine Deposits: Local 2,350,952 319,826 148,957 105,536 20,548 51,800 30,449 357,290
Foreign 29,321,938 - 271,429 169,126 96,963 10,674 18,900
Certificate of Deposits 81,356 - - - - - -
Restrictive Deposits 167,141 - 1,434 - — — —_—
34,489,936 680, 859 571,279 306,891 122,743 74,829 56,763
Obligations 3,182,304 514,744 - - - - -
Otrer Liabilities
and Reserves:
Various Creditors 1,120,748 12,313 23,976 5,895 3,026 1,805 2,429
FPaserves 42,963 39,900 — - _— - -
Uther Liabilities 317,857 9,2%4 10,958 2,655 254 813 -
1,481,568 61,507 34,934 8,550 3,280 2,618 2,429
Capital and Capital Reserves:
Capital 818,627 60,00C 1,000 4,000 14,000 2,805 3,750
Subordinated Notes 1,416 _— _— -_ —_— - -_—
(apital Reserves 246,301 15,144 14,359 5,330 — _— 250
Fetained Earmings 184,488 — — 2,503 3,565 3,397 972
1,550,832 75,144 15,359 11,833 17,565 6,202 4,972
Total Liabilities & Capital 40,704,640 1,332,254 621,572 327,274 143,588 83,629 64,164 1,240,227
-13-



4. Savings and Credit Cooperative Unions

Federacion de Cooperativas de Ahorros de Panama

There are in Panama 124 savings and credit cooperatives
unious, 107 of which are affiliated with Federacién de Cooperativas de Ahorros
y Credito de Panama (FEDPA). Of these 107, 24 with a membership of 11,000 are
open unions, and 83 with a membership of 31,000 are closed unions.

TABLE 6

DISTRIBUTION Of THE FEDERATED CGOOPERATIVAS AND NUMBER OF ASSOCIATES:
BY PROVINCE, TO DECEMBER 31, 1983

Province Open Coops Assoc. Coops . Assoc.
Panama 9] 810 60 20,768 66 21,578
Colon - - 3 352 3 352
Los Santos 8 3,782 1 830 9 4,612
Herrera 3 895 2 310 5 1,205
Cocle 1 241 3 1,660 4 1,901
Veraguas 1l 330 2 2,550 3 2,880
Chiriqui 3 4,409 12 4,342 15 8,751
Bocas del Toro 2 402 - - 2 402
TOTAL 24 10,869 83 30,812 107 41,681

Of all the unions, 66 are in Panama City with another 15 in
the province of Chiriqui. Open unions are geographic in nature and accept for
membership people in diverse activities. They are primarily located in rural
areas. Membership in a closed union is usually restricted to employees of a
particular organization. They are primarily located in urban areas.

Money borrowed from credit unions is ostensibly used for
consurption and purchase of durable goods as well as medical care, upgrading
of houses and construction of new houses. However, all unions, closed as well
as open engage to some small extent in providing loans for acquisition of
fixed assets and working capital requirements of small scale enterprises.

In Decerber 1983 the outstanding loan portfolio of the credit
unions stood at $36M. Their share of capital was $234, loans received $7.5M
and reserves $14, Obviously, the major part of loans were financed from share
capital. However, as the above figqures indicate credit unions financed a
significant portion (21%) of their lending operation from loans from FEDPA and
a small amount from commercial banks.
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There is a wide variation in the financial strength and level
of operation of credit unions with total assets of $434 in December 1983, 12
unions with assets of over $1M accounted for $281 in assets or over 60 percent
of the total. 39 unions with assets of less than $100,000 accounted for $1.7M
or 4 percent of the total assets.

Each credit union has its own constitution and rules and
requlations for its lending operations i.e. the amount loaned to a member, the
ceiling for loans, maturity, rate of interest, distribution of profits etc.
The differences are significant. For example the interest charged can vary
between 1% and 2% per month on outstanding balances. However, by and large
the amount of the loan does not exceed 5 times the value of shares held by
the borrower, maturity is 24 to 30 months, interest charged is 13.5% and 10%
of the loan received should be invested in new shares.

It would seem that in the last few years the Credit Unions
have had an upsurge of activities as indicated in the following figures.
Between 1982 and 1983 membership in FEDPA increased by 9 from 98 to 107,
shareholding in FEDPA increased by $538,000 from $2.841 to $3.3M; nuiver of
maibers increased by 2,464 from 39,217 to 41,68l; and accunmulated loans
increased by $32.511 from $189.6 to $222.1.

TABLE 7

FEDERACION DE OOOPERATIVAS DE AHORKROUS Y CREDITO DE PANAMA, R.L.
XXII1I ASAMMBLEA ANUAL
DESARROLIO DE LA FEDERACION

Detail 1982 1983 Increase 3

Affiliated Coops. 98 107 9 9.2
Menbership fee (shares)
of Coops. in the
Federation 2,789,856.92 3,328,197.36 538,340.44 19.
Accumulated loans
from Federation to

Coops. 54,614,421.89 60,840,565.49 6,226,143.60 11.4
Nurber of merbers
of affiliated Coops. 39,217 41,681 2,464 6.3

Shares & Savings
of Affiliated Coops. 27,594,967.32 32,312,854.94 4,717,887.62 17.1
Accumulated loans

of Affiliated Coops. 189,584,370.00 222,116,727.59 32,532,357.59 17.2
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In 1983 about 70 percent of the loans made were for 7 major
activities. In order of their importance these were: rent and housing
improvements 32%, installment purchase 10%, personal car-9%, travel, wedding,
and vacation-7%, medical services 5.6%, educational-4% and working
capital-3.23%.

Supervision of the cooperatives is the responsibility of El
Instituto Panamefio Autonomo Cooperativo (IPACOOP) a state agency created in
July 1980. IPACOOP has a Board of Directors of 4 ministers and 3
representatives from cooperative federations with the Minister of Planning as
the Chairman. IPACOOPs primary responsibility is the requlation of individual
cooperatives, but it also is charged with the provision of technical
assistance and training in the areas of legal assistance, auditing,
accounting, budget, program development and other institution building
activities.

FEDPA is the federation of 107 credit unions. It is governed
by a Board of 9 members, one elected by the credit unions of each province.
The Board appoints the General Manager of FEDPA. FEDPA was established 23
years ago (196l).

FEDPA maximum loan to a credit worthly member is 3 times its
net work (capital and reserves). These funds are also used by credit unions
for agricultural loans, fixed assets in small business and working capital.
FEDPA loans for agriculture and small business have a maturity of 54 months,
and for working capital 42 months. The rate of interest charged is 10.5
percent. ¥FEDPA's reserves equal 3% of the total balance of its loans. The law
provides that of FEPDA's profits 35% should be allocated to reserves and 65%
can be distributed. The largest amount of a loan made by FEDPA ws $1.51 and
the smallest $750,000

FEDPA's resources consist of 5% of the shares of the member
credit unions, additional 5% in shares of the amount credit unions borrow from
FEDPA as well as long terms loans from AID, COLAC and Banco de Desarrollo
Agropecuario (BDA). FEDPA loans frow these oryanizations were $1.9M, $34 and
$2.11M respectively. FEDPA has also borrowed a few hundred thousand dollars on
a short term basis from commercial banks. In December 1983 the outstanding
balance of loans payable was $4.3M.

FEDPA had 19 applications for loans in 1983 from 15 members
Cooperatives for the total amount of $3.56 M. With the exception of one
application that was pending at the end of the year, the rest adding up to
$3.51, were approved. FEDPA's disbursements of loans in 1983 was $6.2M.
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The following table gives the number amount and amnual change
in approved loans from 1965 to 1983.

TABLE 8

NUMBER, AMOU :™ AND ANNUAL PERCENTAGE CHANGE OF LOANS
APPKOVED BY THE CREDIT OCMMITILE
FRO1 1965 - 1983

Year Iurber of Loans Amount Annual
1965 2 1,500.00 -
1966 6 27,400.00 1,726.7
1967 8 28,500.00 4.0
1968 12 56,100.00 96.8
1969 17 95,295.00 69.9
1270 14 101,809.00 6.8
1971 29 1,197,750.00 2,076.5
1972 19 745,430.00 ( 37.8)
1973 14 773,871.00 3.8
1974 24 1,282,550.00 65.7
1975 21 2,958,210.56 130.7
1976 14 2,346,407.20 (20.70
1977 21 2,288,260.13 ( 2.5)
1978 19 3,632,305.00 58.7
1979 29 5,642,914.00 55.4
1980 24 3,658,454.00 (35.2)
1981 16 4,853,350.00 32.7
1982 14 3,119,157.00 (35.7)
1983 15 3,510,317.00 12.5

Source: FEDPA Annual Report 1983.

In Decermber 1983 the total assets of FEDPA was $9.45M of which

$7.4a1 was loans to credit unions. FEDPA's capital and undistributed profits
in Decerber 1983 was $3.7M4.

5. Financieras

Financieras are financial instituitons that specialize
primarily in small consumer loans to salaried individuals, mostly government
employees. At present there are 94 financieras in Panama; 76 in Panama City
and 18 in the interior. Of these 6 financieras belong to banks and are
primarily engaged in the financing of the purchase of cars. Some financieras
belong to a group of manufacturing establishients and ke loans to the staft
of those companies.



MICI issues the licence for the establishment of financieras
and supervises their activities. Licence is issued to any applicant of good
character able to mobilize a minimum capital of $50,000. Except for one
financiera with capital of $1M the majority of them have a capital of $100,000
to $300,000. Besides the capital and undistributed profits the major source
of funds for financieras is money borrowed from the banks. ‘The cost of money
from banks varies between 13 1/2% to 16%. Financieras are not allowed to take
deposits.

The law regulates the maximun amount permissible for lending
to an individual and the maximum interest and commission that can be charged.
Amortization should not exceed 35% of monthly salary, interest no more than 1
1/2% per month and commission 5%. Since the interest and comnission are
charged up front, the cost of money to the borrower is exhorbitant. Following
examples are typical of lending transactions of financieras.

a. Total obligation of Client $2,692.44
Interest 807.82
Comission 5% 134.62
Amount received by Client 1,750.00

Payments: 74.79 every two weeks in 18 months
Effective rate of interest: 35%

b. Total opnligation of Client 270.24
Interest 56.73
Comnission: 5% 13.51
Anount received by Client 200.00

Payments: $11.26 every two weeks in 12 months
Effective rate of interest: 26%.

The following two tables present the balance sheets and profit
and loss statements of 3 representative financieras, large, medium and small
as presented to MICI.
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TABLE

2

BALANCE SHEET OF 3 FINANCIERAS

Enterprise Large (B/.) Medium (B/.) Swmall (B/.)
Assets
Cash 24,473 4,127 77,607
Loans and Accounts Receivable 5,797,632 792,335 344,623
Lesss
Interest 2,465,530 282,100 39,389
Loans receivable, net 3,332,102 510,235 305,234
Interest and Accounts
receivable, others 402, 801 11,446 —_—
Loans and Accounts receivable,
net 3,734,903 521,681 305,234
Expenses paid in advance 26,952 382 25,269
Investments 56,936 - -
Building, furniture, ercuipment
and improvements 174,398 19,088 20,443
Less:
Accunulated Depreciation 88, 884 4,577 8,753
Building, furniture, equipnent
and improvements, net 85,514 14,511 11,690
Other assets 11,229 2,4071 2,423
TOTAL AGSELS 3,943,007 543,108 422,313
Liabilities and Net Viork of Stockholders kquity
Liabilities
Opligations to banks 47,551 286,974 —
Accumulated Accounts and expenses
payable 3,218,820 51,649 101,617
Incone Tax payable —— 19,860 —_—
TOTAL LIABILITIES 3,266,371 358,483 101,617
Stockholders Equity
Paid in Capital 500, 000 120,000 50,000
Ican to Stockholder - (25,000) -
Retained Earnings 176,636 89,625 270,696
TOTAL OF STOCKHOLDERS' EQUITY 676,636 184,625 320,096
TOTAL LIABILITIES AlD
STOCKHOLDERS' EQUITY 3,943,007 543,108 422,313

Notes: 1) 'The size of the enterprise is related to paid in capital.

2) In each column information related to one (1) enterprise is

presented.

3) There are errors in the original balance sheets submitted by MICI.
Source: Direccign de Enmpresas Financieras, Direccidn Nacional de Finanzas,
Ministerio de Comercio e Industrias.
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Table 10

PROFIT AND LOSS STATERENT OF 3 FINANCIERAS

INCOME

Interest Income, loans
Fees and Commissions-loans
Other Income

TOTAL INCOHME

Cost of Operation:
Interest

Bad Debts
Operational Adwministrative

Ixpenses
Depreciation
and Amortization
TOTAL OPERATIONAL EXPENSLES
Profits before Taxes

less:
Income Tax

Net Profit

Profits undistributed at the
begiming of year

less:
Dividends

Profits undistributed at the
end of the year

Notes: 1) 'The size of the enterprise is related to paid capital.

1982

Enterprise Enterprise Enterprise
Large Medium Small
1,640,989 209,082 130,620

251,730 26,464 35,046
5,595 20,074 1,046
1,894,314 255,620 166,712
545,526 41,178 2,101
83,894 5,379 1,656
1,097,440 98, 353 121,682
16,205 1,632 2,333
1,743,065 146,542 127,772
155,249 109,078 38,940
51,862 31,151 8,683
103,387 77,927 30,257
73,249 56,144 260,439
—— 44,446 20,000
176,636 89,625 270,696

2) In each colum information related to one (1) enterprise is

presented.

3) There are errors in the original balance sheets submitted by MICI.
Source: Direccidn de limpresas Financieras, Direccidn Nacional de Finanzas,
Ministerio de Comercio e Industrias.

The following tables are the balance sheet and profit and loss

statement of all financieras in Panama



CONSOLIDATED BALANCE SHEET OF FINANCIERAS

TABLE 11

MINISTERIO DE COMERCIO E INDUSTRIAS

DIRECCION NACIONAL DE FINANZAS

(In Balboas)
Assets 1979 1980 1981 1982
Cash 6,478,380 6,713,114 7,044,913 3,796,420
Iloans &

Accounts Receivable 51,602,225 66,897,110 70,547,508 78,219,342
Investments 7,496,747 6,478,040 6,161,017 5,182,776
Building, Furniture

& Equipment 1,907,019 3,955,587 3,271,154 6,350,497
Other Assets 5,107,092 6,710,553 4,150,308 4,572,174
TOTAL ASSETS 72,591,463 90, 754,404 91,624,900 93,121,199
Liabilities and Stockholder's

Equity
Ioan payable 43,328,524 51,209,378 49,911,007 46,442,957
Account Payable and

Accumulated Expenses 8,667,889 12,713,217 9,792,708 21,548,402
Other Liabilities 5,191,705 8,445,791 9,934, 359 5,300,329
TOTAL LIABILITIES 57,187,618 72,368,386 69,638,074 73,291,688
Paid in Capital 10,530,521 13,110,521 14,245,180 15,959,481
Retained Eaming 4,873,324 5,275,497 7,741,666 8,870,030
TOTAL STOCKHOLDERS'

BQUITY 15,403,845 18, 386,018 21,986,826 24,829,511
TOTAL LIABILITIES AND

STOCKHOLDERS ' BQUITY 72,591,463 90,754,404 91,624,900 98,121,199

Note: Number of Companies in operation per year.

1979
1980
1981
1982
Hote: 1)
Source:

60
65
78
88
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TABLE 12

MINISTERIO DE QOMERCIO E INDUSTRIAS
DIRECCION NACIONAL DE FINANZAS
DIRECCION DE EMPRESAS FINANCIERAS

CONSOLIDATED PROFIT AND LOSS STATEMENT OF FINANCIERAS
YEARS: 1980 - 198l- 1982

(In Balboas)
1980 1981 1982
Inoome
Interest on Loans 12,249,425 15,193,943 17,363,494
Fees and Commissions 1,228,731 1,639,649 1,845,631
Other Income 3,583,153 3,083,319 5,656,072
Intereston Time Deposit 697,803 475,885 305,208
Dividends 311,444 331,721 379,943
TOCAL INCQIE 1%,070,556 20,679,517 25,550,348
Operating Expenses:
Interest 6,793,562 7,807,031 8,278,542
Bad Accounts 593,094 577,646 662,450
Administration and General
Expenses 7,101,592 7,405,755 10,000, 357
Depreciation and Amortization 186,926 373,317 535,577
Others 861,478 744,605 2,129,705
TOTAL OPERATING EXPENSES 15,482,652 16,908,354 21,606,629
Profits before Income Tax 2,587,904 3,771,163 3,943,719
Less: Income Tax 726,104 1,138,957 1,083,830
Extraordinary Items ( 25,303) 71,842 (7,045)
Net Profit 1,836,497 2,704,048 2,852,844
Retained Earnings at the
beginning of year 4,366,862 5,578,098 7,418,555
Less: Dividends 903,956 623,035 1,438,014
Adjustmen.. from previous
years 93,739 16,457 10,995
Retained Earnings year end 5,205,664 7,642,654 8,822,390

Note: Number of Companies in operation by year.

1980 65
1981 78
1982 88

Note: 1) There are errors in the original balance sheets submitted by MICI.

Source:
Financieras.
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It will be observed that the agyregate assets of financieras,
$98.M in 1983, was equal to 0.25 percent of the assets of the commercial banks.

The outstanding loan portfolio of the financieras, $78M, was

equal to 2.2 percent of the total domestic loan portfolio of the commercial
banks.
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(DoC. 4546P)
BUSINESS ASSISTANCE OOMPONENT (BAC)

Section 3 of Annex B provides the supporting documentation of the
Business Assistance Component described in the Project Paper.

A, Problems

Two of the major constraints for effective Small Scale Enterprise
(SSE) leiding, lack of collateral and high loan transaction costs are
addressed through the Guarantee Fund and loan Fund elements of this Project.
The third, limited business skills of the SSE sector, is addressed in this
Projuct component.

Private Financial Institutions (PFI) hold that SSE entrepreneurs
are devoid of basic business management skills and therefore are reluctant to
have them as clients. These perceptions have been confirmed by USAID
contractors after having made a series of group interviews throughout Panama.
Their findings indicate that micro and small businesses recognize their
present managerial limitations and place high priority on receiving business
assistance in loan applications, financial and business planning, xnagement
and control. The PFIs indicated that SSEs so assisted would be more credible
loan applicants.

B.  Purpose
The purpose of this component is to establish an institutional
mechanism within five (5) years which will be able to provide direct business

and financial management technical assistance to 2,000 Small Business
Entrepreneurs per year to enable them to:

- improve their business and financial management skills,
- apply for a loan under this Project, and
- manage their loan payments.

C. Function

The Business Assistance Component of the Project will:

- be an intermediary between participating Private Financial
Institutions and SSEs.

- advocate for SSEs.
~  provide data to the GOP/MICI and USAID on Project activities.
- be the Technical Secretariate to the small Business Cowscil

- conduct an Outeach Program that will inform the SSE community
about the Project and its services.



- identify the business development skills the SSE community
needs to both manage and increase the market potential of
their businesses.

- develop a business assistance mechanism which will avail of
the resouwrces of business organizations such as APEDE and
UNPYIME to provide training and technical assistance to the
SSEs.

- develop a Panamanian Inventory of Small Scale Enterprises to
document the support that small enterprises provide for the

total economy — Union Nacional de Pequefia y Mediana Hmpresas
(UNPYME) .

- identify ways the SSE community can expand its economic base
through procurement opportunities, joint ventures, and
business expansion.

- identify SSE business and financial management problems to the
Consejo Nacional de la Peguefle Empresa which will assist then
in their intermediary capacity with the participating Private
Financial Institutions and the GOP.

D. Beneficiaries

All micro and small business entrepreneurs whos:

1. Approach the Business Development Resource Centers for
business and financial assistance on their own behalf.

2. Approach Private Financial Institutions for financial
assistance, but for various reasons need prior business technical assistance,
to qualify for a loan and are referred to a Center.

3. Are referred by third party agencies, i.e.: UNPYME, APEDE for
assistance.

E. Organization

The mission has reviewed various organization alternatives and
selected the MInistry of Commerce and Industry (MICI) to coordinate the BAC.
The major reasons that support the decision are the following:

1. The enabling legislation of May 10, 1979 reflected in MICIs
charter assigns primal responsibility to this agency for the provision of
credit and technical assistance to SEEs.

2. The Project will ensure a major policy reform within the GOP.
MICI will phase out its credit program and concentrate its efrforts in business
and technical assistance, thus encouraging the Private Financial Institution
to provide capital and credit expertise for the development of small
businesses.



3. MICI presides over the Conseju Nacional de la Pequena Hnpresa
and acts as its fechnical Secretariate. This Project will provide the
necessary information needed so that the Council may recowmmend program and

policy modifications to the GOP to create a climate conducive to the growth
and development of small business.

4. The Business Assistance Cowponent is not financially self
sufficient and its operating expenses will be absorbed by the GOP, but it can
become self-supporting if the technical services provided to SSEs are of a
calibre that merit fees for service from SSEs in the future.

5. It is the GOF responsibility to provide training and education
for its people and this is the major thrust of the business assistance
component.

6. MICI has physical office infrastructure throughout the country.

The organizational structure of the Business Assistance Component
is reflected in the following diagram.

&
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Small Business Council

Major Function:

An advisory group to the GOP/MICI which provides counsel
on Project policies and activities consistent with the
GOP/USAID Project Participation Agreement.

Major Duties:

Review and recommend improvement. of Project policies,

procedures, systems, methods, and organizational relationships.

Prepare recommendations, propose plans and programs, and
provide advice in their implenmeritation.

Counscl Project management in its analysis, planning,
organizing and controlling functions.

Intrcduce new ideas, concepts and methods to Project
rmanagenent.

Monitor Project activities of participating agencies and
organizations.

Maintain interagency cooperation between the GOP/MICI,
USAID, Participating Financial Institutions, and private small
business groups and organizations.

Advocate for the concerns of the private small business
sector.

Identify ways the private small business sector can
expand its economic base and create more employment.

Menbers: Bsociacidn Panamefia de Ejecutivos de Empresa
(APEDE)
Sindicato Industrial de Panama (SIP)
Cimara de Comercio
Comisién Bancaria Nacional
Ministerio de Trabajo y Bienestar Social
(MITRAB)
Unidén Nacional de Pequefia y Mediana Empresa
Direccién General de la Pequeila Hupresa (DGPE)

Chairperson: Minister of the Ministerio de Comercio e
Industrias (MICI) or MICI designate.

Secretariate: ‘'fhe General Manager of the Business Assistance
Component of the Project.



2.

Central Office/General Manager

Major Function:

Direct, supervise, and monitor the activities of the
three operating units of the Business Assistance Component of
the Project.

Major Duties:

Implement Project policies and procedures.

Provide overall management and supervision of Project
persomnel and activities.

Technical secretariate to the Consejo Nacional de la
Pequefa Hnpresa.

Coorlinate with UNPWME and APEDE in BAC outreach and
training activities.

Monitor and report on progress of the long and short
range plans of the Project.

Training Office

Major Function:

Coordinate and provide the training required to support
the implementation of the BAC for .both Project stafr and SSEs.

Major Duties:

Identify training needs and intitutions that can provide
the service.

Arrange periodic training programs together with other
institutions e.qg. UNPYME, APEDE.

Report, evaluate and adjust the business assistance
training program.

Select technicians to develop the content and materials
for the training courses.

Maintain records of personnel that have been trained. '

Administrative/Contract Office

Major Function:

Provide full administrative Financial contract and
procurement support to the BAC.



6.

Major Duties:
Preparation of the Annual Budget.
Maintain accounts of the BAC funds.

Prepare checks and pay expenditures in accordance with
the budget.

Prepare the payroll and distribute the payroll and
contract reimbursement checks.

Maintain Project personnel records.

Process requests for advance funds, or request for
reimbursements.

Provide financial information to the manager.
Prepare reimbursement request rfor AID.

Prepare contracts for the technicians and institutions to
be utilized in the Project.

Field Offices - six (6) regional Business Development Resource
Centers throughout the country.

Major Function:

Provide consultation and business assistance directly to
SSEs.

Major Duties:

Perform SSE business assessments

Assess feasibility of SSE business plans.

Assist in preparation of credit applications.
Establish elementary accounting books in the SSEs.

Provide general consultation on administrative,
accounting and financial aspects of small business.

Collect statistical information for overall Project
monitoring and evaluation.

FEDPA (Federacidn de Cooperativas de Ahorro y Crédito de
Panamg )




FEDPA will have two major responsibilities in the
1mplementat10n of the Project; a) to chamnel funds to the credit unions
(ooopenatlves) which participate in the project (these functions are described
Section V of the\ Project Paper) and, b) to provide technical assistance to the
credit union andlaffiliated merbers.

Major Function:

Establish a project referral system within its members
and promote the project and increase FEDPA's membership.

lMajor Duties:

Provide information and assistance to the affiliated
cooperatives on the advantages of the project for its members.

Assists the cooperatives and affiliated members in
performing business assessments.

Assess feasibility of the business plan and, if the
project is profitable, assist in the preparation of the credit
application.

Establish elementary accounting books in the SSEs.

Provide general consultation on administrative,
accounting and financial aspects of small business.

'fhe Project will finance for a period of 3 years two field
technicians from the federation of cooperatives in Panama, (FEDPA) for the
purpose of assisting the individual cooperatives in the financial analysis-of
the loan applications they receive. During the first year of operation this
technician will be contracted with project funds. At the beginning of the 2nd
year two additional technicians will be conctracted for a total of 4
technicians up to and during the third year of project implementation. FEDPA
will assume the cost of the technicians at the beginning of the 4th year.

F. Staf fing
1. Central Office

The Central Office of the Project will be managed and
maintained by the General Manager who will be responsible for directing and
supervising the three operating units of the Business Assistance Component. A
full description of the position and its specifications is as follows:

Job Title: General Manager

Statement of the Job:

Provide the overall management and direction for the Business Assistance
Component (BAC) and the Business Development Resource Centers (BDRC) according
to policies and contract agreement of the joint-sponsored GOP/USAID Small
Business Development Project of the Ministerio de Comercio e Industrias (MICI).



Major Duties and Responsibilities:

l.

Implement the policies and procedures established by the Ministerio de
Comercio e Industrias and the Consejo Nacional de la Pequena Empresa for

the Business Assistance Component of the Small Business Development
Project.

Ensure that the BAC goals and objectives are accomplished within the
predetermined personnel and performance requirements, budget
limitations, and time schedules of the Business Assistance Component.

Provide the overall management and supervision for the administrative
persomnel of the BAC central office and the personnel and contractual
technicians of the Business Development Resource Centers.

Represent the MICI and the BAC administration to the business,

financial, and social sectors of the national, provincial, and local
communities.

Monitor the long and short range plans of BAC and its BDRC's and report

progress, deviations, problems, and contemplated changes in plans to
MICI and the SBC.

Ensure that the adwinistration and management of BAC central office and
the BDRC's are in compliance with the contractual agrrement between the
GOP/MICI and USAID/.

Assist UNPYME in their nationwide simall business outreach and advocacy
program which both identifies and speaks for the small business
entrepreneurs.

Implement and monitor a small business client referral system between
PFls, FEDPA, MICI field offices, APEDE, UNPYME, and other business and
social groups.

Sits on the Consejo Nacional de la Pequeria Empresa as the technical

secretariat, a non-voting member, representing the Business Assistance
Component and the Small Business Development Resource Centers.

Reporting and Supervisory Responsibilities

Reports directly to the National Business Development Directorate of the
Ministerio de Comercio e Industrias.

Reports to the Consejo Nacional de la Pequenia Empresa.

Supervises all activies and personell of the Business Assistance
Component of MICI.

Retains complete responsibility for the performance and personnel of the
BAC. llowever, may delegate authority, but can never delegate
responsibility to other administrators of the BAC.



Educational Requirements:

lMasters Degree in Business Adiministration (MBA) or in any business
related field.

Experience Requirements:

5 years experience in administration and management of similar
government development projects, and/or

5 years management, supervision, and public relations experience in the
business field.

(Additional 5 years of experience in the above areas will be considered in
lieu of a Master Degree).

Knowledge/Skills Requirements:

Must know how to:

Work within the national governwent structure.

Relate with boards of directors, councils or committees, business and
social organizations, etc.

Control budgets, monitor personnel performance, and work within time
frames.

Manage and supervise hired personnel and contractuals,
Develop long and short-range plans

Comply with contract agreements

Develop public relations programs

Design training programs.

Personal Requirements:

Ability to work long hours, at times on Saturdays and Sundays.

Ability to work under time pressure of deadline with flexibility and
accuracy.

Must have a pleasant, but firm personality
Belief in team management and leadership

Able to meet both job requirements and famility responsibilities without
detriment to job or family.



Salary Range:

Up to $2,000 per month, gross take home pay.

2. Training Office

This office is managed and supervised by a Training Officer
who will be responsible for ensuring that all training needs of the Project
personnel and the SSEs are fulfilled through the Business Assistance
Component. A full description of the position and its specifications is as

follows:
Job Title: Training Officer

Statement of the Job:

Coordinate all training requirements of the direct hire and contracted
personell of the Business Assistance Component and the conferences and
training seminars for the small business owners served under this project.

Major Duties and Responsibilities:

1. Establish and operate a Training Office which will address the training
and technical assistance needs of the Business Assistance Corponent
(BAC).

2. Identify the training needs of the direct hire and contracted personnel
of the BAC which will enable them to provide quality business and
financial management services to the small business owners served by the
BacC.

3. Develop a detailed training plan with objectives, content, and
methodology based on the training needs identified in the Business
Assistance Component.

4, Identify business and financial management training and technical
assistance resource groups and individuals who can provide the quality
training needed by BAC personnel and clients.

5. Design and manage a training delivery system which meets the identified
training needs of the BAC and leads to the accomplishment of the BAC
goals and cbjectives.

6. Design and implement a training evaluation plan which will enable the
training office to determine the effects of the training program and
provide the information necessary to make progressive adjustments.

7. Develop a public relations program which will maintain the active
utilization and involvement of the training and technical assistance
resource groups and individuzls in the BAC training program. .

8. Develop and maintain a directory of all training and technical

assistance resource groups and individuals which can assist the BAC meet
its goals and objectives.

ﬂ
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Develop a list of facilities (training sites) in the areas served by the
Business Development Resource Centers which are available and provide an
enviromment conducive for group training.

Provide the Project's management information system with the information
neerled to monitor the efforts of the BAC training office on a reqular

basis and to conduct an evaluation of the BAC in the third and fifth
year of the Project.

Reporting and Supervisory Responsibilities:

Reports directly to the BAC General lanager.
Supervises and directs the activities of training office personnel.
Supervises the training activities of training and technical assistance

resource groups and individuals with the assistance of the supervisors
of the BDRCs.

Fducational Requirements:

Masters Dedree in Business Administration or in any business related
field, and/ox

lMembership with Certificate from a Management Development Institute or
Society for Training and Development.

Experience Requirements:

5 years of experience in business management and finances, marketing and
sales management.

5 years of experience as a trainer in Human Resource Developisent,
Businesas and Financial Managerent

Additional 3 years of experience in these areas will be considered in
lieu of a lMaster's Degree.

Knowledge/Skills Requirements:

Must know how to:

Relate sensitively to the small business own ..

Develop rapport with training and technical assistance resource groups
and individuals.

Develop a viable working relationship with supervisors, peers, and
personnel.

Organize Organizational Development 'Training, Sensitivity ‘Wraining,

Human Resource Development Training, and Management, Business, and Sales
education programs.

-12~
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- Conduct training needs assessument.

- Monitor personnel performance, control budgets, and work within time
frames.

Personal Requirements:

- Able to work long hours, and on occasion Saturdays and Sundays.
- Function comfortably under time constraints.

- Pleasant but firm perscnality.

- Leadership abilities for team training.

- Capable of working with all types of people.

- Able to travel without advance notice.

Salary Range:

Up to $1100 per month, gross take home pay.

3. Administrative/Contracts Office

This office and its functions will be managed and supervised
by the Administrative and Contracts Officer who will be responsible for
providing the administrative, contract, and procurement support of the
Business Assistance Component. A full description of the position and its

specifications is as follows:

Job Title: Administration/Contracts Officer (Controller)

Statement of the Job:

Provide the day-to—dayv financial management and planning of the budget

and procurement support required by the BAC to attain its purpose, goals, and
objectives and meet its contractual obligations.

Major Duties and Responsibilities:

1. Prepare all financial data useful to the BAC management at all levels

for long and short range strategic planning and periodically for
evaluating alternatives in financial ters.

2. Prepare the BAC annual budget for submission to the General lManager as a
coordinated financial plan of operations in statements of incoie and
expenses.

3. Establish a management accounting system that will promptly provide the
BAC management with information to report to the Consejo Nacional de la
Pequeria Hmpresa, the National Business Development Directorate and
USAID, and to know when current results deviate significantly from
planned results.

-13-
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Develop a financial accounting system that will record revenues,
expenses, assets, liabilities, and net worth and produce summary
financial reports.

Design a cost accounting system for current, standard, and prospective
BAC costs that provides a cost analysis for all levels of management
within the organization.

Install a financial data processing system that will record accounting
data, prepare payrolls, and produce reports from the recorded financial
data, and administer business technician contracts and other BAC

payments.

Organize an internal auditing systam which will review and appraise the
accounting procedures and records to ascertain their reliability,
conformance with prescribed practices, and adequacy to protect against
loss of funds by fraud, waste, and other causes.

Assenble and consolidate budgets to assist BAC management to translate
operating plans into financial budgets, and analyze and report budget
variances.

Institute financial analysis procedure that will help BAC management to
interpret and evaluate all types of BAC financial data, and assess
proposed projects, plans and procedures in financial terms.

Supervise and direct the persomnel of administration and contracts
office to ensure that their BAC activities are performed according to
BAC policies and procedures, planned performance requirements, budget
limitations, and time schedules.

Reporting and Supervisory Responsibilities:

1.
2.

3.

Report directly to the BAC General lManager.
Supervise and direct the administration and contracts office personnel.

Monitor the expenses and reports of business technicians contracted by
the Business Development Resource Centers

Educational Requirements:

Certified Public Account

Experience Requirements:

5 years of experience in govermment finances, contracts management, and
financial data processing.

3 years of experience in business finances, accounting, and auditing.
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Knowledge/Skills Requirements:

Must know how to:

- Develop a viable working relationship with superiors, peers, and
personnel.

- Adninister management accounting.

- Conduct financial analysis, cost accounting and analysis, and
statistical accocounting.

- Develop budgets.
- Establish internal audit prccedures.

Personal Requirements:

- Willing to work long hours, and on occasion Saturdays and Sundays.
- Able to function under time constraints.

- Honest, person of principle.

- Pleasant, but firm personality.

- Able to travel without advance notice.

- Able to meet both job and family obligations without harm to either.

Salary Range:

Up to $1000 per month, gross take home pay.

4. Business Development Resource Centers

The Business Ass..tance Component will have six (6) Business
Development Resource Centers (see Organizational Diagram on Page. 5) which
will provide the following services to the SSEs in their respective areas:

a. Business assessments: assess the status of micro and
small scale enterprises' market, operations, and financial status; determine

the feasibility of its on-going and/or proposed venture; and develop a
business plan.

b. Business assistance after loan approval: a Business
Technician will provide guidance on the implementation of the business plan
and technical asssistance in developing an elementary bookeeping system to
record transactions and keep tracdk of business income and expenses in order to
repay the loan.

-15-
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c. Continue to provide business assistance during the seoond
and third year of the loan to ensure that the loan is being paid, and assist

the entrepreneur to strengthen his business management skills and possibly
increase employment.

d. If loan is not approved, the Business Development
Resource Center and FEDPA will refer the SSE to UNPYME or APEDE for further
technical assistance.

Each Center will he managed and supervised by a Supervisor who
will be responsible for ensuring that all Sbis receive quality business

assistance from the Business Technicians. A full description of the position
and its specifications is as follows:
Job Title: Business Development Resource Center Supervisor

Statenent of the Job:

Provide the day-to—day management, supervision, and direction of the
Business Development Resource Center persconnel and activities according to the
goals and objectives, and policies and procedures of the Business Assistance
Component of the joint-sponsored GOP/USAID Small Business Development Project
of the Ministerio de Comercio e Industrias.

lMajor Duties and Responsibilities:

1. Establish and operate the assigned Business Development Resource Center.

2. Supervise and direct the BRDC operations and all direct hire and
contracted personnel to ensure that they execute their functions and
activities according to the policies and procedures, and planned
performance requirements, budget limitations, and time schedules of the
Business Assistance Couponent.

3. Establish small business outreach and advocacy programs which will both
identify and speak out for the small business owners in the area.

4. Develop and implement a local public relations and advertising program
directed at the business, financial, and social sectors of the cammunity
which both provides information about the Center's services and
identifies the potential local small business clients who can use the
services.

5. Identify and list the local business and financial people who have the
skills, expertise, and experience needed to conduct business
assessments, provide husiness and financial management teclmnical
assistance, and prepare loan applications to Private Financial
Institutions, and who are willing to be contracted by BAC as Business
Technicians on a case-to—case basis.
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Identify the types of training needed by the hired and contracted
business techniicians of the BDRC which will enable them to provide
business assessments, sales projections, business plans, loan

applications, basic business accounting systems, and consultation

services on hasic business and financial management and accounting to
small business owners.

Gather and record in the BAC management information system the data
needed to monitor the performance of the BDRC on a regular basis and
conduct a third year evaluation of BAC and the BDRC's.

Conduct business assessments and provide technical assistance for small
business owners whenever time permits.

Develop and maintain a directory of the profiles of all small businesses
in the area.

Contracts business technicians on an as needs basis according to the
technician contract procedures of RBAC.

Reporting and Supervisory Responsibilities:

l.

2.

Reports directly to the Deputy lManager of the BAC.

Supervises and directs all BDRC personnel and contracted business
technicians.

Educational Requirements:

Masters Degree in Business Administration (MBA) or in any business

related field.

Experience Requirements:

3 years of experience in administration and management of sgimilar
government development projects at the local levels, and/or

3 years of experience in business management, business finances,
marketing and sales managenent.

Additional 2 years of experience in these areas will be considered in
lieu of a Master's Degree.

Knowledge/Skills Requirenents:

Must know how to:

Work with the local government structure.
Manage and supervise direct hire and contracted personnel.

Control budgets, monitor personnel performance, and work within time
frames.
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- Develop public relations programs with business and social organizations
and financial institutions.

- Develop a personal sensitivity to the problems and needs of small
businss owners.

- Negotiate and manage personal service contracts.

- Access training needs of personnel.

- Conduct a business assessments provide business and financial management
assistance; establish basic business accounting procedures; develop a

business plan; prepare the requisites of a loan application.

Personal Requirements:

- Capable of working long hours, and on occasion Saturdays and Sundays.

- Able to function under time constraints.

- Pleasant, but firm personality.

- Leadership abilities for team manayenent.

- Able to meet both job and family responsibilities without harm to either.
- Capable of working for all types of people in a cowmmunity.

Salary Range:

Up tp $850 per month, gross take home pay.

Each Business Development Resource Center will employ the services of
direct hire or contract Business Technicians who will provide the services
listed on pagye 10. The Business Technicians will also be gathering local
information on major contraints which will affect production, productivity and
investment among SSEs which can be used by the Consejo Nacional de la Pequefia
Hupresa to recommend appropriate Project adjustments and GOP policy reforms.

A full description of the Business 'fechnician position and its
specifications is as follows:

Job Title: Business Technician (Direct Hire or Contracted)

Statement of the Job:

Provide consultation, and business and financial management technical
assistance services to small business owners to improve their ianagement and

financial procedures through the instituti~n « ¢ Lounu we.’—ess practices, meet
qualifications for financial lciov:, i expand their current ope.-tions
successfully.

-18-



Major Duties and Responsibilities:

l.

10.

Conduct business assessments for small business owners to help them

identify their current financial status as well as possibilities for
growth.

Assess the feasibility «* 'l business owners by working with them to
prepare profit and loss «ts, interpret existing financial data,
analyze cash clow proble - | iS.

If small business is financially sound, but lacks capital to expand,

prepare business plan with the small business owner to determine amount
of capital needed.

Assist small. business owner to submit business plan with loan
application to a participating Private Financial Institution.

Upon loan approval, desiygn an accounting procedure that will improve
internal financial management practices and improve gross revenues and
profit margins.

Provide general consultation on the management, financial accounting,
and marketing and sales aspects of business enterprise for all small

businesses requesting the services of the Business Development Resource
Center.

Construct a profile of every small business contacted.
If business does not qualify for a loan at the time, refer the business
owner to APEDE, UNIDO, UNPYME for business and financial management

assistance depending on the needs of the firm.

Monitor loan payments of all small business clients periodically and
collect statistical information for project evaluation.

Submit weekly reports of all BDRC activities on a log sheet to
Supervisor.

Reporting and Supervisory Responsibilities:

Report directly to the Supervisor of the Business Development Resource
Center.

Submit all logged activities to Supervisor

Educational Requirements:

Business or Accounting Graduate.

4th Year College - Business or Accounting Major whose family owns their
own business.
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Ixperience Requirenments:

- Member of a Professional or Business Association.

- 2 years of experience as a business accountant.

- Owner of a successful business, or

- 2 years of financial eiperience in a banking institution.

Krowledge/Skills Requirements:

Must know how to:
- Relate sensitively to small business owners.

- Develop a viable working relationship with supervisors, peers, tellow
staff, and clients.

- Assess the strengths and weaknesses of small business management and
financial operations.

- Request assistance from others when problems identified are beyond one's
knowledge and skills.

- Interview clients and put them at ease.

Personal Pequirements:

- Willing to work long hours, and on occasion Saturdays and Sundays.
- Able to function under time constraints.

- Pleasant, but firm personality.

- Able to accept an assignment with little advance notice.

- Able to meet both job and family obligations without harm to either.

Salary Range:

Up to $568 a month, gross take home pay.

5. Administrative Support

The General manager, Training Office, Administration/Contracts
Office, and the six regionalBusiness Development Resource Centers will employ
the full-time services of a Secretary/Receptionist. A full description and
the specifications of this position are as follows:

Job Title: Secretary/Receptionist



Statement of the Job:

Provide and coordinate the administrative support services required to
execute the day—-to-day office functions and activities.

Major Duties and Responsibilities:

1. Perform the regular day-to-day administrative support activities of the
office: greet and direct visitors; answer telephone; receive and record
nessages; set up appointments; type from written copy; pick up, open,
stamp, and distribute mail; maintain office supplies; file documents and
records.

2, Record and forward to administrator requests for services from siall
business clients using a client intake form.

3. Develop and maintain a client file.
4. Record and maintain records on a micro-computer.

Reporting and Supervisory Responsibilities:

1. Reports directly to the lanager or Supervisor.

Educational Requirements:

- Secretarial School Graduate with office management background.

Experience Requirements:

- 3 years of experience in a government or private business office as an
administrative assistant or executive secretary.

Knowledge/Skills Requirements:

Must know how to:

- Type 65 w.p.m.

Use basic office 'machines - copier, calculator/adding machine.
- Use a multi-line telephone.

- Use or learn to use a micro-computer.

- Interview clients on the telephone, or at the office.

- Maintain confidentiality.

3
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Personal Requirements:

- Should be personable since the job requires public contact.

- Needs initiative to assune nore responsibility as project proyresses.
- Willing to work long hours, and on occasion Saturdays and Sundays.

- Able to function under time constraints

- Able to accept an assigmment with little advance notice.

- Mble to meet both job and family responsibilities without harm to either

Salary Range:

Up to $450 per month, gross take home pay.

G. PROJECE ACTIVITIES

1. Project Process Flow-Chart and Time Estimates

The following chart deficits the major tasks and activities
with the corresponding time-estimates required to carry the Project through
its first year.
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TIMING
of
PROJECT PROCESS FLOW-CHART

Task Task Jactivity Task/Activity Description Optimistic| Weighted
Code f## | Code #} Code # Time (Wks.) |Time (Wks.)
010 011 AID contracts Project Officer 1 2
010 020 Initiate Business Assistance Component 2 3
020 021 MICI Frepares & Publishes.Advertisment for
BAC General Manager, Administration/Con-
tracts Officer, Training Officer, 1 Secre-
tary Receptionist, 6 Regional Office Sup~
ervisors (10 positions).
MICI identifies/assigns Project Liaison.
MICI creates Personnel Review Committee. 1 2
Candidate Response to Advertisement. 2 3
022 Interview Candidates for 10 Positions 4 6
Select Personnel (Ministerial Decree) 2 4
031 Negotiate and Hire Personnel for all 10
Positions. 1 2
040 050 Project Orientation/Implementation/ Coor-
dination Strategy Meeting 2 3
Prepare Central & Regional Office Space and
equipment.
050 070 Advertise for Business Technicians and
Secretary/Receptionists.
Candidate Response to Advertisement.
Select and Hire Personnel (Ministerial
Decree) 4 6
110 Train Business Technicians on Business
Assessment and Assistance.
Train Secretary/Receptionists on Micro-
Computers. 2 3
TOTALS : 21 Wks. 34 Wks.
5 Mos. 8 Mos.

ne




2. Small Scale Intrepreneurs Business Assessment Process

During the first 5 years of operations 6,8000 firms will be
assessed by the Business Technicians, while 3,400 SSEs will receive direct
assistance for loan applications. The maximum capacity level of operation
will be reached the fifth year of the project e.g. 2,000 business assessments
per year and 1,000 loan application assistance clients per year.

The process that will be followed is outlined as follows:

al

Business Assessment

Discuss the overview of the Business Assistance Project
with the SSE.

Discusss the SSE's business problems - list them on the SSE
Intake Fo

Corplete the SSE Profile.

Initiate the Business Assessment - Use Business Assesshent
Check list.

If a loan is requested - Develop Business Plan, Business
and Personal Financial Statements.

Determine SSE's Capacity for a Loan

Consult the Credit Officer of the local PFI using the
information gathered during the business assessment.

If the SSE can qualify for a loan-acquire a credit
application from the PFI.

If the SSE cannot qualify at the time for a loan—-prepare a
technical assistance plan for the SSE and refer him to
APEDE, UNPYME, UNIDO for training.

Prepare SSE Credit Application

Business Technician works together with the SSe to prepare
the documents required by the PFI for a loan.

Submit Credit Application to Bank

When loan is approved-assist the SSE with the business and
financial management technical assistance needed by SSE to
meet the requirewents of the loan and improve his business.
Technical Assistance Follow-up

During the second and third year of the SSk's loan, the

Business Technician returns to the SSE for needed follow-up
technical assistance and to monitor the payment of the loan.

The flow—chart and forms/records for the process are as follows:

-27-
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SSE INTAKE FORM

DATE: PERSON TAKING INFORMATION:

NAME OF F1RM'S OWNER:

NAME OF FIRM:

" FIRM'S ADDRESS: P.0. BOX:
CITY: PROVINCE:
BARRIO: POSTAL ZONE: TELEPHONE(FIRM):
TYPE OF BUSINESS: (HOME) :

YEAR FIRM ESTABLISHED: 19 .

RETFERRAL SOURCE:

BUSINESS ASSISTANCE REQUESTED:

ACTION TAKEN:

CLIENT ASSIGNED TO: . DATE: »19

SSE FILE NO.: TASK ORDER NO,:

ADDITIONAL COMMENTS:

\ g
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SSE PROFILE

1. Name of Firm:

2. Name of Firm's Owner:

3. Contact Person:

4, Addresc of Firm:

5. P.0. Box:

6. City: 7. Province: 8. Barrio:
9. Postal Zone: 10. Telephone: 11. New Business ( )
13..Year Firm Established: 12. On-Going Business: ( )
TYPE OF BUSINESS:
14-[]anufacturer 15, Size of Factory/Toral Sq.M :
16. [] Wwholesale Distributor 17. Size of Warehouse/Total Sq.M :
18. [] Retail (Commercial) 19. Size of Store/Total Sq.l :
20. []Construction/Construction Related 21. Type:
22, []Mining 23. Type of Mining:
24, []Agriculture 25, Type of Agriculture:
26. []Aquaculture 27, Type:
28. []Transportation 29, Type:
30. []Fishing 31. Type:
32. []Fbod Service 33. Type:
34, []Other Services 35. Type:
36. List principal products and services and special capabilities:
37. Number of Employees: Full-Time:( ) Part-Time: ( )
39. Gross Receipts~Last Business Year: B/ (Rounded to Nearest B/)
=« Name of Interviewer: Date of Interview: ,19

Business Development Resource Center:

Reviewed Ly:

(Signature of Supervisor)
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BUSINESS ASSESSMENT CHECKLIST

All of the information listed below must be gathered by the Business Technician from the SSE, or if the SSE
does not have it prepared, the Business Technician will have to prepare it with the SSE. An analysis of this
information will assist the Business Technician and the PFI Credit Officer to determine the capacity of the

SSE to qualify for a guaranteed loan under the Project.

1. BUSINESS SUMMARY

___ Business Description and Goals
___ Financial Needs and Application of Funds
___ Earning Projections and Ptential Returns

2. MARKET ANALYSIS

___ Industry/Sales Trends
Total Market
Target Market
Competition

3. PRODUCTS/SERVICES

___ Product/Merchandise Description

4. MANUFACTURING/RETAIL PROCESS

___ Materials/Merchandise (Type(s))
___ Supply Sources
___ Production/Sales Methods

5. MARKETING STRATEGY

___ Pricing
___ Terms

___ Merchandising/Servicing Program

MANAGEMENT PLAN

___ Form of Organization
Organization Chart & Responsibilities
Operating Prccedures
Start-up Plan (if new business)

FINANCTAL DATA

__ Profit & Loss Statement
Business Financial Statement
___ Cash Flow
Cash Expenditures
Key Ratios (leverage, debt service)
__ Potential R.O.I.

LICENSES and PERMITS

__ Obtain, if available.




Cash (Checking Account)....B/

PERSONAL FINANCIAL STATEMENT

As Of

ASSETS

Cash (Savings Account) ....

Business Investment..

House..ovveeoes

Other Real Estate (Equity).

Personal Propertyeeecesesess

Othereeeeveesocsnens

Total Assets: B/

, 19

LIABILITIES

Loan Balance....ceeeesesessB/

B/

House Mortgage (1st)...c...
House Mortgage (2nd).......

Other DebtS.icecececscosonas

Total Liabilities: B/

Total issets B/
Net ;orth B/
MONTHLY INCOME STATEMENT
EXPENSES

INCOME

Wages/Salaries...ceesess.. B/

Business InCoOmE.eceseeenes

Interest/Dividends........

Othereees..

ceeeessnsssesss B/

Housing (Mortgage/Rent)... B/

Insurance (Monthly).......

Loan Payments...ceveecesee

Other.eeeeeressesensoscoes Bf
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http:Other......�........�

CURRENT BUSINESS BALANCE SHEET

ASSETS

Current Assets:
Cash:
Cash in Bank...eeoeoesovasseosns.B/
Petty Cash.ueeieeecneenencncnns .. B/

B/

Accounts Receivable....veeeceesoessB/
Less Allowance for Doubtful
ACCOUNES.eesnesevscseencnssnassB/

Merchandise InventorieS.ceseeeenecce
Total Current AsSetS..eeevecessee .

Fixed Assets:
Lande.ceecoscocacessssnsssscassaeeaB/
BuildingS.seeesoseesovoarssasecnnne
Delivery Equipment....eeecesscscess
Furniture & FiXtureS..ieeeeeeeosean B/

Less Allowance for Depreciation.. B/

B/

Leasehold Improvements, less
amortizatioN.eeeeeesevesnnsnsvons
Total Fixed ASSElES.eeeeroevcccesns

LIABILITIES and CAPITAL

Current Liabilities:
Accounts Payable....ueeeeeessessesaB/
Notes Payable, due in 1 year..eeee.-
Payroll Taxes & Withheld Taxes.....
Sales TaXeS.eeroseveonossrssssssssne
Total Current LiabilitieS....ees. B/

Long-term Liabilities:
Notes Payable, due after 1 year....

Total Liabilities....ceevsrececcecsos

Capital:
Owner's Capital, beginning of
Period.e.ceieccrsnncasssonesonanns B/
Net Profit for the Period....ee....B/
Less Owner's DrawingS..eeeeeesscess
Increase in Capital.cieveeorecaccnns

Capital, end of period.veeeeececeas

Total Liabilities and Capital........

B/

B/

B/
B/
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BUSINESS PLAN OUTLINE

HISTORY & BACKGROUND OF BUSINESS

® When and How Established
* Significant Developments e.g. change of ownership, products,
or management.

OPERATIONS PLAN
®* Type of Business e.g. retail, wholesale, service, manufactur-
ing etc.
Product (line) Description
* Timing/Scheduling of Products: From order to delivery to
payment,
* Supplier Sources & Relationship : How long, average size of
order, payment schedule.

FACILITIES/LOACTION

Lease Arrangement: Duration, options.

Square Meters & Type/Use of Space: Storage, office, etc.
Utilization/Capacity of Space: Room to grow?

Location: adwvantages .and disadvantages.

® & 0 o

COMPETITIVE FRAMEWORK

®* Industry Profile
®* Major Competitors and Market Shares: How differ?

MARKETING STRATEGY

Identify Targeted Market: Potential and customer profiles.
Pricing Structure: How set?

Selling Methods

Expected Sales Goals: 1984, 1985, 1986 etc.

[§

MANAGEMENT TEAM

® Resume(s) of Entrepreneur(s)
® Organizational Chart: Who does what regardless of the size
of enterprise.
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SSE TECUNICAL ASSISTANCE INVENTORY

(Prepared by the Business Technician in consultation with the SSE after the Business
Assessment has been completed.)

TASK CODE {# TYPE OF TECHNICAL ASSISTANCE
Finance
001 -——- Organize financial record keeping system (receipts/invoices,

journals, ledgers, income statements, blance sheet, cash
flow management).

002 --- Set-up a cash management/budgeting system.
003 -——- Organize a credit/collection program for receivables.
004 ——- Draw-up projections for P&L, BS, and Cash Flow.
005 --- Conduct a break-even analysis.
006 ~—- Conduct a cost/volume/profit analysis.
Marketing
011 --- Analyze type, size, and scope of uarket demand.
012  --- Perform a sales forecast,
013 - Design an advertising/sales program.
014 -——- Draw-up an appropriate pricing policy.
015 ~--- Design a merchandising program,
016 -—- Conduc: a plant location and sitc selection analysis.
Management
021 --- Draw-up statement of objectives for total business.
022 - Organize business operations by line and function.
023 --- Draw-up operating procedures for the business.
024 -—- Establish an inventory control system.
025 -—- Set-up appropriate system of reports and controls.
026 ——- Organize a system for maintaing personnel records.
027 -—- Establish procedures for office nanagement.
028  ~—- Adapt or design necessary forms.
029 --- Draw-up job descriptions and specifications to fulfill line/

staff functions and employece evaluation and rating system.

(The Task Code #'s are used for reporting procedures, and can be used in lieu
of writing out the whole task description on e.g the Weekly Activity Log.which
is submitted each week by the Supervisors and Business Technicians.)

_35-
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BUSINESS DEVELOPMENT KESOURCE CENTER

(Location of Center)

BUSINESS TECHNICAL ASSISTANCE SUMMARY

3SE FILE NO. TASK ORDER NO. BUSINESS TECHNICTIAN:

NAME OF FIRM'S OWNER:

NAME OF FTRM:

FIRM'S ADDRESS: P.0. BOX

CITY: PROVINCE:

BARRIO: POSTAL ZONE: TELEPHONE:

DATE(S) TA TASK NO. DESCRIPTION OF SERVICE PROVIDED HOURS

TOTAL HOURS :

This is to certify that , Business Technician of the
Business Development Resource Center has rendered the above services to my satisfaction.

(Signature of SSE) (Date)
Submitted by: Date:
(Signature of Business Technician)
Approved by: Date:

(Signature of Supervisor)




(DRAFT)

adohasin ottt 2. LDl

DAILY ACTIVITY LOG OF BUSINESS DEVELOPMENT RESCURCE CENTER TECHNICIANS
Approved by:

Technician's Name: Center Location: Week Ending:
SSE TASK TA WEEK | Mon | Tues} Wed |Thurs| Fri | Sat
FILE | ORDER | TASK BRIEF DESCRIPTION OF ACTIVITY DAY WEEKLY
NO. NO. NO. DATE TOTALS

-1€-

DAILY TOTALS:




H.

TRAINING

1. The training needs of the Business Assistance Coponent will

be identified, and training programs designed and coordinated by the Training

Office.

Following the project process flow—chart on page 33 the first

training event will be:

INITTAL TRAINING AND STRATEGY WORKSHOP FOR PROJECT ORIENTATION,

IMPLEMENTATION, AND COORDINATION

Participants: MICI Project Persomnel:

Goal:

Content:

Project General Manager, Administrative/Contracts Officer,
Training Officer, Supervisors of the Business Development
Resource Centers, and Secretary/Receptionist in the General
Manager's Office.

To provide the Project line-managers and AID Project personnel with
the opportunity to organize themselves, clarify their duties and
responsibilities, and identify strategies which will ensure a unity
of effort for achieving the goals and opjectives of the Small
Business Development Project through the development of the Project
Operations Manual.

Presentation and discussion of Project purpose, goals and
objectives, process, and target beneficiaries.

Definition of the roles, functions, and responsibilities of the
Project line-organization: General Manager,
Adninistrative/Contracts Officer, Training Officer, and Supervisors
(Analysis of Organization Tasks).

Analysis and clarification of the Project organization and its

line-staff relationships, authority, and responsibilities (Span of
Control).

Analysis and clarification of Project coordination system and
strategies to ensure unity of effort.

Identify strategies for implementing and maintaining the Project's
accounting and communications networks.

Review and clarify the supervisory responsibilities of Project line
managers as to hiring, discharging, disciplining, rewarding, and
other actions of a similar nature with respect to Project staff.

Identify ways to handle Project organizational variables and
relationships relative to:

the effects of incentives on line-staff motivation and behavior.

"'38" 1/:



- patterns of communications and decision-making among line-personnel.

- criteria for control and avaluation of non-routine Project
activities.

- organizational changes and adjustments in cbjectives.

- needs and uses of information by the various nrganization
line-managers.

- Review and Finalize the Project Operations Manual.
Duration: 2 weeks.
Site: Panama City

lethodology: Lecture/Discussion Role Playing
Work Groups Brainstorming

Trainer: Training Specialist with a strong background and experience in

organization developient, human resource development, and small
business development.

AID Project Officer
MICI's Direccidn General de la Pequefia Empresa

Date: Immediately after the Project line-management positions have been
filled and the personnel hired for the Project. Refer to Task 040
and activities 041 and 042 on Project Flow-Chart on Pages 33 and 34.

2. The second training event will occur after the direct hire
Business Technicians for the regional Business Development Resource Centers
have been hired for the Project. This event is outlined as follows:

TRAINING VORKSHOP ON THE PROJECT'S S4ALL BUSINESS ASSESSENT
PROCESS AND PROCEDURES (Task 110)

Participants: Project General Manager, Administrative/Contracts Officer,
Training Officer, Supervisors of Business Developitent Resource
Centers, Project Business Technicians, and (2) Business
Technicians from FEDPA (Federation of Cooperatives).

Goal: To provide Project professional staff who furnish technical
assistance to Small Scale kntrepreneurs with the opportunity to
develop and improve their skills in small business assessment,
business and financial management, and loan application procedures
of Participating Financial Institutions which will enable then to
provide quality business and financial technical assistance
services.



Content:

- Presentation and clarification of the Project's purpose, goals and

objectives, process, and target beneficiaries by the Project
General Manager and AID Project Officer.

- Discussion and analysis of Project's small business assessment

process, procedures, and documentation/reporting requirements using
the Business Assistance Process flow-chart on Page 34.

- Using prefabricated sample case studies of small scale enterprises,
workshop participants will role play both as a business technician
and as a SSE in a real life mamner, use the required business
assessment forms, and propose a plan of action for the SSE to
re-enforce the business assistance skills needed by Business

Technicians in the implerentation of the business assessment
process.

- During the workshop, the Business Technicians will identify
strategies they can use in their outreach and advocacy activities.

Duration Five (5) Jays.
Site: Panama City

Methodology: Lecture/Discussion Role Play
Group Work Case Study

Trainer: Training Specialist with a strong background and experience in
small business development, business and financial management
assistance, and human resource development.

Credit Officer from one of the Participating Financial Institutions.

AID Project Officer as a Resource Person.

Date: Iimmediately after all of the participating job positions have been
filled and prior to the delivery of technical assistance services
by the Business Development Resource Centers.

3. Simultaneous with the training of Supervisors and Technicians,
the administrative support personnel, i.e. all Secretary/Receptionists hired
for the project, will receive the following training:

Overview of the Project purpose, goals, objectives, process, target
beneficiar:zs, and the roles, functions, and responsibilities of
the Secretary/Receptionist in the Project based on their job
description and specifications.

Specialized Training in Electronic Data Processing and DP
Information Collection and Management.



Goal: To provide the Project Secretary/Receptionists with the opportunity
to develop and improve their skills in Data Processing and DP
Management Information Systems using a micro—computer to support
the Project management decision-making and evaluation process.

Content:
- 5kills development in the use and maintenance of a micro—computer.

- Development of a Project information system which will record and
store the data needed to monitor Project operations and finances.

- Skills development in: Data Recording.
Data Commnication,
Data Storage or Filing,
Data Retrieval or Access,
Data Processing, and
Data Reportinm.

Duration: 2 weeks.
Site: Panama City

Methodology: Lecture/Discussions Use of Handbooks
Skills Development (Individual)

‘frainer: Local EDP Specialist with experience in developing and using DP
Managenent Information Systems.

Date: As soon as the Secretary/Receptionists are hired by the Project.

4. Based on the results of the training needs assessment of the
BAC Supervisors, Business Technicians, and the two Business Technicians from
FEDPA, an on—going training program will be designed, implemented, and
coordinated by the BAC Training Office.

Goal: To provide Project professional staff who furnish technical
assistance to Small Scale Entrepreneurs with the opportunity to
develop and improve their skills in small business assessment,
business and financial management, and loan application procedures
of Participating Financial Institutions which will enable them to
provide quality business and financial technical assistance
services.

Content:

- Overview of a successful, well organized and managed business.
- Skills development presentations and dicussions of the following:



General Business Management tasks:

Establishment of Business Business/Plant Location and Site
Objectives Selection
Organization & Structure Materials Handling & Distribution
Company Policies & Procedures Production/Sales Management
Reports and Controls Value Analysis
Job Descriptions & Specifications Purchasing Procedures
Managenent Develcpment Inventory Control
Imployee Evaluation & Rating Office Management
Systems Procedures & Systems
Personnel Records Form Design

- Skills development presentations and discussions of the following:

Business Financial Management tasks:

Cash Management ROA/ROE Evaluation

Receivables Management Discount Cash Flow Investment
Inventory Control Evaluation

Lease/Borrow Analysis of Equipment Evaluation of Business Capacity
Break-even Analysis Based on Cash Flow Sensitivity
Cost/Volume/Profit Analysis Analysis

- Skills development presentations and discussions of the following:

Business lMarketing tasks:

Market Research Pricing Policies

Product & Customer Service Advertising & Sales Promotion
Sales Forecasting Bid Preparation

Merchandising

- Specialized Credit Financial Analysis

Duration: Two (2) weeks.

Panama City
Methodology: Prepared Handouts on each topic area.
Lecture/discussion
Role Play
VWork Groups

Trainers: AID Project Officer

APLEDE
PFI Credit Officers

Association of Accountants
UNIDO
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5. Familiarization Seminars

In order to divulge the benefits of the Project, 12 Regional

Familiarization Seminars will be hosted by UNPYME in the first-two years of
the Project. It is expected that at least 50-100 persons will attend each

seminar.

These seminars will serve two basic purposes: 1l)attract SSEs to the

Project, and 2)help UNPYME increase its membership . The scope of the
seminars is as follows.

Participants: Small scale entrepreneurs in and around the locales of Panama,

Goal:

Content:

Coldn, Penonomé, David, Santiago, and Azuero.

To provide the small scale entrepreneurs with the opportunity to
acquire informc“ion about the resources of the Small Business
Assistance Project, its business and financial management technical
assistance services, and the small business loan and quarantee fund
vwhich will enable them to improve their business and financial
managenent skills, prepare proper financial loan applications,
expand their existing businesses with business loans, minimize
business failures, and ultimately create more employment
opporcunities.

Statement and discussion of the rationale for the Small Business
Assistance Project.

Overview of the Project purpose, goals and objectives, and target
beneficiaries for small business assistance.

Details of the small business assistance process and procedures,
and the business and financial management assistance services.

Identification of the purpose, functions, statfing, and locations
and office hours of the Business Development Resource Centers.

Explanation of the mechanics of the small business loan and
guarantee fund.

Identification of the Participating Financial Institutions.

Explanation of the procedures for loan application at the
Participating Financial Institutions.

Description of the follow-up business and financial management
technical assistance services provided by the Business Developiment
Resource Centers to successful loan applicants.

Open discussion of the problems and concerns of the private small
scale entrepreneur in the present economy.

Explanation of how to sign-up for the services of the Project.

~
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Duration:

Site:

Sign;up small scale entrepreneurs at the seminar (Use SSE Intake
Form).

Conduct assessment. of SSE business skills development needs
assessment as a preparation for the Specialized Business and
Financial Management Workshops for SSks.

One (1) day.

A conference facility near the Business Development Resource
Centers which can seat about 50-100 people comfortably.

Methodology: Project Brochures to Participants.

Trainer:

Date:

Lecture/Discussion

Open Forumn

Prepared Business Skills Developwent Needs Assessment
Questionnaire.

Project General Manager, Supervisors, and Business Technicians of
the Business Devalopment Resources Centers in their respective
locales.

UNPYME Officials.

APEDE Representatives.

As soon as the Business Development Resource Centers are ready to
handle clients. Six (6) seminars per year for Project
familiarization and outreach purposes.

6. Specialized Business and Financial Managewent Workshops

UNPYME will host specialized workshops to cover the various

areas of training that are needed by SSE merbers and non-merbers of UNPYME.
UNPYME will utilize the resources of APEDE to provide the specialized Business
Training Seminars throughout the country. It is expected that at least
500-1000 SSEs will attend these seminars.

Participants: Small scale entrepreneurs in and around the locales of Panama,

Goal:

Coldn, Penonomé, David, Santiago, and Azuero.

To provide the small scale entrepreneurs with the opportunity to 1)
acquire information on basic business development and operations,
2)to develop their business and financial management skills which
will enable them to improve and expand the financial and market
potential of their businesses; 3)to upyrade the planning,
organizing, directing, coordinating, and controlling functions of
their business, and 4)to develop a positive attitude for the
acceptance of the need for change in their present business
managerent, financial, and marketing procedures.




Content:

- Overview of a successful well organized and managed business.

- Skills development presentations and dicussions of the

following:

General Business Managenent tasks:

Establishment of Business
Objectives

Organization & Structure

Company Policies & Procedures

Reports and Controls

Job Descriptions & Specifications

Management Development.

Bmployee Evaluation & Rating
Systertas

Personnel Records

Business/Plant Location and Site
Selection

Materials Handling & Distribution

Production/Sales MManagement

Value Analysis

Purchasing Procedures

Inventory Control

Office Management

Procedures & Systems

Form Design

- Skills development presentations and discussions of the following

Business Financial Management tasks:

Cash Management

Receivables lanagement

Inventory Control

Lease/Borrow Analysis of Equipment
Break-even Analysis
Cost/Volume/Profit Annlysis

Business Marketing tasks:

lMarket Research
Product & Customer Service
Sales Forecasting

ROA/ROE Evaluation

Discount Cash Flow Investment
Evaluation

Evaluation of Business Capacity
Based on Cash Flow
Sensitivity Analysis

Pricing Policies
Advertising & Sales Pramoticn
Bid Preparation

Duration: Three (3) weeks, three (3) nignts per week for three (3)
hours/night from 6:00 PM to 9:00 PM.
Site: A conference facility near the Business Development Resource
Centers which can seat about 50-100 people.
Methodology: Prepared Handouts on each topic area.
Lecture/Discussion
Work Groups
Role Play
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'frainer(s): Business Assistance Training Officer-tlorkshop Desiyner.
Business Assistance Supervisors-Local Workshop Coordinators.
Business Assistance Technicians.
Training Resources of APEDE.
Local well-informed and successful small scale entrepreneurs
of (UNPYME).
Specialists from the Association of Accounts.
UNIDO Production Specialists.
AID Project Officer

Date: Six (6) months after the establishment of the Business Development
Resource Center operations. One workshop for each Resource Center.

MICI Technical Assistance

MICI will receive 30 months of specialized technical
assistance during the 5-year life of the Project to:

a. initiate the implementation of the Project,

b. desiygn training programs and curricula for MICI personnel
and SSEs,

c) prepare formats to monitor business assistance to SSEs.
d) collect data for two (2) major Project evaluations.

e) address unforeseen Project problems.

I. PROJECT EVALUATION

As part of AID's evaluation mandate, there will be two (2)
evaluations conducted during the 5-year span of AID direct involvement in the
Project. The first will be a mid-term evaluation (goal attainment) conducted
during the first quarter of the 3rd year of the Project, the second will be an
impact evaluation at the beginning of the 5th year. The evaluations will be
based on the Sector Goal, Project Purpose, and Outputs as listed in the
Logical Framework.

l. The first evaluation will determine the degree of progress
toward the achievment of planned Project goal, purpose, and outputs. It will
focus the following:

- effectiveness of the Financial and Business Assistance

Conmponents,

b. effectiveness of the institutional structure
administering the Project,

c. the obstacles and weaknesses within the Project, and

d. the corrective actions or adjustments necessary to
improve Project operations.

~—
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The evaluation will examine and measure the timely provision
and adequacy of Project inputs on the part of GOP/MICI, GOP/LIBP, PFIs and AID
and their respective performance in providing financial and business
assistance to S8SEs as compared to the planned and actual outputs of the

Project.

The evaluation will examine the extent to which the folowing

are progressing:

-8SE awareness of the Project (Outreach),

-effectiveness of the Financial Component:

(1)
(2)
(3)
(4)

(5)

(6)
(7)
(8)

adecuacy of the spread to PFIs and the RNP.

adequacy of the premium and coverage of the
guarantee mechanism.

terms and conditions of the sub-loans.

progress toward self-sufficiency of the Financial
Component.

ratio of loan applications submitted and loans
approved.

cocrdination between the BP, PFIs, and MICI.
jobs generated due to loans approved.

effectiveness in reaching micro-enterprises.

—effectiveness of the Business Assistance Component:

(1)
(2)

(3)

(4)
(5)

(6)

(7)
(8)

SSE reception and participation in the Project.

adequacy of the business technical assistance
services.

effectiveness of the business seminars and training
workshops for SSEs.

effectiveness of the Project staff training.

the extent to which SSEs execute bhusiness technical
assistance recormmendations.

the extent to which business assistance has
contrihuted to employement increase among SSEs.

coordination between MICI, SBC, APEDE, UNPYME, FEDPA.

progress towards the institutionalization of
technical assistance to sixll business.

-47-



fhe data required for the first evaluation will be gathered at
the Project's Central Office and Business Developient Resource Centers, the
offices of the Participating Financial Institutions, the offices of
SmallBusiness Component members, UNPYIME, and APEDE, and the business sites of
the small scale entrepreneurs. The data will be obtained in the following
manner :

(1) Interview with AID Project Officer.
(2) Interviews with SSEs using a prepared questionnaire.

(3) 1Interviews with Resource Center Supervisors,
Business Technicians, and Secretary/Receptionists
using a prepared questionnaire.

(4) Interviews with the Project General Manager,
Administrative/ Contracts Orfficer and ‘fraining
Specialits.

{(5) Interviews with PFI Credit Officers and Bank
Officials.

(6) Review of SSE Credit applications and loan records
at the PFIs.

(7) Review of Project/Records/Documentation at Project
Central Office,Business Development Resource
Centers, and AID Project Office.

(8) Interviews with BNP and PFI officials responsible
for coordinating the Loan Guarantee Funds at the
national level.

(9) Review of the Minutes of the Consejo Nacional de la
Pequenia Hmpresa meetings.

(10) Interviews with officials and participating staff of
UNPYME, APEDE, and other business organizations.

(11) Interviews with the menbers of the Consejo Nacional
de la Pequeria Empresa.

The first evaluation design and process will be carried out by
a recognized private management and govermmental consulting firm which
maintains a staff with varied and cross—disciplinary expertise in the
development, implementation and evaluation of small business programs, has
Spanish-speaking capabilities coupled with knowledge of the local customs and
conditions in Panama, and experience working with AlD-assisted Projects. The
oconsulting firm will be required to conduct the evaluation field work, prepare
the analysis, present their findings and recommendations to the Mission, and
submit a draft evaluation report to the Mission prior to departure from the
Mission. The final evaluation report will be submitted to the Mission within
15 working days after departure of evaluation team from the Mission.



The estimated cost of the first evaluation for personnel
salaries, international travel, in-country travel, per-diem materials, and
overhead will be $50,000.00. The costs for the evaluation are built into the
Project budget of AID/Panama.

This first evaluatiun will occur midway into the third year of
the Project.

2. The second or final evaluation of the Project will determine
the results/effects of the Project after % years of operations (Impact
Evaluation). This evaluation will, again, undertake an input/output
performance assessment at each level of the Loyical Framework towards the
achievenent of their respective targets. It will have the same focus as the
first evaluation, however it will contain an indepth study of the:

- impact of Project on employment generation,
- self-sufficiency of the Loan and Guarantee Funds,
- institutionalization of siall business assistance,

- formulation of small scale enterprise development policy by
the GOP, and

- cost/benefit ratio of the Project costs and number of loans
approved, $ amount of loans, number of jobs generated, and
nuider of businesses assisted.

The data gathering process of the second and final evaluation
will be similar to the first. However, additional SSEs will be identified to
respond to survey cuestionnaires and interviews. The SSEs interviewed during
the first evaluation will also be interviewed to determine the long-term
effects of the Project on their businessess.

3. 'The evaluation design and process will be carried out by a
recognized private management and governmental consulting firm with the same
qualifications as those specified in the first evaluation. However, the final
evaluation report will be required by the Mission within 20 working days from
the evaluation team's departure from the lMission.

4. 'The estimated cost of the impact evaluation is $50,000.00 for
personnel salaries, international travel, in-country travel, per—diem,

materials, and overhead costs. "This cost is built into the Project budget of
AID/Panaina.

5. 'The evaluation will take place at the end of the fifth (5th)
year of the Project as joint effort of the GOP and AID.

J.  RESOURCE REQUIREMENTS

1. Business Assistance




a. To provide the business assistance MICI will utilize its
own business technicians and contract part-—time business technicians as needed
and paid according to issued task orders. By the fifth year of the Project,

MICI will have a total of 29 trained business technicians, 12 of whom will be
from their own staff.

b. MICI will station one supervisor in each of their six (6)
regional offices who will supervise, coordinate and review the work of the
business technicians, and also conduct husiness assessments and provide
business assistance.

c. MICI will have one (1) vehicle assigned to each field
office and one (1) vehicle to the Project Administration Office = 7 vehicles.
It is expected that each vehicle will consume 710 gallons per year for a total
of 4,970 gallons per year for 7 vehicles.

d. MICI will also assign one (1) micro—computer to each
regional office and one (1) to the Central Office of the Project to record and
monitor the Project finances, business assistance activities, and store
information for Project evaluation.

e. FEDPA will contract 2 technicians to provide business
assessnents its members to assist them in the review, approval or disapproved
loan applications.

2. Staff Training and Development

a. In order to train their personnel in the program, MICI
will contract out the development of 4 types of training material as follows:

Business Technicians,
FEDPA Credit Officers 3 courses
and Supervisors

Administrative Support 1 course

b. To provide the assistance to SSEs it is necessary to
train in five years 121 persons as follows:

MICI Business Technicians 53
Contracted Business Tech. 40
MICI Supervisors 12
Adm. Personnel 12
FEDPA Business Tech. _4
Total 121



3. Administrative Personnel

The BAC will eventually be administered by 31 MICI staff
consisting of the following:

General Manager 1
Training Officer 1
Administration/Contracts
Officer 1
Accountant 1
Supervisors 6

Business Technicians

(Direct Hire) 12
Secretary/Receptionists 9
Total 31

4. The Project will also finance 30 person months of technical
assistance to MICI to upgrade the managerial function of the BAC and develop a
ooordinated mechanism within the three components of the Project. The
technical assistance will also develop the data base line to be used for
Project evaluation, and assist the BAC in the developirent and iplenentation
of their procedurial manual.

5. Project Liaison

AID will contract a Project liaison during the life of the

Project to coordinate all administrative support and monitorship requirements,
relating to Project implementation.
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1 IFROJECTION OF EXFENDITURES RY YEAR. COMFONENT, ACTIVITY AND SOURCE

21 ($0Qas)

31

41 PROJECT U s A I D COUNTERPART TOTAL GRAND
S 1 COMPONENTS GRANT LOAN GoP PFis AID COUNTER TOTAL
£ m————— — -
71

81LOAN FUND

91 CREDIT @ 4QQ @ 40@ 4QQ 4Q@ sea
i%! OFERATIONS 155 @ @ @ 155 @ 155
111SUB-TOTAL 155 400 @ 4@ 555 400@ 955
121

131 GUARANTEE FUND 75@ @ @ @ 75@ @ 750
141

1SIRUSINESS ASSiT. COMF.

161 BUS. TECH. 44 @ @ @ 44 @ 44
171 SUFERVISORS 84 @ @ @ 84 @ a4
181 OFFICES @ @ 39 @ @ 39 33
191 MICRO-COMFUTERS 3 @ @ 2 3@ @ 3@
&@1 VEHICLES 7@ @ @ @ 7@ @ 7@
211 FUEL & MAINT. @ @ 1@ @ @ 1@ 1@
221 RBUS. TECH. TRAVEL @ @ 3 @ @ 3 O
&31 FEDFA TECH. s @ @ @ zs @ zs
241 BUS. TECH. COURSES 3 @ @ @ 3 @ 3
251 SUFERV. COURSES 1 @ @ @ 1 @ 1
261 ADM. COURSES 1 @ @ @ 1 @ 1
271 T.A. UNFEYME 17 @ @ @ 17 @ 17
261 OFFICE SFRCE UNFYME 6 @ @ @ I3 @ 6
=31 SECRETARY = @ @ @ 5 @ 5
30 FAMILIARIZATION SEM. z @ @ @ z @ 2
311 TRAINING SEM. 1@ @ @ @ 1@ @ 1@
221 ADM. PERSONNEL 147 @ 20 @ 147 ze 167
33 IRUSINESS ASSIT.SUR-TOTAL 445 @ 72 @ 445 72 517
341

351 FROJECT EVALUATION @ @ @ @ @ @ @
361 FROJECT LIASON S@ @ @ @ S@ @ S@
37 1EVALUATION SUE-TOTAL s@ @ @ @ 5@ @ S@
381

331T.A. TO MICI 12Q @ @ @ 1@ @ 10@
4@t

411YEAR 1 PROJECT TOTAL 1500 400 7 4QQ@ 1906 472 2z7s
431

431ACUMMULATED COST 1500 400 72 4Q@ 1900 47z 2372
441
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1 IPROJECTION OF EXPENDITURES BY YEAR, COMFRONENT, ACTIVITY AND SOURCE

21 ($Q00s)

31

4 1 PROJECT U S A I D COUNTERPART TOTAL GRAND
SICOMFONENTS GRANT LLOAN GOF PFlIs AID COUNTER TOTAL
&1- ————————— -~

71

81LOAN FUND

91 CREDIT Qa 1QQ2 a 12QQ 1Qaa 100Q 2000
121 QFERATIOGNS 145 Q @ @ 148 V.| 145
11 1SUEBE~TOTAL 145 1000 Q@ 10Q@ 1145 1a@a 2145
121

13 1GURRANTEE FUND £Sa Q@ =oa 7] 250 25a S
14

1SIBUSINESS ASSIT. COMP.

161 EBUS. TECH. 113 Q 7] 7] 113 @ 113
171 SUFRERVISORS 84 Q Q@ Q 84 @ 84
181 OFFICES 7] Q 339 a n] 33 3
131 MICRO-COMRUTERS @ @ Q 7] Q Q @
@l VEHICLES @ @ @ Q@ @ Q @
211 FUEL & MAINT. Q@ @ 1@ @ @ 1a 1@
=21 BUS. TECH. TRAVEL @ Q 3 7] 7] 9 3
3| FEDFAR TECH. S6 7 Q@ @ 6 7] SE
=41 BUS. TECH. COURSES 3 @ @ @ 3 (72} 3
&S 1 SUFERV. CQURSES 1 7] Q @ 1 Q 1
261 ADM. COURSES Q Q a a 7] 7] [7,]
71 T.A. UNRYME 17 @ Q @ 17 Q 17
231 COFFICE SFACE UNFRYME & @ @ @ 6 Q 6
31 SECRETARY S 7] @ @ S Q S
@1 FAMILIARIZATION SEM. 2 Q Q ("2} 4 Q 2
311 TRAINING SEM. 1@ Q@ " @ 1@ 7.3 1@
221 ADM. FERSONNEL 125 @ 4z Q 125 42 167
S3IRBUSINESS ASSIT. SUR-TOTAL 422 Q 1@ Q 422 1Qa S22
34|

251 FROJECT EVALUATION Q@ @ Q %} @ @ @
361 FROJECT LIASON sSa Q @ @ Sa 7] Sa
S7IEVALUATION SUE-TOTAL 1] 72} QA {7} Sa @ S@
281

331T.A. TO MICI 10 @ Q Q i1Qa @ 120
4Q1

41 1YEAR 2 FROJECT TOTAL 867 iQaa 35 12Qa 1367 13S0 3317
43

431 ACCUMULATED COST 2467 14QQ 4He2 1400 3867 tAZZ 5689
44 |

451
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1 IFROJECTION OF EXFENDITURES RY YEAR, COMPONENT, ACTI\V TY AND SOQURCE

21 ($QQ0s)

31

4 1 PROJECT u =] A I D COUNTERPART TOTAL GRAND
S1COMRONENTS GRANT LOAN GOF PFIs AID COUNTER TOTAL
El————————————

rd

81LOAN FUND

91 CREDIT g 160@ @ 16@@ 16Qa icea 3z2@@
12) OFPERATIONS @ @ 7] @ @ @ @
111SUR-TOTAL Q@ 1600 g 16Q@ i@ 1600 3z@2
121

13 1GUARANTEE FUND @ "} 2S5e @ @ zSe 2o
141

151 BUSINESS ASSIT. COMP.

16! ERUS. TECH. ias @ ea @ 125 68 173
171 SUFPERVISORS 84 @ @ @ 84 @ 84
181 OFFICES a @ 33 & @ 33 33
131 MICRO-COMFUTERS Q@ @ @ @ @ @& a
sl VEHICLES @ @ @ @ @ @ @
211 FUEL & MAINT. @ @ i@ Q @ 1@ 1@
Z21 BUS. TECH. TRAVEL @ " i6 Q @ 16 16
3! FEDFA TECH. 62 @ @ @ 6& @ 34
24! BUS. TECH. COURSES 4 @ @ @ 4 @ 4
251 SUFPERV. COURSES 3 @ @ @ 3 @ 3
&t ADM. COURSES 1 Q @ @ 1 @ 1
271 T.A. UNFYME @ @ @ Q "] Q @
Z81 OFFICE SFACE UNRPYME @ @ @ @ @ @ 2
231 SECRETARY @ @ Q@ @ @ @ @
Z1 FAMILIARIZATION SEM. @ @ Qa @ a 7] @
311 TRAINING SEM. 1@ @ @ @ 1@ "] i@
321 ADM. PERSONNEL " @ 167 @ @ 167 167
SSI1RUSINESS ASSIT. SUEB-TOTAL 269 @ 3@ @ =63 S S63
341
351 PROJECT EVALUATION Sa Q@ @ @ o @ Se
361 PROJECT LIASON Sa @ Q @ =174 Q S
S7I1EVALUATION SUEB-TOTAL 1@ @ "] @ 100 7] ig@
381

331T.A TA MICI @ 7] @ @ @ @ @
4Q|
411YEAR 3 PROJECT TOTAL 369 1600 SSe i6a 1365 e15a 4119
421

431ACCUMULATED COST 2836 3000 97e 3000 5836 397z S58a8

441
INY
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1 1FROJFCTION OF EXPENDITURES BY YEAR, COmRONENT, ACTIVITY AND SOURCE

21 ($QQQ53)

31

4 1 PROJECT U S A I D COUNTERPFART TOTAL GRAND
S 1 COMPONENTS GRANT LOAN GoP FFIs AID COUNTER TOTAL
6!

71

81LCAN FUND

91 CREDIT @ i18aee & 1800 18Q2 i8¢0 3600
1@} OFPERATIONS 7] a @ @ @ @ Q
11 1SUBR-TOTAL @ 1800 @ i800Q 180a 18a0 3600
121

13 I1GUARANTEE FUND @ @ a a @ @ @
1414

151 BUSINESS ASSIT. COMP.

161 BUS. TECH. 7] @ 2a4 @ @ ca4 cQ4
171 SUFPERVISORS a @ 84 @ @ 84 84
181 OFFICES @ "] 33 @ @ 3 3
131 MICRO-COMPUTERS Q Q@ 2 @ 7] @ a
@t VEHICLES a @ Q Q 7] @ @
211 FUEL & MAINT. @ 7 1@ Q @ 1@ 12
221 BUS. TECH. TRAVEL @ Q =3 @ @ 21 21
31 FEDRPA TECH. 7 @ @ @ @ a @
41 BRUS. TECH. CQOURSES 3 Q @ @ 3 @ 3
&31 SUFERV. COURSES 1 @ @ @ 1 a 1
&6 ADM. COURSES b a @ 4] 1 @ 1
&71 T.A. UNPYME 7] @ @ @ @ & @
281 OFFICE SPACE UNPYME ra] Q g a @ @ @
231 SECRETARY @ @ @ @ Q & @
Zat FAMILIARIZATION SEM. @ Q@ @ Q@ @ @ @
311 TRAINING SEM. 1@ @ "d @ 1@ @ ia
321 ADM. PERSONNEL " 2 167 @ @ 167 167
S3I1RBUSINESS ASSIT. SUER-TATAL 1S Q Ses Q 15 Ses Sa4@
341

351 PROJECT EVALUATION @ @ @ @ @ 7] @
36! FROJECT LIASON Sa " @ @ Sa Q Sa&
37 IEVALUATION SUEBR-TOTAL S0 @ @ @ Se "] Sa
281

291T.A. TO MICI "] 7] a @ @ "] a
4@

41 1YEAR 4 PROJECT TOTAL 65 i8e@ S25 isaea 1865 2325 4190
421

431 ACCUMULATED COST 29a1 4800 1437 48Q0Q 77@1 6297 133838

441
45
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1 1PROJECTION OF EXPENDITURES RY YEAR, COMPONENT. ARCTTIVITY AND SOURCE

| ($Q0Qs)

31

4 | PROJECT u S A 1 D COUNTERPART TOTAL GRAND
SI1COMPONENTS GRANT LOAN GOopP PFIs AID COUNTER TOTAL
B - - -

71

81LOAN FUND

31 CREDIT @ 1200 @ 1200 1z@0 izo0 2400
i@l CRERATIAONS @ @ @ @ @ @ @
11 SUE-TOTARL C 1@ Q@ 12 izoe 1zea 2400
1z

1316UARANTEE FUND Q@ Q @ Q @ a @
1414

1SI1RUSINESS ASSIT. COMP.

161 BUS. TECH. Q@ =23 @ Q@ c29 ez
171 SUFERVISORS @ @ 84 & @ 84 84
187 OFFICES @ a =9 @ Q@ 39 39
191 MICRO-COMPUTERS Q 2 @ @ @ @ Q
@) VEHICLES @ n @ @ @ @ Q
Z1! FUEL & MAINT. @ @ 1@ @ @ 1@ 1@
ZZ1 BRUS. TECH. TRAVEL @ @ cs @ Q 2S5 25
=31 FEDFA TECH. @ @ & @ @ @ 7]
Z41 BUS. TECH. COURSES @ @ 3 @ @ 3 3
=91 SURFERV. COURSES ] @ 1 @ @ 1 1
=1 ADM. COURIES @ @ @ @ i 7] @
271 T.A. UNRPYME "] Q Qa @ @ @ @
28! OFFICE SFACE UNFYME @ @ @ Q@ @ @
&3t SECRETARY @ @ 7

321 FAMILIARIZATION SEM. @ Q @ @ @ @ @
31! TRAINING SEM. @ @ 1@ @ 7] ia 1@
3Z1 ADM. PERSONNEL "] a 167 @ a 167 187
331RUSINESS ASSIT.SUEBR-TOTAL @ @ S68 Q @ se8 Se8
341

351 PROJECT EVALUATION S @ Q @ tlvy @ Se
361 FROJECT LIASON =17 @ @ @ Sa @ S
S7I1EVALUATION SUB-TOTAL hgnlr) @ 7] @ i1eca "] ie@
381

391T.A. TO mICI @ @ @ Q 7] @ a
4@l

411YEAR S PROJECT TOTAL 1@ 1200 568 izea 1zaa 1768 3066
4

43 1 ACCUMULATED COST kjalng coaaa @65 6Qaa 8621 8@6S 17066

44|
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WORKING TABLES FOR THE BAC




TABLE 1

NUFBER OF 3GEs RECELVING BUSINESS ASSISTANCE
PERSONS YEAR RECUTREMENTS AND QOST3

1 2 3. 4.5 frell=s 6 7 8 9 10

S5SEs Receiving Bus. Assist.
3us. Assessnent _1_/ SO0 1,000 1,000 1,820 2,070 ¢, B0 2.0 2,000 2,000 2,000 2,000
Bus. Assistance ;_/ 200 S0 aoo oD 1. 000 3,420 1,009 1,000 1,000 1,000 1,000
Bus. Follow-uve 3 ¢ 202 Teo 1,3 1,7C0 3,000 2,90 2,000 2,000 2,000 2,000
Yr. 2 - - 5C0 300 agd 2,00 1,000 1.2CC 1,000 1,000 1,000
Yr. 3 - - 200 20 530 1,5C0 ulc 1,000 1,000 1,000 1.000
Business Tech. Per/Year 5 12 21 26 22 30 31 31 31 3L
Bus. Assoessnent i/ 4 9 15 17 15 1S 19 19 19 19
Bus. Zssistance 5/ 1 2 4 4 5 5 s 5 5 5
Bus. Follow—up g/ 8] 1 2 5 6 7 7 7 7 7
No. MICI Bus. Tech. 1/ 5 12 12 12 12 12 12 12 12 12
No. Contractors 0 0 9 14 17 18 19 19 19 19
Bus. Tech. Cost 32,000 84,800 144,800 175,200 200,800 637,600 205,600 208,000 208,000 208,000 208,000
Fringe Benefits 353 §_/ 11,928 28,627 28,0627 28,627 28,627 126,437 28,627 28,627 28,627 28,627 28,627
TOTAL QOsT 43,928 113,427 173,427 203,827 225,427 764,037 234,227 236,627 236,627 236,627 236,627

(1) Number of SSEs requesting business assessments.
(2) 50% of SSE loan applicants receive loans.
(3) Number of SSEs that require follow-up business assistance during the second and third year of their loan.
(4) Business assessments require 2 visits per SSE for a total of 16 hours.

(5) SSEs receiving loans-business assistance required during the 1lst year of a loan is 12 hrs.
(6) Follow-up business assistance during the 2nd and 3rd year of a loan requires 2 visits at 3 hours each = Total

of 6 hours.

(7) Number of MICI and Contract Business Technicians required per year.
(8) Fringe Benefits (35.46%): Seguro Social - 1C.75%, Seguro Educativo - 1.25%, Riesgo Profesional - 1.50%,

Decimo Tercer - 8.333.
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Position
General Manager
Training Officer
Administration/

Contract Officer
Accountant

Secretary/Typist
Sub-Total
Fringe Benefits at 35%

TOTAL QOST:

TABLE 2

ADMINISTRALIVE PERSONNEL

Nunber

1

-61-

Monthly Wage Yearly Wage
2,000 24,000
1,250 15,000
1,100 13,200
1,000 12,000

550 59,400
5,900 123,600
43,260

166,860



TABLE 3

NUMBER OF FEDPA BUSINESS ‘[ECHNICIANS

Cost of FEDPA
Salary
Fringe Benefits
Per Diem
Transportation
Overhead

1/ Two technicians.
2/ Four technicians.

Year 1

24,934
11,000 1/
4,938
2,200
2,640
4,156

-62~

Year 2

55,644
24,200 2/
10, 862
5,500
5,808
9,274

Year 3

61,800
26,600 2/
11,948
6,600

6, 380
10,872



TABLE 4

IOCATION, NUJBER AND OQOST OF REGIONAL OFFICES PER YEAR

ILocation

Panama
Penonomé
Azuero
Santiago
David
Colén

Total

Nunber

e e i e i

-&3-

Cost

18,000
4,200
4,200
4,200
4,200
4,200

39,000



TABLE 5

NUMBER AND QOST OF EQUIPRMENT
(In dollars)

Years
Description 1 2 3 4 5 6 7 8 9
1.Purchase of
Micro-Computer
Number 1/ 7 - - 7 - - - -
Cost 2/ 30,000 - - - - 30,000 - - -
2.Purchase of Vehicles
Nurber 7 - - - - - - - 7
Cost 3/ 70,000 - - - - - - - 70,000
3.Total Equipment
Cost 100,000 = = - = 30,000 = - 70,000

Estimated cost of micro-computer and software $4285 each.

1/ Estimated life per micro—computer is 5 years.
2
/ Cost per vehicle is $10,000.



TABLE 6

FUEL AND MAIN{ENANCE

Vehicles M Work bays Total Kins
7 40 per day 213 59,640
15 Km per galon= 3975 galons per year
$2.25 per galon $8,946.C0
Maintenance 15% of fuel=1,342,00
Total Cost = 10,288.00 (Per year)
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Lescription

Bus.
Bus.
Bus.

Assessment
Assistance
Follow-up

Number of Visits

Bus.
Bus.
Bas.

Cost

Bas.

Bus.
Bis.

Assessmen*.
Assistance
Tellow-up

of VisiL.s
Assessment

Assistance
Follow-up

TABLE 7

NUMBER OF VISITS AND TRAVEL QOST FOR BUSINESS TECHNICIANS

1 2 3 4 5 Yrs.1-5 _6 7 8 9 10 ¥rs.6-10
400 1,000 1,600 1,800 2,000 6,800 2,000 2,000 2,000 2,000 2,000 10,000
200 500 800 90¢ 1,00 3,400 1,000 1,000 1,000 1,000 1,000 5,000
0 200 700 1,300 1,700 3,900 1%00 2,000 2,000 2,000 2,000 9,900
1,200 3,400 6,200 8,000 9,400 28,200 9,800 10,000 10,000 10,000 10,000 49,800
800 2,000 3,200 3,600 4,000 13,600 4,000 4,000 4,000 4,000 <£,000 20,000
400 1,000 1,600 1,800 2,000 6,800 2,000 2,000 2000 2,000 2,000 10,000
0 400 1,220 2,600 3,400 7,800 2.800 4,000 4,000 4,000 4,000 19,800
$ 3,000 $ 8,700 $16,200 $21,300 $25,200 $74,400 $26,400 $27,000 $27,000 $27,000 $27,300 $134,400
2,400 6,000 9,600 10,800 12,000 40,800 12,000 12,000 12,000 12,000 12,000 60,000
600 1,500 2,46> 2,700 3,000 10,200 3,000 3,000 3,000 3,000 3,000 15,000
0 1,200 4,200 7,800 10,200 23,400 11,400 12,000 12,000 12,000 12,000 59,460
—66-



Year

Number of Activities

Familiarization
Seminars
Training Seminars

Number of Persons
Atending

Familiarization
Seminars
Training Seminars

fotal Persons Attending

Seminar Cost 1/
(includes Per Dienn/Travel

Fanmiliarization
Seminars

Training Seminars

Total Cost

TABLE 8

RIGIONAL SHEMINAR

y Refer to Tables A and B for cost breakdowns.

i 2 3 4 5
) 6
6 6 6 6 6
200 200 - - -
200 200 200 200 200
400 400 200 200 200
1,650 1,650 - - -
10,230 10,230 10,230 10,230 10,230
11,880 11,880 10,230 10,230 10,230
W\
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TABLE A

FAMILIARIZATION SIMINARS

Praining Facilities: $ 50 per seminar

Per Diem & Travel:

General Manager $ 75

Training Officer 75

UNPYIE Official 75

$225

Cost Per Seminar: $275

Six (6) Seminars per year $1,650
-68~



TABLE B

BUSINESS & FINANCIAL MANAGEMENT WORKSHOP

Business and Financial Management Workshops run for three (3) weeks, three (3)
nights per week for a total of 27 hours.

Per Diem for 9 nights x $45 x 6 workshops:

Travel per workshop: $50 x 6 workshops: 300
Totals for 6 workshops $2,730
Seminar Contract at $1,250 per workshop x 6: 7,500
Total Cost: $10,230
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(poC. 4374pP)

ANNEX B

TECHNICAL ANALYSIS

SECTION 4

EMPLOYMENT / UNEMPLOYMENT



(DOC. 4374P)
EMPLOYMENT / UNEMPLOYMENT

The most recent official figures of unemployment are based on the
August, 1982 household survey. Unemployment in that year reached 9.1% and
visible underemployment (those who work less than 40 hours per week hut would
be willing to work more) reached the equivalent of 2.1% of the labor force.
The data from the 1983 household survey has not been processed completely, but
available data indicates that the unemployment rate has increased to about
11.3% and that unemployment and visible underemployment has reached about
14%. Fully 73% of the unemployed are concentrated in the Metropolitan region
which comprises Panama and its adjacent cities, and Colén. In certain areas
adjacent to Panama City, such as San Miguelito, unemployment is close to 20%,
and is said to exceed 25% in the city of Coldn. The concentration of

semployment in a few urban areas contributes significantly to the
explosiveness of the unemployment issue, which is viewed by many as the most
important problem facing Panama today. The unemployment situation probably
will deteriorate in the immediate future as a consequence of the low rates of
economic growth forecasted for Panama for the next five years.

In order to understand the nature of the unemployment proplem in Panama
today, ard the prospects for the future, it is necessary to analyze what
ocurred in the labor market in the 1970s. Although the rate of growth of jobs
created in the 1970s was only one half of the rate which prevailed in the
1960s, the unemployment rate remained stable because of a reduction in the
rate of growth of the labor force, a consequence of a sharp decline in the
participation rate from 61.3% in 1970 to 57.6% in 1979. This decline in the
participation rate was due entirely to a decline in the participation rate of
15-19 year olds, and of those older than 50 years, as is demonstrated by the
followings

Participation Rates

1970 1979
Total 61.3 57.6
15-19 48.3 31.7
20-29 69.9 70.8
30-39 69.3 72.6
40-49 67.6 68.0
50-59 65.0 58.0
More than 60 37.7 30.5

The decline in the participation rate is a consequence of incresed
levels of high school and university enrollment, as well as a reduction in the
retirement age. The participation rate, which declined steadily in the 1970s,
has now stabilized. In the future, it is expected to increase slightly and
has a consequence, the labor force will increase at about 3% per annum.



The need to provide employment Lo the .ew entrants into the labor force
is the most important econc .ic issue facir 'y Panama in the immediate future,
particularly now that furthec declines in the participation rate are not
likely. Two other factors increase the magnitude of the problem. First,
during the period 1970-79, more than three fourths of new jobs created were in
the public sector. As public seccor spending will be severely constrained in
the future, the private sector will have to absorb the majority of new
entrants to the labor force. Second, the incremental capital labor ratio in
the 1970s was four times greater in real termas than in the 1960s and has
reached US$65,000 at 1984 prices. Even under the most optimistic assumptions
about growth and investment the unemployir ..t rate is expected to increase in
the future.
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PEAT Peat, Marwick, Mitchell & Co.
Avenida 4ta Sur
MARW'CK (Ave. Nicanor A. Obarrio No.54)
Apartado 5307, Panumd S, R. P,
Teléfono: 63-5677
Telex: 2052 Veritatem

August 30, 1984

Mr. Bernai Velarde
Project Manager

U.S. AID Mission to Panama
Panama, R. of Panama

Dear Mr. Velarde:

In connection with our contract for a demand study of credit to
small scale enterprises, we are rendering our final report which
includes:

1. Summary and findings on the survey conducted tc fourteen
(14) financial institutions that were selected in the manner
explained to you in our letter dated August 15, 1984. Also,
the present report includes comments to each of the attached
Schedules 1 to 17 that represent a compilation of all the
information gathered from the survey to  financial
institutions and certain statistics thereto.

2. Summary and findings on the survey conducted to one hundred
and seven (107) small scale enterprises. In our letter to
you dated August 3, 1984 we reported on such survey.
However, the present report includes additionally comments
to each of the attached Schedules 1 to 14 that had been
previously presented to you. Schedules 1 to 14 represent a
compilation of information and statistics resulting from the
survey to small scale enterprises.

OBJECTIVES OF THE SURVEYS

With regard to the survey conducted to small scale enterprises, the
general objectives were to determine the existence of demand for
credit on their part and to know about their experience with
previous credits received, if any. On the cther hand, the general
objectives of the survey conducted to financial institutions were to
know about their willingness to participate in a program funded by
RID to rake available credits to small scale enterprises and also to
know about their experience with credits granted to said enterprises.
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SUMMARY AND FINDINGS FROM SMALL SCALE ENTERPRISES

The summaries and statistics of information gathered in the survey
to small scale enterprises have been compiled in attached Schedules
1l to 14. The following is a brief summary and comments on the
findings.

General Characteristic of Enterprises Surveyed

As repor:ed in our letter dated August 3, 1984, our staff assigned
to this survey personally interviewed the owner or principal officer
of the 107 enterprises using a standard questionnaire for this
purpose. The study was directed to interview enterprises involved
in one (1) of at least nineteen (19) different business activities,
and it was substantially accomplished. Also, enterprises
interviewed were located in six areas of the country having a large
concentration of population, namely, Panama City and surroundings,
David, Colon, Chitre/Las Tablas, and Santiago.

Of all enterprises surveyed, 54% declared having total assets of
less than or equal to US$25,000, 27% having total assets between
Us$25,001 and US$75,000, 7% between US$75,001 and US$100,000, 9%
between US$100,001 and US$200,000, and 3% did not disclose thetr
assets. Total assets excluded land and building. However, 75% of
surveyed enterprises do not own land and building.

Pnother aspect of surveyed enterprises is that 57% declared having a
number of employees in the range 1 to 5, 26% in the range of 6 to
10, 15% in the range of 11 to 25, and 2% declared having more than
25 employees.

A 36% of all surveyed enterprises reported annual gross sales of
more than or equal to US$25,000, 32% between US$25,001 and
Us$100,000, 19% between US$100,001 and US$200,000, 7% more than
Us$200,000 and 6% did not indicate amount of sales.

From above summary we conclude that a large percentage of the
enterprises surveyed were in effect very small scale enterprises,
where there may be a potential for growth of their business and
consequently for increasing of employment.

Acceptance or Rejection of AID Proposed Credit Terms

In order to test possible terms and conditions under which
enterprises may be able to accept credit, the following were
proposed to the surveyed enterprises:
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. Without collateral

. 3 to 5 years maturity and one (1) year of grace period

. 18% annual interest rate

. Credit to finance up to 90% of the investment to be made

As a result, 87% responded for a need of credit where collateral was
not required of them. In fact, our impression is that a large
percentage of these enterprises do not have collateral to support a
credit. In addition, 95% expressed interest in medium term loans (3
to 5 years) and one (1) year of grace period. 72% responded that
18% interest rate was too high and 93% expressed interest for
receiving financing of up to 90% of the investment,

The surveyed enterprises expressed a great need for credit.
However, their lack of experience with credit caused them to be
uncertain in regard to interest rate on the credit and to be
frightened in general of high interest rates.

Amount and Purpose of Credit Need

Enterprises exprecsed their need of credit foremost for the
following purposes, in order of relative importance (in several
cases for a combination of purposes):

1. Working capital

2. Equipment acquisition

3. Construction of facilities

Having classified the purpose(s) of the credit, 55% of the amounts
of credit needed ranged between US$1,000 and US$10,000;, 33% between
Us$10,001 and US$30,000, and the rest of the answers were well
spread out above US$30,000.

Past Experience with Credit

Basically, 56% of enterprises surveyed have some past credit
experience, and 69% of such credits were received from government
institutions and the remaining 31% from private financial
institutions. 44% of surveyed enterprises do not have past credit
experience.
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Factors that Contribute to Lack of Credit Supply

Owners or principal officers of enterprises surveyed considered by
far that the main reason for the lack of credit availability to
small scale enterprises was that they did not have collateral to
support the loan. High interest rate on this type of credit was
ranked as the second most important reason, because high interest
rate could impair liquidity of the enterprise to appropriate service
the debt.

SUMMARY AND FINDINGS FROM FINANCIAL INSTITUTIONS

As explained to you in our letter dated August 15, 1984, we selected
fourteen (14) local financial institutions for the survey, based on
the degree of confidence we could place in the various institutions
operating in Panama to participate in the AID Program to make credit
available to small scale enterprises.

Of the fourteen (14) institutions selected, one (1) of them did not
answer the questionnaire used for this purpose. This institution
was Banco de Santander y Panama, S. A. For this reason we are not
including this bank in the accompanying final statistics shown in
Schedules 1 to 17.

Existence of Credit Demand

The survey disclosed that financial institutions have _received
demand for credit from small scale enterprises. The demand for
credit has been primarily received from enterprises classified in
the commercial activities of the economy) next, such demand was
received from service and industrial activities.

The institutions surveyed .r¢ ‘ated that credit applications were
primarily received to ‘' . ce needs of enterprises already
established and secondly . initiate new enterprises. In addition,
applications were received primarily for purpose of working capital,
secondly for equipment acquisition and thirdly for other purposes
such as construction of facilities and debt consolidation.
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Experience of Credits Granted to Small Scale Enterprises

Of the thirteen (13) institutions surveyed B85% expressed that they
have granted in the past credits to small scale enterprises.
However, only 38% of the institutions under survey expressed that
they presently have a credit program for such enterprises. The
reasons for having decreased their credit programs appear to be the
negative credit risk elements surrounding small scale enterprises,
such as, insufficiency or 1lack of initial investment by the
owners/shareholders, inadequate cash flow for debt servicing, lack
of adequate collateral to support the credit and, overall, the high
risk involved in loans to small scale enterprises.

Financial Institutions which Expressed Interest in
AID Credit Program

Eight (8) of the institutions surveyed expressed a definite interest
in participating in the proposed credit program to small scale
enterprises. Two (2) of the banks answered that they were not
interested, but yet they expressed to us their willingness to
maintain an open attitude towards the program, depending on the
final terms under which this program was to be developed. For that
purpose these two banks (Banco Cafetero (Panama), S. A. and Banco
Fiduciario de Penama, S. A.) indicated to us that they wanted to
meet with AID representatives to know the final details of the
program and to make their final decision. On the other hand, the
three (3) remaining banks (Banco Interoceanico de Panama, S. A.,
Marine Midland Bank, and Banco de Bogota, 5. A.) gave a definitive
"No" answer. They were strong in their position of not being
interested in participating in this program.

COMMENTS TO ATTACHED SCHEDULES 1 TO 14
REGARDING SMALL SCALE ENTERPRISES

Information gathered from the survey to small scale enterprises was
summarized in attached Schedules 1 to 1l4. The following represent
comments to each of the schedules that may enhance their
understanding:
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Schedule 1

Schedule 2

Schedule 3

Enterprises Surveyed by Geographic Area and Economic
Activity:

The decision to select an approximate amount of 100
small scale enterprises was based upon the known fact
that this type of enterprises were already demanding
credit to finance various aspects of their operations
and that there was no need to make a scientific
selection of enterprises (which could result in a
costly study) in order to accomplish the objective.
Therefore, we utilized listings of existing enterprises
that were  provided by  government and  private
institutions in order to select 107 enterprises
appropriately distributed in six cities where there is
a high concentration of population and considering the
economic activity in which the enterprises may be
classified. The sample subjected to the survey has
been summarized thereto in Schedule 1.

Enterprises Surveyed by Specific Business Activity:

We planned and succeeded in interviewing enterprises
involved in one of several types of business activity,
to avoid concentration in one or few types of
enterprises. The results of the types of small scale
enterprises surveyed are summarized in Schedule 2.

Total Assets of Surveyed Enterprises:

The enterprises surveyed were asked to indicate the
total assets owned, excluding land and building, and
their business classification by sector of the econony
(industry, commerce, service, micro). Ve also
requested information in regard to 1land and building
owned, if any, and in regard to annual gross sales and
number of employees presently working at the
enterprise. All of this information which provided
knowledge about the relative size of the enterprises
surveyed, are summarized in Schedules 3, 4, 5, and 6.



[l

Mr. Bernai Velarde
August 30, 1984

7

Schedule 4

Schedule 5

Schedule 6

Schedule 7

Schedule 8

Land and Building Cost of Surveyed Enterprisess
Refer to above comment on Schedule 3.

Number of Employees of Surveyed Enterprisess
Refer to above comment on Schedule 3.

Annual Gross Sales of Surveyed Enterprises:
Refer to above comment on Schedule 3.

Answer Obtained Concerning AID Proposed Credit Terms
and Conditions:

AID representatives prcvided us with certain credit
terms and conditio.ns that were submitted to the small
scale enterprises to test their response, as follows:

« Credits without collateral.

. Three (3) to five (5) years maturity and one (1) year
of grace period.

. 18% annual interest rate.
.« To finance up to 90% of the investment to be made.
Interest Rate Considered as Adequate by Enterprises:

Enterprises were requested to state the interest rate
that they considered as adequate for a credit if they
thought that proposed 18% rate was too high. This
question was intended to ascertain their thinking in
regard to interest rate, and the results were
summarized in Schedule 8.



]

Mr. Bernai Velarde
August 30, 1984

8

Schedule 9

Schedule 10

Schedule 11

Schedule 12

Schedule 13

Purpose of Creiit Requested by Enterprises.

Enterprises were rey =5ted to state whether they were
interested in credit availability from <financial
institutions. The answer was positive in all cases.

In addition, they were requested to indicate the amount
and the purpose of the credit required. The idea
behind these questions was to single out specific
enterprises that may become beneficiaries of the AID
Credit Program and their particular needs. The results
of these questions have been summarized in Schedules 9
and 10.

Credit BAmount required by Enterprises (By Purpose of
the Credit):

Refer to above comment on Schedule 9.

Enterprises that have Credit Experience (By
Institutions and Terms)s

We requested the enterprises' past experience with
credit, and such results showing the texms, conditions,
and the name of the financial institution have been
summarized in Schedule 11.

Factors chat Contribute to the Reduced Credit Supply:

We tested the opinion of these enterprises as to the
reasons for the reduced credit availability to small
scale enterprises. Their answers have lheen summarized
in Schedule 12.

External Assistance Required by Enterprises:

For the purpose of knowing the type of external
assistance that this enterprises may require, they were
asked to classify the following three aspects:

. Financial assistance

« Technical assistance

. Administrative assistance

The results have been summarized in Schedule 13.
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Schedule 14 Concern Expressed by Enterprises Upon Lack of Credit
Availability:s

We requested the opinion of the enterprises in regard
to the future of their business if the lack of credit
availability continued in this country, and the results
have been summarized in Schedule 14.

The most important findings of the survey to small scale enterprises
have been summarized in the earlier part of this report.

COMMENTS ON ATTACHED SCHEDULES 1 TO0 17
REGARDING FINANCIAL INSTITUTIONS

Schedules 1 through 17 summarize the information and statistics as &
result of the answer provided by financial institutions regarding
credits to small scale enterprises. Each of the schedules contains
the name of the thirteen (13) financial institution that responded
to our survey. Following are certain comments about each of the
mentioned schedules:

Schedule 1 Characteristics of Small Scale Enterprises as Derined
by the Financial Institutions:

Institutions were requested tc provide their own
criteria or definition of a small scale enterprise, and
sucis results have been summarized in Schedule 1.

Schedule 2 Existance of Credit Demand from Small Scale Enterprises:

We tested the criteria of the financial institutions
with regard to the existance or not of cre. it demand
from small scale enterprises, and their answer was
summarized in Schedule 2.

Schedule 3 Credit Application Received from Small Scale
Enterprises:

We requested the experience of these financial
institutions with regard to credit applications from
small scale enterprises, as follows:s

i
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Schedule 4

Schedule 5

Schedule 6

Schedule 7

Schedule 8

. By economic activity of the enterprise

. By aging of business (from established enterprise or
from a starting enterprise

. By purpose of the credit

. By geographic location of the enterprise

All of these answers have been summarized in Schedule 3
to 7.

Credit Application Received from Small Scale Enterprises
by Economic Activitys

Refer to above comments on Schedule 3.
Credit Application Received from Small Scale Enterprises
by Aging of Business:

Refer to above comments on Schedule 3.

Credit Application Received from Small Scale Enterprises
by Puxrpose of Credit:

Refer to above comments on Schedule 3.

Credit Application Received from Small Scale FEnterprises
by Geographic Area:s

Refer to above comments on Schedule 3.
Credits Granted to Small Scale Enterprises:

We requested to know the aggregate amount of actual
cred.t granted by financial institntions to small scale
enterprises during the last three (3) years, including
the following.

. By maturity
+« By geogrephic area of enterprises
. By economic activity of enterprises

The institutions that have granted credits to small
scale enterprises and the particulars of these credits
have been summarized in Schedule 8 and 9.
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Schedule 9

Schedule 10

Schedule 11

Schedule 12

Schedule 13

Credits Granted to Small Scale Enterprises by Maturity,
Geographic Area and Economic Activity:

Refer to above comments on Schedule 8.

Outstanding Balance of Credits Granted by Credit Terms
and Economic Activity of Small Scale Enterprises:

AID representatives were interested in knowing the
outstanding balance of actual credit portfolio to small
scale enterprises, including information by maturity, by
type of activity, by collateral and by interest rate.
Such information have been summarized in Schedule 10.

Experiences on Credits Granted to Small Scale
Enterprises:s

Additionally, institutions were requested to provide
detailed information in regard to credits granted to
small scale enterprises, such as credit limits, maturity
limits, interest rate 1limits, commission and general
aspects of collection experience. This information have
been summarized in Schedule 11.

Reasons for Denying Credit Applications of Small Scale
Enterprisess

In order to evaluate the reasons for the denying credit
applications to small scale enterprises and/or not
presently extending credits to such enterprises,
institutions were requested to indicate (in order of
relative importance) their reasoning for such
occurrence, which have been summarized in Schedules 12
and 13.

Reasons for Not Presently Extending Credit tc Small
Scale Enterprises:

Refer to above comments on Schedule 12.

o
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Schedule 14

Schedule 15

Schedule 16

Schedule 17

The most

Actual Credit Programs to Small Scale Enterprises:

Schedule 14 summarizes the statistics on these
institutions which presently have a credit program to
small scale enterprises and those which do not have
credit programs.

Financial Institutions which Expressed Interest in AID
Credit Program for Small Scale Enterprises:

Were requested the institutions to express if they were
interested in participating in the AID Credit Program
for small scale enterprises and also, to indicate the
estimated amount they were willing to commit in this
program.

The results of their answers have been summarized in
Schedule 15 and 16.

Estimated Amount that Financial Institutions are Willing
to Extend to Small Scale Enterprises under AID Programe

Refer to above comments on Schedule 15,

Aggregate BAmcunt of Credit Demand from Small Scale
Enterprises for Next Two (2) to Five (5) Years, as
Estimated by Financial Institutionss

We requested an estimation of the aggregate amount of
credit demand from small scale enterprises for the next
two (2) to five (5) years. We kinew that it was rather a
difficult question to answer because many elements would
have to be considered to provide an arnropriate answer.
The results to this question have been summarized in
Schedule 17.

important findings of the survey to the financial

institutions have been summarized in an early section of this report.
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EXISTING BUSINESSES IN PANAMA

We also enclose an additional schedule entitled "Existing Businesses
in Panama", which was provided by AID representatives for inclusion
to the present report. It shows the estimated number of buslinesses
in Panama and those which are registered with Caja de Segquro Social,
stratified by business activities and number of employeces.

* k k Kk * * Kk *k * * *
Schedules 1 to 17 regarding the survey to the financial institutions
include the name of each institution. We remind you that the
information is of a confidential nature for AID and Peat Maxwick and

must not be disclosed with specific names to anyone outside AID and
Peat Marwick.

We thank you for the opportunity to have developed this study which
we consider important to the future of small scale enterprises,
increasing of employment and to the country as a whole.

Very truly yours,

PEAT, MARWICK, MITCHELL & CO.
e WA .ﬂ,mu%
§;;¥'M. Aralz, Partne

Enclosuress . Schedules 1 to 14, summary and statistics of the
results of survey to small scale cnterprises.

JMAsigc

. Schedules 1 to 17, swmary and statistics of the
results of survey to financial institutions.

. Schedule of Existing Businesses in Panama.

o)
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SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary Concerning Characteristics of a Small Scale Enterprise,
As Defined by the Financial Institutions

1. Banco Interoceinico de Panami, S. A.

2. Banco

3. Banco Comercial de Panama, S. A.

4. Banco

Continental de Panama, S. A.

del Comercio, S. A.

5. Marine Midland Bank (1)

6. Banco de Colombia

7. The Chase Manhattan Bank, N. A.

8. Banco
9. Banco
10. Banco
1l. Banco
12. Banco

13. Banco

Note:s N/D

- (1)

( BANCOMER)

Internacional de Panama, S. A.

Exterior,

de Desarrollo Agropecuario

S. A.

de Bogota, S. A.

Cafetero (Panama), S. A.

Fiduciario de Panami, S. A.

Gross
Sales

500,000
N/D
500,000

750,000

1,000,000
N/D
150,000
1,000,000
N/D
N/D
250,000

500,000

= Definition provided did not include this characteristic.

This bank did not provide an appropriate answer to this question.

Total

Capital Assets
N/D 200,000
50,000 150,000
100,000 250,000
150,000 500,000
200,000 400,000

100,000 N/D
N/D 50,000
N/D 250,000

N/D N/D

N/D N/D
N/D 100,000

200,000 N/D

Schedule 1

Number of

emElozees

25
25
15

75

N/D
N/D
15
30
20
N/D
30

10



9,

10.

11l.

12,

13.

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary Concerning Existence of Credit Demand from
Small Scale Enterprises

Financial institutions Financial institutions
that considered there that considered there

is credit demand is no credit demand
from small scale from small scale
enterprises enterprises
Banco Interoceanico de Panami, S. A. No
Banco Continental de Panami, S. A. Yes
Banco Comercial de Panami, S. A. (BANCOMER) Yes
Banco del Comercio, S. A. Yes
Marine Midland Bank Yes
Banco de Colombia Yes
The Chase Manhattan Bank, N. A. Yes
Banco Internacional de Panami, S. A. Yes
Banco Exterior, S. A. Yes
Banco de Desarrollo Agropecuarice Yes
Banco de Bogotd, S. A, Yes
Banco Cafetero (Panami), S.A. Yes
Banco Fiduciario de Panama, S. A. Yes
Total Yes = 12 Total No =1
92% 8%

Schedule 2

Total = 13

[
o
o
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11.

12.

13.

Schedule 3

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO

SMALL

SCALE ENTERPRISES

Summary Concerning Credit Applications Received from
Small Scale Enterprises

Banco Interocednico de Panama, S. A.
Banco Continental de Panam3, S. A.
Banco Comercial de Panami, S. A. (BANCOMER)
Banco del Comercio, S. A.

Marine Midland Bank

Banco de Colombia

The Chase Manhattan Bank, N. A.
Banco Internacional de Panami, S. A.
Banco Exterior, S. A.

Banco de Desarrollo Agropecuario
Banco de Bogota, S. A.

Banco Cafetero (Panami), S.A.

Banco Fiduciario de Panamia, S. A.

Financial institutions Financial institutions
that have received that have not received
credit applications credit epplications

from small scale from small scale

enterprises enterprises

Total Yes

No

Yes

Yes

Yes

No

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

11 Total No = 2 Total = 13

85% 15%

)
o
o
o



Commerce Service Industry Agriculture Fishing Other

1. Banco Interocednico de Panama, S. A. N/A N/A N/A N/A N/A N/A
2. Banco Continental de Panami, S. A. 1 2 3 5 4 N/A

3. Banco Comercial de Panama, S. A.

(BANCOMER) 1 2 3 4 5 N/A
4. Banco del Comercio, S. A. 1 2 3 N/A N/A N/A
5. Marine Midland Bank N/A N/A N/A N/A N/A N/A
6. Banco de Colombia 1 2 4 3 S N/A
7. The Chase Manhattan Bank, N. A, 1l 2 3 4 5 N/A
8. Banco Internacional de Panamia, S. A. 1 2 3 N/A N/A N/A
9. Banco Exterior, S. A. 1 4 3 2 5 6
10. Banco de Desarrollo Agropecuario N/A 3 2 1 N/A N/A
11. Banco de Bcgota, S. A. 1 N/A N/A N/A N/A N/A
12. Banco Cafetero (Panami), S. A. 1 3 2 5 4 6
13. Banco Fiduciario de Panara, S. A. 1 2 4 3 6 5

Statistic of summary of relative
importance assigned 1 2 3 4 5 6

Note: One (1) was assigned tc the most important economic activity from which credit applications were received
and six (6) to the least important economic activity.

N/A = Not applicable. No credit application was received under this classification. .
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11.

12,

13.

Schedule 5

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary of Credit Applications Received from Small Scale Enterprises

(In order of relative importance from 1 to 2)

Banco Interoceanico de Panama, S. A.
Banco Continental de Panami, S. A.
Banco Comercial de Panami, S. A. (BANCOMER)
Banco del Comercio, S. A.

Marine Midland Bank

Banco de Colombia

The Chase Manhattan Bank, N. A.

Banco Internacional de Panami, S. A.
Banco Exterior, S. A.

Banco de Desarrollo Agropecuario
Banco de Bogot3, S. A.

Banco Cafetero (Panami), S. A.

Bance Fiduciaric de FPanami, S. A,

Statistic of summary of relative

importance assigned

By Aging of Business

For financing needs of
established enterprise

N/A

2

To initiate new
enterprise

N/A

1

Note: One (1) was assigned to most important classification and two (2) to least important.

N/A = Not applicable. ©No credit application was received under this classification.



l. Banco

2. Banco

3. Banco

4. Banco

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary of Credit Applications Received from Small Scale Enterprises

Interoceianico de Panami, S. A.
Continental de Panami, S. A.
Comercial de Panamia, S. A. (BANCOMER)

del Comercio, S. A.

5. Marine Midland Bank

6. Banco

de Colombia

7. The Chase Manhattan Bank, N. A,

8. Banco

9. Banco

10. Banco

11. Banco

12. Banco

13. Banco

Statistic

Internacional de Panama, S. A.
Exterior, S. A.

de Desarrxollo Agropecuario

de Bogota, S. A.

Cafetero (Panamda), S. A.

Fiduciario de Panami3, S. A.

of summary of relative

importance assigned

By Purpose of Credit
(In order of relative importance from 1 to 5)

Schedule 6

Working Equipment Debt Construction Other
capital acquisition consolidation of facilities purposes
N/A N/A N/A N/A N/A
2 1 3 4 N/A
1 2 3 4 N/A
1 2 3 4 N/A
N/A N/A N/A N/A N/A
1 2 3 4 5
1 3 2 4 5
1l 2 3 4 N/A
1 3 4 2 5
3 2 N/A L N/A
3 2 N/A 1 N/A
1 2 3 4 5
1l 2 4 3 5
1 2 3 4 S

Note: One (1) was assigned to most important classification and five (5) to least important.
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SURVEY ON CREDIT AVAIIABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summaxry of Credit Applications Received from Small Scale Enterprises
By Geographic Area
(In order of relative importance from 1 to 2)

Urban Area Rural Avea
1. Banco Interoceidnico de Panama, S. A, N/A N/A
2. Banco Continental de Panamd, S. A. 2 N/a
3. Banco Come.cial de Panami, S. A. (BANCOMER) 1 2
4. Banco del Comercio, S. A. 1 2
5. Marine Midland Bank N/A N/A
6. Banco de Colombia 1l 2
7. The Chase Manhattan Bank, N. A, 1 2
8. Banco Internacional de Panamd, S. A. 1 2
9. Banco Exterxior, S. A. 1l 2
10. Banco de Desarrollo Agropecuario N/A 1l
11. Banco ée Bogotd, S. A, 1l N/A
12. Banco Cafetero (Panam2), S. A. 1 2
13. Banco Fiduciaric €e Parama, 3. A. 1 2
Statistic of summary of relative
1 2

Notes One (1) was assigned to the most important classification and two (2) to

importance assigned

least important.



10.

11‘

12.

13.

Banco Interoceanico de Panama, S. A.

Banco Continental de Panami, S. A.

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO

Summary Concerning Credits Granted to Small Scale Enterprises

Banco Comercial de Panama, S. A.

Banco

del Comercio, S. A.

Marine Midland Bank

Banco

The Chase Manhattan Bank, N. A.

Banco

Banco

Banco

Banco

Banco

Banco

de Colombia

Internacional de Panamia, S. A.

Exterior, S. A.

de Desarrollo Agropecuario

de Bogota, S. A.
Cafetero (Panami), S. A.

Fiduciario de Panama, S.

SMALL SCALE ENTERPRISES

Financial institutions

that have grantgg
credit to small scale

enterprises

( BANCOMER)

Total

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

Yes

85%

11

Financial institutions
that have not granted

credit to small scale

enterprises

No

No

Total No

15%

2

(e

b



SURVEY ON CREDIT AVAILABILITY PROM FINANCIAL INS''ITUTIONS TO
SMALL SCALE ENTERPRISES

Schedule 9
Suscaary Concerning Credits Granted to Small Scale Enterprises, —
By Maturity, Geographic Area and Econom:c Activity 1/
MATURITY GEOGRAPHIC AREA ECONOMIC ACTIVITY
1 to 2 years 3 to S5 years Total Urban Area  Rural Area Total Industry Commarce Service Agriculture Fishing Other Total

1. Banco Interocefnico de Panami,

S. A. us$ N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
2. Banco Continental de Panam§,

5. A, 375,000 75,000 450,000 450,000 N/A 450,000 80,000 265,000 105,000 N/A N/A N/A 450,000
3. Banco Comercial de Panami

S. A. {BANCOMER) N/D N/D N/D N/D N/D N/D N/D R/D WD N/D
4. Banco del Comercio, S. A. 763,197 N/A 763,197 763,197 N/A 763,197 219,301 481,896 62,000 N/A N/A N/A 763,197
5. Marine Midland Bank R/A N/A N/A N/A N/A N/A N/A N/A N/A R/A
6. Banco de Colombia 60,000,000 26,000,000 86,000,000 68,800,000 17,200,000 86,000,000 12,900,000 51,600,000 17,200,000 4,300,000 N/A 4N 86,000,000
7. The Chase Manhattan Bank,

N. A. 700,000 2,000,000 2,700,000 2,200,000 500,000 2,700,000 250,000 1,200,000 750,000 500,000 H/A N/A 2,700,000
8. Banco Internacional de

Panani, S. A, N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D
9. Banco Exterior, S. A. 15,000,000 5,000,000 20,000,000 12,000,000 8,000,000 20,000,000 3,000,000 8,004,000 3,000,000 4,000,000 N/A 2,000,020 20,000,000
10. Banco de Desarrollo Agro-

pecuario N/D N/D N/D N/D N/D N/D N/D R/D N/D N/D
11. Banco de Bogrti, S. A, N/D N/D /D N/D N/D H/D N/D N/D N/D N/D
12. Banco Cafetero (Panami),

S. A. N/D w/D N/D N/D N/D N/D N/D /D N/D N/D
13. Banco Piduciario de

Panamf, S. A, N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D

Notes N/A = Not applicable. No credit was granted under this classification.
N/D = Information not avalflable in this bank.

1/ = Most of this information was estimated by financial institutions.



Summary of Qutstanding Balance of Credits Granted
By Credit Terms and Economic Activity aof Small Scale Enterprises 1/

TERAL
BY MATURITY BY TYPE OF ACTIVIiY BY COLLN

h, With withouit R
More tha; r Tota
1 to 2 years 3 to S years 5_322" Total Industry Commerce Servic:s Agriculture Pishing Other Total Collateral Collat:rsl
220 - years J to S5 years
1. Banco Interocefnico de Panam§, N/A N/A
S. A. us§ N/A N/A N/A N/A N/A N/A N/A N/A N/A
2. Banco Continental de Panamf 347, 00r¢
Banco . 302,000 45,000 WA 347,000 24,000 236, 000 87, 010 N/A N/A N/A 347,000 145,000 202,000 3
3. Banco Comercial de Panamf N/D
S. A. (BANCOMER) ! N/D N/D N/D N/D N/D n/D N/D x/0 N/o we /
6,156 763,197
4. Banco del Comercio, S. A. 763,197 /A N/A 763,197 219,301 481,89 62,000 N/A N/A N/A 763,197 747,041 16 ’
N/A N/A
S. Marine Midland Bank N/A N/A N/A N/A N/A WA N/A H/A N/A /
900,000 33,000,000
6. Banco de Colombla 26,000,000 7,000,000 N/A 33,000,000 4,950,000 19,800,000 6,600,000 1,650,000 N/A N/A 33,000,000 23,100,000 3,900, o
7. The Chase Manhattan Bank 489,000
N. AL ! 300,000 189,000 N/A 489,000 28,947 227,258 51,626 64,995 10,294 105,880 489,000 300,000 189,000 .
8. Banco Internacional de
N, N/D
Panamk, S. A. N/D N/D n/D N/D N/D N/D N/ N/D /0
opo 100,000,000
-9. Banco Exterior, S. A. 75,000,000 25,000,000 N/A 100,000,000 15,000,000 40,000,000 15,000,000 20,000,000 N/A 10,000,000 100,000,000 80,000,000 20,000, 000,
10. Banco de Desarrollo Agro- N/A
pecuario N/A N/A N/A N/A N/A N/A N/A N/A H/A WA /
N/A 2,000,000
11. Banco de Bogotf, S. A. N/A N/A 7,000,000 7,000,000 300,000 6,500,000 200,000 R/A N/A N/A 7,000,000 7,000,000 / [iadd
2. Banco Cafetero (Panamf), [y P 80,162 87,978 168,140
S. A. 168,140 N/A N/A 168,140° 71,162 96,978 N/A N/A N/A N/A 168,140 .
13. Banco Piduciario de N/D
Pananf, S. A. N/D N/D N/D N/D N/D N/D N/D n/o ¥/D w0 /
Notes W/A = Not applicable, No credit s outstanding under this
classification.
N/D = Information not available in this bank.
*This amount was totally classified in the category of one to six months. {Continue)

1/ = Host of this information was estimated by financial institutions.
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11.

12.

13.

SURVEY ON CREDIT AVAILABILITY FROM PINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Surmary of mtltunding Balance of Credits Granted

By Credit Terms and Economic Activity of Small Scale Enterprises 1/

BY INTEREST RATE

Schadule 10, Cont.

N.Y. Prime

9% discount 108 44 rate + 3y Libor + 7% Libor + 3% Libor + 4% Libor + 5% 14 1/8% 14 1/2¢ 15 1/2%
Banco Interocefnico de Panami,
S. A. us$ N/A N/A N/A N/A N/A N/A K/A N/A N/A N/
Banco Continental de Panami,
S. AL N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D
Banco Comercial de Panami,
S. A. {(BANCOMER) N/D N/D N/D N/D N/D N/D N/D R/D N/D N/D
Banco del Comercio, S. A. N/A N/A 394,778 368,419 N/A N/A N/A N/A N/A N/A
Marine Midland Bank N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Banco de Colombia N/D N/D N/D R/D N/D N/D N/D N/D /o N/D
The Chase Manhattan Bank,
N. A. 97, 000 392,000 H/A N/A N/A R/A N/A N/A N/A N/A
Banco Internacional de
Panami, S. A. N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D
Banco Exterior, S. A. N/A N/A N/A 15,000,000 15,000,000 20,000,000 50,000,000 R/A R/A N/A
Banco de Desarrollo Agro-
pecuario N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
Banco de Bogot§, S. A. N/A N/A N/A 7,000,000 N/A R/A N/A N/A R/A N/A
Banco Cafetero {Panamf),
S. A. N/A N/ N/A N/A N/A N/A N/A 20,355 9,829 1,761
Banco Fiduciario de
Panamf, S. A. N/D N/D N/D w/D N/D N/D N/D N/D N/D N/D

Notes N/JA = Not applicable. No credit is outstanding under this

classification.
N/D = Information not available in this bank.

1/ = Host of this information vas estimated by financial institutions.

1o

N/D

N/A

ND

N/A

N/D

A

N/A

N‘A

136,.95

N'D

Total

763,197

489,000

100,000,000

7,900,000

168,140



SURVEY ON CREDIT AVAILABILITY FRCM FINANCIAL INSTITUTIONS TO

@’)Q/L

SMALL SCALE ENTERPRISES Schedule 11
Summary of Experiences on Ctedits Granted to Seall Scale Enterrrises v/
Percentage Percentage Percentage
Percentage of number of the amount of nuiber
of number of of credits of c.ocaits of credit
Credit Limits Maturity Limits Interest Rate Limits Commission Limits credits that that were that wvere applications
Minimum Maximum Minimun Maximum Minioum Haximun Minimum Maximum were in arrears uncollectible uncollectible denied
1. Banco Interoceinico de Panasi,
S. A. us$ N/A N/A N/A N/A N/A N/A N/A N/A N/» N/A N/A N/A
2. Banco Continental de Panami,
S. A, 6,000 50,000 6 months 5 years 12 77168 N/D 1.5y N 6% (1) [1Y 708
3. Banco Comercial de Panami,
S. A. (BANCOMER) 10,000 100,000 & months 3 years 15 /26 19% 0.5% PR Y N/D N/D N/D N/P
4. Banco del Comercio, S. A. 15,000 150,000 N/D N/D Libor +2% Prime +3\ N/D R/D N/D N/D Piy N/
S. Marine Midland Bank N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
6. Banco de Colombia N/D N/D N/D N/D N/D N/D N/D N/D 10 N/D iy N/D
7. The Chase Manhattan Bank,
N. A. 2,700 25,000 1 year 3 years 1Y 108 us$24 us$24 1 None None N/D
discount discount per year per year
8. Banco Internacional de
Panamf, S. A. 5,000 35,000 3 months S years 118 22 N/A N/A N/D N/D N/D R/D
9. Banco Exterior, S. A, 2,000 100,000 3 months 5 years Libor +2% Libor +5%Z N/A N/A 15% N/D n N/D
17, Banco de Desarrcollo Agro-
pecuario N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D N/D
11. Banco de Bogotf, S. A. 21,000 248,000 N/D N/D Libor +1%  Libor +2% N/1. N/A None None None 15
12. Banco Cafetero (Panamf),
S. A. ) Y 100,000 1 month 18 months 13 16n N/A N/A N/D N/D N/D N/D
13. Banco Fiduciario de
Panami, S. A. 10,000 50,000 3 months 1 year Libor +3% Libor +5%7 N/A N/A N/D N/D N/D N/D

Note» N/A = Not applicable.

N/D = Information not available in this bank.

1/ = Most of this information was estimated by financial institutions.

No credit vas granted under this classification.



Insufficiency Lack of Lack of
or lack of Strong technical administrative
initial investment Inadequate competition assistance in assistance in Lack of
by the owner or cash flow for for its line small scale small scale adequate
shareholder debt serxvice of products enterprises enterprises collaterals Other
1. Banco Interoceanico de Panami, S. A. N/A R/A N/A N/A N/A N/A N/A
2. Banco Continental de Panamid, S. A. 1 5 6 4 2 3 N/A
3. Banco Comercial de Panam&, S. A. (BANCOMER) 2 3 6 5 4 1 N/A
4. Banco del Comercio, S. A. 1 3 6 4 5 2 N/A
5. Marine Midland Bank N/A N/A N/A N/A N/A N/A N/A
6. Banco de Colombia 3 1 6 5 4 2 /A
7. The Chase Manhattan Bank, N. A. 2 1 7 5 4 3 6
8. Banco Internacional de Panama, S. A. N/A 2 N/A N/A N/A N/A 1
9. Banco Exterior, S. A. 2 4 3 6 5 1 N/A
10. Banco de Desarrollo Agropecuario N/A N/A N/A N/A N/A N/A 1
11. Banco de Bogoti, S. A, 2 1 6 5 4 3 N/A
12. Banco Cafetero (Panamia), S. A. 2 3 6 5 4 1 N/A
13. Banco Fiduciario de Panami, S. A. 1 2 4 6 5 3 N/A
Statistic of summary of relative
inportance assigned 2 1 6 5 4 3 7

Notes N/A = Not applicable. No answer was provided for this classification.



Schedu’e 13

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary of Reasons for Not Presently Extending Credit <o Small Scale Enterprises
(In order of relative importance from 1 to 8)

nigh
occurence High High consumption
High of non- consumption of of time and costs
administrative compliance High time and costs in evaluating
Lack of cost to the with funding costs High in legal actions the risk and in
adequate financial repayment to finance occurence of regarding the administration
collateral institution schedule these credits bad loans bad loans of the credit Other
1. Banco Interocednico de Panamif, S. A. 1 5 6 2 7 4 3 N/A
2. Banco Continental de Panama, S. A. 3 2 5 4 6 7 1 N/A
3. Banco Comercial de Panami, S. A.
( BANCOMER) 1 6 4q 7 5 3 2 N/A
4. Banco del Comercio, S. A. N/A N/A N/A N/A N/A N/A N/A N/A
5. Marine Midland Bank N/A N/A N/A N/A N/A N/A N/A N/A
6. Banco de Colombia N/A. N/A N/A N/A N/A N/A N/A N/A
7. The Chase Manhattan Bank, N. A. N/A N/A N/A N/A N/A N/A N/A N/A
8. Banco Internacional de Panama, S. A. N/A N/A N/A N/A N/A N/A N/A N/A
9. Banco Exterior, S. A. N/A N/A N/A N/A N/A N/A N/A N/A
10. Banco de Desarrollo Agropecuario N/A N/A N/A N/A N/A N/A N/A 1
11. Banco de Bogota, S. A. N/A N/A N/A N/A N/A N/A N/A N/A
12. Bance Cafetero {Panami), S. A. N/A N/A N/A N/A N/A N/A N/A N/A
13. Banco Fiduciario de Panami, S. A. 3 2 N/A 4 N/A N/A 1 N/A

Statistics of summary of relative
importance assigned 1 3 6 4 7 5 2 8
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13.

Banco

Banco

Banco

Banco

Schedule 14

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO

SMALL SCALE ENTERPRISES

Summary Concerning Actual Credit Programs to Small Scale Enterprises

Interocednico de Panami, S. A.
Continental de Panami, S. A.
Comercial de Panam3, S. A. (BANCOMER)

del Comercio, S. A.

Marine Midland Bank

Banco

de Colombia

The Chase Manhattan Bank, N. A.

Banco

Banco

Banco

Banco

Banco

Banco

I..ternacional de Panami, S. A.
Exterior, S. A,

de Desarrollo Agropecuario

de Bogota, S. A.

Cafetero (Panam3), S. A.

Fiduciario de Panama, S. A.

Financial institutions
that presently have
a credit program

Financial institutions
that presently do not have
a credit program

Yes

Yes

Yes

Yes

Yes

Total Yes = 5

38%

Mo
Mo

No

No

No
No

No

No
No = 8 Total = 13

62% 100%



Schedule 15

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary Concerning Financial Institutions which Expressed Interest
in A.I.D. Credit Program for Small Scale Enterprises

Financial institutions that expressed
interest in initiating or extending
their credit program to small scale
enterprises according to the A.I.D.

credit program

1. Banco Interocednico de Panama, S. A. No
2. Banco Continental de Panama, S. A, Yes
3. Banco Comercial de Panami, S. A. (BANCOMER) Yes
4. Banco del Comercio, S. A. Yes
5. Marine Midland Bank No
6. Ranco de Colombia Yes
7. The Chase Manhattan Bank, N. A, Yes
8. Banco Internacional de Panaua, S. A. Yes
9. Banco Exterior, S. A. Yes
10. Banco de Desarrollo Agropecuario Yes
11. Banco de Bogotd, S. A. No
12. Banco Cafetero (Panama), S. A. (1) No
13. Banco Fiduciario de Panama, S. A. (1) No

(1) This bank gave a negative answer on the questionnaire, but expressed by other means
its willingness to consider its participation upon knowing more details of the
program.

T



SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO
SMALL SCALE ENTERPRISES

Summary of Estimated Amount that Financial Institutions are Willing
to Extend to Small Scale Enterprises Under A.I.D. Program

Estimated amount:
to be extended

Minimum Maximum
1. Banco Interoceanico de Panama, S. A. Us$ N/A N/A
2. Banco Continental de Panami, S. A. N/D N/b
3. Banco Comercial de Panamd, S. A. (BANCOMER) 250,000 1,000,000
4. Banco del Comercio, S. A. 10,000 10,000
5. Marine Midland Bank N/A N/A
6. Banco de Colombia N/D N/D
7. The Chase Manhattan Bank, N. A. 250,000 1,000,000
8. Banco Internacional de Panami, S. A. 250,000 750,000
9. Banco Exterior, S. A. 500,000 5,000,000
10. Banco de Desarrollo Agropecuario N/D N/D
11. Banco de Bogotd, S. A. N/A N/A
12. Banco Cafetero (Panami), S. A. N/A N/A
13. Banco Fiduciario de Panamia, S. A. N/A N/A

Notes N/A = Not applicable. This bank expressed no interest to participate in AID
program.

N/D = Information was not estimated by this bank.

O
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Schedule 17

SURVEY ON CREDIT AVAILABILITY FROM FINANCIAL INSTITUTIONS TO

SMALL SCALE ENTERPRISES

Summary of Aggregate Amount of Credit Demand from Small Scale Enterprises
for Next Two (2) to Five (5) Years, as Estimated by Financial Institutions

Banco Interoceanico de Panama, S. A.
Banco Continental de Panami, S. A.
Banco Comercial de Panama, S. A. (BANCOMER)
Banco del Comercio, S. A.

Marine Midland Bank

Banco de Colombia

The Chase Manhattan Bank, N. A.
Banco Internacional de Panami, S. A.
Banco Exterior, S. A.

Banco de Desarrollo Agropecuario
Banco de Bogota, S. A.

Banco Cafetero (Panamd), S. A.

Banco Fiduciario de Panama, S. A.

Aggre

gate amount of credit
demand estimated

us$

N/D
N/D
250,000, 000
N/D
N/D
N/D
10,000,000 (1)
N/D
500,000,000
50,000,000
N/D
N/D

N/D

Notes N/D = Information not provided, basically due to the various factors involved to

make such an estimation.

(1) = Estimation given for next two (2) years only.
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Schedule

STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Summary of Enterprises Surveyed by Geographic Area and Economic Activity

Total General Economic Activity
G.ugraphic Area Surveyed Industry Commerce Services Agriculture Fishing Other
P. 1ami 32 18 7 6 1 - -
David 36 14 7 9 6 - -
C: .6n 14 4 5 5 - - -
Chitré/Las Tablas 17 5 4 8 - - -
Sautiago 8 1 ) _2 - - -

107 42 28 30 ] = =

100 39 26

N
[
Il



Schedule 2

STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Summary of Enterprises Surveyed by Specific Business Activity

Total Chitxé/
i3 Surveyed Panama David Coldn Las Tablas Santiago

hoes factory 3.7 4 1 1 2 - -
eauty shop 2.8 3 2 - - 1 -
aundry 1.9 2 1l - - - 1l
lothes factory 1.9 2 - 1 - 1 -
urniture factory 5.6 6 3 3 - - -
rinting shop 3.7 4 1l 1l 2 - -
ransportation - - - - - - -
ccesory store 6.5 7 2 - - 3 2
roceries or small

supirmarket 1.0 1 - - - - 1l
echanic workshop 6.5 7 2 1l - 3 1
lectricity

workshop 2.8 3 1l 2 - - -
lacksmith workshop 2.8 3 2 - - - 1
onstruction

companies 1.0 1 1 - - - .
ishing - - - - - - -
griculture 4.7 5 1 4 - - -
viculture 1.0 1 - 1 - - -
piculture - - - - - - -
akery or candyshop 5.6 6 2 2 1 1 -
nimal food factory - - - - - - -
ood factory 4.7 5 - 5 - - -
erchandise

distributors 9.3 10 3 3 3 - 1
ther service

oriented enter-

prises 12.1 13 2 6 4 1 -
raftmanship 6.5 7 4 - - 3 -
ther enterprises 15.9 17 4 _6 2 _4 1

Tooros 107 EE R o =

VN



STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Total assets (*)

Less than or equal to $25,000

$ Ve 001 = 50' 000
$50,001 - 75,000
$,5,001 - 100,000

$ 10,001 to 200,000

Enterprises that did not disclose

assets

Exclude land and building (See Schedule 4)

Total Assets of Surveyed Enterprises

Total Industry

Schedule 3

Enterprises

that did

not disclose
Micro Assets

0
<P

W

(]

&
2,

W&l

3 100% -

[
o
o
oP

|

ol
&l
ol



Schedule 4

STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Land and Building Cost of Surveyed Enterprises

Enterprises
that do
not own

land and
Cost of land and Building Total Industry Commerce Service Micro building
.ess than or equal to
$50,000 21 19.6% 10 67% 2 100% 9 90% - - - -
350,001 - 100,000 5 4.7% 4 27% - - 1 10% - - - -
More than $100,000 1 0.9% 1 6% - - - - - - - -
interprises that do not
own land and building 80 _74.8% - - - - - - - _- 80 100%
107 100.0% 15 100% 2 1008 10 1008 - 100% 80 100%

s
——

I
|
I




STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Number of Employees of Surveyed Enterprises

Commerce Service

Schedule 5

Enterprises

that did no¢

indicate th
number

Number of Employees Total Industry
1 -5 61 57% 23 52%
6 - 10 27 26% 10 22%
11 - 15 8 7% 5 1l%
16 - 20 6 6% 5 11%
21 ~ 25 2 2% 1 2%
Mc e than 25 2 2% 1 2%

Er~erprises that did not indicate the
umber of employees

17 65%

7

1

—

,
vb



Gross Sales
More than or equal
25,001 - 50,000

$50,001 - 75,000

+715,001 -~ 100,000

100,001 - 125,000
$125,001 - 150,000

150,000 - 175,000
4175,001 - 200,000

wore than $200,000

STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

to $25,000

Annual Gross Sales of Surveyed Enterprises

Total Industry

Commerce Sexrvice

Schedule 6

Enterprises
that 4id not
indicate the

38

12

12

11

iterprises that did not indicate

the amount

36%

11%

11%

10%

8%

15 34%

4 9%

6 14%

5 11%

6 26.2%

2 8.7%

3 13.0%

3 13.0%

23 100.0%

16

5

52%

16%

10%

13%

6%

Micro amount
1l 33.3% -
1 33.3% -
1 33.4% -
— = .6 100%
T3 100.0% _6 100%




STUDY ON CREDIT DEMAND FROM SMALIL SCALE ENTERPRISES

Answer Obtained Concerning AID Proposed Credit Terms and Conditions

3 to 5 years
maturity and one

Without year of grace 18% annual Up to 90% of th
Collateral period interest investment
anama 27 5 31 1 2 30 29 3
avid 3l 5 35 1 l6 20 36 -
Coldn 12 2 12 2 2 12 11 3
hitré/Las Tablas 15 2 17 - 4 13 15 2
Santiago _8 — — 1 .5 2 8 —
Totals 5 11 Wz 5 ETE T N
Total surveyed 107 107 107 _E__O__z
% Yes Answers 87% 95¢ 28% 93%
% No Answers _13% __5% _72% 73
100% 100% 100% :]_.___Q___(l%



STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Interest Rate Considered as Adequate by Enterprises

Considered 18%
too high but

Less than do not comment

or equal on desired

Total to 9% 10% 11% 12% 13 to 15% interest rate
Panami 30 - 2 1 6 7 14
L.vid 20 3 9 2 5 - 1
C lon 12 1l 1 - 5 3 2
Chitré/Las Tablas 13 5 - - 2 1 5
§ 1tiago 2 = — = X — 2
Total 7 3 z 3 I i 23
100% 12% 15% 4% 25% 14% 30%



-anama
avid
Coldén
‘hitré/Las Tablas
Santiago

Total answers

STUDY ON CREDIT DEMAND FROM SMALI, SCALE ENTERPRISES

Summary of Purpose of Credit Required by Enterprises

Schedule 9

Construction
Working Equipment of Debt Other

Total capital acquisition facilities consolidation  purposes

58 18 16 12 6 6

45 21 14 7 - 3

21 6 6 5 1 3

40 12 11 7 6 4
2L 6 i 4 4 -
1 63 54 35 17 16
100 34 2 19 2 2

pr—

‘lotes 107 enterprises were surveyed and some enterprises expressed
need of financing for more than one purpose.



STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Summary of Credit Amount Required by Enteprises (by Purpose of the Credit)

Amount Total
$ 1,000 - 10,000 101 55%
10,001 - 20,000 27 14
20,001 - 30,000 16 9%
30,001 - 40,000 7 4%
40,001 - 50,000 11 6%

50,001 - 60,000 1 0.5%

60,001 - 70,000 3 1.5%

70,001 -~ 80,000 4 2%

More than 80,000 7 4%

Enterprises that did
not indicate the
amount

* Detail of other p' rposes

Land and buildir sy acquisition
Lanéd acquisitic.
To start anoth .r enterprise

To spand prec:a=nt enterprise
Total

Scnedule 10

Enterprises
Construction that did
Working Equipment of Debt Other not indicate
Capital acquisition facilities consolidation purposes * the amount
42 27 16 13 3 -
6 9 8 3 1 -
4 5 3 - 4 -
3 3 1 - - -
5 1 3 - 2 -
1 - - - - -
2 1 - - - -
2 - 1 - 1 -
1 3 2 - 1 -
il = hal Bl Sl 8
& 2 34 16 12 £
36% 27% 18% 9 % a8

e o o o



Schedule 11
STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Summary of Enterprises that Have Credit Experience (By Institution and Terms)

Interest Rate Collateral
Businesses Enterprises
that have that have
15% not received not received
Financial Institution Total 8-10% 11-12% 13-14% ox more credit Total Yes No credit

Banco Nacional de Panami 23 s 11 2 S - 23 13 10 -
Ministerio de Comercio e Industria 12 12 - - - - 12 5 7 -
Banco Exterior 3 1 1 - 1 - 3 1 2 -
Banco Fiduciario 3 1 1 - 1 - 3 2 1 -
Chase Manhattan Bank, N. A. 2 2 - - - - 2 - 2 -
Ministerio de Planificacidn 2 - 2 - - - 2 2 - -
Corporacién Financiera Nacional 2 - 1 1 - - 2 1 1 -
Banco de Santander y Panami 2 - 1 - 1 - 2 2 - -
Cooperativa R. L. Avance de lLos Santos 1 - 1 - - - 1 - 1l -
Caja de Ahorros 1l - 1 - - - 1 1 - -
Banco de Ultramar 1 - 1 - - - 1 1 - -
Financiera Delta, S. A. 1 - - - 1 - 1 1 - -
Cooperativa Gladys B. de Sucasa 1 - - - 1 - 1 1 - -
Financiera Buena Fé 1 - - - 1 - 1 1 - -
Banco Comercial de Panami 1 1 - - - - 1 - 1 -
Chiricana de Ahorro y Préstamo 1 - 1 - - - 1 1 - -
Banco de Desarrollo Agropecuario 2 2 - - - - 2 2 - -
Camara de Comercio 1 1 - - - - 1 - 1 -
Banco Cafetero 1 - 1 - - - 1 1 - -
Enterprises that have not received credit _49 - - = - 43 _49 - - 49

Iio» 25 22 3 o a9 Lo 35 2% as

100% 2_3% 20% 3% 10% 44% 100% 32% 2_4% 44%

I
I
I
I
ll
I

The excess over 107 surveys is due to the fact that some
businesses have received more than one credit facility
from different financial institntions,



STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Factors that Contribute to the Reduced Credit Supply

Owner or
High Hi ;h Low manager's
Order of Lack of interest lavor  business lack of
Importance Total collaterals rates cost profit experience  Others
il K3 2 Al 2 2
First 105* 82 79% 9 9% 5 7% - - 2 38 7 25%
Second 100 6 6% 61 62% 8 12% 16  26% 7 128 2 7%
Third 71 6 6% 12 12% 23 34% 18 29% 7 12¢ 5 18%
Fourth 61 4 3% 4 4% 16 24% 22 35% 12 21% 3 11%
Fifth 57 6 6% 11 11z 7 11% 3 5% 27 47% 3 1%
Sixth 24 - - 2 2% 8 12% 3 58 3 5% 8  28%
104 100% 99 100% 67 100% 62 100% 58  100% 28 100%

|
|
|
|
|
|

(*) The two missing surveys over the total 107 is due to the fact that two enterprises
consider there is nc rveduced credit supply, and, thus, a classification of factors
was not necescary.



Schedule 13
STUDY ON CREDIT DEMAND FROM SMALIL SCALE ENTERPRISES

Summary of External Assistance Required by Enterprises

Total Financial Technical Administrative
Panami 45 23 12 10
ravid 31 8 8 15
Colédn 13 10 3 -
‘hitré/Las Tablas 20 6 5 9
Santiago _io 3 2 S

19 50 30 39

100 42 25 33



Panama

David

Coldn

Chitré/Las Tablas
Santiago

Total

STUDY ON CREDIT DEMAND FROM SMALL SCALE ENTERPRISES

Summary of Concern Expressed by Enterprises upon
Lack of Credit Availability

Total

Lt = w w
w ~ o )] N

—
o
~

I

100

|

To remain at
actual level

19

20

11

Schedule,

To shxink To close
5 8
7 9
- 3
8 5
bl 2
20 27
19 25
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PP RUEHZP 02 DsceBau-
T ROBHC #2332/v1 33860555 CN: 25218
MR UUTUD 2ZH CHRG: AID
P 2291937 DEC 83 DIST: AID”

"™ SECSTATE YASEDC
U AMEBMBASSY PANaMA PRIORITY 3347

FACLAS STATE 342332 ACTIOH caey

aIDAC ACTION TAXEN -

2.0. 12356 N/A

TAGS: - OATE—— INITIALS e

UBJSCT:  PANAMA SMALL BUSINESS DEVBLOPMENT
525-3249) PID GUIDANCE CABLE

THE SMALL BUSIMZESS DEVELCPMENT? PID WAS HUEVIXWED AND
PPROY3D BT THE DAEC ON NOVEMBER 14, 13983. T3 MISSION
MAY PROCEZED TO DEVELOP THE PROJECT PAPRR (PFP) IN
CCORDANCS WITH THE FOLLOWING GUIDANCRE AND DARC DECGISIQNS

2. IT WAS AGRSED THAT BMPLOTMENT GENERATION IS THE
PRIMARY OBJECTIVE OF TH® PROJECT, BUT THAT DIRECT JOBS
RZATED NEZD NOT BS A CRITZRION FOR SUBLOANS, DUZ T0 THE
GENERALLY SAFE ASSUMPTION THAT INCREASED INCOMZ BY THE
SUSBORROWEZRS (A4S WEZLL AS ECONOMIC LINXKAGRES) WILL CRSATS
NDIRECT EMPLOYMENT. TEE ?2? SHOULD, NEVERTHRLESS
cSTIMATE THE EMPLOYMENT IMPACT OF THE PROJECT.

THE PROJECT SHOULD BE DESIGNED TO BECOME ENTIRELY
JELE-FINANCING, INCLUDING THX TECHNICAL ASSISTANCE FUND
COMPONENT. THE MISSION STATED THAT INTERESTRATES WERE

XPECTED TO BE BETWBEN 18-22 PERCsSNT. TO ENABLE THE PRO-
3CT .TO BX SELF~FINANCING, ANDTO ENCOURAGZ THZ ICGIS NOT
70 DISCRIMINATE AGAINST SMALLER CLIEN?S WE ELIZVE THERE

“EOUL; NOT BE AN UPPER LIUIT O3 THE INTEREST RATES '

PORESEE THAT TEE INTEREST RATES, WOULD NOT ONLY:VARY
ACCORDING TO THE ICI; AS INDICATED-IN TBE PID;:BUT ALSO
.CCORDING TO OTHER FACTORS, SUCH AS LOAN ADMINISTRATION
vOSTS  SUME CBOSS SUBSIDIZATION FROM LARGS3 FIHMS -TO
THE SMALLZR FIARMS MAY BE NECESSAY INM THE PROJZCT TO
'CYBR THE COSTS OF TACENICAL ASSISTANCS, BUT TH3Z MISSION
sH00LD ATTZEIMPT TO APPLY THE FEE-FOR-SERVICE PRINCIPLE TO
{2E EXTENT PEASIBLE VWITAOUT CREATING SSRIOUS DiZMAND
‘A0BLEMS. A DEMAND STUDY WILL BE NEEDED TO DETEIMLNE
!2E PROPER APPROACH.

THE DAXC CONCLUDED THAT THE PROJECT WILL NSED TC
STABLISHE 2Uf; A MAXIMUM SUBLOAN AMCTUNT AS WELL AS CLEAR
JEMITATIONS YITRH REGARD TO THE MAXIMUM SIZE 02 T3E
NELPICIART XIaMS. THE NUMBZIR OF EMPLOTEES IS ONZ
KITERICN OY ELIGIBILITI. OTHER CRITERIA COULD BE
COMSIDEZRZD AS WELL. THE PP SHUULD PROVIDE T3S RATIONALE
“CR THS VARAICUS LIMITS CHOS®N

1/2 UMCLASSIFIZED STATE 342332/01
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UNLLASS1Y1ED STATE 342352/41

5 GOIDANCE REGARDING THE ECUNOMIC ANALYSIS HAS BEEN
PROVIDED TO THE MISSION IN A SEPARATE MEMORANDUM FROM
BENXSEYERN

& AT THE PID DAEC THE MISSION REQUESTED AN AD HOC
‘gEDELEGATION OY AUTHORITY TO APPROVE TEE PP IN THE
1ELD. AS THEE POLLOWING ISSUES AND GUIDANGE HAVE MAJOR
INPLICATIONS FOR THE FINAL DESIGN OF THE PROJECT, I% IS
REQUESTED THAT THE"MISSION PROVIDE A CABLE RESPONSE TO
THESE QUESTIONS AS EARLY A5 POSSIBLE IN ORDER THAT A
DETERMINATION ,E MADE WITE REGARD TO THE REQUESTED
REDELEGATION OF AUTHORITY. IN ;DDITION, APPROVAL OXTHE
MISSION’S POLICY AGENDA IN ITS ACTION PLAN FOR FY 1584
{REQUESTED IN STATE 234112 AND ADDRESSED IN PANAMA
1¥297) ¥WILL 3B REQUIRED BEFORE PROJECT CAN BE AUTHORIZED

a 17 WAS THE CONFENSUS OF THE DAEC THAT PANAMA BEING
N INTERNATIONAL FINANCIAL CENTER WITH OVER 100
INTERNATIONALtBANKS WITH CONSIDERABLE LIQUIDITY PRESENTS
§ UNIQUE DEVELOPMENT OPPORTUNITY AND CEALLENGE T0
MOBILIZE CREDIT FOR THE BENEFIT OF THE PROJEGT’S TARGET
GRQUP? IN THE ¥ACE OF THIS SITUATION THE PROVISION OF
A1.D CAPITAL ASSISTANCE ¥OR CREDIT ¥OULD APPEAR
PUSTIFIED ONLY TO THE EXTENT THAT IT IS DEMONSTRATED
THAT THESK PRIVATE SECTOR RESOURCES CANNOT BE DIRECTED
TOVARD THE PROJECT TARGET GROUP 02 T0O THE EXTEMNT THAT IT
IS NECESSABRY IN ORDER TO LEVERAGE SUCH PRIVATE SECTOR
CREDIT- TBE BUDGET ALLOCATION IN THE PID, HOYEVER,

REFLECTED A PREFERENCE FOR THE LOAN FOUOND OVER THE CREDIT
GUARANTEE FUND  THE MISSICN IS THEREFORE REQUESTED TO
EXPLORE ¥ITH THE BANKING SECTOR IN PANAMA WHAT
INCENTIVES WQOULD BE REQUIRED TO ATTRACT THE LARGEHRBANKS
TO INVEST IN OPPORTUNITIES IN SMALL INDUSTRY. V¥E ASSUMB
‘HAT A DOLS, 19290,8608 GUARANTY FUND WILL NOT ENGENDER
#UCH INTEREST, BUT, IF A FORMULA COULD BE DEVELOPED THAY
YOULD INTEREST THE BANXS, THE GOP AND A.I.D , ALL OR
t40ST OF THE A 1.D. FUNDS ALLOCATED TO THE LOAN FUND
COULD BE REALLOCATED TO THE GUARANTEE FOUND. IT IS QUITE
POSSIBLE THAT, AS THE MISSION REPRESENTATIVES CONTEND,
THZ LARGE BANKS ¥ILL NOT BE INTERESTEDR IN DEALING ¥ITH
{{HE. SMALLER FIRMS, EVVN I¥ NO LIMITS ARE PLACED ON
INTEREST RATES AND THE CHEDITS ARE GUARANTIED. I¥THIS
I5 THE CASE TBE MISSIUN SEOULD EXPLORE THE POSSIBILITY
0F HAVING THE LARGER BANKS MAKE LOANS TO THE FINANCIERAS
AND/QR CREDIT COOPERATIVES, WHICH IN TURN WOULD LEND THE
¥ONDS TO TEE TARGET GHOUPS. THE BAN&S” RISX COULD B
GOYERED IN ONE OF TWO ¥AYS. THEL COOPS OR FINANCIERAS
COULD- OFFER AS SECURITY A PORTFOLIO-OF SUBLOANS
GUARANTIED BY THE A.I.D. PROJE"™ OR THE A.I.D. PROJECT

ONCLASSITIED STATE 342332/81



UMLLADDLYL Y STATS 7Ta2332/02

JULD GUARANTY THE ACTULL LOANS FAO0M THS BaANKS TO Ta2
JCPS AND PINANCIERAS. THE CABLE SHOULD REPORT TRZ

CUTCOMZ OF THIS ASSESSMENT, INCLUDING THE PROPOSID
iOUNT OF THZ GUARANTY *¥UND.

~—-B. Td8 MISSION STATED .THAT THS GUARANTY FUND ¥OULD
CAVER THE RIS IN UP TP 80 PERCENT OF SUB-0ANS AND

¢ YAYS 194 PERCENT OF THE UNCOLLATERALIZED PORTION OF
1<% SUBLOANS. IF THIS CONCEPTIS CHANGED, TH23 REPORTING
CABLZ SEOULD SO INDICATE. 1IN ADDITION, THS CABLE ;3OULD
1 PLAIM YHAT LEVERAGS HATIOQ IS EXPECTED;HOY MUCH.
CUNTINGENT LIABILITY THE GOP WILL ASSUME; HO¥ THE GOP
AILL ENSURZ THAT FUNDS ARR AVAILABLE TO BACX UP THIS

C 'NTINGENT LIAAILITY; WHAT VALUB THE BANKS WILL PLACE ON
¢ GOP COOTINGENT LIABILITY; AND WHETHZR A SIZABLE
CONTINGENT GOP LIABILITY WILL-PRESENT PROBLEMS WITHE THE
] 7. ALSQO RELSVANT TO THE FBASIBILITY OF TR GUARANTY

} ND IS THE QURSTION OF WHETHER THE REQUIREMINT THAT
EANKXS BXJAUST LEGAL REMEDIES BEFORE THE GUARANTYIS PAID
¥°Y BE A PROBLEM IF SUCH PROCEBDINGS aRE CUMBBRSOME.IF

i RECLCSURE IS 8 MAJOR PROBLE?, MISSION SHOULD INDIGATE
IN TBE CABLE THE EFFECT ON THE PROJECT DRBSIGN.

C. iF¥ A TRUST MZCHANISM IS USED, THE MISSION SROJLD
GLARIFY YHETHER THE GOP O THE TRUST IS THE BCRROYER,
I¥F SOMS OTHER ARRANGEMBENT BXSIDES THX TRUST IS TO 8%

. ED, £2.G. A PRIVATE CORPORATION THAT COULD ZVENTUALLY
5:WYRACT PRIVATE INVESTORS, THE CABLE SHOULD EXPLAIN THS

* OSEN ALTERNATIVE. IN EITEER CASE, THE MISSION S3I0ULD
I8FLY ESLPLAIN EOY THT THREE PROJECT COMPONRENTS YILL
7IT TOGETHZR ANMINISTRATIVELY AND THS GOVERNMSMNT V3.
'""IVATE ROLE IN MANAGEMENT OF THE PROJZCT. I¥ BORROWER
OTHZR TEAN GOP WS ASSUME LOAN WILL BE GUARAINTERD RY
o?P.

st

- D. THE CABLE SHOULD CLARIFY YHAT POLICY REFORMS, IF
A4Y, ARE NECHSSARY TO ACHIEVE THEE PROJECT OBJECTIVES

-~y

s vt

% AS DISCUSSED IN THE DAEC REVIZ¥, THE MAJOR PART O
72% INTENSIVEZ BEVIBY SHOULD TAKE PLACE AFTSR AID/Y¥ HAS
ZAD AN OPPORTUNITY TO RESPOND TO THE MISSIONS CABLE.

{1 SSION REPRESENTATIVES ESTIMATSD THAT THE CABLE WOULD
2. READY BY MID PEBRUARY 1984, WHICH SAQULD ALLOY
SU¥PICIENT TIME TO COMPLETE THE INTENSIVE REVIZ¥ AND

ti ET THEZ JUNE OBLIGATION TARGET. SHULTZ

u

3
22 e UNCLASSIFIED STATE 342332/02



AINNEX D - QOUNTRY CHECKLIST

Listed below are statutory criteria
applicable generally to FAA funds, and
criteria applicable to individual fund

sources*

Development Assistance and

Eoonomic Support Fund.

A. GENERAL CRITERIA FOR COUNTRY

ELIGIBILITY

1.

FAA Sec. 481[ FY 1984 No.
Continuing Resolution.

Has it been determined or
certified to the Congress by
the President that the
government of the recipient
country has failed to take
adequate measures or steps to
prevent narcotic and
psychotropic drugs or other
controlled substances (as
listed in the schedules in
section 202 of the
Comprehensive Drug Abuse and
Prevention Control Act of
1971) which are cultivated,
produced or processed
illicitly, in whole or in
part, in such country or
trasported through such
country, from being sold
illegally within the
jurisdiction of such country
to United States Government
personnel or their dependents
or from entering the United
States unlawfully?

FAA Sec. 620 (c). If No.
assistance is to a
government, is the government
liable as debtor or
unconditional guarantor on
any debt to a U.S. citizen
for goods or services
furnished or ordered where
(a) such citizen has
exhausted available legal
remedies and (b) the debt is
not denied or contested by
such government?




3.

FAA Sec. 620(e)(1). If
assistance 1is to a
goverament, has it (including
govermment agencies or
subdivisions) taken the
effect of nationalizing,
expropriating, or otherwise
seizing ownership or control
of property of U.S. Citizens
or entities beneficially
owned by them without taking
steps to discharge its
obligations toward such
citizens or entities?

FAA Sec. 532(c), 620(a),
620(£), 620D FY 182
Appropriation Act Secs. 512
and 513. Is recipient
country a Comamnist country?
Will assistance be provided
to Angola, Cambodia, Cuba,
lLaos, Vietnam, Syria, Libya,
Iraq, or South Yemen? Will
assistance be provided to
Afghanistan or Mozambique
without a waiver?

ISDCA of 1981 Secs. 724, 727
and 730. For Specific
restrictions on assistance to
Nicaragua, see Sec. 724 of
the ISDCA of 198l. For
specific restriction on
assistance to El Salvador,
see Secs. 727 and 730 ¢ the
ISDCA of 1981.

FAA Sec. 620(j). Has the
country permitted, or failed
to take adequate measures to
prevent, the damage or
destruction by mob action of
U.S. property?

FAA Sec. 620(1). Has the

country failed to enter into
an agreement with OPIC?

No.

N/A



8.

10.

FAA Sec. 620(o)[ Fishermen's
Protective Act of 1967/, as
aiended, Sec. 5.

(a) Has the country seized,
or imposed any penalty or
sanction against, any U.S.
fishing activities in
international waters?

(b) If so, has any deduction
recuired by the Fishermen's
Protective Act been made?

FAA Sec. 620(g)[ FY 1982

Appropriation Act Sec. 517.

(a) Has the government of

the recipient country been in
default for more than six
imonths on interest or
principal of any AID loan to
the country? (b) Has the
country been in default for
more than one year on
interest or principal on any
U.S. loan under a program for
which the appropriation bill
appropriates funds?

FAA Sec. 620(s). If
contemmplated assistance is
developnent loan or from
Economic Support Fund, has
the Administrator taken into
account the amount of foreign
exchange or other resources
which the country has spent
on military equipment?
(Reference may be made to the
annual "Taking into
Consideration" memo* "Yes,
taken into account by the
Administrator at time of
approval of Agency OYB."

This approval by the
Administrator of the
Operatinal Year Budget can be
the hasis for an affirmative
answer during the fiscal year
unless significant changes in
circusmtances occur. )

No.

Yes.



11.

12.

13.

i4.

FAA Sec. 620(t). Has the
country severed diplomatic
relations with the United
States? If so, have they
been resumed and have new
bilateral assistance
agreements been negotiated
and entered into since such
resumption?

FAA Sec. 620(u). What is the
payment status of the
country's U.S. obligations?
If the country is in arrears,
were such arrearages taken
into account by the AID
Administrator in determining
the current AID Operational
Year Budyget? (Reference may
be made to the Taking into
Consideraton mero. )

FAA Sec. 620A[ FY 1982
Approriation Act Sec. 520.
Has the country sided or
abetted, by granting
sanctuary from prosecution
to, any individual or group
which has comitted an act of
intemational terrorism? Has
the country aided or
abbetted, by granting
santuary from prosecution to,
any individual or group which
has committed a war crime?

FAA Sec. 666. Does the
country object, on the basis
of race, religion, national
origin or sex, to the
presence of any officer or
employee of the U.S. who is
present in such country to
carry out economic
development programs under
the FAA?

No.

Panama is not in arrears in its U.N.
ocbligations.

1



15.

16.

17.

18.

FAA Sec. 669, 670. Has the No.
country, atter August 3,

1977, delivared or received
nuclear encichment or
reprocessing equipment,
materials, or technoloyy,
without specified
arrangements or safequards?
Has it transferred a nuclear
explosive device to a
non-nuclear weapon state, or
if such a state, either
received or detonated a
nuclear explosive device,
after August 3, 1977? (FAA
Sec. 620E permits a special
waiver of Sec. 669 for
Pakistan. )

ISDCA of 198l Sec. 720. No.
Was the country represented
at the lMeeting of Ministers
of Foreign Affairs and Heads
of Delegations of the
Non-Aligned Countries to the
36th General Session of the
General Assenbly of the U.S.
of Sept. 25 and 28, 1981, and
failed to dissasociate itself
from the commmicue issued?

If so, has the President
taken it into account?
(Reference may be made to the
Taking into Consideration
memo- )

ISIXA of 198l Sec. 721. N/A
See special requirements for
assistance to Haiti.

FY 1984 Continuing No.
Resolution. Has the

recipient country been

determined by the President

to have engaged in a

consistent pattern of

opposition to the foreign

policy of the United States?

FUNDING SOURCE CRITERIA FOR

QOUNTRY ELIGIBILITY

]

g



l.

Developient Assistance
Country Criteria.

a. FAA Sec. 116. Has the
Department of State
determined that this
government has engaged in a
consistent pattern of gross
violations of internationally
recognized human rights? If
so, can it be demonstrated
that contemplated assistance
will directly benefit the
needy?

Economic Support Fund Country

Criteria.

a. FAA Sec. 502B. Has it
been determined that the
country has engaged in a
consistent pattern of gross
violations of internationally
recognized human rights? If
s0, has the country made such
significant improvemenmts in
its human rights record that
furnishing such assistance is
in the National interest?

b. ISDCA of 1981, Sec.
725(b). If ESF is to be
furnished to Argentina, has
the President certified that
(1) the Govt. of Argentina
has made significant progress
in human rights[ and (2) that
the provision of such
assistance is in the national
interest of the U.S.?

No.

N/A



c. ISDCA of 1981, Sec.
726(b). If ESF assistance is
to be furnished to Chile, has
the President Certified that
(1) the Govt. of Chile has
made significant progress in
human rights[ (2) it is in
the national interest of the
U.S.[ and (3) the Govt. of
Chile is not aiding
intermational terrorism and
has taken steps to bring to
justice those indicated in
connection with the murder of
Orlando Letelier?

5C(2) PROJECT CHECKLIST

Listed below are statutory criteria
applicable to projects. This section
is devided into two parts. Part A.
includes criteria applicable to all
projects. Part B. applies to projects
funded from specific sources only*
B.1l. applies to all projects funded
with Development Assistance Funds,
B.2. applies to projects funded with
Developrment Assistance loans, and B.3.
applies to projects funded from ESF.

CROSS REFERENCES- IS OCUNTRY CHECKLIST
UP TO DATE? HAS
STANDARD ITHA
CHECKLIST BEEN
REVIBWVED FOR 'THIS
PROJECT?

A, GENUERAL CRITERIA FOR PROJECT

1. FY 1982 Appropriation Act
Sec. 523[ FAA Sec. 634A[
Sec. 653(b).




(a) Describe how
authorizing and
appropriations comnittees
of Senate and House have
been or will he notified
concerning the project[ (b)
is assistance within
(Operational Year Budget)
country or international
organivation allocation
reported to Congress (or
not more than $1 million
over that amount)?

FAA Sec. 61l1l(a)(l). Prior
to obligation in excess of
$100.00, will there be (a)
engineering, financial or
other plans necessary to
carry out the assistance
and (b) a reasonably fim
estimrte of the cost to the
U.S. of the assistance?

FAA Sec. 6l1(a)(2). If
further legislative action
is required within
r=cipient country, what is
rasis for reasonable
expectation that such
action will be comleted in
time to permit orderly
accomplishment of purpose
of the assistance?

FAA Sec. 611(b)[ FY 1982
Appropriation Act Sec. 501
If for water or
water-related land resource
construction, has project
met the standards and
criteria as set forth .n
the Principles and
Standards for Planning
Water and Related lLand
Resources, dated October
25, 1973? (See AID
Handbook 3 for new
guidelines.)

(a)

(b)

Yes.

N/A

N/A

The project was included in AID FY
1984 Congressional Presentation as
a proposed $6.0 million loan/$3.5
million grant with an initial
obligation in FY 1984.

Yes.



5.

FAA Sec. 6ll(e). If
project 1s capital
assistance (e.q.,
construction), and all U.S.
assistance for it will
exceed $1 million, has
Mission Director certified
and Regional Assistance
Administrator taken into
consideration the country's
capability effectively to
maintain and utilize the
project?

FAA Sec. 209. Is project
susceptible to execution as
part of regional or
nmultilateral project? If
so, why is project not so
executed? Information and
conclusion whether
assistace will encourage
regional developuwent
prograns.

FAA Sec. 60l(a).
Information and conclusions
whether project will
encourage efforts of the
country to+ (a) increase
the flow of international
trade[ (b) foster private
initiative and competitionf
and (c) encourage
development and use of
cooperatives, and credit
unions, and savings and
loan associations[ (d)
discourage monopolistic
practices[ (e) improve
technical efficiency of
industry, agriculture and
commercel and (£)
strengthen free labor
unions.

This is not a capital assistance
project.

The project is designed to strengthen
small scale enterprises' access to
credit through the commercial banking
and cooperative systems. Opening new
avenues to credit will in turn
encourage private initiative,
competition, and should result in the
improvement of technical efficiency in
industry and commerce. The Project
will not directly impact on free labor
unions.



10.

11.

FAA Sec. 601(b.

Information and conclusions
on how project will
encourage U.S. private
trade and investment abroad
and encourage J.S.
participatiu: in foreign
assistance programs
(including use of private
trade channels and the
services of U.S. private
enterprise).

FAA Sec. 612(b), 636(h)[
FY 1982 Approriation Act
Sec. 507. Describe steps
taken to assure that, to
the maximum extent
possible, the country is
contributing local
currencies to meet the cost
of contractual and other
services, and foreign
currencies owned by the
U.S. are utilized in lieu
of dollars.

FAA Sec. 612(d). Does the
U.S. own excess foreign
currency of the country
and, if so, what
arrangements have been made
for its release?

FAA Sec. 60l(e). Will the
project utilize competitive
selection procedures for
the awarding of contracts,
except where applicable
procurement rules allow
othcrwise?

Project is targeted for Panamanian
private sector. Some U.S. banks
established in Panama are expected to
be active participants in this
project. In addition, U.S.
commodities will be financed and
procured under the Project.

Not applicable. The currency used in
Panama is the U.S. Dollar although it
is denominated a "Balboa". There is
no U.S. owned local currency.

N/A

Yes.



12.

13.

14.

FY 1982 Approriation Act No.
Sec. b2l. If assistance is
for the production of any
commodity for export, is
the camnodity likely to be
in surplus on world markets
at the time the resulting
productive capacity becomes
operative, and is such
assistance likely to cause
substantial injury to U.S.
producers of the same,
smilar or conpeting
cormodity?

FAA 118(:) and (d). Does Yes.
the project comply with the
environmental procedures

set forth in AID Regulation

16? Does the project or

program take into

consideration the pronlem

of the destruction of

tropical forests?

FAA 121(d). If a Sahel N/A
project, has a
determination been made
that the host government
has an adequate system for
accounting for and
controlling receipt and
expenditure of project
funds (dollars or local
currency generated
therefrom)?

FUMDING CRITERIA FOR PROJECT

1.

Development Assistance
Project Criteria




a. FAA Sec. 102(b), 111,
113, 281(a). Extent to
which activity will (a)
effectively involve the
poor in development, by
extending access to economy
at local level, increasing
labor—-intensive production
and the use of appropriate
technology, spreading
investment out from cities
to small towns and rural
areas, and insuring wide
participation of the poor
in the benefits of
developrment on a sustained
basis, using the approriate
U.S. institutions[ (b) help
develop cooperatives,
especially by technical
assistance, to assist rural
and urban poor to help
themselves toward better
life, and otherwise
encourage democratic
private and local
governmental institutions[
(c) support the self-help
efforts of developing
countries[ (d) promote the
participation of women in
the national economies of
developing countries and
the improvement of women's
status[ and (e) utilize and
encourage regional
cooperation by developing
countries?

b. FAA Sec. 103, 103A,
104, 105, 106. Does the
project fit the criteria
for the type of funds
(functional account) being
used?

(a) (b) (c) (d) Yes. The rationale
for this project is to develop a
mechanism through which small business
can more fully participate in Panama's
market. economy. The GOP and USAID
Panama have identified small scale
enterprises a the most appropriate
mechanism through which to achieve
this objective.

(e) The Project will not ewphasize
direcciy regional cooperation by
developing ocountries.

Yes.



c. FAA Sec. 107. 1Is
emphasis on use of
appropriate technology
(relatively smaller,
cost-saving, labor-using
technologies that are
generally most appropriate
for the small farms, small
businesses, and small
incomes of the poor)?

d. FAA Sec. 110(a). Will
the recipient country
provide at least 25% of the
costs of the program,
project, or activity with
respect to which the
assistance is to be
furnished (or is the latter
cost-sharing requirement
being waived for a
"relatively least
developed" country)?

e. FAA Sec. 11G(b). Will
grant capital assistance be
disbursed for project over
move than 3 years? If so,
has justification
satisfactory to Congress
been made, and efforts for
other financing, or is the
recipient country
"relatively least
developed"? (M.O. 1232.1
defined a capital project
as 'the oconstruction,
expansion, equipping or
alteration of a physical
facility or facilities
financed by AID dollar
assistance of not less than
$100,000, including related
advisory, managerizl and
training services, and not
undertaken as vart of a
project of a predominantly
technical assistance
character.

Nppropriate technologies that help
earn a profit will be employed.

Yes, Panama's contribution exceeds 25%
of the total costs of the Project.

This is not a capital assistance
project.



f. FAA Sec. 122(b).
the activity give
reasonable promise of
contributing to the
development of economic
resources, or to the
increuase of productive
capacities and
self-sustaining economic
growth?

Does

g. FAA Sec. 281(b).
Describe extent to which
program recognizes the
particular, needs, desires,
and capacities of the
people of the country[
utilizes the country's
intellectual resources to
encourage institutional
development[ and supports
civil education and
training in skills required
for effective participation
in governmental processes
esential to self—government.

Development Assistance
Project Criteria (Loans

Only)

a. FAA Sec. 122(b).
Information and conclusion
on capacity of the country
to repay the loan, at a
reasonable rate of interest.

b. FAA Sec. 620(d). If
assistance is for any
productive enterprise which
will compete with U.S.
enterprises, is there an
agreerent by the recipient
country to prevent export
to the U.S. of more than
20% of the enterprise's
annual production during
the life of the loan?

Yes.

The Project is tailored to contribute
directly to small businesses in
Panama. It will open up credit
channels for such small enterprise
thus allowing them to enter and
participate more fully in the market
and economic development process.

Technical assistance and training will
directly contribute towards the
strengthening of the private and
public sector institutions that make
up the credit system for small
businesses.

USAID review has concluded that the
GOP has the capacity to repay the loan.

N/A
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c. ISDCA of 1981, Sec. 724 N/A
(c) and (d). If for

Nicaragua, does the loan

agreement require that the

funds be used to the

maximua extent possible for

the private sector? Does

the project provide for

monitoring under FAA Sec.

624(g)?

Economic Support Fund
Project Criteria

a. FAA Sec. 531(a). Will N/A
this assistance promote

economic or political

stability? To the extent

possible, does it reflect

the policy directions of

FAA Section 10272

b. FAA Sec. 531l(c). Will N/A
assistance under this

chapter be used for

military, or paramilitary
activities?

c. FAA Sec. 534. Will ESF N/A
funds be used to finance
the construction of the
operation or maintenance

of, or the supplying of

fuel for, a nuclear
facility? If so, has the
President certified that
such use of funds is
indispensable to
nonproliferation dbjectives?




d. FAA Sec. 609. If
comodities are to be
granted so that sale
proceeds will accrue to the
recipient country, have
Special Account
(counterpart) arrangements
been made?

C(3) - STAUDARD ITIM CHECKLIST

Listed below are the statutory items
which normally will be covered
routinely in those provisions of an
assistance agreement dealing with its
implementation, or covered in the
agreement by imposing limits on
certain uses of funds.

These items are arranged under the
%eneral headings of (A) Procurement,
B) Construction, and (C) Other
Restrictions.

A. Procurement

l. FAA Sec. 602. Are there
arrangements to permit U.S.
small business to
participate equitably in
the furnishing of
commodities and services
financed?

2. FAA Sec. 604(a). Will all
procurement be from the
U.S. except as otherwise
determined by the President

or under delegation from
him?

3. FAA Sec. 604(d). If the
oncperating country
discriminates against
marine insurance campanies
authorized to do business
in the U.S., will
cormodities be insured in
the United States against
marine risk with such a
company ?

N/A

Yes.

Yes.

Panama does not discriminate against
the U.S. marine insurance companies.



FAA Sec. 604(e)[ ISDCA of N/A
1980 Sec. 705{a). If
offshore procurement of
agricultural commodity or
product is to be financed,
is there provision against
such procurement when the
domestic price of such
commodity is less than
parity? (Exception where
comodity financed could
not reasonably be procured
in U.S.)

FAA Sec. 604(g). Will N/A
construction or engineering

services be procured from

firms of countries

otherwise eligible under

Code 941, but which have

attained a competitive

capability in international

markets in one of these

areas?

FAA Sec. 603. Is the N/A
shipping excluded from
compliance with requirement
in section 901(b) of the
Merchang Marine Act of
1936, as amended, that at
least 50 per centum of the
gross tonnage of
commcdieties (computed
separately for dry bhulk
carriers, dry cargo liners,
and tankers) financed shall
be transported on privately
owned U.S. flag commercial
Vessels are available at
fair and reasonable rates?

N

\



7.

FAA Sec. 621. If technical Yes.
assistance is financed,

will such assistance be
furnished by private
enterprise on a contract
basis to the fullest extent
practicable? If the
facilities of other Federal
agencies will he utilized,
are they particularly
suitable, not competitive
with private enterprise,
and made available without
undue interference with
domestic programs?

Intermational Air Yes.
Transport. Fair

Competitive Practices Act,

1974. 1If air

transportation of persons

or property is financed on

grant basis, will U.S.

carriers be used to the

extent such service is

available?

FY 1982 Appropriation Act Yes.
Sec. 504. If the U.S.

Govermment is a party to a

contract for procurement,

does the contract contain a
provision authorizing

termination of such

contract for the

convenience of the United

States?

B. Construction

1.

FAA Sec. 60L(d). If N/A
capital (e.g.,

construction) project, will

U.S. engineering and

professional services to be

used?




C.

Other

FAA Sec. 6l11(c). If
contract for construction
are to be financed, will
they be let on a
competitive basis to
maxinum extent practicable?

FAA Sec. 620(k). If for
construction of productive
enterprise, will aggregate
value of assistance to be
furnished by the U.S. not
exc . $100 million (except
for , roductive enterprises
in Egypt that were
described in the CP)?

Restrictions

FAA Sec. 122(b). 1If
development loan, is
interest rate at least 2%
per annum during grace
period and at least 3% per
annum thereafter?

FAA Sec. 30L(d). If fund
is established solely by
U.S. contributions and
administered by an
international organization,
does Comptroller General
have audit rights?

FAA Sec. 620(h). Do
arrangements exist to
insure that United States
foreign aid is not used in
a manner which, contrary to
the best interests of the
United States, promotes or
assists the foreign aid
projects or activities of
the Coammist-bloc
countries?

Will arrangements preclude
use of financing-

Yes.

N/A

Yes.

N/A

Yes.

;\



a. FAA Sec. 104(f)[ FY
1982 Appropriation Act.
Sec. 525- (1) To pay for
performance of abortions as
a method of family Planning
or to motivate or coerce
persons to practice
abortions[ (2) to pay for
performance of involuntary
sterilization as method of
family planning, or to
coerce or provide financial
incentive to any person

(3) to pay for any
biomedical research which
relates, in whole or part,
to mechods or the
performance of abortions or
involunatry sterilizations
as a means of family
planning[ (4) to lobby for
abortions?

b. FAA Sec. 620(g). To
compensate owners for
expropriated nationalized
property?

c. FAA Sec. 660. To
provide training or advice
or provide any financial
support for police,
prisons, or other law
enfrcement forces, except
for narcotics programs?

d. FAA Sec. 662. For CIA
activities?

e. FAA Sec. 636(i). For
purchase, sale, long-term
lease, exchange or guaranty
of the sale of motor
vehicles manufactures
outside U.S., unless a
walver is obtained?

Yes.

Yes.

Yes.

Yes.

Yes.



f. FY 1982 Appropriation
Act, Sec. 503. To pay
pensions, annuities,
retirement pay, or adjusted
service compensation for
military personnel?

g. FY 1982 Appropriation
Act, Sec. 505. To pay U.S.
assessnents, arrearages or
dues?

h. FY 1982 Appropriation
Act, Sec. 506. To carry
out provisions of FAA
section 209(d) (Transfer of
FAA funds to multilateral
organizatios for lending)?

i. FY 1982 Appropriaton
Act, Sec. 510. To finance
the export of nuclear
equipment, fuel, or
technology or to train
foreign nationals in
nuclear fields?

j. FY 1982 Appropriation
Act, Sec. 511. Will
assistance be provided for
the purpose of aiding the
efforts of the government
of such country to repress
the legitimate rights of
the population of such
country contrary to the

Universal Declaration of
Human Rights?

k. FY 1982 Appropriation
Act, Sec. 515. To be used
for publicity or propaganda
purposes within U.S. not
authorized by Congress?

Yes.

Yes.

Yes.

Yes.

No.

S



ANNEX E
INITIAL ENVIRONMENTAL EXAMINATION

Project Location: Panama, R. P.
Project Title: Small Business Develcpment
Funding: All Years: $9,000,000
First Year (FY 84): $1,5%00,000 Loan
500,000 Grant
Life of Project: Five Years s $6,000,000 Loan
$3,000,000 Grant
Prepared by: Celso Carbaell, Jr., ODR

Background:

Section 216.2 (c) (2) of 22 CFR Part 216, Environmental Procedures, describes
the classes of action which are eligible for categorical exclusion and for
which an Initial Environmental Examination is not generally required. The

activities of the subject project are applicable to the following categorical
exclusions:

1) 216.2 (c) (i) Educaticn, technical assistance ard
training programs.

2) 216.2 (c) (iii) Analysis, studies, workshops and
meetings.

3) 216.2 {c) (v) Document information and transfer.

4) 216.2 (c) (x) Support for intenaediate credit
institutions.

5) 216.2 (c) (xiv) Projects to develop the capability of
recipient countries in develcpnment
planning.

Envirommental Action Recammended:

Based on the categorical exclusions discussed above, the Mission recomwuends
that the Small Business Develcpment Project be given a Negative Detemination
requiring no further environmental review.

John L. Lovaas
ing Mission Director
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Esiimado senon Gémez:

Como es de su conocimiento, el Gobierno Nacionaf Le ha dado
prionidad a todas Las medidas que de alguna manera u oira,
tiendan a neducin Los niveles de desempler y subempleo, al
Lgual que aumentan La productividad e 4inghesos de nuesdinod
trabajadones, Es& con gran satisfaccidn, que equipos téeni-
cos de nuestras divensas institucdones han trabajade conjun-
tamente con el pensonal profesional de La ATD por mds de un
aiio en La elaboracibn def "Proyecto de Fomento a La Pequena

Empresa”.

Como usted sabe, esle Proyecto apoya La esirategia del Go -
bienno Nacional en La genenacibn de empleos y conlempla Los
instrumentos necesariod panra nesolven algunod de Los proble-
mas principales que confrontan Las pequeidas emphresas en £La
obtencibn de cntditos comenciales y getlidn empresanial. EL
gondo de garantias Le dard acceso al sistema bancarnio a fLas
empresasd que no pueden respaldar su solieitud crediticda r 4
garantias propias; el fondo de préstamos Le dand Liqudidez ak
sistema de cooperativas para que elLlos puedan hacenr présia -
mos a pequeiias empresas y el sistema de asislencia adminds =
trhativa facilitard La gestidn de Las peguerias emphresas ante

Las institucdiones financieras.

Después de haben tendido La oportunidad de analizan el Proyec-
10 y sus tnrnes componentes bdsicos, deseamos solicitan a La
Agencia para el Desannoflo Internacional el {inanciamiento de
este Proyecto por un total de B/. 9,500,000 distaibuido de La
siguiente manera:

af bl )

RECEIVED./

JUL 13 1984

uS AID/PANAMA
C&R SECTION




Nota No. 021=DM
12 de Julio de 19 &4 -2 -

Fondo de Prnéstamo: un présitamo de B/.6,000 000 para
financian el fondo de préstamos y una donacidn de
B/.300,000 para cubrin el déficit operacional dunan-

te Ros dos primeros anos.

Fondo de Garantfas: una donacibn de B/.1,500,000 pa-
na establecen el fondo de garantlas.

Componente de Asistencia Admindstrativa: una donacidn
de B/.T,700,000 pana cubrin paric de XZos gasitos de ope-
hacLones que Lncurrierna el Mindsdterio de Comencdo ¢ In-
dustrias durante el penfodo de Lrnansicdibn, en donde se
clerna La ventana de crédito y se asume el nueve rol de
asistencia téendica y adminisirativa a fa pequera cmpresa.

Por Lo anternior expuesto, deseamos nedllenan nuesira solics-
tud, Zendendo en cuenta de anZemano el hespaldo posditive que
ustedes han brindado y brindardn al Proyecto de Fomento a La
Pequena Empresa.

De uste teniamente,

HECTOR
Mindistro



