
SAVINGS MOBILIZATION/LOAN DIVERSIFICATION ASSIGNMENT
 
FOURTH REPORT ON THE BOLIVIAN MUTUALS
 
PREPARED FOR THE USL International INC.
 

Roman Ortega-Cowan, Consultant
 
MARCH 25TH. 1986
 

TABLE OF CONTENTS:
 

I-Formal Consultant's Report 
2- Exhibit a - 1985 goals vis-a-vis performance analysis 
3- Exhibit b - 1986 Goals and performance projections 
4- Exhibit c - Oelinquency analysis (January 1986) 

C,. ( 't I *-

C)~> (~ 



SAVINGS MOBILIZATION/LOAN DIVERSIFICATION ASSIGNMENT
 
FOURTH REPORT ON THE BOLIVIAN MUTUALS
 

PREPARED FOR THE USL International INC.
 
Roman Ortela-Cowan, Consultant
 

MARCH 25TH. 1986
 

DURATION: FEBRUARY 17TH, / MARCH 18TH. 1986
 
LOCATION: BOLIVIA, SOUTH AMERICA.
 

SCOPE OF WORK
 

I:"Continue to work with the individual Mutuals to develop specific
 
savings mobilization and loan diversification plans, and
 

2: Design, prepare and present regional seminars/round table discussions
 
inCochabamba, La Paz and Trinidad. The purpose of these round table
 
discussions isto encourage the Savings and Loan managers to expand
 
their savings mobilization and loan diversification efforts.
 
Representatives of the Mutuals must be guided inthe sharing of ideas
 
and provided with new ideas regarding successful S&L operations. These
 
seminars are to expand on the goals and objectives established by the
 
Mutuals inthe Presidents and General Managers meeting of November '85.
 

Each Mutual should leave with specific targets & timetables for achiev
ing these targets.'
 

WORK ACCOMPLISHED
 

I: Continuity of discussion and selective specific performance testing on sav
ings mobilization and loan diversification was accomplished.
 

Absence of professionally compiled market data hinders a faster market penetra
tion by the Industry. Aiming limited products and services towards inadequately
 
identified targets will continue to slowdown the recovery of lost market share.
 
Notwithstanding, the system's real growth reversal is evidenced by the gains
 

of market share as follows:
 

PERIOD SUBJECT A&P SYSTEM (S&L) OTHER SYSTEMS TOTAL 

MAR 85 
JULY 85 
SEPT 85 
JAN 86 ' 

Loans 

' 

0.24% 
0.29S 
0.61% 
2.03% 

99.76% 
99,71% 
99.39% 
97.97% 

100.00% 
100.00% 
100.00% 
100.001 

MAR 85 
JULY 85 
SEPT 85 
JAN 86 

Savings 

" 

1.54% 
1.89% 

2.06% 
2.49S 

98.46% 
98.11% 

97.94% 
97.51% 

100.00% 
100.00% 

100.00% 
100.00% 

I Jan 20 1986
 
(data sources: Cacen, Asoban and Central Bank of Bolivia)
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Although the overa. performance of the industry ismodestly positive, the
 
posted gain ratio -when projected as a trend- isinsufficient to support
 
minimum growth needs. To introduce a signal supportive of short and long
 
term scenarios anticipated inthe external debt refinancing cycle, the S&L
 
Industry isto post by Dec 31 1986 a 141.3% real Savings growth; moreover,
 
2,698.1% real growth must be experienced Inthe Mortgage Portfolio.
 

1985 performance 	analysis at individual Mutual level (attached exhibit a)
 
isself explanatory.
 

Cacen's intention to address economically collapsed, non-performing units
 
isfurther discussed below, under 'editorial observations'. This critical
 
commitment isa primary factor inthe recovery of the system.
 

DELINQUENCIES: 	 A more detailed and comprehensive analysis of the system'c
 
delinquencies was conducted (attached exhibit c),
 

There is23.87% delinquency ratio inthe system. Mutual Pai
titl leads with 71.11% Mutual La Primera 49.28% La Promo
tora 49.03 Manutata 34.99% and incontrast Mutual Guapay O
 

Inthe case of Mutual La Primera, most all delinquent loans
 
are inforeclosure. The Board of Directors has been reluct
ant to enforce and follow through with the legal process.
 
As observed inprevious reports, the legal establishment in
 
Bolivia isextremely slow. Management has suggested a write
off program and has established a specific reserve for this
 
purpose. However, Ihave cautioned against writeoff's due to
 
'lost documentation'. Under this caution and the recommenda
tion to search and secure certified copies from the Courts, a
 
number of files have been restored. Most delinquent loans are
 
secured by first mortgages. The property values exceed the
 
loan balance, accrued interest and legal costs.
 

Paltiti indicated all delinquent loans would be paid infull
 
by March 31, 1986.
 

CACEN must regulate this subject and exercise extreme control
 
over disbursements to noncompliant units.
 

At Individual Mutual level, collection efforts are proper but
 
lo my opinion not really enforced. When questioned, management
 

cites the collection policy and assures its compliance. I very
 
much doubt the effectiveness of policy enforcement.
 

Previously, when 	I requested the delinquency portfolio status,
 

all 'old loans' (some 10 years inarrears) were not provided.
 
Also loans under foreclosure were not usually provided.
 

Insummary, we have now a detailed picture of the delinquent
 
portfolio and its status. We have worked with management to
 
Insist early resolution to this subject.
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Cacen management was alerted of our concern and pledged full
 
cooperation to our ef ort.
 

Lending Diversification efforts: Noticeable results observed at Mutual El Pro
greso, Oruro.
 

2: REGIONAL SEMINARS/ROUND TABLE WERE CONDUCTED AT:
 

Location Date 	 Institutional Participation
 

La Paz Feb 21-22 	 La Primera, La Paz, Gudpay, and
 
El Progreso.
 

Cochabamba 	 Feb 28 La Promotora, La Plata, Potosi and
 
Mar I Tarija
 

Trinidad Mar 9-10 Paititi, Manutata, La Frontera.
 

(Iunable to participate: Pando)
 
' bad wuather.
 

Varied themes occupied these round tables; speakers included Cacen officials,
 
Mutual Presidents, Board Members, Management and Supervisory staff plus USAID
 
representatives and USAID's short and long term consultants.
 

1986 specific goals and objectives were outlined, timetables and methodologies
 
discussed and growth bench marks established. The system isprogrammed to gain
 
141.3% insavings and 2,698.1% inlending. Attached exhibit b provides detail
 
information per Mutual.
 

EDITORIAL OBSERVATIONS:
 

The programmed growth, inmy opinion, isachievable by the system. There are
 
markets incapable of producing expected benchmark growth stated. Discussion on
 
this subject were ample and comprehensive (conducted with Mr. Eduardo Frias of
 
Cacen). Other markets are Indeed capable of supporting greater than planned
 
growth but Mutuals servicing the area are not equipped to reap the benefits.
 

The failure ratio can be anticipated by previous performance recnrds -exhibit
 
a-.
 

Cacen Ismuch aware of the system's predicament. Inessence, Cacen has known
 
the flaws I have been suggesting but has not acted to correct them -prudently
 
so- due inpart to the chaotic political and economic conditions prevailing in
 
Bolivia.
 

Concurrently, Cacen as a system would very much like to maintain its profile of
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"12 private sector institutions represented throughout the Country Closing a
 
unit isnot a favorite thought at Cacen, even ifa given Mutual isand has been
 
'economically and operationally dead' for months.
 

Regardless of above commentary, inrecent days I have seen a willingness at Ca
cen not observed before. Inmy opinion, there Isa resolve to action evidenced
 
by 	conversational level planning to address fai'ed Inoperative and inefficient
 
Mutuals. Closing a Mutual may be possible inthis newly observed attitude. Very
 
feasible -and expected- isto see reorganizational moves sponsored by Cacen and
 
the elimination of directorial/managerial deficiencies at Mutual level.
 

Conflict of interests continue to be observed. Mutual Promotora's over I00%
 
liquidity ratio on deposit with a commercial bank whose attorney serves as
 
President of the Mutual isan example. Interest on this deposit was observed
 
at 	2%below existing commercial bank market rates inthe area, much lower ol
 
its true potential as lending capital. Cacen must exercise prudent control
 
over these inconsistencies.
 

SPECIFIC RECOMMENDATIONS:
 

I)All previously documented recommendations, especially those of December 15
 
1986.
 

2)	Follow-up delinquency trends and counsel with Mutual Boards as required.
 
(via Cacen's Internal Audit Department).
 

NOTE: 	To augment the recommendation list is,Inmy opinion, not prudent at this
 
time. There have been numerous previous observations. Cacen isunder
 
staffed. Inorder to follow through with recommendations itisnecessary
 
to consider the amount of hours required for implementation. Until such
 
time adequate staff ispresent further written recommendations will serve
 
as a good co;lections of things and actions which could have been but not
 
exercised by those Inneed.
 

Respec ull s mit ed,
 

ROMAN ORTEGA OW dent
 

Lotus Internat I c.
 

28 	MG 
 4O6
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EXHIBIT A 

1985 GOALS vs PERFORMANCE ANALYSIS 
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EXHIBIT B 
1986 GOALS AND PROJECTIONS 
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