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PROJECT AUTHORIZATION AMPNDMENT NO. 2 

INDONESIA FINANCIAL INSTITUTIO 
DEVELOPMENT PROJECT 
PROJECT NO. 497-0341
 

1. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as
 
amended, the Financial Institutions Development Project for Indonesia was
 

authorized on May 23, 1984. That Authorization was amended on June 6,
 
1986, and is hereby further amended as follows:
 

Paragraph 1 is amended to reduce the life of project loan funding level
 
by $4,750,000. The total amount of the loan authorized is up to
 

$16,500,000. 
The total authorized Grant funding is $7,250,000. Authorized
 

Total Life of Project funding t23,750,000. The Project Assistance
 
Completion Date, May 31, 1991, remains unchanged.
 

2. The Authorization cited above remains in full force and effect except
 

as hereby amended.
 

Signature:
 
SJames Anderson
 

Date:
 

Clearance :EED :GWestI
 

PPS:
 

FIN :RMcClure
 

A/DD:-ffionner
 

Drafted:LO :GBisson
 

4905P
 



- 2 -


I. FINANCIAL INSTITUTIONS DEVELOPMENT (BPD)

PROJECT PAPER SUPPLEMENT SUMMARY
 

This restructuring of the FID Project involves (1)a reduction of
 
$4,750,000 (L)from the Provincial Bank (BPD) village unit program; (2)adding
 
the East Java Kredit Usaha Rakyat Kecil (KURK) system; and (3)changing

capitalization procedures. This summary will focus on the structure and
 
procedures involved in restructuring. Funding details are provided in
 
separate attachments to this document.
 

1. Reduction of Funds - Total AID loan funds for the BPD Phase I of FID will
 
be reduced by $4.75 million. These funds will be used to fully fund FID (BRI)

Phase II. The reduction in funds reflects the lower expenditure rates due to
 
the Rupiah devaluation and reduced estimates of training costs at the
 
provincial level.
 

2. KURK Program - A detailed KURK description begins on page 17. The major
 
program concerns and actions are as follows:
 

a. KURK Supervision - Until 1986 the KURK Program was jointly

administered by the Ministry of Cooperatives and Bappeda - East Java under
 
the operational philosophy that KURK units were cooperative-type

village-owned units. Supervision of the units was done through the
 
respective Dinas. Major problems arose with unit supervision since none
 
of the supervisors, except for the Provincial Area Development Project

(POP) advisors, had banking Experience, and because the number of units,
 
now almost 1,400, could not be dealt with on a one-on-one basis. 

To remedy this situation the Governor's office has decided to change the 
KURK unit management focus from the village to the Kecamatan, as in the 
Central Java BKK program, and to shift supervision responsibility to the
 
Provincial Development Bank (BPD). Services to each village will then be
 
provided via the village post system which has worked so well 
in other
 
provinces.
 

Because this change is so important to the long-term viability of KURK,

the passage of provincial legislation giving BPD supervision and changing
 
management to the Kecamatan for KURK will be a condition precedent to
 
providing.capitalization under FID for East Java.
 

b. Training - The training program for East Java will function on the
 
same general basis as in other FID provinces, using an annual training

plan as the basis for quarterly advances. Since the BPD is just now
 
assuming supervision responsibility for KURK, BPD training for managers

and cabang supervisors will be extremely impotant. In addition many KURK
 
personnel now serving at village units will require re-training to work
 
under a multi-post Kecamatan operation. In all over 5,000 employees will
 
require training. An annual budget of $250,000 for East Java Training is
 
anticipated. The training program will be supervised by the FID
 
consultant and BPD.
 

c. Capitalization - AID will provide up to $1.5 million (Rupiah

equivalent) capitalization for East Java KURK units. The capitalization

procedure will be all follows:
 



-3

1. BPD/PETIDA East Java must first fulfill the CPs for capitalization,
 
including classification of units, establishing acceptable criteria
 
for providing capital to units, and passing provincial legislation to
 
give supervision authority to the BPD and refocus the program at the
 
Kecamatan level.
 

2. BPD and PEMDA East Java will then prepare an annual plan, to be
 
reviewed by the FID consultant, for estimated capital needs for the
 
KURK units by quarter over the next year. This plan will be reviewed
 
and approved by BANGDA and USAID with provincial representatives as
 
part of GOI annual DIP reviews. Approved amounts will be included in
 
the following year's GOI DIP.
 

3. The BPD will then request a quarterly advance from USAID and 
provide capital to units in accordance with the approved criteria for 
capitalization. At the end of each quarter a certified invoice for 
all capital issued to Units will be sent to USAID to liquidate the 
advance. 

d. Technical Assistance - The PDP Credit Advisor for the KURK program
 
will remain in East Java through June, 1988. It is anticipated that by
 
December, 1987 a FID advisor should join the PDP advisor to help FID
 
start-up and become familiar with the system before PDP is phased out. 
FID will require a full-time advisor resident in Surabaya through May,
 
1991. The current FID technical assistance contract will be amended to
 
add one more long-term advisor. Such an amendment, rather than competing
 
for a new firm or person for East Java, is deemed essential to coordinate
 
assistance among the provinces and ensure adequate support. A waiver for
 
this Amendment will be processed upon execution of the Loan and Grant
 
Amendments.
 

e. Conmodities - The East Java KURK program will require commodity
 
support similar to that provided to the three original provinces. This
 
should consist of vehicles for supervision, micro computer equipment for
 
the BPD, and training related equipment. The total East Java commodity
 
budget is estimated at $350,000. All procurement will be done through 
USAID at the request of BANGDA. 

3. Capitalization -- The revised capitalization procedure described above for 
East Jaia will also be applicable for West Java, except for the special CP 
regarding provincial legislation. In addition the West Java AID 
capitalization funding is being increased from $1.0 million to $1.5 million to 
compensate for the cancellation of the GOI Rp. 1 billion soft loan which West 
Java was scheduled to receive. The capitalization in Central Java and West 
Sumatera will remain as originally planned. 

Except as noted the project will proceed as originally scheduled.
 
A revised disbursement plan for FID based on the proposed changes is attached
 
to the Project Description (PIL No. 18).
 

EED:GHWest: nn(04/I 0/87)
 
Doc. 4905P(Pg. 9-10)
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I. PROJECT DESCRIPTION AND BUDGET
 

A) PIL NO. 18
 
B) CABLE JAKARTA 05164
 
C) DESCRIPTION OF KURK
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UNITED STATES OF AMERICA
 
AGENCY FOR INTERNATIONAL DEVELOPMENT
 

AMERICAN EMBASSY
 
Ill! 	 JAKARTA, INDONESIA A) 

March 13, 	1987
 

Mr. 	Piek Mulyadi
 
Director Genera.l of Regional Development
 
Ministry of Home Affairs
 
Jl. 	Kramat Raya 132
 
Jakarta
 

Subject: 	 Financial Institutions Development (FID) Project
 
AID Project No. 497-0341
 
Proposed Amendment
 
Project Implementation Letter No. 18
 

Dear Pak Mulyadi,
 

As a follow up to our February 3 meeting, this is to confirm AID's
 
recommendations to amend the FID Project subject to our mutually

established procedures to amend Project Agreements. We envisage the
 
following 	changes:
 

i) 	We recommend the addition of the East Java KURK program to FID. Over
 
the past several months, we have examined the potential for
 
developing existing village credit programs other than the three now
 
under FID. In our examination we looked at KURK in East Java, the
 
Desa Adat system in Bali, and the BKK systems supported by the
 
Provincial Area Development Programme (497-0264 and 497-0276) in
 
Kalimantan Selatan, Aceh and NTT. We also met with provincial
 
representatives in North Sumatera. We were primarily looking for
 
programs with three important attributes: (a) a well-established
 
village credit system; (b) strong provincial commitment; and (c) good
 
long-term financial potential. Of the provinces and programs
 
reviewed, the East Java KURK program was the one program which
 
clearly met these criteria. The program in Bali also met the
 
criteria, but USAID feels the Bali program could proceed well without
 
government assistance, and should therefore be allowed to develop on
 
its own. South Kalimantan met the first two criteria but doesn't
 
have good long-term financial potential given the limited size.
 
North Sumatera met the last two criteria but doesn't have an
 
established system with which to work.
 

The KURK program, supported through PDP since 1981, now consists of
 
858 units with capital assets over 1.0 million. Non-performing
 
loans account for less than 4 percent of loans outstanding. While
 
KURK was initially designed as a village-based system, PEMDA Jatim
 
has decided to convert it to a Kecamatan-based system to better
 
allocate costs 'Da.4aw more effective BPD supervision. The East
 

-:.... ,
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Mr. Piek Mulyadi 
PIL No. 18 
Page 2 

Java program has the size and breadth to reach sustainable financial
solvency. In reviewing the recently-issued SK Gubernur, and from
discussions with Bappeda and BPD officials, we feel the ingredients 
are in place for a very successful program, and that the addition oftechnical assistance, training and limited capital through FID would

be very productive right now. We could also take advantage of the 
PDP credit advisor to East Java who otherwise has no funds to work 
with through June, 1988. We therefore believe a prompt initiation of
FID in East Java is feasible and is consistent with the long-term FID
 
program and goals.
 

2) 	 We recommend changing the capitalization nrocedures. Capitalization
procedures presently call for the 	 GO! to issue soft loans to Lhe
provinces, and for AID to reimburse the provinces based on soft loan 
monies provided to the village units. However, it appears GOI budget
restrictions make it difficult to issue additional soft loans.
 
Because Central 
Java and West Sumatera have already received their
 
soft loans, no change in capitalization procedures is contemnlated
 
for these two provinces. 
 For West Java and East Java we suggest AID
funds be passed directly to the provinces, without a GOI soft loan,
based on Subsidiary Loan Agreements (SLA) between the GOI and each
province. AID funds would be advanced quarterly to the provinces
based on approved annual capitalization plans, with disbursements
occurring as the BPD provides capital to an individual unit, i.e. 
advances to be liquidated based on a certified financial statementfrom the BPD as evidence that funds have been provided. (This system
would be identical to current training fund procedures.) We estimate 
that West Java and East Java will each require $1.5 million
 
capitalization during the life of project for FID. 
Since both of
these provinces require start-up capital before being in a position 
to support a substantial 
savings program, we also recommend the
condition preoedent for savings permission for these provincestwo 
would not be applicable to the proposed amendment. 

With respect to capitalization in Central Java and West Sumatera, we 
note the Ministry of Finance request for disbursement of AID funds 
-or Central--Ja*&-has recently been received. A second payment forCentral Java should also be in process soon, which would complete the 
$I.O million AID disbursement for Central Java. We would encourage
BANGDA to continue to press for clarification of savings permission
for West Sumatera, and for a prompt execution of the SLA so the AID 
capitalization funds becan released. 



Mr. Piek Mulyadi
 
PIL No. 18
 
Page 3
 

3) We recommend reducing the total project loan funding by $4,750,000 to
 
a new total of tl0,750,000. 
The Grant funding would remain unchanged

at 3,000,000, for a revised project total (loan and grant) of

$]3,750,000.
 

Since the initiation of the FID Project, three factors have affected

the budget. 
 First, the technical assistance contract came in

under-budget, accounting for only $2.5 million from the 
 5.5 million
 
technical assistance line item. Second, the recent Rupiah

devaluation has impacted all line items except technical assistance,

creating an excess of approximately 40 percent more Rupiah funding

than budgeted. Thirdly, provincial training programs started later
 
than planned and are less expensive than budgetted.
 

The result 
can be seen in the Attachment 2 budget estimates. We
 
could 
now actually complete the FID project as originally planned

with approximately $10.5 million total USAID funding. 
 We have
 
reviewed all line items for possible revisions, and have concluded
 
the following:
 

a) West Java has greater capitalization needs than initially

projected, and should receive an additional 4500,000 to make the

revised AID total #1,500,000 (rupiah equivalent) for West Java
 
capitalization.
 

b) There appears to be no valid to
reason increase the present levels
 
of provincial training funds. 
 As it now stands, many of the
 
provincial funding requests are 
for commodities, e.g. motorcycles,

safes, calculators and typewriters. Providing additional training

funds may take us away from the principal objective of training,

and would reduce the incentive for the provinces and BPDs to
 
create a self-sustaining system through mobilization of savings.

In the coming years we intend to focus on provincial

recommendations which actually reduce the need for outside
 
assistance. Therefore, we do not want to increase annual training

allocations above the amount of 
 250,000 per province (Rupiah

equivalent) as is currently proving adequate.
 

c) For reasons stated in Section (1) above we feel it is appropriate
 
to consider the addition of East Java to FID at this time.
Allowing East Java similar financial support as approved for other
 
provinces would call for approximately 2,750,000 in additional
 
funding.
 



Mr. Piek Mulyadi
 
PIL No. 18
 
Page 4
 

Including the above proposed additions to FID, AID estimates total
 
revised project funding requirements would be #13,750,000. (Please
 
see 	Attachment 1 for the revised life of project budget as
 
proposed.) Because of pressures on both the AID budget and the GOI

budget and debt service, we feel it is in the best interest of both
 
parties to reduce the project loan funding accordingly. We would
 
propose to make the $4,750,000 reduced budget available for other
 
priority projects in Indonesia which otherwise could not be funded,

subject to necessary AID/W approvals on re-programming such funds.
 

Given the need to revise capitalization procedures and to begin work
 
in East Java as soon as possible, we propose to draft Project

Agreements Amendments reflecting the above changes. Should you
 
concur 
in these changes, please indicate by countersigning this
 
letter below. In the meantime, we are prepared to discuss any of the

proposed changes in greater detail and would be pleased to 
meet at
 
your convenience.
 

Best regards,
 

Sincerely,
 

Gordon H. West
 
Project Officer
 

Countersigned:
 
rPiek Mulyadi
 

Dirjen Sangda
 

cc: 	BAPPENAS - 5
 
SETKAB - 5
 
DEPLU - 5
 
Bangda - 3
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Mr. Piek Mulyadi
 
PIL No. 18
 
Page 4
 

Including the above proposed additions to FID, AID estimates total
 
revised project funding requirements would be $13,750,000. (Please
 
see Attachment 1 for the revised life of project budget as
 
proposed-) Because of pressures on both the AID budget and the GOI
 
budget and debt service, we 
feel it is in the best interest of both
 
parties to reduce the project loan funding accordingly. We would
 
propose to make the $4,750,000 reduced budget available for other
 
priority projects in Indonesia which otherwise could not be funded,

subject to necessary AID/W approvals on 
re-programming such funds.
 

Given the need to revise capitalization procedures and to begin work
 
in East Java as soon as possible, we propose to draft Project

Agreements Amendments reflecting the above changes. 
 Should you

concur 
in these changes, please indicate by countersigning this
 
letter below. In the meantime, we are prepared to discuss any of the
proposed changes in greater detail and would be pleased to meet at
 
your convenience.
 

Best regards,
 

Sincerely,
 

Gordon H. West
 

Project Officer
 

Countersigned:
 
Mr. Piek Mulyadi
 
Dirjen Bangda
 

cc: 	BAPPENAS - 5 
SETKAB - 5 
DEPLU - 5 
Bangda - 3 

Clearance:EED:AFirman (in draft) 
 RED:LLubis (in draft)

EED:DMyers (in draft) PPS:RRedma 
(in 	draft)

A!TD:--1ouglass (in draft) LO:GBisson (in draft)


FIN/FA:RMcClure (in4rft) FIN/B:HOei (in draft)
 
DD:JAnderson if
DIR:WFuller
 

Distribution: 
PPS-2, LO-l, FIN-2, EED, C&R, ANE/PD-6
 

EED:GWest:rr:3/12
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Attachment 1
 

AID PROJECT # 497-0341
 

FINANCIAL INSTITUTIONS DEVELOPMENT
 

Proposed Revised Project Budget (000's 1 US = 1,625 Rp.*)
 

AID GOI Total 

Grant Loan 

Technical Assistance 1,250 1,750 3,000 

Training 1,500 3,250 1,000 5,750 

Commodities 750 2,750 3,500 

Capital 5,000 3,500 8,500 

Contingency 250 250 

3,000 10,750 7,250 21,000 

Note that GOI funds provided prior to September, 1986 are still
 
valued at pre-devaluation rates averaging approximately 1 US = Rp.
 
1,100
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FID BUDGET PROJECTION
 

SUBTOT CUMTOT
 

ACCRUED EXPENDITURES (9/30/86):
 

- Procurement 

450
 

- T/A 
350
 

- Capitalization 

900
 

- Training 

350
 

2,050 2,050
 

PROJECTED EXPENDITURES THRU PACD 
(6/30/91):
 

FY: 87 88 89 90 91
 

DAI Contract:
 
- T/A 450 450 
 450 450 350 
 2,150 4,200
 

Bangda:
 
- Procurement 
 100 100 100  -

- T/A 
 - 25 25 25 25
 
- Training 50 
 100 50 100 
 50
 

150 225 175 
 125 75 750 
 4,950
 

Central Java:
 
- Training 250 250 250 
 250 100
 
- Capitalization i00 
 -
 -

350 250 
- 

250 250 100 
 1,200 6,150
 

West Java:
 
- Training 250 
 250 250 250 
 100
 
- Capitalization 1000* 500* -  _
 

1250 750 250 
 250 105) 2,600 8,750
 

West Sumatera:
 
- Training 250 
 250 200 200 
 100
 
- Capitalization 750* 
 250* -  -

1000 500 200 200 
 100 2,000 10,750
 

East Java:
 
- Training 100 250 
 200 200 100 
- Capitalization 500* i000* -  _


T/A 
 - - 150 150 100 
600 1250 -150 350 200 2,750 13,500
 

Contingency 

250 13,750
 

Proposed Deobligation 

4,750
 

Current FID Obligation 

18,500
 

New Project Total 

*13,750
 

* 
Requires amendment for capitalization procedures
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dL)ECmOEAsRMAN; 
2)EED:DMYERS; 3)PPS:RREDMAN;
 
A ftluj}lbN ADM, CHRON 

PMY JAKARTA 

DI~rE TYI 

AIDAC
 

E. 0. 12356: N/A 

SUBJ: 
FINANCIAL INSTITUTIONS DEVELOPMENT
 
- PROJECT NO, 497-0341 
- PLANNED PROJECT AMENDMENT
 

REF 
: 83 STATE 199371
 

1. EXECUTIVE SUMMARY: 
 USAID WISHES TO INFORM AID/W
ITS INTENT TO AMEND THE 
OF
 

FINANCIAL INSTITUTIONS
 
DEVELOPMENT (FID) 
PROJECT NO. 497-0341. AMENDMENT WILL
AFFECT THE PROVINCIAL DEVELOPMENT BANK BKK-TYPE 
PROGRAM
 
SUPPORTED UNDER THE INITIAL 
PROJECT AGREEMENT. PROPOSED
AMENDMENT CONSISTS 
OF: 1) A DOLS 4.75 
MILLION REDUCTION

IN THE BKK-TYPE LOAN BUDGET, 
THESE LOAN FUNDS 
TO BE USED
TO REPLACE ANTICIPATED 
FY 87 AND FY 88 OBLIGATIONS
 
REQUIRED TO FULLY FUND 
THE BANK RAKYAT INDONESIA

COMPONENT OF 
FID; 2) A RESTRUCTURING OF 
CAPITALIZATION
 
PROCEDURES FOR BKK-TYPE UNITS ; AND 
3) THE ADOITION OF THE
 
EAST JAVA KURK PROGRAM. 
END SUMMARY.
 

2. THE FID 
PROJECT CONSISTS OF 
TWO ACTIVITIES --PROVINCIAL BANK 
(BPD) VILLAGE UNITS ASSISTED UNDER THE
ORIGINAL 
DOLS 18.5 MILLION PROJECT, AND BANK RAKYAT
INDONESIA (BRI) UNIT 
DESA BRANCHES ASSISTED UNDER THE
DOLS 10.0 
MILLION AMENDMENT APPROVED IN JUNE 
1986. SINCE
FID (BPD) IS IMPLEMENTED 
UNDER MINISTRY OF HOME 
AFFAIRS
(GMOHA) AD FID 
(SRI) IS UNDER MINISTRY OF FINANCE, WE
 
"EAT THEM SEPARATELY SINCE 
FUNDS 
CANNOT BE CO-MINGLED.
 
7 
6 
5 

4 )PPS:MBONNER (IN DRAFT); 5)LO:GBISSON (IN DRAFT);

6)DD:JANDERSON (IN 
DRAFT)
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3. THE FID (BPD) PROGRAM IS NOW WELL UNDERWAY IN ALL 
THREE PROVINCES. SECOND YEAR TRAINING PLANS AND FUNDS
 

HAVE JUST BEEN APPROVED, THE FIRST YEAR HAVING RESULTED
 
IN THE TRAINING OF OVER 2,000 BPD AND VILLAGE UNIT
 

PERSONNEL. SAVINGS PROGRAMS HAVE BEGUN IN TWO OF THREE
 
PROVINCES, AND A MAJOR LEGISLATION PACKAGE IS BEING
 

REVIEWED BY THE PROVINCIAL PARLIAMENT IN THE THIRD
 
PROVINCE (WEST JAVA) TO RESTRUCTURE ITS TWO PROGRAMS AS
 

NECESSARY FOR LONG-TERM DEVELOPMENT. USAID AND THE FID
 
CONSULTANTS ARE ALSO WORKING WITH THE WEST SUMATERA
 

GOVERNOR'S OFFICE TO REVISE PROVINCIAL LEGISLATION FOR
 
LONG-TERM SUSTAINABILITY. ACCOUNTING AND
 

COMPUTERIZATION ASESSMENTS HAVE BEEN COMPLETED, NEW
 
SYSTEMS INTRODUCED AND RELEVANT TRAINING INITIATED.
 
ASSISTANCE TO DATE HAS FOCUSSED ON IMPROVING EXISTING
 

UNITS, WITH IMPROVED LOAN ACCOUNTING, WRITE-OFF
 
POLICIES, TAX ASSESSMENT AND SUPERVISION TECHNIQUES
 

CONTRIBUTING TO LOAN AND SAVINGS INCREASES OF WELL OVER
 

TEN PERCENT PER ANNUM. CONSULTANTS ARE WORKING TO
 

IMPLEMENT FULLY (AND HAVE ALREADY MADE OPERATIONAL IN
 
ONE PROVINCE) A MONITORING SYSTEM WHICH WILL PROVIDE
 
DETAIL ON UNIT PROFIT/LOSS AND ADMINISTRATIVE EXPENSES
 

AT BOTH VILLAGE AND BPD LEVEL. CAPITALIZATION FUNDS
 

HAVE BEEN DISBURSED FOR CENTRAL JAVA, AND THE REQUEST
 

FOR WEST SUMATERA IS BEING PROCESSED. IN SUM, GIVEN THE
 

MAGNITUDE OF THE TASK OF PROVIDING INSTITUTIONAL
 
DEVELOPMENT ASSISTANCE TO OVER 1,000 INDEPENDENT VILLAGE
 

UNITS AND THREE SUPERVISING BANKS, WE CONCLUDE THE
 
TECHNICAL ASSISTANCE EFFORT AND PROGRESS TO DATE ARE
 

EXCELLENT.
 

4. WHILE NOTING THE PROGRESS TO DATE ON FID (BPD), WE
 

ALSO NOTE THE IMPACT THAT THE SEPTEMBER 1986 RUPIAH
 
DEVALUATION HAD ON THE BUDGET. ONLY ONE ELEMENT, THE
 

DAI TECHNICAL ASSISTANCE CONTRACT FOR DOLS 2.5 MILLION,
 

IS A FOREIGN EXCHANGE EXPENSE. ALL OTHER ELEMENTS,
 

INCLUDING TRAINING, CAPITALIZATION AND PROCUREMENT, ARE
 

NOW OVERBUDGETTED 30 PERCENT DUE TO THE DEVALUATION. IN
 
ADDITION THE TRAINING COMPONENT STARTED ONE-YEAR LATE
 

BECAUSE tHE T/A CONTRACT WAS HELD UP BY DELAYED
 

kEGOTIATIONS AND GOI/US PROCEDURAL DISPUTES, AND IS THUS
 

%VERBUGETTED; AND THE T/A CONTRACT CAME IN WELL BELOW
 

iXPECTED COST. AS A RESULT OUR MOST RECENT BUDGET
 

eNALYSIS SHOWS THAT IF NOTHING WERE CHANGED FROM
 

RIGINAL PLANS THE TOTAL FID (BPD) REQUIREMENT WOULD
 
tNLY BE UOLS 10.5 MILLION (OUT OF DOLS 18.5 MILLION
 

-bBLIGATED). THIS EXPLAINS THE RELATIVELY SLOW
 
bISBURSEMENT RATE UNDER THIS PROJECT.
 

UNCLASSIFIED
 
CLASSI FICAT ION
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5. MINISTRY OF HOME AFFAIRS, USAID 
AND THE CONSULTANT
 
HAVE RECENTLY REVIEWED ALL ASPECTS OF 
FID (BPD)

ACTIVITIES AND RECOMMEND THE FOLLOWING CHANGES 
BE

INCORPORATED 
INTO A PROJECT RESTRUCTURING:
 

- A. GOI CAPITALIZATION CONTRIBUTIONS HAVE 
ALREADY
 
BEEN PROVIDED TO 
CENTRAL JAVA AND WEST SUMATERA IN THE

AMOUNTS OF RP. 3 BILLION AND RP. 
1.5 BILLION
 
RESPECTIVELY 
(AT THE TIME OF ISSUANCE THE F/X RATE WAS
 
RP. 1100 = DOLS 1.00). USAID WILL PROCEED TO MATCH 75

PERCE4T OF GOI CAPITALIZATION FOR 
THESE TWO PROVINCES AS
 
ORIGINALLY PLANNED. 
 ALTHOUGH A REQUEST FOR 
WEST JAVA
 
GOI CAPITALIZATION WAS 
PREPARED, THE BUDGET OFFICE OF
 
THE MINISTRY OF FINANCE 
HAS FORMALLY NOTIFIED 
THE
 
MINISTRY OF HOME AFFAIRS THAT 
THE GOI CANNOT FUND THIS
 
LOAN UNDER CURRENT BUDGET CONDITIONS. THUS FOR THE PAST

SIX MONTHS THE 
WEST JAVA BPD AND CONSULTANT HAVE TRIED
 
TO REVITALIZE THE LPK AND 
BKPD VILLAGE SYSTEMS 
WITHOUT
 
THE BENEFITS OF ANY 
LOAN CAPITAL. WE PROPOSE 
TO AMEND
 
THE CAPITALIZATION PROCEDURE 
(NOT AFFECTING THE OTHER
 
TWO PROVINCES) TO ALLOW WEST 
JAVA TO RECEIVE DIRECTLY
 
USAID LOAN FUNDS 
FOR CAPITALIZATION. 
 AMOUNTS PROVIDED
 
WOULD BE BASED 
ON AID AND MOHA-APPROVED ANNUAL
 
CAPITALIZATION PLANS TO 
BE PREPARE BY THE BPD AND
 
CONSULTANT. THE 
TOTAL AMOUNT FOR WEST JAVA 
WOULD BE
 
INCREASED TO DOLS 1.5 MILLION. 
 THIS IS HIGHER THai' THE
ORIGINAL 
DOLS 1.0 MILLION AID CONTRIBUTION BECAUSE WEST
 
JAVA NO LONGER WILL RECEIVE GOI FUNDS WHICH WOULD HAVE
 
TOTALLED DOLS 615,000 (EQUIVALENT). REDUCED GOI
 
CONTRIBUTION WOULD 
BE MORE THAN OFFSET BY PROPOSED AID
 
FUNDING REDUCTION. 

-

11, 

B. 

SET 
THE JUNE 1986 PP AMENDMENT FOR FID (BRI), 

FORTH USAID'S LONG RANGE PLAN IN RURAL FIN

PAGE 

ANCE. 
AS NOTED, WE HAD PROPOSED TO ADD THREE 
NEW BPD PROGRAMS
 
-- EAST JAVA, SOUTH KALIMANTAN AND BALI --
 IN FY 87.
 
OVER THE PAST 
SIX MONTHS 
WE HAVE HAD AN INTENSIVE REVIEW

OF NON-FID PROVINCIAL PROGRAMS, ESPECIALLY 
PROMPTED BY
 
THE PHA§-DOWN OF PROVINCIAL AREA DEVELOPMENT PROJECT
 
SPDP) NO. 497-0276 FROM MOST 
RURAL CREDIT ACTIVITIES.
 
%UR 
REVIEW INCLUDED ON-GOING PROGRAMS IN EAST JAVA,

bALI, SOUTH KALIMANTAN, BENGKULU, ACEH 
AND NTT, AND
 
PROPOSED PROGRAMS 
IN NORTH SUMATERA AND 
SOUTH SULAWESI.
 
5T THE 
SAME TIME THE USAID MISSION HAS HELD EXTENSIVE
 
rlISCUSSIONS ON PRIORITIES 
AS THEY RELATE TO THE ACTION
 
OLAN, BUD-GET REALITIES, AND 
TNE PROPOSED NEW CDSS.
 
2 
1
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AS A RESULT OF FID-SPECIFIC AND MISSION-WIDE
 
DISCUSSIONS, 
WE HAVE CONCLUDED THAT A MULTI-PROVINCE FID
 
EXPANSION IS NOT POSSIBLE OR PRUDENT AT THIS TIME, BUT
 
THAT THE ADDITION OF THE EAST JAVA KREDIT 
USAHA RAKYAT
 
KECIL (KURK) PROGRAM IS URGENTLY NEEDED, WOULD HAVE
 
SUBSTANTIAL IMPACT NOT 
ONLY LOCALLY BUT IN EXTENDING THE
 
BKK-TYPE SELF SUSTAINING MODEL, AND WOULD NOT
 
SIGNIFICANTLY 
ALTER THE CURRENT FID WORKPLAN OR STAFFING
 
REQUIREMENTS.
 

AS BACKGROUND, KURK IS 
A RURAL. VILLAGE-LEVEL LENDING AND
 
SAVINGS PROGRAM MODELLED DIRECTLY AFTER THE CENTRAL JAVA
 
BKK PROGRAM, WITH AVERAGE LOAN SIZE 
BEING ABOUT DOLS 50
 
AND EFFECTIVE ANNUAL INTEREST RATES RANGING FROM 50 TO
 
80 PERCENT. THE KURK 
PROGRAM HAS BEEN ASSISTED UNDER
 
PDP SINCE 1979. PDP INPUTS INCLUDED A CREDIT ADVISOR,
 
LOAN CAPITAL AND LIMITED TRAINING AND EQUIPMENT FUNDS.
 
WITH THIS ASSISTANCE THE 
KURK PROGRAM HAS EXPANDED FROM
 
20 UNITS, 6000 MEMBERS AND DOLS 
18,000 LOANS OUTSTANDING
 
IN 1979 TO 841 UNITS, 75,000 MEMBERS AND OVER DOLS 1
 
MILLION IN ASSETS AT THE PRESENT TIME. OVERDUE LOANS
 
CURRENTLY REPRESENT THAN
LESS FOUR PERCENT OF LOANS
 
OUTSTANDING. THE MAJOR SHORTCOMING, HOWEVER, HAS BEEN
 
SUPERVISION OF UNITS, SINCE UNLIKE THE BKK WHICH ARE
 
CLUSTERED AT THE SUBDISTRICT, THE KURK ARE SET UP AS
 
INDIVIDUAL VILLAGE UNITS.
 

REALIZING THE EXTREMELY HIGH 
ADMINISTATIVE COST OF THE
 
KURK SYSTEM, THE GOVERNOR AND BPD OF HAVE
EAST JAVA JUST
 
REORGANIZED THE 
KURK PROGRAM TO COME DIRECTLY UNDER THE
 
BPD AND TO BE MERGED INTO SUBDISTRICT UNITS SO THAT
 
LONG-TERM SELF-SUFFICIENCY CAN BE ATTAINED. AT THE SAME
 
TIME PDP 
AND MOHA HAVE CUT OFF ALL KURK FUNDING
 
EFFECTIVE APRIL 1987, 
IN PART HOPING THE FID PROJECT
 
COULD TAKE OVER BUT MOSTLY RESPONDING TO SEVERE BUDGET
 
CUTS AND THE PHASE OUT OF THE PDP PROGRAM. A PDP CREDIT
 
ADVISOR WILL REMAIN IN EAST JAVA THROUGH JUNE, 1988, BUT
 
HE WILL HAVE NO FUNDS TO WORK WITH AT A CRITICAL POINT
 
IN KURK)S DEVELOPMENT.
 
9
 
8 JE THEREFORE STRONGLY RECOMMEND THE ADDITION OF EAST

7JAVA TO FID AT THIS TIME. THE PDP ADVISOR WOULD SERVE
 
EAS A FID TEAM MEMBER THROUGH JUNE OF 1988, AFTER WHICH
 
5TIME 
FID WOULD ASSUME THE T/A COSTS. IN ADDITION WE
4PROPOSE A BUDGET THROUGH 
THE JUNE 1991 PACD OF DOLS 2.75
 
3MILLION, CONSISTING OF DOLS 1.5 MILLION LOAN 
CAPITAL TO
 
2E ADMINISTERED 
AS IN WEST JAVA, DOLS 1.0 MILLION IN
 
1
 

UNC FI~ I ' O
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TRAINING FUNDS (4 YEARS AT 
DOLS 250,000 PER YEAR), AND
 
DOLS 250,000 FOR THE T/A EXTENSION BEYOND JUNE 1988.
 
THE FACT THAT THE 
EAST JAVA PROVINCIAL GOVERNMENT AND
 
BPD ARE VERY COMMITTED TO MAKING TRE 
KURK SYSTEM
 
EFFECTIVE AND SELF-SUPPORTING LEADS US 
TO BELIEVE THIS
 
WOULD BE 
A TIMELY AND JUDICIOUS USE OF AID FUNDS.
 

-
 C. GIVEN THE ABOVE PROPOSED REVISIONS TO CURRENT
 
FID (BPD) ACTIVITIES, WE ESTIMATE A TOTAL 
FUNDING
 
REQUIREMENT OF DOLS 13,750,000 (DOLS 10.5 MILLION PLUS
 
DOLS 0.5 MILLION ADDITIONAL WEST 
JAVA CAPITAL PLUS DOLS
 
2.75 MILLION FOR EAST JAVA). 
 USAID RECOMMENDS THE
 
BALANCE 
OF FID (BPD) FUNDS OF DOLS 4.75 MILLION (DOLS

18.5 MILLION LESS DOLS 13.75 MILLION) BE IN EFFECT
 
DEOBLIGATED. 
 SINCE THE PRESENT LOAN MORTGAGE FOR FID
 
(BRI) ACTIVITIES IS DOLS 4.75 
IN LOAN FUNDS, WE PROPOSE
 
THAT , RATHER THAN GO THROUGH A DEOB AND THEN OBLIGATE
 
NEW FID (BRI) FUNDS, 
WE SIMPLY AMEND THE PROJECT TO
 
SHIFT DOLS 4.75 MILLION IN LOAN FUNDS FROM THE BPD
 
COMPONENT OF 
FID TO THE BRI COMPONENT. THIS WILL FREE
 
UP DOLS 3.0 MILLION 
LOAN FROM FY 87 OBLIGATIONS AND DOLS
 
1.75 MILLION 
FROM FUTURE YEAR OBLIGATIONS, WHICH THE
 
MISSION INTENDS TO TRANSFER TO TIIE POLICY REFORM SUPPORT
 
PROGRAM.
 

6. SINCE THE 
ACTION PLAN REVIEW WILL SHORTLY BE HELD IN
 
AID/W, USAID RECOMMENDS THE ABOVE PROPOSED 
CHANGES.BE
 
CONSIDERED AS OF
PART PROGRAM WEEK DISCUSSIONS. PLEASE
 
BE ASSURED THESE CHANGES HAVE 
BEEN THOROUGHLY VETTED
 
WITH THE GOI AND WITHIN USAID AND ARE 
CONSIDERED A HIGH
 
PRIORITY BY ALL CONCERNED. HOWLAND##
 

9 
8 
7 
6 
5 
4 
3 
2 
I 
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Description of KURK
 

Kredit Usaha Rakyat Kecil (KURK) or Small Business
holders Credit Program began during fiscal year 1979/30
 
as part of the Provincial Development Program (POP), an inte
grated rural development project jointly funoed oy the
 
Government of Indonesia and USAID. The initial 84 units
 
were established throughout the four kabupatens of Madura in
 
early 1980. By the end of fiscal year 1986/37, 1363 units
 
had been funded throughout the Province of East Java, with
 
total outstanding loans of Rp. 963.271.515 as of December 31,
 
1986.
 

Based on the initial success of KURK under POP, the
 
Province allocated funds for 82 units as part of its Kecamatan
 
Rawon Program during fiscal 1G30/81 and 31/82. Since fiscal
 
year 1984/35 every Tingkat II in the Province has received
 
funds each year for the establishment of KURK units as part
 
of the Province's Subsidi Daerah Eawahan (Sos) Program. To
 
date 636 SD8 units have been funded. KUiK has continued to 
receive technical and financial suoport from PDP and by the 
end of fiscal year 1 _3z/7,643 KE units hao teen estaol0shned 
in the eight kabupatens participating in the project. 

Although designed to meet the credit needs of small trad
ers (wholesalers and retailers) there is currently no res
triction on borrowing other than that loan oroceeds must be 
used for productive purmoses. Consequently, about '5/'a of 
the system' loan portfolio has been lent to sectors other 
than small traders. Loans to small industry represent 5.8,' 
and loans to f rmers 8.9" of the portfolio, respectively. 
The system now serves 81,333 customers, comoosed of both bor
rowers and savers. 

Desoite insufficient supervision the system's loan 
portfolio remains strong. As of Oecrmber 31, 1936, 20.7 of 
the total XURK loan portfolio was classified as delinquent. 
However, this figure is extremely misleading due to unique

which :,-'- 1
manner in a - in ...... Ls cacu1.ted.o....... .... -M .. - . . . u. e...- cy . . De
linquency is divided into three categories. First. hita
 
meaning that three or more installments have been missed,
 
second, merah meaning that the maturity data of the loan has
 
passed but there is still an outstanding balance and third,
 
merah tua which means that six months after the maturity 
there is still an unpaid balance. in a typical U.S. banking
 
environment all merah tua or loans over six months past due
 
would be charged off. This has not been the case with KURK.
 
Since the systems inception no bad debt has been written off.
 
If the old debts were in fact charged off total delinquency
 
would be a much more respectable 7.9%, composed of hitam 3.7,/
 
and merah 4.2%.
 

Overall supervision of KURK is the responsibility of the
 
Provincial Tim Pembina consisting of members from Biro Bina
 
Pengembangan Sarona Perekonomian Oaerah as Chairman, Qepar
temen Koperasi, Oirektorat Pembangunan Desa, Bank Pembangunan
 
Oaerah and BAPPEDA as members. The committee meets monthly
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to discuss the problems and needs of KURK and carries out
 
monitoring and evaluation of the system on an ongoing basis.
 
A similar Tingkat II Tim Pembina exists in each of the
 
Province's 37 kabupatens and kctamadyas composed of the va
rious Tingkat II counterparts of the Tingkat I members.
 

Since August, 1984, day-to-day supervision and techni
cal direction of KURK has been the responsibility of the
 
East Java Regional Development Bank (BPD). Prior to that
 
date this function was performed by Departemen Koperasi.
 
However, dissatisfaction with Koperasi's performance resulted
 
in Koperasi being replaced by BPD. Unfortunately, BPD has
 
yet to be provided with the means to adequately fulfill this
 
new role.
 

BPO maintains its head office in Surabaya and operates
 
twelve branches throughout East Java. A new head office and
 
two additional branches are under construction. The new head
 
office is scheduled to be occupied in August, 10g8. Founded
 
in 1061, SPD had by March, 1296, grown to 3:4 emoloyees and
 
had total assets of 1p. 140,573 million.
 

VeD is in the process of establishing a 3agian ;URK 
within its credit department at the head office. The bagian 
is staffad with two full time staff memoers. The 3ank has 
plans to expand the staff to six full time people in the near 
future. 1hen fully staffed the bagian will be divized into 
two sections, administration and supervision. At the present 
time 9P0 employees in the various branches have been assigned 
to supervise each Tingkat !I. However, the personnel are not 
assigned full time to KURK and their involvement has been li
mited. 

In every kecamatan where KURiK units have teen eataobisheo
 
a member of the camat's staff is made petugas KURK. This
 
indivicual is responsible for direct supervision of the desa
 
units. He assists the units with any operational or book
keeping oroblem and forwards monthly resorts to the B-D person
 
assigned to his area.
 

Once a desa is selected to participate in AURK the 
village head selects two people to receive training, one as 
bookkeeper the other as cashier. The village head also 
participates in the training program which is conoucted by 
the Tim Pembina TK I and consists of borrower selection,
 
bookkeeping, cash control, loan collection and general regu
lations as outlined in the Surat Keputusan issued by the
 
governor. When the training is complete and prosoective 
borrowers have been identified the village is provided with 
seed capital of Rp. 500.000 to begin operations. All loan 
decisions are made -ithin the village. The only qualifications 
necessary to receive a loan are the reco.mendation of the 
village head, to have no outstanding debts with other lenders 
and to use the proceeds for productive purposes. No colla
teral is required. Loans are extended from Rp. 5.302 to a 
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maximum of Rp. 100.000.
 
KURK utilizes an installment system. All loans must
 

be repaid in twelve installments. Maturity may be in three,
 
six or twelve months, thus installments are paid weekly,
 
every-other-week or once a month. 
 Of the twelve install
ments, ten are applied to principle, one is collected as a
 
management fee or interest and one is taken in as savings.
 
Although all borrowers are in fact forced to contribute savings
 
to the unit, 50% of the savings is considered voluntary and
 
may be withdrawn after the unit has been in operation for
 
more than one year or when the saver ceases to be a KURK bor
rower. Undistributed savings function as added capital while
 
retained by the unit.
 

One unique characteristic of KURK is that none of the
 
workers receive a salary. During the initial one year of
 
operation the desa workers receive a small honorarium from
 
the project supporting the unit. Once this initial period
 
passes the village workers are entitled to an "incentive" 
ecual to 4% of every installment collected whether principle, 
interest or savings. This amount is taken from the total 
interest collected. The remaining interest is distribute& 
to the desa '75"), kecamatan (20%), Tingkat I (3) and 
province (2,). Theorically, the 756 for the desa con uti
lized as a dividend to borrowers (40%), dn additional bonus
 
to village workers (10%) and additional capital (50'5). In
 
practice, the entire 75% is generally retain-ed )y the unit
 
as additional capital.
 



--------------------------------------------------------------------------------------------------------------------------------------------------

---------------------------------------------------------------------------------------------------------------------------------------------------------------

(Summary of Financial Statements)
 

REKAPITULASI LAPORAN KURK SE JAI4A TIMUR 
PER: 31 DESEMBER 1986 Outs. Outs. 

Sub-province Village Work 7inii- ions -------1iUEtYt s loans interest Saving_ Penalt Fixed_Aset 
Capital-PIJAMA4 KIXULATIF ANGSURAN POKOK S:SA POKOK SISA BIAYA SISA SIMPN. DENDA PEMBELI0*4 

NO DH.TK.1I DESA MODAL KERJA ------------------------ PINJAMAN PiNJAWI PENGELOLAAN AKTIVA 
ORAP4G RUPIAH
 

01 kod.Sby 12.00 6000000.00 1142.00 41796955.00 32899300.00 8870655.00 2869475.00 1858443.75 19750.00 .00 
I 

02 Kod.Mlg. 12.00 6000000.00 2958.00 60549500.00 49617000.00 10932500.00 2407006.42 3461562.50 25545.00 3900000.00
03 Kod.Mdn. 12.00 6000000.00 4636.00 80018000.00 66461550.00 13181775.00 4092309.80 3764000.00 243680.00 .00

04 Kod.Hjkt 18.00 18000000.00 12217.00 229585450.00 199614500.00 29970950.00 6602898.34 7320262.50 16675.00 189700.00

05 Kod.Kdr. 12.00 6000000.00 581.00 43623000.00 36297100.00 7325900.00 2122953.83 2610400.00 88600.00 S900000.00
06 Kod.Prob 
 12.00 6000000.00 2823.00 47543000.00 37082275.00 10460725.00 3198772.00 1918100.00 
 390.00 16000.00
 
07 Kod.Bltr 12.00 6000000.00 980.00 64396000.00 53191900.00 11204150.00 3507505.00 2066050.0C 6235.00 .00

08 Kod.Psr. 12.00 6000000.00 1920.00 67072950.00 56338575.00 10877375.00 3576499.60 2833750.00 1920.00 41545.00

09 Kab.Grak 12.00 6000000.00 5969.00 94366000.00 77019100.00 17346900.00 4980247.75 
 7974330.00 18870.00 3727935.00
10 Kab.Sda. 12.00 6000000.00 2093.00 40175075.00 31496700.00 8678375.00 2602360.00 2554965.00 22507.00 .00

11 Kab.MJkt 12.00 6000000.00 2949.00 64019084.00 52420945.00 11599139.00 3149582.08 3190975.00 51446.00 .00
22 !'ab.Jbg. 12.00 6000000.00 4690.00 86641000.00 73282520.00 13358480.00 4413418.35 
 4929150.00 76367.00 .00

13 #<ab.Bjn. 30.00 4563.00
15000000.00 119237450.00 103662050.00- 16394550.00 4202354.00 5325630.00 3760.00 2827825.00
14 Kab.Lmg, 
 31.00 20200000.00 7404.00 214176349.00 172389305.00. 41767344.00 16581155.14 13191310.00 
 79043.50 3171300.00
 
15 Kab.Tbn. 15.00 7275000.00 9395.00 230136700.00 208166750.00 21969950.00 12737218.00 6752175.00 
 731580.00 500925.00

16 Kab.21g. 12.00 6000000.00 2054.00 64204500.00 51747800.00. 12456700.00 4256966.00 3456250.00 9540.00 .00
 
17 Kab.Psr. 12.00 6000000.00 3447.00 59749500.00 5D434550.00' F314950.00 2620475.00 1766300.00 725.00 175000
18 Kab.Prob 12.00 6000000.00 4869.00 19338000.00 103729150.0 15608850.00 5649547.00 5245300.00 
 8025.00 6595000.00

19 Kab.LmJ. 12.00 6000000.00 2235.00 63317515.00 51807552.50 11203273.00 3200267.90 2216980.00 5855.00 7579697.50
20 Kab.Hdn. 12.00 6000000.00 3250.00 48772550.00 36882575.00 11869975.00 2985643.67 3637633.88 6674.00 
 .00

21 Kab.Ngaw 12.00 6000000.00 5798.00 
 79664800.00 66093500.00 13571300.00 3301297.40 
 4725850.00 64785.00 6545500.00

22 Kab.Mgt. 
 12.00 6000000.00 3961.00 74619750.00 62516150.00 12101600.00 2781908.38 3770350.00 
 64352.00 .00
23 Kab.Png. 14.00 
 7000000.00 2185.00 73279500.00 58550250.00 14829250.00 4337465.00 4993611.00 14785.00 
 .00
24 Kab.Pct. 52.00 28850000.00 11276.00 241059410.00 200247660.00 59150500.00 23502792.00 17100055.CO 
 87058.00 .00

25 Kab.Kdr. 12.00 6000000.00 3490.00 59863500.00 48632700.00 11230800.00 3598316.95 2406125.00 28755.00 3750000.00

26 K&b.Bltr 64.00 32000000.00 13296.00 300846965.00 247229445.00 53617520.00 15642458.71 15837150.00 
 52655.00 .00
27 Kab.Tign 33.00 16500000.00 16656.00 291190980.00 248230419.00 42930561.00 12599705.00 16999000.00 554952.00 1982546.00

28 Kab.Trgl 64.00 34450000.00 9017.00 312426144.00 238859960.00 73566184.00 £6787985.00 
 24906313.00 136571.00 2431760.00
29 Kab.Ngjk 12.03 6000000.00 
 6609.00 90714000.00 74707350.00 16006650.00 
 4770154.00 5945450.00 36750.00 1800000.00

30 Kab.Jbr. 12.00 6000000.00 1890.00 44571000.00 35028220.00 9542780.00 1415151.00 
 1626000.00 600.00 .00
31 Kab.Bws. 12.00 6000000.00 1909.00 39971900.00 30888800.00 9083050.00 2183654.00 1809925.00 133782.00 .00
32 Kab.Stbd 12.00 6000000.00 1742.00 16628200.00 11793900.00 4834300.00 1840500.00 
 682100.00 2688.00 .00

33 Kab. Bwi. 12.00 6000000.00 1655.00 70243000.00 57351350.00 12891650.00 4129554.00 
 4041600.00 21605.00 30000.00
34 Kab.Prnk. 97.00 
 57000000.00 21151.00 782285750.00 674602123.00 107d83627.0n 38481754.00 37206369.00 
 .00 500.00

35 Kab.Smp. 94.00 46181000.00 5726.00 189543500.00 145669819.00 43873681.00 7319146.00 
 7684568.00 1960.00 6698350.00
 
36 Kab.Snmn. 112.00 49988500.00 19427.00 501770349.00 433921013.00 67489336.00 21080821.00 22872643.00 .00 5332295.00

37 Kab.Bkl. 144.00 74500000.00 36103.00 975345000.00 8582C7790.00 117137210.00 46126599.00 37277794.00 
 18620.00 666000.00
 
.................-------.----------------------------------------------------------------------------------------------------


JULAH : 1056.00 550944500.00 242066.00 5982742326.00 5036773646.50 
963971515.007305656716.32 295958470.63-2639105.50-61688618.50
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ANNEX 1 

FINANCIAL INSTITUTIONAL DEVELOPMENT
 
AMPLIFIED PROJECT DESCRIPTION
 

I. SUMMARY
 

The Financial Institutions Development Project (FID) is a $39.75

miiliorn two-phase project. Phase I consists of the development and
 
expansion of existing village-based credit institutions in West Sumatera,

West Java, Central Java and East Java, by working through two ministries,

i.e. the Ministry of Finance, and the Ministry of Home Affairs, and the
 
provincial development banks (Bank Pembangunan Daerah - BPD). Phase II
 
is designed to support policy and institutiondl development of the Bank
 
Rakyat Indonesia (BRI) kecamatan level (sub-district) unit desa system.

The following describes in detail both phases of this Project.
 

II. PHASE ONE (FID-BPD)
 

Phase I of the Financial Institutions Development Project (FID) is
 
a 
US $21.0 million project to develop and expand existing village-based

credit institutions in West Java, West Sumatera, Central Java, and East
 
Java to extend credit to borrowers, to expand loan portfolios beyond

trader credits to include small entrepreneurs and to mobilize voluntary

savings. The systems and estimated number of units that will receive
 
assistance are 499 Badan Kredit Kecamatan units in Central Java; 217 Bank
 
Karya Produksi Desa units in West Java; 103 Lembaga Perkreditan Kecamatan
 
units in West Java; 250 Lumbung Pitih Negari units in West Sumatera; and
 
840 Kredit Usaha Rakyat Kecil units in East Java.
 

The project also provides funds to capitalize individual units and 
help expand loan portfolios. The project provides training, technical 
assistance and equipment to develop the staff and operational procedures
and to forge a closer link between the local credit systems and the
 
provincial banks responsible for supervision, training and inspection.

Provincial Development Banks will provide supervisory guidance, technical 
expertise, training and access to capital. 
 Indoing so, the project will
 
attempt to demonstrate the elements of a viable, self-financing local
 
credit system applicable elsewhere throughout Indonesia.
 

Recognizing the variations in organizational development in the

provinces selected, the project will build on their commnon 
strengths and

respond to the common needs of each. The project will be phased by

province to allow each system to consolidate organizational and
 
procedural changes with BPD and unit management development before
 
expanding to undertake new services. At the end of the project the units
 
from all four systems should reach a performance level that insures
 
self-sustainability. 
To do this the BPDs will establish performance

criteria and allow units above a set level of performance to further
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expand to cover more villages by setting up more village posts, and 
to
 
initiate a savings mobilization program. Project outputs will reflect
 
the end of project status of five village credit systems operating in 
four provinces each with more standard loan, administrative and
 
accounting procedures; a simplified and usable management information
 
system; formal administrative and financial linkages between the
 
provincial development banks and the local credit units; and trained
 
banking personnel both in the units and in supervisory and inspection

positions within four BPDs.
 

Project Inputs 

A) Training Support: At least 6,000 direct employees will have to be
 
trained or retrained during the life of the project to create and
 
maintain a system of efficient but widely dispersed financial units.

Each BPD will develop its in-house training capability to provide a
 
continuing training program that provides all 
operating personnel with
 
periodic training up-dated regularly. Specific training programs for

unit and BPD officials will be developed. The GOI will fund the
 
development of training facilities at the BPDs and personnel training

costs. AID will fund local training costs and trips by selected project

officials to the other Asian countries to observe comparable rural credit
 
programs applicable to the Indonesian program.
 

B) Technical Assistance: Technical assistance consultants will work 
closely with respective provincial development banks to help develop

their management, supervisory and inspection capability. Technical

assistance will include resident and short-term specialists to work with
 
the provincial banks to create and improve management information
 
systems, savings programs, and training efforts. The initial tasks will
 
be to assist in the review of accounting procedures in use, consolidate
 
the financial position of each of the sub-systems assisted, re-classify

participating units and conduct an initial assessment of cunputer

requirements to support management information system development.

Later, the capacity of individual units and the BPD to monitor larger

types of lcans will 
be stressed. The bulk of technical assistance will

be provided through an institutional contract. The contract will finance

resident technical advisors at each province and have forty-person months 
of special short-term assistance with an option to extend. 

Resident advisors will reside in West Sumatera, Central Java, East
 
Java l ) , and West Java for four years with knowledge of the Indonesian 
language and the Indonesian financial system an important criteria in 
contract selection. As the senior team member in country, one advisor 
will spend approximately a third to a half of his time inJakarta and 
other provinces. 

' J The East Java credit advisor will be funded under the AID-financed
 
Provincial Area Development Project through June, 1988. The FID
Project will assume any additional technical assistance costs. 
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Short-term specialized assistance will be used for curriculum
 
development and training program design. 
 Specialized assistance likely

will also be required to assist the BPDs in:
 

i) management information system development;
 
ii) designing savings mobilization programs;


iii) accounting system redesign and modification where warranted;
 
iv) designing financial instruments to strengthen BPD linkages to
 

Jakarta-based financial institutions;

v) a computer needs assessment of the BPDs and the BPD offices;


vi) working on short-term specialized financial issues requested by
 
the GOI.
 

An Indonesian firm will conduct the borrower viability portion of
 
the evaluation. 
Design assistance for the methodology and questionnaires
used will be provided by the institutional firm and the USAID Mission's
 
evaluation officer. Approximately two-person years will 
also be set
aside for specialized technical assistance needed by the GOI and not
 
available from either the institutional or the local evaluation
 
subcontractor. This assistance will be given in a number of areas as 
the
 
BPDs and Jakarta-based counterparts identify their needs during project

implementation. Some areas where assistance may be required are:
 

a) the examination of policy, legal and regulatory questions

related to the implementation of this project.


b) pre-feasibility and feasibility studies for project expansion

into other provinces.


c) managerial questions related to overall BPD operations.
 

C) Commodities: Approximately $3.5 million worth of project

commoc-tiles (U./5 
million AID and $2.75 million GOI) are estimated for

the project. Subject to AID approval 
and waiver requirements, USAID's
 
contribution will include approximately 70 vehicles plus limited office

equipment, and computer equipment. 
 The GOI's contribution will consist

of office equipment required to reestablish units and conduct larger

training programs. Vehicles will support supervisors/auditors and thus
allow a greater number of supervisory visits. 
 The BPD's may establish
 
revolving funds, using AID money, to fund motorcycles for unit loan

officers to establish village posts based on 
BPD procurement or employee

hire/purchase programs. 
Limited equipment for local units will be
 
provided by the GOI and phased per expansion plans of each individual
 
province. 
Computer equipment for the management information and
accounting system will consider overall BPD needs and systems used in
 
other provinces. An assessment of information needs and computer

capabilities will be done at the beginning of the project. AID financed

riscellaneous equipment including training equipment will be determined

by each BPD as 
they begin a training program and identify equipment needs.
 

Internat.onal loan funded procurement of goods and services under the
 
project will be solicited from firms or individuals in Code 941,

Indonesia and the United States. International grant-funded procurement
of goods and services will 
be solicited from firms or individuals in
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Indonesia and the United States. 
Goods and services funded by the

project budget will be procured on a competitive basis, advertised in
Indonesia as well 
as abroad for international procurement. 
 Indonesian
firms will be eligible to bid for all 
local and international procurement.
 

D. Funds for System Capitalization: 
 System expansion will relate 
to
finan-cial performance and developing management capacity the andat BPDunit level. Capitalization flows will be based on current Ministry of
Finance procedures or on AID advances and direct reimbursement/

liquidation, and will base expansion on units meeting performance
criteria established by Rural 
Village Credit Committee. Additional 

expansion is expected 

loan
 
to come 
from savings, the individual unit's equity
accounts less a reserve 
for potential losses and normal 
interbank
facilities at competitive rates.
 

Unit capitalization requests for Central Java and West Sumatera will
be funded from Ministry of Finance's established lines to the provinces

which are as follows:
 

A) Central Java: Rp3,000,000,O00

B) West Sumatera: Rpl,500,000,000. 

In the case of Ministry of Finance soft creditloan for Central Javaand West Sumatera, AID will match up to 75 percent of the certified 
amounts provided the village units 
from the capital line item of the
project budget. The maximum AID contribution for these two provinces

will be $1.0 million (Rupiah equivalent) per province. AID will make
this capital available to each province after a preliminary accounting
and unit review is completed and unit classification systems are
established in the respective provinces. 
 Procedures will 
be described in

project implementation letters.
 

In the case of West Java and East Java, AID will provide quarterly

advances to each province based on 
approved annual capitalization plans.
These advances shall be liquidated via BPD certified invoices showing the
amounts actually provided to the village units in accordanc2 with
established capitalization criteria. 
The maximum AID contribution for

West Java and East Java will be $1.5 million (Rupiah equivalent) per

province.
 

Project outputs:
 

The following project outputs will 
receive attention, primarily

through technical assistance and training, to achieve the end of project

status:
 

A) 
 Self sustaining BPD Training Capability: A self-sustaininr training

capability in the four BPDs Of West Java, West Sumatera and Cen 
-al Java,
and East Java will institutionalize procedures and policies. 
 Specific
minimum levels of job performance will be required from the approximately6,000 rural credit employees either retrained or recruited for the
project to expand lending ind improve loan quality. Unit personnel will
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require further skills development in loan appraisal, loan processing and
bookkeeping, especially as more developed units begin developing small
 
industry loans and dealing with larger borrowers. FID will help the BPDs
develop a training capacity in West Java, Central Java, East Jdva, and

West Sumatera to:
 

1. 	Write annual rural credit training plans including training
 
objectives, budgeting, and manpower scheduling;


2. 	Develop job descriptions and performance requirements for loan

officers, unit supervisors, bookkeepers, and cashiers;

3. 
Design and implement standard courses for the above positions using

training methods that rely on simulations, exercises, and case
 
studies;
 

4. 	Develop an apprentice program for operational personnel;

5. 	Conduct periodic training needs analysis;

6. 	Evaluate the impact of courses on job performance;

7. 	Develop specialized courses to support a small 
industry lending
 

program.
 

The above obje7tives will be approached in a structured training

program based on ml.thodology found effective and refined for variations
of each province. Both the content of training curriculum and scheduling

of unit and BPD personnel will be developed by the BPD and technical
 
advisors early in the project.
 

B) Improved Auditing, Inspection and Supervision: The project will
 
strengthen supervision and auditing by assisting the BPDs to address the
personnel and reorganization requirements related to major expansion of

lending and savings. Assistance will be through increased training for
 
area 	 supervisors and auditors, increased mobility with additional
vehicles, and improved access to relevant financial information. The

supervisor working out on 
the BPD offices will develop monitoring and

inspection skills so timely management decisions may be taken. 
 The
province will designate a group of supervisors and auditors as full-time
 
BPD employees. 
Each of the BPDs will undergo expansion of inspection

staff so inspectors may visit each unit of the participating systems at
least monthly and be knowledgeable in new project initiatives such as

small industry lending and savings promotion. Inspection reporting

formats will be revised where necessary to capture essential data on
performance and profitability. 
A first task in project implementation

will be to assess current inspection procedures, formats, and staffing
 
levels.
 

C) 	Format Efficient System of Savings: 
 Each of the village credit
 
systems plans to expand savings mobilization significantly by working

with the BPD and village post system and through:
 

1. A Stronger Emphasis on Voluntary Savings: Within funding and
loan 	security constraints, mandatory savings should play 	less of a role 
as voluntary savings increase. 
 During the life of project mandatory
savings requirements may be phased out as systems become capable of
mobilizing voluntary savings. 
Savings should returned on request to any
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saver w-'-. does not have an outstanding overdue loan. Implementation of
 
the savings program will be phased based on the performance of a
 
particular unit or system. 

2. Interest Rates Sufficient to Attract Savings: As part of the
 
financial review, the savings rate will be reviewed annually for its
 
impact on financial viability, its effect in attracting voluntary
 
savings, and the ability of savings to finance planned village-post

expansion. The evaluation will also review the effectiveness of savings
 
programs initiated to date.
 

3. Allow Posts to Accept Savings from Both Borrowers and Non-

Borrowers: In the four systems to receive assistance under this project 
both borrowers and non-borrowers will be allowed to save. A request

similar to the one from the Ministry of Home Affairs to the Ministry of
 
Finance to the Bank Indonesia that would allow the Central Java and West
 
Sumatera system to accept savings would also be sent for West Java, and
 
East Java. The pace of implementing a voluntary savings program would

depend on the development of each system in terms of individual unit
 
performance and overall system monitoring and supervision.
 

4. Mechanisms to Safeguard Savings Deposits: During the life of
 
project each province plans to institute mechanisms to safeguard savings

deposits. Such procedures will be established early in the project and
 
be closely linked with the financial performance of the system as a whole.
 

5. Specialized Program and Campaigns to Promote Savings

Generation: Subsequent to the above steps, the BPDs plan to initiate a
 
series ot programs and savings instruments to promote savings in stronger

performing units. The programs will likely include a series of savings

promotion efforts and new saving instruments and be done inconjunction
 
with the training program described earlier.
 

D) A Self-sustaining Costing Structure: The interest rate structure
 
will consider contrary factors: encouraging savings mobilization,
 
offering the borrower a profit from his investment and returning enough

interest to cover institutional costs, loan losses, inflation, and
 
expansion. This project will support and help develop the existing

pricing structure which, at the time of the signing of the Project

Agreement, is as follows:
 

Type of Funds BKK LPK BKPD LPN KURK
 

Interest Paid by Units
 
for Initial BPD Funds 12% 12% 12% 7%
 

Interest Charged by Units
 
for Loans to Borrowers* 45% 36-48% 36-48% 20%
 

*Flat (non-declining balance) rates
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Revisions and further development of the pricing structure may be
 
warranted during the life of the project. 
The project will include a

financial 
evaluation monitoring system to assess the performance of each
province incorporating the real expenses, i.e. administration, loan
 
losses, etc. and present its findings to the Ministry of Finance and

other members of the Badan Pembinaan Pembangunan Kredit Pedesaan with

specific recommendations for adjustment of project elements. 
Each of the
provinces will also consider establishing procedures and rates for

borrowings from regular BPD facilities when their financial 
performance
so warrants. 
 As individual units reach a set performance level, they

should have sufficient equity, less reserve for potential losses, which
 
should be available for lending expansion.
 

E) Strengthened Operational and Accounting Procedures for Each System:
Each system races unique problems in the accounting procedures and in
 
applying them to a greater number of village posts. 
 Over the life of the
project the BPD and consultant will build on existing procedures to
 
design, implement and refine a 
more uniform accounting system in each
province. Established effective practices such as maintaining

loan/lenaing authority in the unit in the kecamatan and quick loan
 
approval times which have helped the systems to grow will 
be encouraged.
 

During the project each province will review and revise accounting
procedures to allow for a significant expansion in lending and savings.

Early in the project, systems inWest Java and West Sumatera will require
an initial review of their accounting procedures to allow a significantly
 
greater volume of lending. In addition, the systems will need to
establish defined sub-capital accounts, specifically reserve accounts and
 
write off procedures for loan losses, to better measure profitability and
 
the degree of system expansion.
 

As BPDs make procedural and documentation revisions they will also
 
address the issue of managing surplus funds. BPD and technical
assistance personnel will design procedures that allow surplus units to
 
place money with the provincial BPD office for set periods and at
competitive rates. The project may also establish special secondary

lines to tide over units during periods of heavy withdrawal when savers

will want access to voluntary savings. Additionally, the BPDs will

address operational questions such as setting limits for cash on hand.
 

During the course of project implementation the BPDs will also 
design and phase in procedures for: 

(1) establishing reserve accounts in the capital 
account of
 
individual units;
 

(2) establishing reserve and write-off policies based on actual
 
performance; 

(3) considering methods to track overdue loans such as special

overdue subsidiary loan ledgers at each unit outlet;
 

"ij
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4) 	setting up audit and inspections triggered by the overdue
 
position of an outlet;
 

5) 
 helping set up credit policies based on the unit classification
 
system to prevent lending expansion when outstanding overdue
 
are above acceptable norms. 

F) 	Management Information System (MIS): Under this project the
 
existing management information systems will be refined and upgraded as
 
management capacity develops and specific information needs are
 
identified. 
The BPDs will work to further develop a simple management
 
information system that will:
 

1. 	Track operational performance of each unit in terms of loan
 
performance, loan delinquencies and how much they are overdue,

equity growth, loans outstanding, number of borrowers, number of
 
village posts, monthly loan circulation, total savings, expenses and
 
income;
 

2. 	Consolidate the above to help the BPD set realistic credit and
 
growth ceilings for each unit;
 

3. 	 Identify and prevent malfeasance;

4. 	Produce reports on a monthly, quarterly, and semi-annual basis;

5. 	Maintain centralized consolidated financial statements regarding,


overall sources and applications of project funds;
 

Development in each province will be the responsibility of the BPDs
 
supervision units with the assistance of the consultant team. 
The first
 
task 	will be to review frequency of reports, their organizational

distribution and management actions taken as a result. 
 Each province

will be approached based on its development and the need to continue
 
integrating report findings with management decision making, refine cash
 
management reporting, consider coding loar,: by type, and monitoring the
 
current unit classification system. ThtL.: technical assistance for MIS

and accounting to the BPD will go beyor.: .trictly village credit system
 
needs and consider overall BPD requiremer.ts as well. Introduction of the
MIS will first require a review of the accounting procedures in place and 
a confirmation of the accuracy of consolidated financial data of all 
units. Implementation will be phased with trai"hing and BPD staffing. 

Implementation Plan:
 

A. 	 Project Participants:
 

Ministry of Home Affairs: Home Affairs will assign a Project

Manager and one assistant to a full time section in BANGDA covering only

rural credit. BANGDA will be the main project signer, help coordinate
 
the contributions of the various project participants. BANGDA will:
 

1) 	provide GOI contributions to the training and equipment budgets;

2) 	monitor overall project implementation and system expansion;

3) 	review requests forwarded to the Ministry of Finance;
 
4) 	coordinate the host country contribution from other GOI
 

participants; and
 

http:requiremer.ts
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5) relate FID experience to other provinces for possible

repl ication. 

Ministry of Finance: The Directorate of State Wealth Management,

Ministry of Finance, will finance unit recapitalization and expansion in

Central Java and West Sumatera per procedures already established. The
 
Directorate's Rupiah line of credit includes Rp. 3 billion to Central
 
Java and $1.5 million to West Sumatera for rural credit expansion. The
 
Ministry will chair the review committee on rural credit that will meet
 
yearly. With the Ministry of Home Affairs, the Ministry will continue
 
its present role of coordinating mid-project adjustments that require

assistance from agencies such as the Bank Indonesia not directly
 
participating in the project.
 

Team Pembina Pembangunan Kredit Pedesaan (Village Credit Development

Team) is a working group already formed under the leadership of the
 
irnistry of Finance to monitor overall rural credit policy in Indonesia.
 
It will monitor the overall policy content of this project and consist of
 
senior officials of the ministry of Home Affairs, the Central Bank,

Ministry of Finance, and BAPPENAS. The Board will meet at least yearly

immediately after the regular evaluation to review yearly financial
 
results and concur and facilitate project changes identified. The Bank
 
Indonesia will participate in the project by participation on the Badan
 
Pembinaan Pembangunan Kredit Pedesaan and also via their Bank 
Inspection

Division which has oversight responsibility for overall BPD operations.
 

Bank Pembangunan Daerah (Provincial Development Bank): The four
 
BPDs of West Java, Central Java, East java, and West Sumatera will be the
 
daily operational counterparts for this project.
 

Each BPD will strengthen its staff to inspect and develop the local
 
credit systems under its authority. Additional staff for implementation,

monitoring and supervision will be provided. The BPD will be the prime

counterpart for formulating unit expansion requests, procedural changes,
and the size, content and phasing of the training program. The BPDs in
 
turn will be monitored by the provincial Badan Pembinaan consisting of
 
various TK I administrative bodies such as BAPPEDA, governor's office,
 
Koperasi, and the BPD itself. Exact Badan membership varies in each
 
province.
 

III. PHASE TWO (FID-BRI)
 

This 18.0 million Phase II of the Financial Institutions Development

(FID) Project is designed to support policy and institutional development
 
of the Bank Rakyat Indonesia (BRI) Kecamatan - level (sub-district) Unit
 
Desa system. 
Under this project, training funds, technical assistance,
 
commodities and regional training facilities will 
be provided to help
initiate a formal training program for 13,000 Unit Desa employees and to 
improve the policy and operating environment of the Unit Desa to meet the 
growing demand for free-market financial services at the Kecamatan
 
level. In addition a major rural finance research and reporting system

will be established. Activities funded under this project will be
 
implemented by BRI under the guidance of the Ministry of Finance. 
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PROJECT DESCRIPTION
 

A. Project Goal
 

The Project goal is to encourage the enterprise development,

increase productivity and generate employment opportunities in rural
 
areas.
 

B. Project Purpose
 

The Project purpose is (1) to help develop the BRI Unit Desa system

in order to provide financial intermediation for middle-level rural
borrowers at reasonable cost; (2) to produce loan portfolios of
 
employment generating activities, primarily off-farm; and (3)to
 
strengthen BRI savings mobilization programs. (The purpose differs from
 
the Phase one Project purpose only in its focus on a different level
within the rural financial system, e.g. Kecamatan-level Unit Desa

operations vs. village-level BKK-type operations.)
 

C. Major Outputs
 

The Project will focus on --four activities policy assistance,

training, operational improvements, and research -- as outlined below:,
 

1. Policy Development: 
 The Project will assist BRI to establish
 
policies whicn integrate ana account for Unit Desa operations within an
 
overall BRI operational plan, which ensure the Unit Desa are managed in
 
accordance with sound financial practices in
a self-sustaining manner,

and which maximize the availability of priority financial services to the

general public at the Kecamatan level. Withi-these areas, specific

policy issues to be addressed will include:
 

- How and where the Unit Desa should best fit within the BRI
 
organization. This will 
include a review of the financial,
 
organizational and reporting structures, and should involve

considerable interaction with the SEDP-financea consulting group.

Particular attention will be given to planning for Unit Desa staff
 
career development within BRI. 
 the result of this review will be a
 
comprehensive long-range plan for development of the Unit Desa
 
system.
 

- The financial relationship between Unit Desa, BRI and BI, including
the role of liquidity credits, profit center accounting for services 
provided, profit distributions, operational ceilings and cash
 
management. 
Such policy outputs should include recommendations and
 
follow-through on specific regulatory changes required, both at the
 
national level and within BRI.
 

- Loan portfolio management and marketing, especially focussing on
 
improving management's ability to conduct risk assessment,

broadening the market, rationalizing collateral requirements,

improving public relations and service, and adjusting interest rates
 
to conform to loan performance and operational costs.
 

fi9
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Promotion of savings mobilization, particularly as a means of
 
replacing liquidity credits and encouraging private investment.
 

Expansion of Unit Desa activities into such services as bank

transfers, pension and tax transactions, pay for civil servants, and
 
longer term savings instruments.
 

2. Training: The project will 
support establishment of a
high-quality BRI regional training system and the institutional capacity
to maintain the system tor the IT,UUU Unit uesa employees ana caang

supervisors of Unit Desa operations. 
This system shall consist of a
permanent BRI regional training staff and five regional training centers,
an established budget procedure and 
source of funds, and appropriate

training materials and means of updating materials and curriculum as
needed to properly train s.aff. Training will consist of at least three
weeks of formal training for each employee during the project

implementation, plus on-the-job training in selected areas 
such as loan

portfolio management and accounting. training provided will 
strees the
concepts and future goals of the Unit Desa system, with less emphasis on

routine procedure.
 

3. Operational Development: 
 The project will support improvement

of Unit Desa accounting, comunications and automation systems as
 necessary to lower the cost"of financial intermediation in a
 
cost-effective manner.
 

The accounting system used now is based on simple double-entry
accounting, and involves a great deal 
of transferring written entries
from ledger to ledger. 
 The system is very labor intensive and, because
 
of a lack of cross-verification, is error-prone. 
 Personnel time freed up
through approved accounting could allow for portfolio growth without the

need for additional personnel, and savings from faster processing and
fewer errors would lower the intermediation cost. Several new trial
 
systems are now being tested, but much isyet to be done. 
 Under this
project, these trial 
systems plus recommended additions will 
be
 
evaluated, and the most appropriate system will be implemented
nationwide. 
 Personnel training in accounting and automation will also be

provi ded.
 

Communications currently are extremely limited between the Unit Desa

and Cabang. 
 for instance, not one Unit Desa has a telephone. this makes
cash management and reporting very difficult, 
given the extent to which

information transfer and communications are the basis of modern banking,
this project will 
support the development of two-way communication links
between the Unit Desa and the Cabang offices.
 

The 2,400 Unit Desa offices currently handle over one-half million
 
trai'sactions a month using no automation system other than pocket
calculators, given the anticipated rapid growth of the Unit Desa
 
programs and the need to improve efficiency, some basic measure of
automation will soon be necessary. 
 Since any proposed automation system
would be linked to other operations systems would be linked to other
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operations systems, the first step will be for the specifications and 
level of automation to be defined in accordance with accounting and 
reporting recommendations to be prepared by the operations T/A team.
after the appropriate staged automation plan is approved, the initial
 
system will be procured and irstalled, and personnel training to utilize
 
the new system. 

4. Research: The project will finance the conduct of a major 
research study which will provide guidance to the GOI and USAID

concerning Furtner development needed witnin the rural rinancial sector.
 
This research will be conducted in three representative provinces under
 
the sponsorship of the MOF. The Ministry of Finance has played an
 
important role in the development of the Kupedes/Simpedes programs, and
 
is well-positioned and motivated to sponsor this major research program.
 

The study is to be conducted over a three year period, and will
 
focus on estimating the total supply of credit and savings within each
 
province, broken down into source (including informal credit markets),

major variables of each program or source, and how each variable affects
 
the demand for creait and the propensity to save. The research would
 
also define the coverage of existing programs, including a profile of
 
both typical borrowers/lenders by program and the type of persons not now
 
served under any program. Given this type of information, USAID and the
 
GOI can then better evaluate the need for redesign, regulation or
 
deregulation of existing programs, the need for new programs, and the
 
market for private banking in rural areas.
 

D. Inputs
 

Project inputs will consist of three T/A contracts, funds for
 
training, fixed amount reimbursement for training center construction,

and selected communications, automation and training commodities, 
a
 
detailed description of the the proposed inputs under each of the four
 
output activities as follows:
 

1. Policy Assistance: The training and policy advisory team will
 
assume an active role in providing policy inputs for BRI, BI and MOF.
 
USAID staff and U.S. Federal Reserve Bank advisors being funded under the
 
Private Sector Project (497-0329) will also play important roles in such 
pol icy discussions. 

2. Training System: The minimum initial requirement to ensure a
 
basic level or consistency and understanding of new Unit Desa programs is
 
an average of three weeks of formal training for all employees and
 
supervisors over the next three years. A similar level of training will
 
continue atter this project period, although course content would differ
 
depending on training needs.
 

In order to improve training materials and train trainers, a major

input will be technical assistance for the training system. The T/A team
 
would advise on preparations for and conduct of the initial three-year
 
program at five regional centers. They will work with the BRI training

division on all aspects of curriculum development, program

administration and support, and personnel policy.
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Another major input will be the establishment of five regional

training centers. This will involve the construction and furnishing of
 
new facilities at Bandung, Padang and Yogyakarta, the rehabilitation,

expansion and furnishing of facilities at Surabaya, and the furnishing of

facilities at Ujung Pandang. 
 (The Ujung Pandang center was recently

constructed under the World Bank SEDP project, and is very suitable for
 
training). 
 These five centers were selected to minimize new staff
 
requirements and trainee travel expenses, and to maximize the use of
 
current facilities. The USAID contribution for construction and
 
furnishing will be to reimburse up to 50 percent of the total estimated
 
cost, to be established as a predetermined fixed amount reimbursement
 
(FAR) for each of the five sites once preliminary cost estimates and
 
plans are reviewed.
 

Whereas total USAID FAR payments are not to exceed $1,650,000 under
 
this project, the allocation of payments among the five regional centers
 
may change once preliminary cost estimates and plans become available.
 
BRI has hired local A&E firms to prepare these plans and estimates. Once
 
these estimates have been reviewed and approved by the USAID engineering

office, then the FAR amounts will be agreed upon. A Condition Precedent
 
in the Loan Agreement requires the completion of USAID's engineering

review prior to the finalization of the FAR amounts. Likewise the USAID
 
engineering office will inspect the buildings to approve actual
 
disbursement of the FAR amount.
 

In order to meet training staff requirements, BRI has agreed to
 
recruit 21 new regional trainers from within the BRI 
staff. The new
 
staff will be given intensive training at the central training facility

and then would be assisted by the training T/A consultant as they

initiate the regional programs. New staff will report to the regional

training officer who will be responsible for administering the regional
 
program.
 

One immediate training input, as mentioned above, is the preparation

of course materials for the Unit Desa training program. 
This effort will
 
require approximately one year, and will involve the training consultant,

the BRI training staff and a BRI-contracted local publisher.

Concurrently the combined training team will select and begin intensive
 
training of the new regional training staff.
 

In additional to the above mentioned input, funds will be required

for actual training expenses. These expenses will include student travel
 
and per diem, facility rental, and course teaching materials. In
 
additional BRI must fund teacher salaries, administrative support,

domestic staff salaries and building upkeep. Total annual non-recurring
 
expenses for the initial three-year program are estimated at slightly
 
over $1,000,000. AID will reimburse BRI for non-recurring training
 
expenses such as trainee travel 
and per diem, course materials and
 
expenses, and facility rental, 
up to a maximum of $500,000 per year, for
 
a three year total of $1.5 million. BRI will fund all recurring costs,

such as salaries and upkeep, plus the balance of non-recurring costs.
 

3. Operations: Along with intensive training, the Unit Desa need
 
the following additional operational inputs.
 



- 14 

o 	 Technical assistance for accounting, reporting, automation and audit 
systems is essential. To develop these, BRI will contract an
 
operations T/A team, comprised of two long-term advisors in
 
accounting and bank automation, one long-term audit advisor, and
 
several short-term advisors for a total of 7.5 p-y. This team will
 
assist with the technical aspects of the regional training programs,
 
advise on procurement, installation and operation of commodities
 
discussed below, assist BRI in the redesign of all operational
 
systems, and consult with individual Unit Desa on an as needed basis.
 

o 	 Commodity assistance in the form of radio communications and
 
automation equipment are also required. With respect to
 
communications, SKI proposes to provide each Uit Desa with a 
10-watt two-way VHF radio set capable of communicating with the 
Cabang office. Antenna will be required in most cases. This will 
allow the Unit Desa to report to the cabang office on a daily basis, 
to request cash transfers from other Unit Desa as required, and to
 
receive information on loan applications and other management
 
needs. BRI will prioritize Unit Desa and probably phase in the
 
communications systems as funding permits. AID would provide up to
 
50 percent of the actual procurement cost, subject to availability 
of funds.
 

Automation inputs will be required as the system expands. While the
 
specific automation plan and timetable will require initial
 
investigation by the accounting and automation advisors, the
 
probable configuration is a desk-top micro computer at each Unit
 
Desa, possibly employing some form of cash entry system such as
 
register. Supporting automation equipment at the Cabangs or central
 
BRI office may also e procured. A phase-in plan based on priority

locations will probably be developed in order to balance system cost 
with funds available. AID agrees to pay up to 50 percent of the
 
total actual cost, subject to availability of funds.
 

4. 	 Research: The focal point of the project research activity 
will be the MOF Directorate Genera] of Domestic Monetary Affairs, which 
will serve as the GOI contracting agent and research supervisor. The
 
research will most likely be conducted by a consortium of locally

contracted institutes and firms. To assist the local research team, AID
 
will fund 5 p-y of expatriate T/A, presumably 2 research experts working

periodically over a three year period. The T/A contractor will 
primarily

assist in research and survey design, data verification and data analysis.
 

E. 	 End of Project Status
 

As a result of the above project inputs and outputs USAID expects
 
the following results to be achieved by the end to this project in June,
 
1990:
 

1. 	 To triple Kupedes loans outstanding to Rp. 800 billion while
 
maintaining a long-term loss ratio I/ of 2.5 percent or less;
 

I/ 	 Total overdue installments and final payment divided by the total
 

amount which has become due.
 

7/,
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2. 	To increase Unit Desa savings deposits to cover at least 50 percent

of Kupedes loan volume;
 

3. 	To reduce Unit Desa administrative cost portion of intermediation
 
cost by 2 percent, e.g. from 14.5 to 12.5 percent; and
 

4. 	To have established an on-going research and reporting network to
 
monitor rural financial programs and trends with three provinces.
 

IV. 	FINANCIAL PLAN
 

The financial plan for both phases of this project is illustrative
 
only. Adjustments between line items may be made by representatives of
 
the parties named in the text of the Agreement without formal amendment
 
of the Agreement so long as (1)AID's total contribution as provided in
 
the text of the Agreement is not exceeded and (2)the Government's
 
contribution as provided in the text of the Agreement is 
not decreased.

Adjustments between line items greater than 15% 
must 	be agreed to by the

parties in writing. 

Doc. 	5005P (Pg. 23-37)
 



Attachment 1 

FINANCIAL INSTITUTION DEVELOPMENT PROJECT NO. 497-0341 - PHASE I
 

FINANCIAL PLAN ($000)
 

I _U S A I D I TOTAL 1THIS OBLIGATIONI
I N P U T ] ITOTAL OBLIGATION To DATE I GOI* I T 0 T A L
I LOAM I GRANT I -LOAN TO DATE
 

1. Technical Assistance 1(2,000) 1 2,000 
 1 1,500 1 
 3,500
 
2. Training 
 1(3,450) 1 750 1 3,500 I 1,000 5,250 

3. Commodities & Equipment 
 750 3,500 4,250 
4. FAR Construction
 

5. Capital 2,000 5,000 3,500 8,500 

b. Contingency 1 1(1,300) 1 250 1 250 
7. EvaluationI ___ __ _ _ _ _ _ _ _ _ _ _ _ _ _ I _ _ _ _ I_ _ _ _ I _ _ _ _ I_ _ _ _ _ _ 

T 0 T A L 
__ __ _ _ _ _ 

I(4,750)**I.I 3,000 II 10,750 II 8,000 I _ 
21,750 

_ _ _ _ 

* It is anticipated that the contribution by the GOI for each line item will 
come from the
 
Ministry of Finance, Ministry of Home Affairs and the provincial government. The exact contribution

of each agency will be determined on the yearly review of the project. 

** $4.75 million being reprogrammed to FID Phase II. See Fiiancial Plan - Phase II.
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Attachment 1
 

FINANCIAL INSTITUTION DEVELOPMENT PROJECT NO. 497-0341 
- PHASE II
 

FINANCIAL PLAN ($000)
 

'I1IU 

S AI D TOTAL
I N P U T 
 JlTMS OBLIGATIONITOTAL OBLIGATION TO DATE 
 GOI * 
 T 0 T A L
IFLA
LOANI 
 GRANT 
 I LOAN I TO DATE I
 

I1.Technical Assistance 
 4,250 1 
 I 1,800 6,050 
2. Training 
 1,000 
 1,500 1 1,500 3,250
 
3. Commodities & Equipment 
 2,000 
 2,500 1 2,500 
 5,000
 

4. FAR Construction 
 1,650 
 1,650 1,900 
 3,550
 
5. Capital
 

6. Contingency 

300 
 350
 

7. Evaluation 
 100 
 100 
 100
 
TO ALI 
 I 

T 0 T A L 
 I 4,750**I 4,250 I 5,750 _ _ __ _ _ _I I I _ _ _ _ 1 8,000 1I 18,000 
_ 

* It is anticipated that the contribution by the GOI 
for each line item will come from the

Ministry of Finance, Ministry of Home Affairs and the provincial government. 
 The exact contribution
of each agency will be determined on 
the yearly review of the project. 

** Re-programmed from FID Phase I. Not a new obligation.
 

Doc. 5005P (Pg. 39)
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Attachment 1
 

FINANCIAL INSTITUTION DEVELOPMENT PROJECT NO. 497-0341 - CONSOLIDATED 

FINANCIAL PLAN ($000) 

IU S A ID i TOTAL I 
I N P U T I THIS OBLIGATION I TOTAL OBLIGATION T-ODATEI 

I LOAN I GRANT I LOAN 
GOI* 
TO DATE 

I 
I 

T 0 T A L 

I1.Technical Assistance 1 1(2,000) 1 6,250 1 1,500 1 1,800 1 9,550 

1 2. Training 1(2,450) 1 750 1 5,000 1 2 500 1 8,250 

1 3. Commodities & Equipment 1 2,000 1 1 3,500 1 6,000 1 9,250 

1 4. FAR Construction 1 1,650 1,650 I 1,900 3,550 

5. Capital 2,000 5,000 3,500 8,500 

6. Contingency 1(1,300) 1 250 300 550 

7. Evaluation 100 100 100 
Ii i I I i iI 

T OTALIi I Ii -0-
__ 

Ii _ 
7,250 

_ 
I 

_I 16,500 
_ _ _ 

II 16,000 
__ 

I 
_i _ 

39,750 
_ _ __ I 

* It is anticipated that the contribution by the GOI for each line item will come from the 
Ministry of Finance, Ministry of Home Affairs and the provincial government. The exact contribution
 
of each agency will be determined on the yearly review of the project.
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