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Project Authorization Amendment No. 2

Name of Country/Entity: Guatemala/Fundacidén del Centavo (Penny

Foundation)
Name of Program: Commercial Land Markets/Phase II
Number of Program: 520-0343

1. Pursuant to Section 103 of the Foreign Assistance Act of
1961, as amended, the Commercial Land Markets Project/Phase II
was authorized on August 30, 1985 (the "Project Authorization").
The Project Authorization was amended on July 18, 1986 to
increase grant funding. The Project Authorization is hereby
amended for the second time by deleting in their entirety
Sections 1, 2, 3, and 5 of the Project Authorization as amended
and substituting in lieu thereof the following:

1. Pursuant to Section 103 of the Foreign Assistance Act
of 1961, as amended, I hereby authorize the Commercial
Land Market Project/Phase II for the "Fundacidn del
Centavo," involving plznied obligations of not to
exceed $10,000,000 in grant funds over a seven year
period from date of authorization, subject to the
availability of funds in accordance with the AID
OYB/allotment process, to help in financing foreign
exchange and local currency costs for the project. The
planned life of the Project is seven (7) years from the
date of the initial obligation.

2. The Project consists of assistance to establish the
Penny Foundation's land purchase activities as a
self-supporting program capable of increasing
agricultural productivity and incomes of the rural
poor; and to identify and promote land-related
activities capable of increasing agricultural
production and reducing pressure on Guatemala's farm

land.

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



2. Except as expressly modified or amended hereby, the Project
Authorization remains in full force and effect.
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Anthony J. Lauteru ci
Director
USAID/Guatemala
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ACTION MEMORANDUM FOR THE DIRECTOR

THROUGH ; Puul E. WéZC%%)%g;:ty Director uly 30, 1987

FROM : Christina Schoux, Chietf, PDSOUNW A‘SLL”7(

SUBJECT: Commercial Land Markets II Projdct (520-0343):
Request for Approval of Project Paper Amendment and

Project Authorization Amendment No. 2.

Problem: Your approval is requested to (a) approve the Project
Paper for Commercial Land Markets II, and (b) amend the Project
Authorization to increase grant funding by $8.5 million (from
Section 102 funds) to a new lite of project total of $10.5
million and to establish a Project Assistance Completion Date of

August 30, 1932.

Background: To address the twin problems in Guatemala of a high
degree of land concentration and a burgeoning population of
rural landless and land poor, USAID in 1984 signed a $1 million
Operational Program Grant (Project 520-0330) with the Penny
Foundation, & Guatemalan PVO, to implement a voluntary land
purchase/sale program. This pilot effort established a private
scctor mechanism which enables small farmers to purchase land
(average of 2.8 hectares per family) and provides them with
production credit and technical assistance to assure maximum
return on the land. The program converts underutilized land
into higher production units, while at the same time increasing
the living standards of the poor participating in the project.
Because of the project's initial success, additional funds were
added in FYs 1985 and 1986 under Project 520-0343 to support a

second phase of the projram.

Twenty farms (est. 4,000 hectares) have been purchased to date
by the Penny Foundation and resold to 625 landless or land-poor
families with 400 more in the process of purchasing land.
Project targets for land purchase and resale to farmers have
been exceeded. With Penny Foundation assistance. purchased land
has been converted to export vegetables, pineapple, newly
planted coffece, cacao and fruit; income from the parcels has
consistently exceeded income generated by the land prior to sale

and subdivision.



THE PROPOSED PROJECT AMENDMENT:

1. Project Description

The Amendment to the Commercial Land Markets II Project
(520-0343) authorizes a grant for the Fundacidn del Centavo
(Penny Foundation) for an additional $8.5 million for five years
to establish and expand the Penny Foundation's voluntary land
purchase/sale program as a self-supporting activity capable of
increasing agricultural productivity and incomes of the rural
poor, and to identify and promote additional instruments to
increase production and reduce pressure on agricultural land.

The increase in funding will expand the land purchase/sale
program to 10,000 hectares, continue an effective program of
technical assistance and prcduction credit, and strengthen the
management and technical capacity of the Penny Foundation to
meet the needs of an expanded program. Funds will also be
provided for research to identify ways to expedite land titling,
identify private institutions to provide longer-term financing
for small and medium farm purchases, identify other
organizations capable of complementing the efforts of the Penny
Foundation, and examine policy issues resulting from

land-related problems.

The grant will be administered through a Cioperative
Agreement with the Penny Foundation. $7.15 million will be used
by the Foundation for the land purchase/sale program including
$1.62 million for land urchase, $3.89 million for production
and investment credit, 5442,000 for agricultural technical
assistance, and $933,000 for administration. $100,000 will be
available for technical assistance for the Penny Foundation, and
$600,000 has been allocated for a USAID project liaison
officer. $750,000 will be contracted by USAID for evaluation
and research to monitor and document the Penny Foundation
program and to identify and develop alternative organizations
and mechanisms for additioral land market activities.

The Project Paper was reviewed and approved on June 23,
1987, by the USAID Lxecutive Project Review Committee with
participation by a representative of LAC/DR/RD (AID/Washington).

The revisions required by the Review Committee were: (1)
to create a fund for institutional technical assistance to be
provided to the Foundation for organizational and financial
managementy (2) to include a covenant indicating a good faith
effort by the Penny Foundation to raise funds locally and
increase memberships; (3) to create a reserve allowance for
doubtful accounts; (4) to accelerate the baseline survey,



institute annual evaluations of the project, and to emphasize
that evaluation is an on-going process; (5) to assure that the
land purchase/sale program will be included in the Foundation's
annual external audit; and, (6) to indicate that alternative

credit resources will be examined in the context of USAID's
agricultural credit study with the objective of freeing up Penny
Foundation resources for additional land purchases. These
changes have been incorporated into the attached Project Paper.

With these revisions, the proposed project extension is

determired to be feasible on technical, economic, institutional,
financial, socio-cultural, and environmental grounds.

2. Beneficiaries

Approximately 2,700 families, comprising landless farm
laborers and subsistence farmers with inefficiently small and
marginally productive plots, are expected to benefit form the

project.

3. Waivers

No waivers are required by the Project Paper Amendment.

4. Congressional Notification and Availability of Funds

A Congressional Notification for the proposed amendment
was sent to the Hill on July 15, 1987 (State 226999); the
statutory waiting period expires on July 30, 1987. We expect
the remainder of the FY 1987 budget allowance for the project on

July 31.

5. Financial and Compliance Review

RIG/Honduras staff are preparing a scope of work for the
financial and compliance review of the Penny Foundation. This

review, required of all recipients of Handbook 13 grants and
cooperative agreements, will be undertaken by a local office of

a U.S.-affiliated accounting firm within six months from the
date the Cooperative Agreement is signazd.

6. Approval of AA/LAC to Enter into a Cooperative Agreement
without Competition

USAID requested this approval from AA/LAC on July 17, 1987
(Guatemala 07496).



7. Authorities:

Per Delegation of Authority No. 753, you may amend a
project auathorization provided that the LOP funding does not
exceed $30 million. Per the RLA, this project, when obligated
under an OPG, did not have a formal PACD although an OPG
termination date of August 30, 1988, is provided for in the
OPG. The Project Paper establishes a PACD of August 30, 1992,
or a seven-year life of project which is within your authcrity

to approve.

8. Recommendations

(a) That you approve the Project Paper by signing the
attached PP Facesheet; (b) that you approve the Project
Amendment to add $8.5 million in grant funds over FYs 1987 and
1988 and establish a formal PACD of August 30, 1992, by signing

below; and (c) that you authorize the amended project by signing
the attached project Paper Authorization Amendment No. 2.

Approve: i;éig%::)QZQ; oL

Disapprove:
Date: 7;/€;</<§T7

Attachments: Project Paper
Project Authorization Amendment No. 2

Drafted:C/PDSO.Q.“%Choux
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I. SUMMARY AND RECOMMENDATIONS

A. Recommendation

The Commercial Land Market Project Design Committee recommends
authorization of an additional grant of $8,500,000 tc the Penny Fourdation to
supplement the original Project grant of $2,000,000 and a four-year extension
of the Project to August 31, 1992. The Penny Foundation will contribute
$3,500,000 over the life of the Project as its required counterpart
contribution.

B. Project Summary

Since 1978, Guatemala's economy has been caught in a serious
decline. During the first half of the 1980's, real per capita income was
reduced by 16.5 percent. Underemployment in Guatemala is a pervasive
problem. Guatemala's neqgative growth has been extremely difficult on the
rural poor. In 1985, 83 percent of the rural population was living in rural

poverty.

The major structural characteristic of Guatemala's economy is its
dependence on agriculture; it supplies domestic food consumption, provides
employment and accounts for the majority of export earnings. The
manufacturing sector is also dominated by agriculture related industries.

USAID is assisting the Government of Guatemala (GOG) to reverse its
negative economic growth by improving the overall macroeconomic environment
and resolving specific sector constrainte impeding maximum growth and
productivity. USAID/Guatemala has encouraged the GOG to adopt policy reforms
deemed necessary to reverse the downward economic trend. Agriculture has
demonstrated more consistent output performance during the recession than
other key sectors of the economy. Because of the pressing need to reverse the
general economic decline, the principal agricultural objective is to increase
the cumulative value of agricultural production.

Land concentration in Guatemala has resulted in the underutilization
of large expanses of land. The Commercial Land Markets Project has supported
a non-profit foundation, the Penny Foundation, which buys underutilized land
and sells it to rural poor. The process has increased agriculture production
and will increase the incomes of the rural poor participating in tne Project.
The Commercial Land Markets Project (520-0343) was funded with a grant of $1
million in 1985, followed by another $1 million in 1986. An additional grant
of $6.5 million is proposed to expand the Foundation's land purchase program
and make it self supporting. However successful, the Foundation in and of
itself, even with an expanded program, will not resolve production and income
problems resulting from land concentration. For this reason, the Project will
provide financing to investigate alternative ways to resolve land-related

production and income problems.



C. Summary rindings

The Project Review Committee has reviewed all aspects of the
proposed $8.5 million amendment to the Commercial Land Markats LI Project
and finds that it is financially, oconomizally, technically, environmentally,
and socially sound, and consistent with the fnvolupmont objectives of the
Penny Foundation, the Sovernment of Guatemala and USATD.  The Project Review
Committee has further determined that the Ponny foundation is institutionally
capable of administering tne Project as designed and explained in the Project
Paper.

D. Project Issues

An AID/Washington quidance cable and a LAC/DR/RD memorandum
identified some issues to be considered during the preparation of tne Project
Paper. These issues are listed in this section along ith a brief response
and/or indication of where in the Project Paper the issues are addressed.

Mechanis.m to avold speculators: Thc j:‘nny Foundaticn sells varcels
to the beneficiaries with a first right of retfusal siould the beneficiary
decide to s2ll. 1he heaeficiariss can sell rh31" tand to anyone after
offering it to the Penny Foundation. Esrablisning o gr@ Iotermined sile price
or basis for sale price is nobt peraitted by Suaremalan law.  Also, 2ne to two
years of hard work on communal proiects lisoouriges those wishing to profit
from quick Lland aporeciation.

Avallability of cultivanle land:  Sufficient land availability was
identified a3 carly as 1984 in an ALL.D-Tinvmosd repore. The Penny Foundation
experience Jduring the last three years has confiraed tne finding (see Section
I1.B.2 and ANNEX 11/1).

Methods of locating sellers:  The Penny Foundation locates sellers
several ways (see II1.B.l.a. and two Flle Atachoent reports:  Bvalutaion of
Commercial fand Markets Project; and Urganization and Institutional Analysis).

Land purchase/sale terms: Description of land pur(‘luoe/srxln terms
and pricing procedures is found in Sections [ID.B.1.a., ANNEX II/F and ANNEX
II1/1.

Financial Analysis of beneficiaries: A discussion of the capability
of the heneficiaries to meet che down payment and the Penny Foundation's Jdown
payment policy is located in the Financial Analysis (ANNEX TI/F) and two File
Attachment reports: A focial Soundness Analysis and Bvaluation of Comwercial
Land Markets Project.

Means of dealing with delinquencies or defaults: The Penny
Foundation »ill foreclose on any benefici. ary dafaulting on a loan. The amount
beneficiaries owe to the Penny Foundation is szcured by the land, and it nas
the legal capabllity to foreclose. The independent auditors have estimated the
doubt ful accounts reserve for the Foundation's Land Purchase Program to be
zero.






Advisability of Mission assistance in modernizing land registry:
The Project will analyze the feasibiliity and method for reform of the land
registry. Modernization will not be done under this project. Modernization,
to include computerization and other institutional strengthening activities,
may b2 financed under the aegis of a separate project possibly funded with ESF
or PL~480 local currency.

Benficiary payment of farm support costs: The Foundation expects the
beneficiaries to pay for the farm support costs as soon as their farm incowes

can support it.

II. PROJECT BACKGROUND AJD RATIONALE

A, Economic Overview

During most of the 1960's and 1970's, Guatemala experienced high
economic grawth, posting a 7.8 percent real growth rate in 1977. Since then,
however, the nation has been caught in a serious economic decline resulting
from such factors as the world oil price hikes of tne 1970's, the stagnation
of the Central American Common Market (CACM), the generally low world prices
paid for Guatemala's exports, and the paralyzing effects of a major insurgency
experienced in tne early 1980's. The deteriorating econcmic situation has
been exacerbated and prolonged by the failure cof prior Guatemala
administrations to respond to changing economic: forces with appropriate
macroeconomic policy adjustments. During the first half of the 1980's, real
per capita income was reduced by 16.5 percent, although recent economic Jata
show a slowing in the rate of deterioration. Real Gross Domestic Product
(GDP) declined 1.0 percent in 1935.

Guatemala's modern economic record indicates its problem to be
inconsistent growth with few or no measurable benefits to the poor when it
does have real =conomic growtih. This can be measured in terms of unemaloyment
and underemployment, although relianle data on unemployment and
underemployment are not readily available in Guatemala. Nonetneless, py using
census data of 1970, L/ it is possille to compute the percentage of open
unemployment and the percentage of those working less than 40 hours weexkly and
earning less than the minimum wage, wnich are two accep*rable measures for
underemployment.

Although the number of those unemployed in Guatemala is not large,
just 1.5 percent of the work force in rural areas and 3.3 percent in urban
areas, the extent of underemployment is staggering. Including those who work
less than 40 hours weekly and tnmse whno work 40 hours or nore weekly but earn
less than minimun wage, the pool of underemployed is 41 percent in the urban
areas and 50 percent in the rural areas. With the general economic decline
thit began in 1978, the situation has undoubtedly grown worse.

1/ Census data of 1981 is unreliable. Census takers refused to cover many
portions of Guatemala because of civil strife.
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Guatemala has the most skewed income distribution in Central
America. Income distribution data for 1970 show that in Guatemala the
bottom 50 percent of the population earned the smallest share (13 percent) and
the top five percent earned the greatest share (35 percent) of total National
Income. Even when Guatemala experienced healthy growth rates, the benefits
did not reach the majority of the population. Assuming the 1970 patterns of
income distribution still hold, the 1985 per capita income for the bottom 50
percent of the population would be $314. The national per capita income for
1985 was just $1208.

The major structural characteristic of Guatemala's economy is its
dependence on agriculture. It is largely a rural country with agriculture and
agriculture-related economic activity supplying domestic food consumption,
providinyg employment, and accounting for the majority of export earnings.
According to the latest data, about 60 percent of the work force is engaged in
agriculture. Agriculture accounts for about two-thirds of all exports with
three crops (coffee, cotton, and bananas) responsible for about 50 gercent.
Agriculture contributed about 25 percent to GDP between 1981 and 1985.

The manufacturing sector is also dominated by agriculture related
industries. The foodstuff industry accounts for almost one-half of real value
added in the sector. Other industries related to agriculture which contribute
to the manufacturing sector are rubber, wood, and wood products. For a brief
period the importance of manufacturing and the food industry appeared to be
growing. Under the stimulus of the CACM, manufacturing grew from 12.8 percent
of GDP? in 1960 to 16 percent in 1970. Since 1970, however, import
substitution stalled, and manufacturing's participation in GDP stood in 1985
where it had in 1970, at about 16 percent.

B. Strategy
1. AID Program Strategy

AID's strategy to assist the Government of Suatemala (GOG)
reverse its negative economic growth and concomitant employment problem is to
establish an overall macroeconomic environment conducive to economic growth,
while resolving specific sector constraints impeding maximum growth and
productivity. The strategy incorporates the participation of the poor in the
benefits of growth by upgrading the labor skills of the disadvantaged and
increasing the productive capacity of their land and/or capital.

As indicated in previous USAID Action Plans, Guatemala's
military governments respcended to a deteriorating economic environmenc with
counterproductive policies. The policies included borrowing to support an
overvalued exchange rate, a system of multiple exchange rates, an inefficient
tax system, price controls on consumer and wholesale commodities, interest

rate ceilings, and internal financing of the fiscal deficit.



One of the first actions of the newly elected government was to
formulate and implement a “stabilization plan" (see GOG Strategy) thus
fulfilling a commitment to adopt sound economic policy management practices to
address the economic crisis. USAID/Guatemala has supported the GOG and its
policy reform strategy and is encouraging additional changes which are
expected to reverse the downward GDP trend and achieve modest increases in
real GDP by 1989. The specific stabilization policies at the forefront of the
Missici's program are full unification of the exchange rate in early FY 1988,
fiscal reform and improvements in tax administration to meet revenue targets,
and further liberalization and flexibility of credit policies. Througn E&sF,
PL 480 Title I and Section 416 funding, and a Development Assistance program,
reductions are executed in the following: in the consolidated public sector
deficit, central government deficit, Central Bank losses, public enterprise
deficits, current account negative balance, and consumer price index. The
policy focus of the Mission's strategy is expected to contribute to real GDP

growth of 3.5 percent by 1989.

The economic recession experienced by the Guatemalan economy
since 1980 has led to a renewed interest in the agricultural sector as an
ergine of growth. In 1980, the Guatemalan economy began contracting, and by
1985, real GDP was 5.8 percent less than in 1980, but during the same period,
real agricultural GDP was only 2.8 parcent less. Thus in the midst of the
drastic economic downturn, the agricultural sector demonstrated more
consistent output performance than the other key sectors (manufacturing,
transportation, storage, and communications).

Bgriculture has always peen important in the Mission's
development strategy. Now seen as an enjine of growth, it becomes even more
so. Because of the pressing need to reverse the economic decline in
Guatemala, the principal agriculture program owjective is to increase the
cumulative value of agricultural production, which will be achieved tnrough
agricultural diversification (especially fruits and vegetables), research,
credit, marketing, improvad land use, improved input delivery through
cooperatives, and infrastructural improvements such as small-scale irrigation,
soil terracing, agro-processing and rural access roads. Given the
vulnerability of Guatemala's economy to international price fluctuat.ions in a
few key crops, USAID projects emphasize increasing production in
non-traditional crops when prudent to do so.

Because of the labor-intensive nature of USAID project—promoted
agricultural production, this strategy is well suited to assuring the
participation of the unemployed and underemployed 1n economic growtn.
Estimates from diversification projects indicate that by the end of 1986 small
farmer incomzs doubled for 4,000 producer families moving from traditional
basic grain production to non-traditional crops. Similar increases are
projected for an additional 9,000 families by the end of 1989. This
sustainable increased income and employment among rural poor families in the
Altiplano is extremely important, given high levels of malnutrition and
poverty which exist there.



2. USAID Project Strategy

A USAID/Guatemala agricultural strategy concentrating on
increased prcduction must also address land problems. Research in developing
countries has clearly demonstrated that, except for a few crops such as sugar
cane, small-and medium-sized farms are the most resource efficient and
productive per unit of land. Other research indicates that farming land in
family-sized units has a positive effect on aggregate output. In general,
very small farms and very large farms are not as produciive as medium-sized
farms. Obviously numerous factors affect productivity, but overall those
farms which fully utilize family labor are the most efficient.

Yet Guatemala's farms are heavily biased toward the very small
and very large sizes. About 54 percent of all farms, containing perhaps 80
percent of the rural population, consist of plots of 1.4 hectares or less.
This is generally considered too small to generate enough subsistence crops
and cash for the basic needs of a rural family without off-farm employment.
At the other extreme, large farms of 450 hectares or more contain 34 percent
of the land. Larje farms often are found in the more fertile areas of the
country. Many ai_ not fully utilized, resulting in substantial expanses being
abandoned, uncultivated or undergrazed. A 1982 USAID study estimated that
over 1.2 million hectares of land ir large farms were underutilized.

Many Guatemalan governments have initiated lamd reform, land
settlement and colonization programs to raise agricultural production along
with employment and rural incomes. Unfortunately, the results nave ranjed
from controversial to financially and environmentally questionable.
Furthermore, thney have had littie impact on resolving economic problems of
the rural poor.

The Arbenz government carried out land reform in 1952 and 1953
through expropriation of idle, rented and sharecropped land. This policy of
expropriation suffered from progressive political radicalization and a
volatile proliferation of land disputes. It ended with a coup. Colonization
projects have proven very expensive and have generally transferred highland
communities to fragile, tropical frontier environments. Such projects are too
difficult to implement, too costly, and too slow to have the needed impact.

The failure of prior programs has left land concentration as an
obstacle to growth with equity. In 1985, 83 percent of the rural population
was classified as living in poverty. Of that percentage, 4l percent could not
afford a minimun diet. The rural landless and near-landless population is
estimated at around 400,000 families and growing. Their landlessness and
poverty present a serious problem to the current elected government. Under
the more open political environment, campesino organizations are surfacing and
pressuring the government to respond to their landlessness. The government's
response is a land marketing program which has much opposition among large
landholders.



In 1984, USAID/Guatemala provided funds to the Penny Foundation
to carry out the Pilot Commercial Land Markets Project as an experimental
effort to address the land problem. The Penny Foundation, a non-profit, local
organization dedicated to rural development, manages a variety of programs
including agricultural credit, education, housing and small enterprise
promotion. It raises funds from member donations and international donors.

The purpose of the 1984 grant (Project 520-0330) was to
establish a mechanism (Penny Foundation land program) which would permit small
farmers to purchase arable lands and to provide them with production credit
and technical assistance in a timely manner. The initial AID-funded effort
established the mechanism. It resulted in the conversion of underutilized
land into higher production, while at the same time increasing the living
standard of the rural poor participating in the Project. The success of the
Project led to additional funding of $1 million in 1985 (Project 520-0343)
and again in 1986 (Amendment to Project 520-0343) for a total of $2 miilion.
The 1985 and 1985 grants were labeled Phase II. The AID-funded Commercial
Land Markets Project has become the Penny Foundation's largest program.

The Commercial Land Markets Projects were evaluated in May
1987, Through the date of the evaluation, the Penny Foundation had purchased
19 farms, or a total of 3,908 hectares containing 1,223 parcels. The Penny
Foundation has sold 625 of the parcels to families and has obtained titles to
153 of them. An additional 400 families are candidates for parcels on the
most recent farms purchased. The farms are located all over the country, as
the Penny Foundation buys farms wherever it finds good deals. The price paid
per hectare varied from a high of neariy $2,353 1/7to a low of $44. The
average was 3513 ver hectare. The export vegetable farms in the highlands
have proven profitable. The evaluation apgoears as a File Attachment; the
summary and recommendations of it appear as AWNEX II/C.

The experience with the Commercial Land Markets Project has
demonstrated that: (1) Guatemala does have significant underutilized land
which owners are willing to sell; (2) subdividing the underutilized land into
2.8 hectare plots increases its productivity and is sufficient in size for the
newly settled farmers to eventually earn incomes equal to those of the urban
middle class; (3) intensive technical assistance and timely, supervised
production credit are necessary for the success of the program; and (4) land
market imperfections need to be corrected if land sales of this nature are to

occur commercially on a larger scale.

l/ The exchange rate used throughout the Project Paper is 2.5 Quetzales to
the U.S. dollar.



In 1982, an AID report, Land and Labor in Guatemala: an
Agsessment, recommended the development of an active commercial land market.
However, it continued by saying: "It first should be ascertained...whether in
the present setting there are large farm owners with significant amounts of
productive, or potentiaily productive, lands which they would be willing to
put on the market if a financial mechanism existed to facilitate fair and
expeditious land transfer." In 1984, another AID report, Supply of and Demand
for Agricultural Land in Guatemala, concluded that there was sufficient land
for sale enabling the development of an active market in real estate. At the
time of the report (2/84), the authors identified 95,000 hectares of land for
gale. The Commercial Land Markets Project has confirmed land availabilty and
the underutilization of that land. In the first three years of the Project,
the Penny Foundation examined over 260 farms. The Penny Foundation had no
trouble in finding sufficient and suitable land for sale, and found itself in
a market where it has been quite selective.

Of the farms or portions of farms examined, 19 were bought.
The prior owners had these farms in corn and beans, cattle, pasture, forest,
low-yielding coffee (useful plant life was expended) and barren land. After
purchase, Penny Foundation parcels were converted to export vegetables,
pineapple, newly planted coffee, cacao, and fruit. As demonstrated in the
economic analysis, actual income and expected income from the parcels have
consistently been greater than the prior income from the land before the Penny

Foundation purchase.

The farmers buying parcels were usually residents on or near
the farm purchased by the Foundation. Many of them were farm laborers or
subsistence farmers. wWrile they have agricultural backgrounds, they have
usually not had experience in running a farm with high value crops. Tne Penny
Fourdation has found it necessary to provide the beneficiaries with technical
assistance and training in production, harvesting and marketing. The
Foundation has a technician under the supervision of an agronomist at_each
farm to provide the necessary technical expertise. The technicians, L/ who
are fluent in the language of the farm's inhabitants, play a supportive role
in effecting the transformation of these farmers from subsistence to cash
crops agriculture. The Foundation also promotes other rural development
programs on farms such as education, health and housing. This approach is
proving critical to overcoming resistence to living on isolated farms and to a
reduction in living standards until cash crops produce.

1/ The technician is a graduate of a technical high school specializing in
agriculture (perito agronomo). The agronomist is university-trained
(ingeniero agronomo).




Mne important lesson from the Commercial Land Markets Project
is that an organization such as the Penny Foundation can act on behalf of
campesinos in the Guatemalan land market. For etficient markets to work,
information, contracting, and liquidity are necessary. The Penny Foundation
has provided the beneficiaries with all three.

Rural poor do not have easy access to information about land
offers or to those willing to sell. TFPronts over the last 150 years have
structured the Guatemalan farm community into social groups so far apart in
customs, wealth, and language that commnicating a willingness to buy and sell
land between these groups has been impossible. Furthermore, Guatemalan
latifurddia owners are extremely sensitive to politically related land issues.
The land expropriations of the Arbenz government between 1952 and 1954 and
subsequent violent backlash still are cited as an example of dangers involved
in land redistribution in this country. At the same time, landless campesinos
are mobilizirng to qain access to the land market. Growing polarization
between the landless and those who own most of the land hinders the ability of
these grcups to communicate in a land market.

The Penny Foundation has facilitated the contracting and
resolving of administrative problems involved in buying and dividing a tarm.
A willing .eller will be less disposed to finance a deal if he/she is required
to collect 50 small mortgage payments each montn and issue loan statements.
The payment and administration of surveying, suixlividing, and titling would
also be beyond the sophisticaticon of most landless groups.

Finally, eoven if the necessary communication and negotiation
were possible, therz is no comnercial financing of any kKind in Guatemala for
land purchases. Commercial banks orefer to loan for comrerce and trade, or
place tieir money in low-risk govermnent porxls. Private bank lending for
agriculture is heavily conceatrated in working capital for high-value exports.

Commercial land transactions betw2en large landowners and the
landless work through the Penny Fourdation becuuse it acts as a broker and
banker. It has the skills, =«#pcerience and capacity to complete complicated
real estate transactions. It can negotiate more effaectively with large
landowners than a group of campesinos and revresent tinem in a politically
mon-threatening manner. It has technical persomel to aporaise a farm offered
for sale, estimate its profitability, and determine its value. Once
purchased, it is petter able to register the properties than an indiviual
buyer. The experience of the Comnercial Land Market Project indicates tnat
many imperfections in the Guatemalan land market can be overcome.

This Project is the only AlD-supported commercial land market
project in the world. Further, support is consistent with AID Policy
Determination on Land Tenure (PD-13, May 9, 19306), the Global Focus for AID's
Agricultural Program to increase incomes of the poor majority (State 131187,
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May 10, 1987), the Kissinger Commission Report of 1984, and the 1].S. Senate
recommendation in the Foreign Assistance a~d Related Programs Appropriation
Bill of 1987.

Therefore, the Project strateqgy is to continue to support the
Pen..y Foundation until it has reached a self-supporting level of iand
transactions compatible with its institutional capacity and style of
operation; to search for other organizations with the capability and
characteristics necessary to facilitate land sales that result in more
productive uses of land and higher rural incomes; and to identify other
market-oriented strategies and activities that can increase agricultural
production, raise incomes, and reduce land-related tension. TIhe accumulated
effect of these activities, if adequately supported, can have a positive
impact on Guatemala's economic problems.

3. Government of Guatemala Strategy

As stated earlier. the new civilian government, which came to
power in January 1986, was well aware of its inherited macrosconomic policy
problems. On the policy level, it initiated a "stabilization package,"
providing for reform in the area of exchange rates, government deficit
reduction, price controls and interest rate policy. The GOG has made, ard
continues to make, projress Lt improving the overall economic environment, a
necessary condition for the lasting success of sector programs and policies.

In Deceomber 1986, the Ministry of Agriculture issued its
Agrarian Policy Overview (@ases Para 3ustentar la Politica Agraria del Pais).
The funiamencal oojective of the adninistration's ajrarian policy is o
improve the well peing of those left at the margins of society (poblacion
marginada). The Policy Statement establishes a more efficient use of land as
a priority in improving the well beiny of the poor.

In general, the Agrarian Policy Overview: emphasizes increasing
productivity throungh better land use; pronibits the expropriation of land;
provides incentives to large and small farmers and foreign investors to
increase rural employment; sets small farm provlems as a lower priority tnan
the landless because of molitical pressure and soclal unrest related to
landlessrass; and calls for a land market program, with a broad sector of

tential buyers including the lanidless.
4

The activities of the Commercial Land Markets Project have been
and will continue to be consistent with the GO5's Agrarian Policy. Many
aspects of the pilot project are reflected in government policy statements.

wWhile the new administration's policy supports a land
purchase/sale program and a system of cooperative farms operated by campesino
groups, land remains a polarizing issue in Guatemala. All parties seem to
agree that expropriation is not a viable solution for Guatemala, and there is
considerable support for open market land purchase programs, althoujh many
questions remain about their implementation. At this date, the GOS is
pramoting land taxes, colonization nd land market activities to address the

land problem.
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4. Other Donors

There are only two land purchase programs in Guatemala. 'They
are managed by the Ministry of Development and the Pznny Foundation. The
Ministry of Development supports the Pro Land Movement (Movimiento Pro Tierra)
headed by a well known Catholic priest, Father Giron. The Ministry of
Agriculture arranged for the purchase of two farms for the Pro Land Movement
to cultivate. The Ministry of Development assists the Pro Land Movement with
technical support for the farms, including solicitation of outside financing.
The Buropean Economic Community recently authorized funding for materials and
supplies for the two farms. The Pro Land Movement has requested assistance
from the Italian government, but has yet to receive approval.

The Penny Foundation has, of course, the support of A.I.D., in
its land market program. It also has a grant of $100,000 from the
Interamerican Foundation for agriculture credit. The Penny Foundation has
several long-term, low-interest loans with Solidarios, a federation of Central
and Soutn American private development foundations. The Penny Foundation uses
loan proceeds for its traditional programs such as housing and small
enterprise credit.

The French Government is providing 16 million to the GOG for a
national cadastre, expected to begin in mid 1987 and take five years to
complete. The MNational Cadastre and Property Assessment Office in the
Ministry of Finance will be the implementing agency.

III. PPQJECT DESCRIPTION

A.  Project Goal, Sub-Goal and Purpose

The Goal of the Project is greater participation by Guatemala's
rural poor in sustained, real economic growth. The Goal is consistent with
the FY 1986 Country Development Strategy Statement and the subsequent Action
Plans.

The Sub-Goal of the Project is to increase the cumulative value of
agriculture through a program of better land utilization. The Project's
activities are expected to result in the application of Comnercial Land Market
experience to other organizations and lead to the resolution of other
constraints to secure land titles, land financing and other land related

activities.

The Project Purpose is: To establish and expand the Penny
Foundation's voluntary land purchase/sale program as a self supporting
activity capable of increasing agricultural productivity and incomes of the
rural poor, and to identify and promote additional instruments to increase
production and reduce pressure on agricultural land.

By the end of the Project, the Penny Foundation's land program will
be self supporting. The Penny Foundation will be selling annually 1,350
hectares in parcels to an estimated 360 beneficiary families.
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The project research component will have produced reports on: (1)
methods to expedite the processing of parcel titles in the National %ard
Registry; (2) need, goals, feasibility and method for reform of the Registry;
(3) institutions and/or financial mechanisms identified to establish long-term
financing for small and medium farm purchases and design of a follow-on
project; (4) three additional organizations identified and contacted to manage
land financing programs, and proposals for programs with these organizations;
(5) a baseline survey and two follow-up surveys of a sample of farms and
beneficiaries in the Penny Fourdation program: (Campesinos selected from other
rural organizations or communities will be surveyed as a control group ard
included in the analysis and report.) (6) policy and project implications
drawn from studies of at least three additional land-related problems,
including other land transfer mechanisms such as land rentals, and additional
or alternative sources of rural incomz and employment for the land poor amd
landless campesinos. (These studies will build on the Penny Foundation survey
and control surveys.)

B. Project Components

1. Penny Foundation
a. Land Purchase/Sale

The Perny Foundation buys large tracts of farm land and
resells the lana in approx.mately 2.8 hectare parcels to rural poor Y, 1t
locates properties throuat. advertising in the newspaper, real estate agents,
advertising in .he Agricuitural Association Journal and informal contacts with
members, directors and employ=es. The roundation contacts those interested in
selling and arranges for a Foundation agricultural engineer to visit the land

being offered for sale.

The visiting agronomist writes a report on the farm
containing pertinent data such as asking price, location, size, topography,
soil and climatological information, present croos and their status,
infrastructural characteristics, expected socio—economic impact and general
impressions. If the agricultural engineer deems the farm to be satisfactory,
the Penny Fourdation presents the seller with its payment plan of 50 percent
down with the balance to pe paid over five years at nine percent simple
interest.

1/ While the 2.8 hectare parcels are also farms, they are referred to as
parcels throughout this Project Paper to avoid confusion. The term farm
is a set of parcels, or a large tract of land, the Penny Foundation buys

to subdivide.
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If the seller agrees to the terms, the General Manager of
the Foundation goes to the farm to confirm the initial farm profile. 1If, in
the opinion of the General Manager, the farm adheres to the established
criteria, the offer is presented to the Foundation's Board of Directors to
authorize or reject.

When the Foundation purchases a farm, the property title
is transferred to the Founlation and registered in the General Property
Registry. The Foundation then begins the process of subdividing the land into
family-size plots and sclecting the beneficiaries for re-zale of the
properties. Depending on the size of the property, the surveys and
supdivisions may take up to nine months. The selection of the beneficiaries
occurs simultaneocusly. The agronomist and the technician, who moves to the
farm at this time, carry out the necessary agronomic studies to develop the
farm plan. Potential beneficiaries usually begin working on the farm during
this period. Often they plant subsistence crops in order to keep the farm
under cultivation at the same time that preparations are made for the

commercial crop.

During the firs% phase of the beneficiary selaction
process, the technician and agronomist hold meetings with potential
beneficiaries to explain the policies, objectives, and requirements of the
program. With the assistance of the technician, each applicant then answers a
questicnnaire which solicits information on number of family members,
education level, osroperty owned, income, business activities, indebtainess and
possible plans for farming. The technician works with the potential
beneficiaries during this phase and gets to know them personally, and can
informally validate the information on the questiomnaires.

The questionnaires also are processed through the
computers in the Foundation office to develop a prioritized Llist of
applicants. The technician and the agronomist use their knowvledge of the
potential beneficiaries and the computer list to arrive at the final group of
beneficiaries.

The next phase is a trial period for the beneficiaries as
they participate in projects to improve the farm's infrastructure. An
individual may be asked by either the technician or the beneficiaries as a
group to leave the program during this time if, for example, the beneficiary
does not personally work the land or is unwilling to conform to the farm plan
laid out by the Foundation. Some beneficiaries also drop out voluntarily
during this periad. The technician meets with them ar.d records their reasons

for leaving.

The final step is the transfer of the parcels to the
beneficiaries. FEach participant is responsible for a down payment of ten
percent of the price of the parcel. The parcels on tne farm are numbered armd
locs are drawn to determine the location of each beneficiary's piece of land.
On many farms the beneficiaries have been unable to make the down payment
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before the parcels are transferred to them. The Foundation has shown
considerable flexibility in these payments in order to allow the participation
of landless campesinos who l.ive “ew financial assets. In some cases,
beneficiaries have paid a small pre-down payment before the lottery; in
others, they pay the down payment over the first six months or a year. The
Foundation calculates the jwrice of the parcel by dividing the cost of the farm
plus the cost of the surveying and parceling by the number of parcels. The
beneficiaries pay for their parcels over 10 years at 12 percent interest. The
interest rate will go to 14 percent. Both 12 and 14 percent are above
inflation and competitive with the prevailing market rate.

The Penny Foundation land purchase/sale process works
well. The Penny Foundation has not kept careful statistics on those who
drop-out of the program, but the technicians estimate the percentage to be
around 10 percent. Most have left either due to family pressures or because
the work is too hard and the payoff too intangible. Most of the technicians
and agronomists feel that the group that is in place after the first year will
most likely be there throught out the 1.fe of the program. The programn buys
land expeditiously and selects beneficiaries from those most in need. 2Jf 386
beneficiaries in October of 1986, 316 had no other job. Total income snowed
that 81.6 percent had incomes under 3300 per year. Over 55 percent had o
land at all and no one already owning more than 2.8 hectares was admitted to
the program. Analysis and evaluation of the process indicated only one area
for modification.

A financial review of the Penny Foundation in Novaaber
1986 noted the absence of an official procedure for evaluating land valuss
prior to purchase. The May 1387 =valuation of the Penny Foundation land
program found the guidelines employed in reviewing farms to be arbitrary and,
at times, out of context with the area in which tine farm in question is
located. The guidelines were not consistently applied, or were overlooked in
reviewing some potential farm offers. To improve land purchase procedures, as
a Condition Precedent to Disbursement, USAID will require the Penny Foundation
to submit to it the criteria for the nurchase evaluation of a farm. The
review of farms for purchase will be written in a standard format takinj into
account the established criteria and indicate those responsible for approving
or rejecting an offer. The Penny Foundation will maintain the evaluation on
file for pericdic review by the USAID Project Officer.

The land purchase activity of the Project has been
designed so that the Penny Foundation's land program will be self supporting
at Foundation and Mission agreed upon levels of anrual land purchases. The
design team identified financial constraints as the primary obstacle to
achieving th¢ Project Purpose. Pro forma cash flow analyses were devaloped to
ascertain the amount of funding necessary to make the Penny Foundation self
supporting with a capability to continuously purchase 1,350 hectares of land
per year. The institutional and social analyses indicated that, with a few
procedural changes and staff additions, the Penny Foundation can manage this
level of land purchases (see Administration and Management, below).
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Based on the financial projections, $1.62 million of
additional AID funds will ke added to the Commercial Lands Project (520-0343)
for land purchases. Counterpart financing will be $2.495 millior by the end
of the Project. These funds should purchase approximately 6,700 hectares over
the next five year. This should result in around 1,800 beneficiary families
increasing agricultural production and their incomes. This level of funding
along with proper financial monitoring will allow the Penny Foundation to be

self-supporting and maintain a positive cash flow.

A summary budget for this activity is:

(us $000)
Prior AID Penny
Obligation Amendment Fourdation Total
Cash Purchase of Land $900 $1,620 $2,520
Certificate Principal $1,900 $1,900
Certificate Interest 585 585

$300 $ 1,620 $ 2,485 $ 5,005

b. Farm Management

As mentioned earlier, the beneficiaries c¢. the Penny
Foundation land program need technical assistance. Tne Foundation provides
initial technical assistance free of charje to each farm. It expects the
beneficiaries to realize the benefits of such assistance and contract
technical assistance on their own as their incomes rise. Penny Foundation
technicians and agronomists carry out the technical assistance program.

The job of technician requires a wide range of skills.
The Foundation hires a techniciar to live on the farm shortly after its
purchase. He assists in the initial agronomic and parcelling decisions and
participates in beneficiary selection by getting to know and evaluate
potential beneficiaries who work on farm infrastructure projects (e.q.,
preparation of nurseries and road building). He decides what the
beneficiaries will plant, where they will plant it, and how they will
cultivate it. He manages farm supplies, payroll and accountiryg. He meets
with beneficiaries who wish to leave the farm to counsel them in their
decision. He mediates disputes between neighbors, contacts agencies with
programs of possible benefit to the farm, and represents the beneficiaries in

their dealings with the Foundation.
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The agronomists link the farms and the technicians with
the Penny Foundation central offices and coordinate and supervise all aspects
of technical assistanc2. Each agronomist is-responsible for four to eight
farms, divided regiocnally. He visits each farm weekly, discusses the past
week's activities with the technician, provides on-the-spot technical advice
or notes the problem for additional consultation, and brings farm inputs in a
Foundation-provided vehicle.

The Penny Foundation maintains its own technical
assistance unit to insure reliability. It has utilized public and non profit
agency technical assistance, but refuses to establish any formal ties to
collaborate with other organizations. The Foundation seeks out individuals in
support agencies who are technically competent or who share its development
philosophy. This method of supplementing technical assistance from other
agencies works and will be continued.

The institutional analysis found the Foundation's
personnel structure and assignments for the Farm Management activities to be
functioning successfully, although the amount of time the technicians spend on
administrative matters may be a potential problem. According to the social
soundness analysis, because of their varied role, the technicians need
additional training and logistical support, especially in educating the
beneficiaries about credit and in social work. As the program grows, the
Penny Foundation will staff regional centers, described in Administration and
Management Activity, to provide the recommended support and training and
reduce the time the technicians spend on administrative matters.

To service all farms purchased, the Foundation will need
12 agronomists and 48 technicians by the fifth year of the Project. Project
funds will pay their salaries until 1991 when support shifts to the
beneficiaries and Foundation revenues from the land purchase program. Up to
$620,000 in AID funiing will be necessary for Farm Managment salaries. The
agronomists and technicians will need vehicles and travel expenses. Tne Penny
Foundation will muy 10 four-wheel drive vehicles by the end of the Project
using $65,000 in counterpart funds. A.I.D. will budget $17,000 for
motorcycles for the technicians. At 330 per month for agronomists and 360 per
month for technicians, the USAID follow-on funding for Farm Management travel
is $120,000.

A summary budget for this activity is:

(Us $000)
Prior A.I.D. AID Permy
Obligation Amendment Foundation Total
Salaries $280 $305 $ 35 $620
Vehicles 17 65 82
Travel Expenses 120 120
$ 280 $ 442 100 $7822
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Ce. Production Credit

The policy of the Penny Foundation is to provide the
necessary working credit to each farmer. The credit is preseritly loaned at 12
percent interest but this will increase to 14 percent next year. As with the
land sales, this rate is above inflation and competitive witi market rates.
Production credit on vegetable and annual crop parcels is payable annually.
On the parcels with permanent crops the interest accrues until the
beneficiaries have crop income.

The credit is for farm materials, such as fertilizer, seed
ard root stock, and a subsistence wage. The beneficiaries apply as a group
through their Directiva (committee representing the beneficiaries; to the
Foundation for credit. The Penny Foundation purchases the farm materials
which it delivers to each farm. The amount of farm purchases is divided
equally among the beneficiaries. The Foundation also provides credit to the
beneficiaries until the permanent crops come into production. The Foundation
provides credit in the form of "salaries" for work on the farm. The
beneficiary donates half of his/her work time and is "paid" for the other
half. Production credit at the end of two years for a representative parcel
was about $500, with an additional $125 lent for wage labor.

The Penny Foundation will continue to provide the
beneficiaries with credit because there is no other reliable credit available,
and the short-term credit is a good source of cash for the Foundation.
Commercial banks will not lend to Foundation beneficiaries as they limit their
lending to those with large amounts of collateral. Even when the Central Bank
makes abundant credit available for agriculture, the commercial bank
collateral requirements limit the recipients to large faraing operations. The
National Agricultural Development Bank (BAWDESA) is a public sector bank that
specializes in leniing to small- and medium-scale farmers. Unfortunately, its
future is not bright. It has financial problems, which preclude it from being
a serious source of working capital for the Penny Foundation “eneficiaries.
While savings and loan cooperatives would not be adverse to Foundation
beneficiaries joining and applying for credit, the need for the farmers to
apply as a group and coordinate with the Foundation technician makes this
administratively unworkable, at least in the short-run.

In addition, recuperation from short-term lending with AID
grant funds is the only short-term income source the Foundation has to match
up against its short-term borrowing. It is not in the Foundaticn's interest
to send beneficiaries to some otner source for working capital as it would
decrease cash flow and increase the Foundation's ratio of long-term lending to
short-term borrmwing.

Based on the financial analysis, the total amount of farm
credit necessary to meet the annual needs of the Penny Foundation for five
years is $4.34 million.
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A summary budget for this activity is:

(Us $000)
Prior A.I.D. AID Penny
Obligation Amendment Foundation Total

Production Credit $450 $3,888 $4338

d. Administration and Management

With some organizational changes, the Penny Foundation
will continue to carry out the Project. The planned chanades are the
introduction of regional centers for Project management and the addition of a
few staff positions.

The Penny Foundation has four regional centers to support
its traditional programs of housing and small business, but has not used them
for the land market program. The utilization and addition of the regional
centers in the land market proaram would bring numerous advantages. They
would provide better access to potential beneficiaries. They would act as
centers for identifying potential beneficiaries for farms purchased in the
area or for farms outside the area. They would provide administrative supgport
to the agronomists and technicians. Agronomists could avoid having to carry
checks and messages between the Guatemala City office and the field. They
would also coordinate their activities better iith a secretary and telapncne.
The technicians would be able to make a relatively short trip to the regional
office for administrative chores and monthly meetings to discuss rroblems.

The regional offices would also serve as technician training centers for short
courses in areas such as farm technology, use of pesticides, group dynamics
and social work.

Tne financial analysis identified a cr:ical need for the
Foundation to monitor its cash flow more rigorously. Because of the
importance of financial planning, the present Foundation financial manager
will shift to full-tiwe work on the land program. He will concentrate on
financial planning and analysis, cash flow projections, and consolidation of
financial aspects of farm plans and credit needs. ie will be assisted by a
new computer applications department, staffed by a programmer and an
assistant. Tne computer applications department and accounting departments
will require additional computer equipment, software, computer training and
technical assistance (see Financial and Economic Analysis and EXAdIBIT F -
Information Systems Analysis section). A technical advisor will assist with
the design of the data bases and financial reports. This should require two
weeks and could be contracted through an arrangement such as the existing TsM
contract with the Teras Tech University.
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The institutional analysis recommended the hiring of a
person to manage purchasing. This purchasing specialist would handle
purchasing of farm suppliers and record-keeping, arrange for transportation of
mz-erials to be delivered to the farms, manage central warehousing, and
mon:.cor price quotations. This position would relieve technicians and
agronomists from having to arrange for farm inputs transportation and improve
warehouse management and control.

Because of the size of the expanded Project, USAID will
finance a Project Manager on its staff. The agricultural expertise of the
Penny Foundation obviates the need for a Project Manager with an agricultural
background. The position will be primarily managerial. The individual will
be hired under a personal service contract to monitor and evaluate Project
progress. The Project Manager will advise USAID on all matters pertaining to
Project administration and operations. The person will serve as a general
advisor in the identification of Project problems and their resolution.

In 1986, a USAID financial analysis documented minor
problems with the Foundation's accounting controls. It found that
determination of counterpart was difficult, a special report on the financial
status of the Grant Agreement was missing in the external audit and the
controls for inventory purchasing and handling were nepulous. The
institutional analysis undertaken for the Project Paper also recommended
improvements in administrative and financial controls, most notably in
planning, internal auditing and record-keeping. The establishment of a
computer applications department, hiring of a procurement specialist, purchase
of accounts receivarle software, utilization of regional centers, and tighter
Project reporting requirements should address these concerns.

To evaluate the effectiveness of these Project
administrative changes, USAID funds will pay for an audit of the Foundation's
system of internal accounting and administrative controls to evaluate
budgeting, land purchases, disbursements and payments controls. It will serve
as an evaluation of the Fourdation's modified procedures for activities such
as budgeting, land purchases, disbursements and payment controls, procurement,
inventory handling and management, credit collections amd payroll. This audit
will take place six months after recommended charges such as the niring of a
procurement specialist and implementation of accounts receivable software -
are completed. The Project liaison officer will request assistance in
drafting the scope of work from the Regional lnspector General's Office in

Honduras. A
Guatemalan accounting firm with a U.S. affiliate will conduct the audit. With

the Regional Inspector General's concurrence, this systems audit will fulfill
the pre-award audit requirement.

The Penny Foundation received $50,000 for its traditional
programs as part of the original Project 520-0343 grant. The Foundation will
maintain its traditional programs and integrate some of them into the land
purchase program. 7The Foundation will begin to offer and/or arrange for
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housing, education and health programs for the farms. This facet of the
program will be fully funded by th~ Penny Foundation as a counterpart
contribution.

Successful financial and organizational management are
fondzmental to the establishment of the program as self-supporting and
sustainable. BAs stated in the Evaluation and Monitoring Plan (section V E), a
consultant is needed at the end of 1988 to assess the extent to which the
financial control and informational needs of the program are being met. In
addition, the on—going project evaluation included in the Project research
component will monitor organizational changes to assist the Foundation in
identifying organizational problems as they arise and in financing tinely
technical assistance to deal with them. Some of the topics to be examined
include: changes in the management requirements with an increase in the
number of farms managed and beneficiaries served; trade-offs made in program
expansion between factors like land cost, land sale price to beneficiaries,
number of beneficiaries and farm investment costs; long term institutional
financial viability; contact with other development organizations for program
expansion. A fund of $100,000 is budgeted for technical assistance for the
Penny Foundation in institutional and financial management.

Based on the budgets used in the cash flow analysis,
A.I.D. will reimburse the Penny Foundation up to $290,000 for administrative
salaries for staff such as the program director, financial director, regional
staff members, procurement specialist, administrative assistant, paralegal,
accountant, data processing programmer, data processing assistant and
secretary. A.I.D. funds will provide $600,000 for the project liaison officer
for four years. The budget will include 428,000 in A.I.D. funds for rent and
$2,000 for miscellaneous equipment and supplies for the regional offices. The
Project will use $28,000 in grant funds for computer equipment, software
technical assistance and training and $100,000 for institutional and financial
technical assistance. Finally, A.I.D. will pay $5,000 for the audit of the
Foundation's system of internal accounting and administrative controls. The
Penny Foundation will spend 3865,000 for traditional programs to support the

land purchase progrzm.
A summary budget for this activity is:

(Us $000)
Prior A.I.D. AID Penny
Obligation Amendment Foundation Total
Salaries $ 120 $ 170 $290
AID Project Manager 600 600
Rent - Regional 28 28
Equipment and Miscellaneous
Supplies 2 2
Audit 5 5
Computer 28 28
Institutional Technical Assistance 100 100
Traditional Programs 50 $ 915 965
$ 170 $ 933 $ 915 $ 2,01
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2. Research

The Mission became involved in the Penny Foundation Commnercial
Land Market Project in 1984 to demonstrate that a land market program can
succeed. During the first three years, the Foundation has developad an
impressive pilot project; continued support to maintain the quality of the
program and to enable it to become financially independent is essential.

At the same time, the scale of the program is limited in
proportion to the size of the landless population in Guatemala. Mounting
social and economic pressures from landlessness in rural areas emphasize the
need for expanded efforts. The Research component of the Project addresses
this broader problem. An extensive evaluation to analyse, document and
publicize the Penny Foundation experience will serve other organizations
seeking to duplicate their program. More importantly, the project's research
compor.ent will investigate a variety of options for designing additional
land-related projects to open the land market to a larger portion of the
landless population. Land related activities identified by Project-funded
research could be considered as candidates for local currency support (£SF or
PL 480).

Four broad areas of study will be funded: (1) a baseline
survey and long-term monitoring and evaluation of the Penny Foundation
Project; (2) an analysis of the General Property Registry and development of
proposals for reform of the registration process; (3) a study of the
feasibility of and design for a land bank or other financial/institutional
mechanisms to provide loans for land purchase; and, (4) the identification of
alternative organizations and approaches to expanding the land market program
and/or dealing with the problem of landlessness.

a. Penny Foundation Study:

The Penny Foundation project is a unique effort to improve
access to land for small farmers through the land market. The evaluation will
document and analyze the costs and effects of this project. It is important
not only as input to improve the Penny Foundation project but also to provide
information for developing future programs in Guatemala and for designing
strategies and projects to cope with land problems in other countries.

The evaluation will involve three levels of analysis of
the cost and impact of the program, the beneficiary, the original farm unit
and the Penny Foundation as an institution. The studies will continue through
the five years of the Project. The evaluation will consist of a baseline
survey of a sample of Penny Fourxlation farms and beneficiaries in late 1987 or
early 1988, and two follow up surveys in years three and five of the project.
Surveys spaced at two year intervals will allow a continuous accounting of the
Project effects at
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the beneficiary and farm level. The surveys will be accompanied by case
studies of selected farm units and an on-going monitoring of institutional
changes in the Penny Foundation. The detailed case study examinations,
concentrated in alternate years, will assist in the interpretation of the
survey data as well as provide in-depth organizational analysis.

The sample for the baseline survey will be drawn,from the
farms and beneficiaries as soon as possible after purchase of the farm and
selection of beneficiaries. Stratification of the sample will insure that it
is representative of variations in farm size, region, and crop. The survey
will focus on changes over time in characteristics of the beneficiary
families, especially income and level of living and on the utilization and
production of the original farm unit. It also will monitor the ability of the
beneficiaries to meet debt obligations and pay off their land, and the formal
ard informal changes in ownership and management of the farms over the five
years. When the baseline survey is undertaken early in 1988, the Penny
Foundation will have at least 1000 beneficiaries and 20 farms. A sample of
500 beneficiaries and 15 farms will be large enough to allow generalization to

the entire group.

The Penny Foundation surveys will be matched by surveys of
a sample of campesinos from other organizations or communities in Penny
Foundation regions. These groups may be drawn, for example, from other
private voluntary organizations, cooperatives, peasant organizations, migrant
worker and/or land rental networks. The questioning of these groups will
serve two ends in the project research component. The groups will serve as a
control sample for the Penny Foundation surveys, so that cross sectional as
well as longitudinal comparisons are possible. They also will be the basis
for identifying and developing the background information needed for designing
alternatives and additions to the Penny Foundation program. The control
samples will include from 300 to 500 campesinos.

Finally, tie evaluation will monitor the institutional
changes in the Penny Foundation program, in terms of changes in financial and
information management, farm management, terms of expansion, etc. A central
objective of this project is to provide the backing so that at the end of five
years, the Penny Foundation program is viable and self-supporting. This part
of the evaluation is intended to assist the Fourdation in identifying
organizational problems as they arise and to finance timely technical
assistance to deal with them. A fund of $100,000 is budgeted for technical
assistance for the Penny Foundation in institutional and financial management.
A record of Foundation experience in administzring the program also will be
important to the design of similar projects with other organizations.

Project personnel at the Penny Foundation have expressed
support for this type of evaluation and would like to participate in it. The
database files maintained by the program include beneficiary and farm
characteristics. These will be tapped for baseline and follow-up information
and will provide the frame for drawing the sample of beneficiaries. The
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Foundation ‘s interested in the research to gain insights into how to improve
its program but also as a means of publicizing the project. In this regard,
the USAID mission should consider the possibility of preparing a video
documentation of tris project.

The baseline survey and follow-up evaluation studies could be implemented
in collaboration with the LAZ/DR/RD regional project, Tenure Security and Land
Market Research Froject (598-0638). Affiliation with this project would
insure comparapility of the Guatemala studies with others in Latin America,
and it will facilitate the dissemination of the research results on a regional
pasis. Supplemental funiing is available through this regional project so
that a comparative perspective can be built into the design. (See Annex II/H
for detailed information on implementation procedures).

b.  General Property Rejistry Study

The Penny Foundation has experienced significant delays in
the registering of bills of sale in tne General Property Registry (Registro
General de la Proprisdad). The registration of title transfer from the seller
to the Penny Foundation is usually done cuickly, but the transfer of parcel
titles from the Foundation to the campesinos has dragged on for months. The
delays reflect the fnct that Registry personnel are paid according to the
value of the property processei. In addition, all registrations are encered
by hand and there are only wwo oftices for the entire country. The process is
cumbersome and costly.  For the Pemny Foundation program, the delays are
wmportant primarily »ohaus2, withoun documents, some beneficiaies have
questioned the legitiiecy of the land sales.  (Initially, the mortgaje oonds
for the program were to o2 backed by inliviiual parcels put this preblam has
been corrected). More generally, the Jd2lays and costs in the Registry are a
constraint to daveloning a more efficient land market, accessible to large and
smll owners alixe. ‘The new constitution calls for tne reorganization of the
Registry, and the establishment of an office in each of the 22 departments.

This study will first analyze ways to expedite the
movement of Pemnyy Foundation titles through the Registry, and then examine the
need, goals, mwethod and feasibility for reforn of the institution. Analysis
will begin within the first year of the asw project and ocould also be
implementesd in aoliaboration with the LAS/OR/RD regional project. The team
involved in the study will include specialists in cadasters and land
information systems, land law, and surveying and cartography. It will oe
important to ascertain the role of the UUG and of other donors in

institutional reorganization.

c. External Financing and Land Bank Feasibility Study

As a pilot project, the Peany Foundation program has had
minimal substantive impact on the problem of landlessness in Guatemala, and
there are institutional limits to the ultimate size of this program. One
alternative for coping with some of the imperfections in the lard market and
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facilitating land purchase by small and medium-size agriculturalists is to
develop financing mechanisms such as mortgage bonds. Another is to establish
a full-scale public or private sector land bank. Drawing on the 1983 design
studies for the proposed Commercial Land Market Project and the experience of
the Penny Foundation in attempting to issue mortgage bonds, research will be
undertaken to analyze the potential for a land bank and the financing

m chanisms to support this effort.

This research will involve creatively exploring a variety
of financing options. Several avenues exist for developing this program. It
may be implemented through the Technical Services to Mission contract with
Texas Technical University which was involved in developing the 1983
proposal. Another possibility is to seek assistance from INCAE in Costa Rica,
or other contractors specializing in finance. The research should be directed
by a person with knowledge of third world financial markets and banking. It
will require the collaboraton of representatives from the Guatemalan financial
community, experts from other countries with comparable financial markets, and
from the academic and international banking communities.

d. Alternatives and Additior.s to the Penny Foundaton Program

The development of a land bank and external financing is
one option for sxpanding the land market program. Funds will also be provided
to identify and design projects for other organizations which could manage
land purchas2/sale programs. Potential candidates might include other
national or regional nongovernmental organizations, government lana programs,
public or private banks, and savings cooperatives.

tudies also will be undertaken to gather basic
information on how the land market operates, to identify policy and
institutional constraints and to identify alternative avenues to land access
as, for example, through land rentals. Finally, data from the Penny
Foundation and control surveys will pe used as the pasis for studies to
examine the policy and project implications of the relationship between land
tenur2 and other sources of employment and income for rural nousenolds. Since
there 1s not encugh land to provide income and employment for all the rural
population tolay and certainly not for the next generation, it is important to
examine the links between land programs and non-land alternatives.

These studies will build on and complement the Penny
Foundation and control group studies ani could be implemented in collaboration
with the LAC/DR/RD reqional project. They will be directed by a social
science researcher from the U.S. but will benefit greatly from collaboration
of local researchers and perhaps graduate students. These studies will begin
with the baseline surveys and will continue througn the life of the project.

The outputs of the research componient will include the
Penny Foundation project evaluation, with special attention to the factors to
be considered if other organizations want to duplicate the program.
Documenting and publicizing this experience for others in Guatemala and
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elsewhere in A.I.D. is an important product of this effort. The research also
will produce specific proposals for expediting the procass at the General
Property Registry, for developing long-term loan mechanisms for land purchase,
and for additionai land market programs. Finally, it will provide necessary
background studies and analyses to address policy and strategy issues
involving land and rural development.

The total cost for the research component of the project

will be $750,000 over five years with $142,00 set aside for contingencies and
inflation. Illustrative budgets are included in Annex II, Exhibit H.

A summary budoet for rhis comoonent is:
(Us $000)

Prior A.I.D. AID Penny
Obligation Amendment Foundation Total

Baseline and Monitoring

surveys $285 $285
General Property Regis'ry

Study 80 80
External Financing ard

Land Bank 92 92
Alternative to Penny

Fourdation 151 151
Inflation 71 7L
Contingencies 71 71

750 50

C.  Summary Budget ard Financial Plan

The total Project cost is $14 million. The add-on to the original
$2 million grant will be $8.5 million, of which $7.75 in A.I.D. funds will be
for the Penny Fourdation component. $750,000 will be used for research into
land and land-related problems. Within the A.I.D. funds for Penny Foundation
camponent, 44 percent will be spent on credit, 223 percent for land, and 29
percent for technical assistance and administration. The counterpart
contribution will be $3.5 million. The Penny Fourdation will sperdd $2.485
million for land purchases, $100,000 for the Farm Managment component and
$915,000 for traditional program support to the farms. This contribution
equals the required 25 percent of project total.

In addition, inflation was built into the financial calculation for
land and credit needs on a compounded basis. Land costs used a six percent
factor while credit estimates used five percent. Further allowance of $1.2
million was made for contingencies and inflation as line items. A detailed
budget by Source of Funds, Project Outputs/Inputs and Disbursement Schedule by
Years appear as ANNEX II1.B.
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COMMERCIAL LAND MARKETS

520~-0343 PRIOR
SUMMARY BUDGET A.I.D. A.I.D PENNY
(U.S. $000) OBLGATN AMNDMT FNDTN TOTAL
PENNY FOUNDATION COMPONENT
LAND PURCHASE/SALE
CASH PURCHASE OF LAND 900 1,620 2,520
CERTIFICATE PRINCIPAL PAYMEN 1,900 1,900
CERTIFICATE INTEREST PAYMENT 585 585

- " - —— - m— A S - e e e e G e e

SUB TOTAL 900 1,620 2,485 5,005
FARM MANAGEMENT
SALARIES 280 305 35 620
VEHICLES 17 65 82
TRAVEL 120 120
SUB TOTAL 280 442 100 822
PRODUCTION CREDIT LOANS 450 3,888 4,338
ADMINISTRATIVE COSTS
SALARIES 120 170 290
AID PROJECT LTIAISON 600 600
RENT - REGIONAL OFFICE 28 28
EQUIPMENT & MISC SUPPLIES 2 2
AUDIT 5 5
COMPUTER EQUIPMENT, TRAININ 28 28
TRADITIONAL PROGRAMS 50 915 965
INSTL TA AND TRAINING 100 100
SUB TOTAL 170 933 915 2,018
INFLATION 50 228 278
CONTINGENCIES 150 639 789
COMPONENT TOTAL 2,000 7,750 3,500 13,250
l/ Inflation calculations were already built into the

amount budgetted for land and credit. Land costs are
calculated using a 6 percent rate compounded annually
and credit using 5 percent compounded annually.
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COMMERCIAL LAND MARKETS
520-0343
SUMMARY BUDGET
(U.S. $000)
RESEARCH COMPONENT
PENNY FOUNDATION STUDY
STAFF SALARIES
RESEARCH EXPENSES
INTERNATIONAL TRAVEL
DIRE(LT COSTS
OVERIit:AD

SUB TOTAL

GENERAL PROPERTY REGISTRY STUD
STAFF SALARIES
RESEARCH EXPENSES
INTERNATIONAL TRAVEL
DIRECT COSTS
OVERHEAD

SUB TOTAL

EXTERNAL FIN AND LND BNK STUDY
STAFF SALARIES
RESEARCH EXPENSES
INTERNATIONAL TRAVEL
DIRECT COSTS
OVERHIAD

SUB TOTAL

ALTRNTVS & ADDTNS TO PNNY FNDT
STAFF SALARIES
RESEARCH EXPENSES
INTERNATIONAL TRAVEL
DIRECT COSTS
OVERHEAD

SUB TOTAL

INFLATION
CONTINGENCIES

COMPONENT TOTAL

TOTAL

PRIOR
A.I.D. A.I.D. PENNY
OBLGATN AMNDMT FNDTN TOTAL
77 77
90 90
48 48
16 16
54 54
285 285
33 33
8 8
19 19
3 3
17 17
80 80
12 12
50 50
11 11
3 3
16 16
92 92
37 37
51 51
25 25
10 10
28 28
151 151
71 71
71 71
0 750 0 750
2,000 8,500 3,500 14,000
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IV. PROJECT ANALYSES

A. Institutional Analysis

The Institutional Analysis (see ANNEX II.C.) examines the Penny
Foundation and discusses its capability to manage an expanded Project. A
sumary of the findings in the institutional analysis is presented in this

section.

The Penny Foundation is a competent and dynamic organization.
Through lengthy experience and experimentation, it has established an
effective functional integrated development model for rural Guatemala. Land
is an important part of this model, but production credit, technical
assistance, education and health are other important variables.

The objective of the Commercial Land Markets Project is compatible
with the philosophy, principal areas of activity and experience of the Penny
Foundation. The Project however, will require the Foundation to change some of
its management practices. Top management will have to decentralize
decision-making and shift from direct action to guidance and control. The
Foundation has already made some managements changes in anticipation of the
Project and is considering others. The Foundation has the flexibility and
willingness to adapt to new conditions and demands such as those brought on by
the Project. The Commercial Land Markets Project, as now designed, can
successfully be managed by the Foundation.

No major changes are needed in the organization at the managerial
level of the Foundation except in finance and data processing. The Foundation
has hired a capable Assistant General Manager who will reorganize a few
offices and administer the finance department. He will assign a person to
supervise specific areas such as credit collection, financial planning and
personnel management which are being partially neglected at present. He will
assign a finance and planning person full-time to the Division of Land
Commercialization. tle will also be responsile for written policies,
procedures and job descriptions which serve to support the gradual
decentralization of decision-making of the Foundation. Separate data
processing centers will be established in the accounting department and in the
Division of Land Commercialization. This should greatly improve control ard
decision-making. Data processing training will be necessary.

These changes will permit the General Manager to dedicate more time
to global planning, inter-divisional coordination, fund-raising and membership
drives. Local fund-raising and new membersnip are areas which have been
somewhat neglected. Tre Foundation is relying increasingly on international
agencies for financial support.

The Division for Land Commercialization will slowly decentralize.
Two regional centers will be established with Project funds to support
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collections, training, program promotion, interdepartmental coordination and
communication. Th:s will allow the Division Directsr to spend more time in
administration and less time in the field. The administration of the farms
through the regional centers will enable the Division Director to have a
manageable span of control, even with the large number of agronomists to be
hired for the land purchase program. Because of the increase in centralized
purchasing and deficiencies in inventory control, the Foundation will staff a
position in procurement and materials storage.

Technical assistance levels are adequate. The average ratios of one
agronomist for four farms and one agricultural technician on each farm are
appropriate. The technician is involved in a wide variety of technical,
managerial, commercial, purchasing and promotional functions. Thig reduces
cost but also reduces agricultural support and control. Additional management
training or farm administrators may be needed in the future as farms became
profitable.

Planning exists bt is deficient. Fach farm has a ten-year budget,
but the Fourndation does not have written jlobal plans. Long-term strategic
concepts have been discussed but specific objectives have not been
established. Projected cash flows are not maintained on a systematic basis.
Financial planning will improve with the reorganization of the financial and
data processing departments.

Foundation employees are capable and motivated. Employee turnover
is low. Mo work-related conflicts among employees were identified. Personnel
policies and procedures are lacking, although the new Assistant General
Manager plans on developing them in the near future.

Basic financial and systems controls exist in the Penny Foundation
and in the Division of Land Commercialization. The Foundation has had an
external annual audit the last two years. Records are Kept for land
puarchasing, credit extension by user and by farm, payroll, payments and
overdue accounts, and other principal activities. Some decisions are
excessively centralized for control purposes.  In many areas, Foundation
controls involve varicus people at different levels of the organizaton in the
same activity. Record-keeping and reporting are deficient. The information
usually exists, but is not well organized or systematically presented. The
Foundation is improving its record-keeping and reporting, particulary for the
Project.

The processes used for the land purchase, the beneficiary selection,
and the credit prcvision work smoothly.

To improve its overall performance and adapt to the additional
growth which will be required by the Project the Foundation should: dedicate
more effort to local fund-raising and new membership; establish written
policies and procedures for land purchasing, credit authorization, expenditure
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authorization; reorganize the financial and data processing departments as
indicated in this report; initiate global planning conplete with specific
objectives; continually update cash flow projecticns; improve the quality of
prOJecLlons on costs, land values, prices and other environmencal aspects by
using the collaboration of specialized outside institutions and associations;
decentralize decision-making and controls based on the importance of the
decision; establish a specific position for purchasing and materials handling
in the Division of Land Commercialization; establish a specific budget for
managerial and technical training; establish written volicies and procedures
for personnel management; improve record-keeping systems; and adapt reports
to decision-making centers and potential prcblein areas.

Care should be taken not to promote excessive land purchasing while
disregarding the other key asocects of production credit, education, technical
assistance and health of the integrated rural development model. 'The basic
creativity and flexibility of the Fourdation should be nurtured to promote
continued improvement of the model, As the farms grow, the Foundation should
examine the need for: a position in credit, collections and personnel
management; three positions as farm administrators; and one position
specializing in marketing and exports.

B. Financial and Economic Analysis

The financial and economic analyses, contained in ANNEX II/F,
examined the profitability of the parcels, the financial viability of the
Penny Fourdation's land market program, the information system and reporting
requirements of the Foundation, and the benefit/cost ratio. This section

summarizes the findings.
Beneficiary Profitability

In general. the Penny Foundation organizes two types of farms:
those that cultivate vegetables and a food crop; and those that plant
permanent crops and a food crop. The crop profitability analysis used actual
data from three years of experience. The net income calculations from a
representative hectare of coffee, pineapple and broccoli appear in ANNEX/F.
For coffee, the beneficiary goes into debt for about $2,400 by the end of the
second year. Yet, by the end of the fourth year, the beneficiary has paid off
his accumulated production credit and accrued interest. At the end of year
five, the beneficiary begins to make payments on his land debt. By the end of
year seven, the beneficiary is earning a net income of $2,800 not including
in-kind and commercial income from .75 hectares of corn. For pineapple cial
broccoli, the results are immediate. Pineapple nets a family $75% only 18
months after planting, and $1,200 after the second year. Brocooli produces a
profit of $2,400 the first year and $2,500 the second.
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The analysis also uses the income capitalization to estimate the
market value of the parcels; that is, the annual flow of income to the land
determines how much the land is w-irth. For the land in these three crops, the
parcel cost, and subsejquent beneficiary land debt, was less than the estimated
market valve. Assuming that product and input prices do not move too
drastically in the wrong direction, and that estimated production lavels do
not fall more than 40 percent, and given a continuation in the present
structure of Guatemalan agriculture, the small farms established by the
Foundation are financially sound and profitable.

Penny Foundation Financial Viability/Recurring Cost Analysis

The objective of the financial analysis was to structure the Project
so that the Penny Foundation's land program would be self supporting at
Foundation and Mission agreed upon levels of annual land purchases. Pro forma
cash flow analyses were develooed to ascertain the amount of funding necessary
to make the Penny Foundation self supporting by 1991 with a capability to
continously purchase 1,350 hectares of land per year.

Three cash flow projections demonstrated various ways for tne Penny
Foundation to reach a self supporting level. The projections demonstrated how
the Foundation's management of its debt from seller-financed land sales or
sale of ponds’ and its lending to beneficiaries for land and production credit
would determine its level of operaticns and success. Basad on the oro forma
statements, an additional A.I.D. grant of $7 million was nealed for the Panny
Foundation to achieve the desired level of 1,350 hectares pxer year.

Debt financing of the Penny Fourdation's growth through boni sales
was originally believed to be an option. As demonstrated in one cash flow
projection, bond sales are not recommended. The sale of Fourdat.on bonds in
the Guatemalan capital markst would force the Foundation to reduce its annual
level of land purchases to service the debt. The Penny Foundation can expand
its program in a self-supporting manner if it finances its operations from
capital and closely monitors its debt.

Information System Analysis

The manner in which the Penny Foundation manages its cash from the
land purchase program is critical. Financial planning is imperative. The
Foundation will produce, on a quarterly basis, cash flow and pro-forma
information for: land purchase activity as a whole; farm level as a whole:
farm level by hectare; farm level by crop; farm level by beneficiary and/or
parcel; break even and shutdown prices and/or sales level for each crop and
farm.

Additional computer equipment and personnel are needed to meet the
proposed data processing and reporting needs of the land purchase program.
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The Penny Foundation will create a separate computer applications department
with one administrator and assistant. The department will be responsible for
database management of operational and financial data.

Economic Analysis

The economic analysis of the Penny Foundation component of the
Project also calculated benefit-cost ratios based on two model farms. The
models were developed usiing actual production costs, price and yield
information for representative crops from the Foundation's existing farms.

The analysis showed economic benefit-cost ratios of 1.65 for Example

Farm 1 and 1.53 for Example Farm 2 using an opportunity cost of capital of 15
percent. A scenario which calculated the ratio with a non—quota price for
coffee did yield a benefit cost ratio of 0.96. This, however, is a "worst
case” scenario which uses a conservative discount rate and a lower than
expected price for coffee. The internal rate of return for Ecample 1 is 53
percent. For Example 2, since the net benefit stream is positive throughout,
an internal rate of return calculation was not possible. To calculate the
internal rate of return, the benefit stream must have both negative aid

positive values.

The Project shows a higher economic rate of return than most
projects in the AID/Guatemala portfolio. Thus, if the Penny Foundation
continues to use its current land purchase selection criteria and technical
assistance and credit programs for the rural poor, the activities occurring
under this Project should have a high rate of return similar to those in the

past.
The estimated number of person-years of employment that will be
generated as a result of the project is 49,200. This was estimated using the

labor requirement for the four represented crops and applying it to the
project portfolio over the life of the project.

C. Technical Analysis

USAID/Guatemala has been funding the Pilot Commercial Land Markets
Project with the Penny Foundation since late 1984. A receut evaluation of the
project (File Attachment) shows an innovative program which has met its
targets successfully. Tne Foundation has maintained an autonomy from USAID,
which is essential in this politically sensitive activity, but has been open
and cooperative in terms of reporting requirements and evaluation. 3Siven
USAID's decision to obligate additional funds for expanding the Penny
Foundation program, the principal tasks of the project design team have been
to analyze the amount of money needed, the potentiial sources of funds, and the
management capacity of the program. The technical analysis discusses only the
first two topics. The question of managerial capacity is the subject of the
institutical analysis and recommendations from that analysis have been
incorporated into the project design.
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Background:

In approving the Foreign Assistance and Related Programs
Appropriation Bill for 1987, the U.S. Senate recommended that $5 million be
set aside for Guatemala land purchase programs. USAID considered various
options for use of these funds, including dividing them to implement several
projects like that of the Penny Foundation, obligating a part to the Panny
Foundation, a part to the government and a part to cooperatives, and adding to
them in order to capitalize a land bank or a Central Bank guarantee fund.
These alternatives were by-passed for the present because all require
substantial background investigation and design before they can be funded. In
order to respond to the Senate recommendation in a timely manner, USAID
decided to commit about 8.5 million to its successful on—going project. Up
to $1 million would be retained to fund studies of alternative land market
financing entities, reform of the land registry and studies of Gua-emala's
land problems. This research would be done in anticipation of future land

programs.
Justification for the land market approach:

While the immediate impulse for expansion of the Commercial Land
Markets Project this year came from the U.S. Senate, USAID's concern with
rural land distribution as a constraint to agricultural and rural davelopment
is not new. A 1982 USAID contracted study, Land and Labor in Guatemala,
recommended strengthening the land market and removing the constraints to
small farmer access as an appropriate approach to coping with land problems in
Guatemala. The Penny Foundation pilot project evolved from this study.

Land-relatad political pressures have been mountina since the return
of elected government to Guatemala. In the debate of land issues, consensus
seems to be developing around two points: that land expropriation should not
occur in Guatemala; ar.l, that improving the campesinos' ability to buy land
from willing sellers may be a non-violent avenue to change. The memory of the
violent backlash to tne expropriations of thz 1950s and the inefficiencies
observed in the parcelamientos of the early 1960s, have turned the GOG's
attention to other alternatives. Costly colonization projects have
uprooted whole communities from the highlands and resulted in the
deforestation of fragile tropical lands inappropriate for farming. The tax on
abardoned and under-utilized land, intended to encourage landowners to use
their land productively or sell it, is minimal, ineffective and difficult to
enforce. Both the Ministry of Agriculture and the organizations of landless
campesinos have endorsed the Jand market approach. Until the recent purchase
of farms by the GOG, the Penny Fourdation program was the only attempt to
implement this policy. The prasence of many large landowners among Foundation
members may indicate a tacit acceptance of the approach on their part as well.




The Penny Fourdation Land Purchase/Sale Program:

The Penny Foundation program was initiated in 1984, with a $1
million grant "to demonstrate the feasibility of a private sector land
comnercialization program" (Project 520-0330). An additional $1 million was
added in each of the following two years to maintain the project
implementation rate (Project 520-0343). With the $3 million in grants, the
Fourdation has purchased 3,905 hectares of land at a rate of more than 1,000
hectares per year (1,465 in 1984-5, 1,377 in 1986, 1,063 by mid-1987). The
farms have been divided into 1223 parcels to pe resold to landless families.

The program has three essential activities: the purchase of land
from large landholders; the sale of land to landless ard land-poor
beneficiaries; and, the investment of technical assistance and production
credit to increase the productivity of the land and insure the profitability
of the small farms being created. Up to now, the program has allocated about
40 percent of the funds on land purchase, 46 percent on credit, and the
remainder on technical assistance and administration.

The Mission's intent in committing additioral funds to the project
has been to begin to expand beyond the stage of a pilot project. To measure
the potential expansion with an addition of $7.75 million, the cost and income
data from the first tnree years of the program were used to project cash flows
for the next decade. The cash flow analysis showed that the program was
facing a serious cash shortfall, and without continued USAID support, the
Foundation would have had to stop buying land and find other funds to meet its

deficit.

The original design contemplated a grant to the Penny Foundation of
$4 million. With USAID grants of 32 million in 1983 and 1989 (and no funding
after that time), the program would only have been able to purchase 890
hectares per year if it were to remain solvent. Although the new grant would
have been twice the size of the previous grants, the Foundation could not have
bought as much land because half of the new money would have had to be used to
cover the costs of credit and technical assistance the farms already
purchased. If USAID had insisted that the Foundation continue to us the new
grant with the same proportions going to land purchase and other program
activities as in the past, the program would merely have dug a deeper
financial hole, and USAID would have had to continue subsidizing the program.

Given this scenario, the design problem became that of analyzing the
amount of money needed. To decide this amount, the conflicting demands of two
issues had to be resolved: (1) how to increase the amount of land purchased
and resocld to the landless and land poor; and, (2) how to establish a viaple,
permanent program within the Penny Foundation for the on-going purchase and
sale of land. Various options and trade-offs within each program activity
were considered. Based on financial analysis, an additional graat of $7.75
million was identified as the amount needed to assure adequate land purchases
and the viability of the Penny Foundation.
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Land Purchase:

The Penny Foundation purchases land on the open market, seeking land
at the best possible price, with the agronomic potential to support families
on relatively small parcels of land. Land which is undeveloped or abandoned,
with little infrastructure, costs less per hectare than land which is planted
in coffee or has irrigation or terracing. Land in the Altiplano suitable for
winter vegetables and therefore an immediate income from annual cash crops, is
more expensive than land suitable for permanent crops which require several
years to produce. With limited funds for land purchase, buying more exrensive
land means that fewer hectares are purchased and therefore fewer campesinos
can enter the program as beneficiaries. On the other hand, the more expensive
land eases the Foundation cash flow problem because the long-term credit is
replaced by production credit which circulates annually.

The Foundation policy of evaluating each farm according to its
individual merit for the program has achieved a defensible balance over the
past three years between seasonal and permanent crops, land with and without
infrastructure, and farms located in various ethnic, geographic and political
regions of the country. The design for the next five years of the Project
assumes that this same balance will be maintained. The cash flow projections
used to reconcile the issues of program expansion and institutional viapility
assume that the Foudantion will buy land at an average price of $900 per
hectare in 1988, with an annual six percent increase after that. This figure,
which takes into account escalating land prices, was derived in consultation
with the Foundation by roughly balancing the average negotiated price paid per
hectare over the past three years with an estimate of the average current
asking price. If this estimate is too low, the Foundation will purchase less
lard.

A second possibility for easing the cash flow problem would be for
the Foundation to pay cash for the entire price of the land. Prugram
personnel also argue that with cash they would have less difficulty
negotiating sales ard could get a lower price for the land. The trade—off
would be less land purchased in the shortrun.

The budget for the project extention assumes that the current
practice of covering approximately 50 percent of the purchase price with
5-year guarantee certificates will continue. It appears to have been workable
within the current market, and it nearly doubles the number of hectares
purchased with dollars donated. The presence of the guarantee certificaces as
counterpart funds also insures that the Penny Foundation program remains a
Guatemalan rather than a USAID land purchase/sale program.
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Land Sale:

The sale process begins with the simultaneous selection of the
beneficiaries and the surveying and parceling of the farms. The cost of the
parcel for the beneficiary is the price paid for the farm plus the cost of
surveying and parceling divided by the number of parcels. The project design
team examined two potential changes in this activity which could affect the
cash flow problem of the program. First, the program could choose to sell
parcels to more affluent farmers who could absorb some of the initial costs of
developing the farms and reduce the need for subsistence credit. This option
is not available under this project. The program was developed by the Penny
Foundation to serve landless campesinos and the beneficiary characteristics
are defined by the Foundation. These characteristics are consistent with the
Mission's targets. A central focus of the project's research component is to
investigate other mechanisms or programs to increase the access of small- and
medium- size farmers and landowners to the land market.

The second possibility would be to charge the beneficiaries more for
tieir purcels. The beneficiary and farm income projections suggest that, even
though they have nothing now, the buyers will be getting so much income that
over the long run they can easily absorb more of the cost of the program and
still enjoy a middle class standard of living. This opticn is rejected, at
least for the present, because up to this point the program has only income
projections rather than actual farm earnings. In addition, in a new, pilot
project of this sort even the appearance that the Foundation is profiting from
land sales could be detrimental to all future land market programs.

Farm Management: Technical Assistance and Credit

The most expensive aspect of the Penny Foundation program is the
investment in the land after purchase. Through 1991, the anount spent on
production credit and agricultural technical assistance is estimated at $4.20
for each $1.00 paid for land. The Penny Foundation directly manages and
supplies all technical assistance and credit for the heneficiaries, in order,
they arque, to avoid political manipulation of their program and to insure the
timeliness of these essential inputs.

Production and investment credit will account for almost 50 percent
of the new USAID grant to the Penny Foundation land program. The increase
from 46 percent of the first $3 million is due to both an absolute and
Lroportional increase in the amount of land under production. In looking at
the trade-offs involved in the funding of this program, three types of
questions were examined for credit and technical assistance: (1) Are there
alternative and perhaps less costly sources for these services? (2) Is the
amount of credit and technical assistance justified? and, (3) Wwhat are the
trade-offs available in terms of credit and technical assistance costs and the
amount and types of land purchased?
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The financial analysis for the Project Paper argues that there are
not viable alternative sources of production credit, particularly long-term
credit, available for the program presently. The question of alternative
sources of technical assistance is discussed briefly in the institutional
analysis. 5y hicing (hc techiicians and agronomists directly, the Foundation
is assured that high quality, timely technical assistance will reach the
beneficiaries.

The control of technical assistance and credit services by the
Foundation itself is also justified by the fact that it is a pilot project,
with the purpose of demonstrating the feasibility of the land market approach
to the land problem. To some extent, this argument also applies in examining
the amount of technical assistance and credit. Further, the projected incomes
for the beneficiaries and production for the farms show that the level of
inputs are economically justified. The ratio of :1d costs to credit and
technical assistance costs is consistent with exp -ience elsewhere as well.
At the same time, the aporopriateness of the level of services should be
monitored as a part of the project evaluation. The lesson from the Penny
Foundation program to date seems to be that the costs of credit amd technical
assistance .nay be crucial constraints to a successful commercial land market
program. On the other hand, excessive credit and tecnnizal assistance
expenditures could have a conservative influence on the program by severely

limiting its potential size and impact.

The third major issue is the potential trade—off between the amount
of credit ani technizal issistance and the amount and types of land ourchased
and their effect on cash balances. On the most general level, since credit
and technical assistance costs represent capital investment in the lani, the
ratio of these costs relative to land costs could be reduced by purchasing
lard at a higner price with more infrastructure and/or permanent crops already
in place. As a result, less land could be purchased for fewer beneficiaries.
Besides the fact that reducing credit would force a reduction rather than
expansion of the program, returns on the principal and interest from the
production credit also are a source of cash for Liw program.

In project design, credit and technic:l assistance costs established
over the past three yeiars were useld t> indicat. -he amount needed for the
futura. A five percent increase in the beneficlary's cost of production is
built into the model, as well as a gradual inc:rease in the proportion of land
requiring credit to account for more land being brought into production.

Using these assumptions, and cost and income data from the first
three years of the program, a model was developed to project forward the cash
flows for the next decaide under several scenarios of USAID funding (see
Financial Ani.vreis).  The scenario selected, a grant of $7.75 rillion to the
Penny Foundation over the next five years, will allow the Fourdation tu
continue purchasing land at a rate comparable to the past three years, to
continue to supply the same levels of credit and technical assistance, and to
remain financially solvent. At the end of five vears, the program will be in
a position to continue to function without further grants.
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External Financing as a Source of Project Funds:

Generating cash through the sale of mortgage bonds was originally
considered as a possible method of supporting the program. Close analvsis
indicatea that mortgage bond financing was not appropriate for the Penny
Foundation, even though the Foundation probably could have sold the bonds to
local banks, insurance companies and pension funds.

The Foundation already has access to and use of loans for its
operations, raising the question of why it should seek bond debt anyway.
Moreover, if needed for short-term lending, the Foundation is confident it
could obtain a simple bank locan without the expense of underwriting bonds.
The Foundation's debt strategy is not constrained by an absence of loans, but
rather the terms.

Creating and promoting a long-term lending market to better meet
land lending needs is not a function of the Penny Foundation. The objective
of creating a viable, independent program would only be hindered by burdening
the program with additional debt in the form of mortgage bonds (see Financial
Analysis). A long-term lending market will require banking policy changes and
legislation to determine mortgage and collateral requirements. The project's
research component will provide an in—depth analysis of alternative external
land-financing mechanisms.

Project Research Component:

The second component of the project is the research component. A
detailed descrintion of this component, of the implementation procedures and

of its technical feasibility is found in Arnnex II, Exhibit H.

D. Social Soundness Analysis

A social souniness analysis of the Project was carried out and
appears in AMNEX [1.G. The following are some of the mrjor findings of that
analysis.

Land is important to both Indians and Ladinos. Indians form a
separate ethnic group characterized by speaking HMayan languages and a cultural
inventory tied to an indigenous pranispanic past. Land is extremely important
in Indian cuiture, regardless of the supethnic group or linguistic
affiliation. ™ost ethnojraphies of Indian culture make som2 mention of the
predominant place land has in the Indian mind. One example is the following
(John Gillin, The Culture of Security in San Carlos, Middle American Research
Inst., New Orleans, 1951):

In fact, it is not too much to say that the average Indian loves the
land and feels himself less than a man if he does not have some
available on which to work. (p. 12)

- 39 -



Ladinos trace their sociocultural heritage more to the Spanish
conquerors, speak Spanish, and have a more or less Occidental cultural
outlook. An arca of conflict in Ladino-Indian relationships is land. The
Ladino has a generally Occidental approach to land as a source of income or
investment, as opposed to the Indian mysticque about working land personally.
 The Ladino sees land, tenants, and laborerc as a means of social and political
\as well as economic control and power. The Indian cannot see why the Ladino
Vill not allow him to work land which the Ladino is not using, for example —
dn important element in recent conflicts. Both Indians and Ladinos are
willing to emigrate permanently from their previous homes tc acquire land, an
iwportant aspect in the success of the Commercial Land Market project.

b
. . . . . .
; The target group population in this Project is made up of the mass

of land poor subsistence farmers and landless agriculture laborers who make up
thel bulk of the population involved in agricultural today in Guatemala. The
lan{-poor farmers are usually those who have less than four manzanasl/ land
and who live by supplementing their farm incomes through seasonal migrant
laboy or through some other non-farm activity. Most of these farmers live in
the ﬁjghlands; Indians in the central and western highlands and Ladinos in the
easteyn highlands. Their actual holdings are small due to inheritance
patteins which tend to apportion part of the father's land to each of his

childrin, particularly but not always the male children.

The young landless agricultural lalorers are cften the children of
the lanb—poor farmers in the hnignlands, and they are generally forced to leave
their tiraditional homes to find a means of subsistence elsewhere. This
solutiori is a traditional one, since particularly the Indians from the
highland:; have heen supplementing their farm incomes with migrant farm labor
for over ia century. The problem is that the population seekingy work on the
large farhs far exceeds the demand for permanent emgloyment. There is usually
enough work for all during the coffee narvest, obut for at least six months out
of tne year, the large farms simply cannot absorb larje numbers of unskilled

farm larorers.

The Penny Foundation program has the advantage of being more of less
acceptable to the large land owners. 1t is not "land reform," since land
reform implies the forced expropriation of farms. But if farm land is freely
sold and purchased, no owner can justifiably complain. Anotner advantage is
that the land parcels are sold, not given, to the peneficiaries, which is also
a satisfactory action in the eyes of the potential opposition, the large farm
owners.

1/ One manzana is equal to 7/10 of a hectare.



For the beneficiaries, the program is also highly satisfactory. In
the first place, the beneficiaries become owners of ample parcels of land,
which is for them the goal and dream of a lifetime. The land must be paid
for, but the farm plans and technical assistance are such that the land will
eventually be so productive as to make payirg off the parcel relatively fast

and easy.

They receive the credit they need for agricultural production, and
the Penny Foundation even provides a "safety net" of subsistence cash for wora
on their own parcels to tide them over until the farm begins producing. They
are dependent on the Foundation, but the benefits of this association are such
that this dependence and the paternal role of the Foundation do not pose
barriers to their acceptance of the program.

The beneficiaries usually possess tew rezources when they enter the
program. Those acquiring land in the export vegetable zone usually have some
land, a few savings, and a more entrepreneurial outlook, while those acquiring
land in the predominantly coffee zones have no land or savirgs and are more
salary oriented. The vegetable group usually can make its down payment, and
the nature of vegetapble farming is such that reqular payments on the land can
be made immediately. The others may have more difficulty paying the down
payment and may need to postpone payments until their crops bejin to provide
income. Another difference between the two groups is that the vegetable
farmer group is more likely to have had experience with agricultural
production credit than the coffee group.

The beneficiary profile states that an ideal participant in ths
program would be a married farmer 35-40 years old with 3-4 children, wi has
no other profession obut farming, who derives at least 752 of his income from
farming, who has 4 manzanas or less of his own land, and who has no
outstanding debts. In addition, the individual should be willing to live on
this new parcel of land and be predisposed to cash crop diversification.

This program does not favor the participation of women as primary
beneficiaries. In Guatemala, both culturally and socially, men are the
principal agriculturalists and nearly all small farmers, the target group for
the program, are men. Two additional important points should be considered,
however. First, the selecticn criteria do not exclude women, althougn their
capacity to run a farm is subjected to much closer scrutiny than that of other
applicants. Second, while most of the primary beneficiaries are men, the
program is intended to serve household units, families which include women.
The most important impact of the project on women is in this context.

The selection process begins with a promotion phase, which consists
of establishing the initial contacts with potential beneficiaries, followed by
a socioeconomic study in which the potential beneficiaries fill out a
questionraire on number of family members, educational level, property owned,
annual income, business activities, indebtedness, previous participation in
community improvement, and possible plans for the land parcel the beneficiary
might receive. The agronomist, the technician and the potential beneficiaries
have much more more contact during this period, during which the technical
personnel attempt to confirm the validity of the information provided by the
potential beneficiaries.
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At the same time, there are a number of activities having to do with
the preparation of the farm for sale to the beneficiaries, primarily involving
preparation of the land parcels in terms of location, type of land, previous
crops, and so on, which often take a couple of months to complete and which
must be done before the land parcels can be turned over to the beneficiaries.

The next phase is a trial period in which Foundation personnel work
exclusively with the candidates selected to participate in the program in
activities oriented toward improving the farm infrastructure. But this phase
is just as important in estaolishing the capabilities of the future
beneficiaries as regards their work and how they relate to the other
teneficiaries, as well as allowing for the future beneficiary to retire from
the program at this point if he wishes. Those who leave the program are
replaced by the next individual on the list of potential candidates. A
preselected candidate may be deselected at this point by the extensionist if
the candidate show signs of not fitting into the program.

One of the problems inherent in the Penny Foundation program is how
to make services available for the new "town" <f beneficiaries which is
created when large farms are purchased to be divided amony substantial numbers
of beneficiaries. The Foundation program, in cases like this, requires what
might almost be called an urban planning component to deal with the needs for
roads, bridges, cotable water, health services, schools, and other services.
The Penny Foundition nas taxken steps toward meeting these needs in the spirit
of integrated rura’ devalooment, including proviling teachers, planning for
medical services, oyl adapcing an earlier Penny Foundation housing program for
Mse in this project.  The Penny Foundation assists in the formation of a
Directiva on ezch farm to nelp, olan and coorldinate these services. Ihe
Directiva consists of seven beneficiaries and meets every two weeks (See Annex

This program is an excellent one from a sociocultural point of
view. Durinn the pilot stage it was recelved with enthusiasm by the
beneficiarizs and indifference by potentinl opposition. It is carefully
monitore’ rhrougn che technicians and agsonoaists; non-agricultural proolems
are D2aira dealn with reasonaoly; che selection process is sound; and
oeriphecy’ questions like gesgracnical, othnic, uxd agricultural zones are
Laken inro wccount. Inis project has shown icself to be socially and
culturaily foasionle in the context of Guatemila.  There appear to me no
chataclos, wherhor qponxg the projected benciiciales or in relation to octher
social, woononis, or policicnl grouns, which would seem to impede the smooth

carrylng oAt of the sroject s olanned.

The significance of the Penny Foundation program lies in part in its
SuUCCess a5 A pllot project which con be replicatead by other organizations.
The Projoct research component Wwill concentrate on identifying organizations
to manage additional 1and financing programs.  The social considerations which
emphasize the Loportance of this component are detailed in the Social
Sourviness Analysis.
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V. IMPLEMENTATION ARRANGEMENTS
A, Administrative Arrangements

The grant will be obligated by a cooperative agreement with the
Penny Foundation. The cooperative grant agreement will replace the
operational program grant for the Pilot Commercial Land Markets Program -
Phase II signed on August 30, 1985 and amended on March 3, 1985, and July 18,
1986.

A cooperative agreement has been chosen as the grant instrument
since it will allow for greater involvement of USAID in Project management.
USAID, for instance, may want to influence the direction of the Project
because of findings from the on—going monitoring or from tne Research
Component.. A cooperative agreement will allow USAID/Guatemala the flexibility
to substantially involve itself in the project if the need arises.

The Project Liaison Officer in CORD/USAID/Guatemala will be
responsible for periodic review of buidg:t allocations and disbursements. The
Project Liaison Officer will be attentive to Project developments and propose
modifications in budget allocations if necessary.

The Penny Foundation is expected to maintain the General Manager as
the Project's counterpart coordinator.

B. Implementation Plan

Disbursement of the additional $8.5 million in grant funis is
schedules over a period of five years. This will extend the Project
Assistance Complation Date until August 30, 1992, giving the Project a seven
year life from the date of initial obligation.

A schedule of major events follows:

ACTIONS DATE
Signing of Cooperative Agreement 7/87
Penny Foundation submits implemention plan  8/87
PIO/T for Research Component 8/87
Project Liaison Officer hired 8/87
PIO/C for Computer Fquipment 9/87
Penny Foundation meets Condition Precedent  9/87
Systems Control Audit 12/87
TA for financial reporting 1/88
Overview report on Registry Operation 6/88
Baseline Survey Completed 3/88
Identification of Alternative

Organizations Study Begins 3/88

Rural Employment and Incame Studies Begins  5/83
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Financing & Land Bank Seminar I 6/88
Financing & Land Bank Feasibility Study

Begins 6/88
Fipancing & Land Bank Seminar II

and Study End 9/89
Regional Offices Opened 10/88
Phase II Registry Study bejins 1/89
Phase II Registry Study Recommerdations 6/89
Motorcycle Purchases 8/89
Follow-up to Baseline Survey Ends 3/90
Final Survey mnds 6/92
Alternative Organization Studies End 6/92
Rural Employment and Income Studies End 6/92

C. Disbursement Procedures

A variety of standard A.I.D. disbursement procedures will be
employed. A.I.D. direct reimbursernent will be normal under the Project for
most of the grant-funded items. 1In additicn, direct letters of commniment
will be utilized for procurement of commodities requiring foreign exchange.

The following table is an illustrative example of the expected
method of implementation and expected method of financing:

Methods of Imolementation ard Financing
(Illustrative examola)

Method of Implementation Method of Financing Approximate Amount
Land purchase -~ CP Direct Reimbursement $ 2,520
Salaries - CP Direct Reimbursement 875
Vehicles - CP&PIC Direct Payment Letter of Commitment 17
Travel Allotments - CP Direct Reirbursement 120
Credit - CP Direct reinbursement 4,338
Project Liaison

Officer - PIO/T Direct Payment 200
Rent - CP Direct Reimbursement 28
Equipment & Misc, - CP Direct Reimbursement 2
System Audit - PSC Direct Payment 5
Computer Equipment - PA Direct Letter of Comnitment 18
Computer/Financial T.A.-PSC Direct Payment 10
Research - PsC Direct Payment 608
Traditional Programs - CP Direct Reimbursement 50

8,791

Contingencies and Inflation 1,209
Total $ 10,000
Code

CP - Counterpart Procedure

PIO/C - Project Implementation Order/Commnodity

PIO/T - Project Implementation Order/Technical Assistance
PSC - Personal Service Contract

PA - Procurement Agent
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D. Prccurement Plan

The Penny Foundation will continue to be responsible for the
purchase of land and local small value equipment financed under the Penny
Foundation Component. Their procurement procedures will be used. USAID will
procure the grant-funded motorcycles for Foundation technicians under a
hlanket origin waiver approved by the Administrator for one wheel drive
motorcycles of 125 cubic centimeter displacement or less. USAID will also
procure the recommended computer equipment and software. USAID can initiate
this procurement without SER/IRM clearance as the life of Project funding for
computer equipment is urder $100,000. It is recommended that USAID use an 8-A
firm to pracure, insure and ship the motorcycles and computer system. The
project also calls for research which may be funded in collaboration with a
regional project. The research entity will make an effort to identify
competent, minority, Jdisadvantaged firms to do sub-contract work. The
research entity will consult the Office of Small and Disadvantajed Business
Utilization for a list of potential contractors. The specifications for the
computer equipment and software were drafted during Project design and appear
as part of the Information System Analysis of the Penny Foundation (see File

Attachment).

USAID will also arrange for the technical assistance planned in the
Research Component of the Project. The contracting way be done in
collaboration with LAC/DR/RD Tenure Security and Land Market Research Project.

E. Evaluation and Monitoring Plan
l. Monitoring

Tne AID Project Liaison Officer will work closely with the
Penny Foundation to assure that Project implementation plans are carried out.
The Mission will hold quarterly Project review meetings with more frequent
meetings if necessary. The Mission Director or his designee will chair the
meetings. Representatives from the Rural Development Support Office and the
Controller's Office will participate. The Project liaison officer will be
responsibla for frequent field trips to confirm the inforination in Penny
Foundation reports and to identify potential problems. Tne Rural Develooment
and Project Developmant and Support Offices will draft and review the
semi-annual Project Progress Report which will be sent to AID/W.

The Penny Foundation will submit quarterly progress reports to
USAID, one week after the close of the reporting quarter, using a form
supplied by USAID. The Foundation also will submit, as a part of the progress
reports, cuarterly copies of the internal management reports on financial
planmning and cash flew analyses specified in the Financial and Economic
Analysis. The U3AID Project liaison officer and financial analysts in
USAID/Guatemala's Controller Office will review these documents to ensure that

the program avoids cash deficits.
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USAID is requiring that the Foundation revise the form used to
evaluate property offered for sale. The revised form should build on that
currently used by the Foundation but should be standardized so that data are
entered on a computerized data base file. For those farms which wers not
purchased, the file will state the reason(s) no purchise was made, the point
at which the decision was made or the deal broke down, and the individual(s)
involved in the decision. These data will be maintained on a current file at
the Founiation and the Project liaison officer will be responsible for
reviewing them at least semi-annually for evidence of partiality or fraud in
the use of funds for land purchase. The design team recommends that the
Project liaison officer or a consultant contracted for this purpose, visit
annually a sample of the farms rejected by the Foundation, as an independent
assessment of adherence to criteria.

The Foundation currently submits its entire program to an
annual external audit. This practice will continue and the Land Furchasa/Sale
Program will be included in the audit. The audit will include a special
report on the financial status of the Cooperative Agreement, including AID and
counterpart contributions, the budget status (incomz, expenditures, figures
budgeted, expended and piveline) and an opinion on the Grantee's compliance
with the conditions and covenants contained in the Cooperative Agreeinent.

The audit will also make an appropriate allowance for Jdoubtful accounts for
the production and land credit. In the early years of the Project, this
allowance will be set at five percent of the production credit receivable and
one-half a percent of the outstanding receivable for land. This allowance
will be adjusted up or down towards the end of the Project based on the
Foundation's uncollectible experience.

The analysis of the Foundation Information Systems undertaken
as a part of the project design indicates that the accounting system should be
evaluated pericdically to determine if the financial control and informational
reeds of the program are being met. A consultant should be contracted at the
eid of 1983 to make this assessment, to decide if changes are needed in the
financial accounting package and to recommend if further assessments are
advisable. A fund of $100,000 is budjeted for tecnnical assistance for the
Penny Foundation in is-citutional and financial management.

Monitoring of the research and evaluation component of the
project will be specified in the PIO/Ts prepared for the various studies.

2. Evaluation

The baseline survey and on-going evaluation of the Penny
Foundation program are a separate component of this project. The research
component is justified not only as an evaluation of the Project but also to
document and evaluate the land market approach to improving small farmer
access to land.
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The research design, outlined in Annex H, provides for a
baseline survey at the initiation of the current project of a sample of Penny
Foundation farms ana beneficiaries with follow-up surveys in years three and
five together with case studie. of selected farm units, concentrated in
alternate years, and an on—going wonitoring of institutional changes in the
Penny Foundation. A sample of campesinos from other organizations or
communities in the Penny Foundation regions will be surveyed as a control
group for the Penny Foundation survey. This design will allow both cross
sectional and longitudinal analyses. The program managers at the Penny
Foundation have expressed interest in cooperating with and participating in
this on—going evaluation. The Foundation's computer
databases on the beneficiaries and the farms are being prepared, in part, with
the intention of having them available for these studies.

The baseline and follow-up surveys will evaluate the effect of
the program on beneficiaries in terms of income and standard of living and on
the farms in terms of production and productivity. In addition, an important
objective of the project is to provide the means for tne Penny Foundation
project to become a self-sustaining, viable program which can continue to
purchase and sell land after USAID funding ends in 1992. The evaluation will
examine progress toward this goal in terms of the orjanizational, financial,
and information management aspects of the program. This institutional
analysis will occur at the same time as the surveys so that the Mission can
provide technical assistance if nezded. The specific issues of concern for
the three levels of analysis in the evaluation (beneficiary, farm,
organizational) are discussed in Annex H.

The baseline survey arnd on-going evaluation could be carried
out in collaboration with the LAZ/DR/RD Regional Project (5983-0638), Tenure
Security and Land Market Research. Collaboration with this project will not
only assure access to the expertise and financial resources of the rejional
effort but also will assure comparability to land-related research elsawhere
in the rejgion. This comparability will allow a more general evaluation of the
land market approach to improving land access. The regional project also will
be a tool for publicizing the Guatemala program among other USAID missions.

F. Conditions, Covenants and Negotiating Status

The original Project Authorization and amended authorization
pertained to the $2 million of Phase II of the Project. The amended
authorization for an additional $8.5 million will include a condition
precedent and covenant as described below. The covenant will replace Section
5.c. of the original Fioject Authorization dated August 30, 1985.

1. Oonditions Precedent
Except as AID may otherwise agree in writing:

Prior to any disbursement of Project funds in excess of $2
million under the Penny Foundation component, or the issuance of any
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commitment documents under the Agreement with the Penny Foundation, the Penny
Foundation will furnish in form and substance satisfactory to AID: a) a
detailed description of its farm parchase evaluation process, and a standard
format it will use to evaluate farm offers indicating the evaluation criteria
used and those responsible for approving or rejecting an offer, and o) a
time-phased staffing plan for all Penny Fourdation offices involved in the
Project, indicating those assigned to project work, those being hired, those
to b2 hired within this year and possible future staffing needs.

2. Covenants

The Periny Foundation shall covenant that, unless A.I.D
otherwise agrees in writing, it will: demonstrate a mutual concern for
broad-based local membership by 1n1t1at1ng and maintaining fund-raising
activities and membership drives in good faith;

Utilize the reflows of A.I.D money from the land sales and
credit recuperatlons for the land purchase program in such a way as to
maintain or increase the level of land purchases and beneficiary sales for at
least five years after the Project Assistance Completion Date.

3. Negotiating Status

The Project design for an expanded Commercial Land Market
Project has been jointly developed with memoers of the Penny Foundation. The
Foundation and the Project Design Commnittee agree on all aspects of the
Project except for one. Tne Foundation would prefer that AID funds be
re-allocated to cover vehicle maintenance and gasoline expenses of the larnd
purchase program. The estimated cost would be $175,000 for tne life of the
Project. The Foundation would prefer to increase its counterpart contribution
for production credit, reduce the AID allocation by an equivalent amount and
transfer this to a classification for vehicle maintenance and gasoline.
Although the amount is a small percentage of the Project total, the Project
Design Committee opposed AID payment for vehicle maintenance and gasoline as
the paperwork and wmonitoring involved for the numerous small value
transactions in burdensome on USAID project and staff offices. The Project
Design Committee assured the Penny Foundation that the issue was still open

for negotiation.

3173R
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5C(1) - COUNTRY CHECKLIST

Listed below are statutory
criteria aplicable to: (A) FAA
funds generallv; (b)(1l)
Development Assistance funds only:
or (b)(2) the Economic Support
Fund only.

A. GENERAL CRITERIA FOR COUNTRY
ELIGIBILITY

1. FY 1987 Continuing
Resolution Sec. 526. Has
the President certified to
the Congres that the
government of the
recepient country is
failing to take adequate
measures to bprevent
narcotic drugs or othe:i
controlled substances
which are cultivated,
produced or processed
illicity, in whole or in
part, in such country,
from being sold illegally
within the jurisdiction of
such country to United
States Government
personnel or their
dependents or from
entering the United States
unlawfully?

2. FAA Sec. 481(h). (This
provision applies to
assistance of any kind
provided by grant, sale,
loan, lease, credit,
guaranty, or insurance,
except assistance from the
Child Survival Fund or
relating to international
narcotics control,
disaster and refugee
releif, or the provision

ANNEX I/A
Page 1 of 20

The President has not so
determined. Guatemala does
take adequate steps to
prevent narcotics traffic.

The President has not so
detemined.



of food or medicine.) If
the recipient is a "major
illicit drug producing
country" (defined as a
country producing during a
fiscal year at least five
metric tones of opium or
500 metric tons of coca or
marijuana) or a "major
drug-transit country"
(defined as a country that
is a significant direct
source of illicit drugs
significantly affecting
the United States, through
which such drugs are
transported, or through
which significant sums of
drug-related profits are
laundered with the
knowledge or complicity of
the government), has the
President in the March 1
Internal Narcotic Control
Strategy Report (INS3CR)
determined and certified
to the Congress (without
Congressional enactment,
within 30 days of
continuous session, of a
resolution disapproving
such a certification), or
has the President
determined and certified
to the Congress on any
other date (with enactment
by Congress of a
resolution approving such
certification), that (a)
during the previous year
the country has cooperated
fully with the United
States or taken adequate
steps on it3s own to
prevent illicit drugs
produced or processed in

ANNEX I/A
Page 2 of 20



or transported through
such country from being
transported into the
United States, and to
prevent and punish drug
profit laundering in the
country, or that (b) the
vital national interests
of the United States
require the provision of
such assistance?

Drug Act Sec. 2013. (This
section applies to the
same categories of
assistance subject to the
restrictions in FAA Sec.
481(n), above.) If
recipient country is a
"major illicit drug
producing country" or
"major drug-transit
country" (as defined for
the purpose of FAA Sec
481(h), has the President
submitted a report to
Congress listing such
country as one (a) which,
as a matter of government
policy, encourages or
facilitates the production
or distribution of illicit
drugs; (b) in which any
senior official of the
government engages in,
encourages, or facilitates
the production or
distribution of illegal
drugs; (c) in which any
member of a U.S.
Government agency has
suffered or been
threatened with violence
inflicted by or with the
complicity of any
government officer; or (d)

The President has not
submitted a report to
Congress listing such
country.

ANNEX I/A
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which fails to provide
reasonable cooperative to
lawful activities of U.S.
drug enforcement agents,
unless the President has
provided the required
certification to Congress
pertaining to U.S.
national interests and the
drug control and criminal
prosecution efforts of
that country?

FAA Sec. 620(c). 1If
assistance is tc a
government, is the
Government liable as
debtor or unconditional
guarantor on any debt to a
U.S. citizen for goods or
services furnished or
ordered where (a) such
citizen has exhausted
available legal renedies
and (b) the debt is not
denied or contested by
such government?

FAA Scc. 620(e)(1). If
assistance is to a
government, has it
(including any government
agencies or subdivisions)
taken any action which has
the effect of
nationalizing,
expropriating, or
otherwise seizing
ownership or control of
property of U.S. citi -ens
or entities beneficially
owned by them without
taking steps to discharge
its obligations toward
such citizens or entities?

No

N/A

ANNEX I/A
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FAA Secs. 620(a), 620(f), No
620D; FY 1987 Continuing
Resolution Secs. 512,

560. Is recipient country
a Communist country? If
so, has the President
determined that assistance
to the country is
important to the national
interests of the United
States? Will assistance
be provided to Angola,
Cambodia, Cuba, Iraq.
Syria, Vietnam, Libya, or
South Yemen? Will
assistance be provided to
Afghanistan without a
certification?

FAA Sec. 620(3j). Has the No
country pernitted, or

failed to take adequate

measures to prevent,

damage or destruction by

mob action of U.S.
property?

FAA Sec. 620(1). Has the No
country failed to enter

into an investment

guaranty agreement with

OPIC?

FAA Sec. 620(0); N/A
Fishermen's Protective Act
of 1967 (as amended) Sec.
5. (a) Has the country
seized, or imposed any
penalty or sanction
against, any U.S. fishing
vessel because of fishing
activities in
international waters? (b)
If so, has any deduction
required by the
Fishermen's Protective Act
been made?

ANNEX I/A
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10. FAA Sec. 620(g); FY 1987
Continuing Resolution Sec.

518. (a) Has the
government of the
recipient country been in
default for more than six
months on interest or
principal of any loan to
the country under the
FAA? (b) has fche country
been in defaul't for more
than one year ‘on interest
or principal on any U.S.
loan under a program for
which the FY 1876
Continuing Resolution
appropriates “unds?

11. FAA Sec. 620(s5). If
contemplated assistance is
development loan or from
Economic Support Fund, has
the Administrator taken
into account the percent
of the coun:ry's budget
and amount /of the
country's foreign exchange
or other ry¢sources spent
on militar) equipment?
(Referencef may be made to
the annual} "Taking Into
Considerafion" memo: "Yes,
taken intp account by the
Administrfitor at time of
approval />f Agency OYB."
This apprbval by the
Administrfator of the
Operatiogal Year Budget
can be tlle basis for an
affirmatgve answer during
the fischl year unless
significhaint changes in
circums?&nces occur. )

12, FAA Sec! 620(t). Has the
country severed diplomatic
relations with the United

N/Aa

N/A

No

ANNEX I/A
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13.

14.

15.

States? If so, have
relations been resumed and
have new bilateral
assistance agreements been
negotiated and entered

into since such resumption?

FAA Sec. 620(u). What 1is
the payment status of the
country's U.N.
obligations? If the
country 1is in arrears,
where such arrearages
taken into account by the
A,I.D. Administrator 1in
determining the current
A.I.D. Operating Year
Budget? (Reference may be
made to the Taking into
Consideration memo.)

FAA Sec. 620A. Has the
President determined that
the recipient country
grants sanctuary from
prosecution to any
individual or group which
has committed an act of
international terrorism or
otherwise supports
international terrorism?

ISDCA of 1985 Sec.
552(b). Has the Secretary
of State determined that
the country is a high
terrorist threat country
after the Secretary of
Transportation has
determined, pursuant to
section 1115(e)(2) of the
Federal Aviation Act of
1958, that an airport in
the country does not
maintain and administer
effective secutiry
measures?

ANNEX I/A
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Country is not delinquent.

The President has not so
determined.

No
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16. FAA Sec. 666(b). Does the No
country object, on the
basis of race, religion,
national origin or sex, to
the presence of any
officer or emplovee of the
U.S. who is present in
such country to carry out
economic development
Programs under the FAA?

17. FAA Secs. 669, &70. flas No
the country, after August
3, 1977, delivered to any
other country or received
nuclear enrichment or
reprocessing equipment,
materials, or technology,
without specifieq
arrangements or
safequards, and without
special certification by
the President? lHas it
transferred a nuclear
explosive doevice to a
non-nuclear weapon state,
or if sucii a state, either
received or detonated a
nuclear explosive device?
(FAA Sec. 620E permits a
special waiver of Sec. 669
for Pakistan.)

18. FAA Sec. 670. If the No
country is a non-nuclear
weapon state, has it, on
or after August 8, 1985,
exported (or attempted to
export) illegally from the
United States any
material, equipment, or
technology which would
contribute significantly
to the abilitv of a
country to manufacture a
nuclear explosive device?




19.

20.

ISDCA of 1981 Sec. 720.
Was the country
represented at the Meeting
of Ministers of Foreign
Affairs and Heads of
Delegations of the
Non-Aligned Countries to
the 36th General Assembly
of the U.N. on Sept. 25
and 28, 1981, and failed
to disassociate itself
from the communiaue
issued? If so, has the
President taken it into
account? {Reference may
be made to the Taking into
Consideration memo.)

FY 1987 Continuing
Resolution Sec, 528. Has
the President to have
engaged in a consistent
pattern of ovposition to
the foreiqgn policy of the
United States?

FY 1987 Continuing
Resolution Sac. 513. las
the duly elected ilead of
Government of the country
been deposed by military
coup or decree?

FUNDING SOURCE CRITERIA FOR

COUNTRY FLIGIBITLITY
l. Development Assistance

Country Criteria

FAA Sec. 116. Has the
Department of State
determined that this
government has engaged in
a consistent pattern of
gross violations of
internationally recognized

ANNEX I/A
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Guatemala was not present at

the meeting.

No

No

No determination has been
made regarding gross
violation of human rights,

N



human rights? If so, can
it be demonstrated that
contemplated assistance
will directly benefit the
lLeedy?

Economic Support Fund
Country Criteria

FAA Sec. 520B. Has it
been determined that the
country has engaged in a
consistent pattern of
gross violations of
internationally recognized
human rights? If so, has
the President found that
the country made such
significant improvement in
its human rights record
that furnishing such
assistance is ip the U.S.
national interest?

8117cC/8139cC

N/A

ANNEX I/A
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FAA Sec. 209. TIs project susceptible
to execution as part of regional or
multilateral project? If so, why is
proiject not so executed? Information
and conclusion whether assistance
will encourage regional development
programs.

FAA Sec. 601(a). Information and
conclusions on whether projects will
encourage efforts of the country to:
(a) increase the flow of
international trade: (b) foster
private initiative and competition:
(c) encourage development and use of
cooperatives, credit unions and
savings ard loan associations; (d)
discourage monopolistic practices:
(e) improve technical efficiency of
industry, agriculture and commerce;
and (f) strengthen free labor unions.

FAA Sec. 601(b). Information and
conclusions on how project will
encourage U.S. private trade and
investment abroad and encourage
private U.S. participation in foreign
assistance program (including use of
private trade channels and the
services of U.S. private enterprise).

ANNEX I/A
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The Research Component of the Project
may be executed as part of a regional
Project.

(a) Some of the agricultural
commodities grown by the Project's
beneficiaries will be sold on
international markets. (o) The Project
transforms farm laborers into farm
owners, creating entrepeneurs. (c) The
Project does not specifically
encourage the development of
cooperatives or savings and loans.

The beneficiaries, however, will be
free to participate with existing
cooperatives or create their own. (d)
The Project attempts to resolve a land
tenure (olipology) problem. Land in
Guatemala is unevenly distributed with
most of the fertile aranle iland
concentrated in the hands of a small
percentage of the rural population.
(e) The Project provides technical
assistance to assure that the
beneficiaries are cultivating farms.
with the most efficient technology.
(£) No effect is anticipated.

The Research component will probably
be contracted out to a US University.

(A0



10.

ll.

12.

FAA Secs. 612(b), 636(h). Describe
steps taken to assure that, to the
maximum extent possible, the country
is contributing local currencies to
meet the cost of contractual and
other services, and foreign
currencies owmed by the U.S. are
utilized in lieu of dollars.

FAA Sec. 612(d). Does the U.S. own
excess foreign currency of the
country and, if so, what arrangements
have been made for its release?

FY 1987 Continuing Resolution Sec.
521. If assistance is for the
production of any commodity for
export, is the commodity likely to be
in surplus on world markets at the
time the resulting productive
capacity becomes operative, and in
such assistance likely to cause
substantial injury to U.S. producers
of the same, similar or competing
commodity?

FY 1987 Continuing Resolution Sec.
558. (as interpreted by conference
report). If assistance is for
agricultural development activities
(specifically, any testing or
breeding feasibility study, variety
improvement or introduction,
ccnsultancy, publication, conferernce,
or training), are such activities (a)
specifically and principally designed
to increase agricultural exports by
the host country to a country other
than the United States, where the
export would lead to direct
competition in that third country
with exports of a similar commodity
grown or produced in the United
States, and can the activities
Yeasonably be expected to cause
substantial injury to U.S. exporters
of a similar agricultural commodity:
or (b) in support of research that is
intended primarily to benefit U.S.
producers?

ANNEX I/A
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The Project counterpart is a
non-profit organization which will
only use local currency to meet its
Project obligations.

N/A

ot



13.

14.

FY 1987 Continuing Resolution Sec.
559. Will the assistance (except for
programs in Caribbean Basin
Initiative countries under U.S.
Tariff Schedule "Section 807," which
allows reduced tariffs on articles
assembled abroad from U.S.-made
components) be used directly to
procure feasibility studies,
prefeasibility studies, or project
profiles of potential investment in,
or to assist the establishment of
facilities specifically designed for,
the manufacture for export to the
United States or to third country
markets in direct competition with
U.S. exports, of textiles, apparel,
footwear, handbags, flat goods (such
as wallets or coin purses worn on the
person), work gloves or leather
wearing apparel?

FAA Sec. 118(c). Does the assistance
comply with the environmental
procedures set forth on A.I.D.
Regulation 16? Does the assistance
place a high priority on conservation
and sustainable management of
tropical forests? Specifically, does
the assistance, to the fullest e.:tent
feasible: (a) stress the importance
of conserving and sustainably
managing forest resources; (b)
support activities which offer
employment and iricome alternatives to
those who otherwise would cause
destruction and loss of forests, and
help countries identify and implement
alternatives to colonizing forested
areas: (c) support training programs,
educational efforts, and the
establishment or strengthening of
institutions to improve forest
management; (d) help end destructive
slash-and-burn agriculture by
supporting stable and productive

ANNEX I/A
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Yes. An Initial Envircnmental
Examination made a negative
determination.

(a) The Project does not anticipate
management of forests.

(b) Project provides underutilized
farm land to the landless, reducing
pressure on the landless to slash and
burn virgin tropical forests.

(c) The Project does not anticipate
training in forest management.

(d) Project provides underutilized
land to landless laborers, reducing
the pressure on the landless to slash

oV



15.

farming practices; (e) help conserve
forests which have not yet been
degraded. by h2lping to increase
production on lands already cleared
or degraded; (f) conserve forested
watersheds and rehabilitate those
which have been deforest :d; (g)
support training, research, and other
actions which lead to sustainable and
more environmentally sound practices
for timber harvesting, removal, and
processing; (h) support research to
expanding knowledge of tropical
forests and identify alternatives
which will prevent forest
destruction, loss, or degradation;
(i) conserve biological diversity in
forest areas by supporting efforts to
identify, westablish, and maintain a
representative network of protected
tropical forest ecosystems on a
worlwide basis, by making the
establishment of protected areas a
condition of support for activities
involving forest clearance or
degradation, and by helping to
identify tropical forest ecosystems
and species in need of protection and
establish and maintain appropriate
protected areas; (j) seek to increase
the awareness of U.S. government
agencies and other donors of the
immediate and long-term value of
tropical forests; and (k) utilize the
resources and abilities or all
relevant U.S. government agencies?

FAA Sec. 119(g)(4)-(6). Will the
assistance (a) support training and
education efforts which improve the
capacity of recipient countries to
prevent loss of biological diversity:
(b) be provided under a long-term
agreement in which the recipient
country agrees to protect ecosystems
or other wildlife habitats; (c)
support efforts to identify and

ANNEX I/A
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and burn virgin tropical forests.
(e) The Project helps to increase
production on lands already cleared or
degraded.

(£) The Project in some instances
plants permanent tree crops on
degraded hillsides, improving
watershed management.

(g) The Project does not anticipate
training or other actions to improve
timber harvesting.

(h) The Project does not anticipate
tropical forest research.

(i) The Project does not anticipate
virgin tropical forest clearance or
degradation.

(j) The Project will not increase
awareness of long-term value of
tropical forests.

(k) N/A

(a) No.

(b) No.

(c) No.



le.

17.

survey ecosystems in recipient
countries worthy of protection; or
(d) by any direct or indirect means
significantly degrade national parks
or similar protected areas or
introduce exotic plants or animals
into such areas?

FAA 121(d). 1If a Sahel project, has
a determination been made that the
host government t.as an adequate
system for acocounting for and
controlling receipt and expenditures
of project funds (either dollars or
local currency generated therefrom)?

FY 1987 Continuing Resolution Sec.
532. 1Is disbursement of the
assistance conditioned solely on the
basis of the policies of any
multilateral institution?

B. FUNDING CRITERIA FOR PROJECT

l.

Development Assistance Project
Criteria

a. FAA Secs. 102(b), 111, 113,
28l(a). Describe extent to which
activity will (a) effectively
involve the poor in development by
extending access to economy at
local level, increasing
labor-intensive production and the
use of appropriate technology,
dispersing investment from cities
to small towns and rural areas,
and insuring wide participation of
the poor in the benefits of
development on a sustained basis,
using appropriate U.S.
institutions: (b) help develop
cooperatives, especially by
technical assistance, to assist
rural aad urban poor to help
themselves toward better life, and
otherwise encourage democratic

ANNEX I/A
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(d) No.

N/A

(a) The Project will provide the rural
poor with access to buy and farm land
using the technology most appropriate
for the geographic area and crop.

(b) The Project provides the landless
with access to land and an opportunity
to improve their lives. The Project
also encourages democratic community
organizations to develop and monitor
public services such as schools.



private and local governmental
institutions; (c) support the
self-help efforts of developing
countries; (d) promote the
participation of women in the
national economies of developing
countries and the improvement of
women's status; and (e) utilize and
encourage regional cooperation by
developing countries.

103, 103a, 104, 105, 106,
Does the project fit the

FAA Secs.
120-21.

criteria for the source of funds

(functional account) being used?

FAA Sec. 107. 1Is emphasis placed on
use of appropriate technology
(relatively smaller, cost-saving,
labor-using technolojies that are
generally most appropriate for the
small farms, small businesses, and
small ircomes of the poor)?

FAA Secs. 110, 124(d). Will the
recipient country provide at least 25
percent of the costs of the program,
project, or activity with respect to
which the assistance is to be
furnishel (or is the latter
cost-sharing requirement being waived
for a "relatively least developed"
country)?

FAA Sec. 128(b). If the activity
attempts to increase the
institutional capabilities of private
organizations or the government of
the country, or if it attempts to
stimulate scientific and
technological research, has it been
designed and will it be monitored to
ensure that the ultimate
beneficiaries are the poor majcrity?

ANNEX I/A
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(c) The Project is a self-help
effort. The beneficiaries raise their
standard of living through their own
hard work.

(d) Women benefit from the Project as
members of families. The Project also
has a couple of instances of single
women with families owning and
operating farm plots.

(e) The Project's Research Component
will be carried out in collaboration
with a Latin America Regional Project.

Yes.

Project emphasizes the technology
appropriate for the geographic terrain
and crop.

Counterpart organization will provide
25 percent of the total Project cost.

The Project is designed to select
beneficiaries from the poor majority.



f'

FAA Sec. 2Bl(b). Describe extent to
which program recognizes the
particular needs, desires, and
capacities of the people of the
country; utilizes the country's
intellectual resources to encourage
institutional development; and
supports civil education and training
in skills required for effective
participation in governmental
processes essential to
self-government.

FY 1987 Continuing Resolution Sec.
540. Are any of the funds to 2e used
for the performance of abortions as a
method of family planning or to
motivate or coerce any person to
practice abortions?

Are any of the funds to be used to
pay for the performance of
involuntary sterilization as a method
of family planning or to coerce or
provide any financial incentive to
any person to undergo sterilizations?

Are any of the funds to be used to
pay for any biomedical research which
relates, in whole or in part, to
methods of, or the performance of,
abortions or involuntary
sterilization as a means of family
planning?

FY 1987 Continuing Resolution. Is
the assistance being made available
to any organization or program which
has been determined to support or
participate in the management of a
program of coercive abortion or
involuntary sterilization?

If assistance is from the population
functional account, are any of the
funds to be made available to
voluntary family planning projects
which do not offer, either directly
or through referral to or informaticn
about access to, a broad range of
family planning methods and services?

ANNEX I/A
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The Project recognizes the need to
resolve land tenure problems.



i.

FAA Sec. 601(e). Will the project
utilize competitive selection
procedures for the awarding of
contracts, except wnere applicable
procurement rules allow otherwise?

FY 1987 Continuing Resolution. How
much of the funds will be available
only for activities of economically
and socially disadvantaged
enterprises, historically black
colleges and universities, and
private and voluntary orjanizations
which are controlled by individuals
who are black Americans, Hispanic
Asericans, or Native Americans, or
Who are economically or socially
disadvantages (including women)?

FAA Sec. 118(c)(13). If the
assistance will support a program or
project significantly affecting
tropical forests (including projects
involving the planting of exotic
plant species), will the program or
project (a) be based upon careful
analysis of the alternatives
available to achieve the best
sustainable use of the land, and (b)
take frll account of the
environmental impacts of the proposed
activities on biological diversity?

FAA Sec. 118(c)(14). Will assistance
be used for (a) the procurement or
use of logging equipment, unless an
environmental assessment indicates
that all timber harvesting operations
involved will be conducted in an
environmentally sound manner and that
the proposed activity will produce
positive economic benefits and
sustainable forest management
systems; or (b) actions which
significantly degrade national parks
or similar protected areas which
contain tropical forests, or
introduce exotic plants or animals
into such areas?

ANNEX I/A
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Yes.

About $35,000 will be available for
procurement. The only other foreign
exchange expenditures will probably be
contracted through social research
organizations in the U.S.

N/A

(a) No.

(b) No.



FAA Sec. 118(c)(15). Will assistance

be used for (a) activities which (a) No.
would result in the conversion of

forest lands to the nearing of

livestock; (b) the construction, (b) No.
upgrading, or maintenance of roads

(including temporary haul roads for

logging or other extractive

industries) which pass through

relatively undergraded forests lands;

(c) the colonization of forest lands; (c) No.
or (d) the construction of dams or (d) No.
other water control structures which

flood relatively undergraded forest

lands, unless with respact to each

such activity an environmental

assessment indicates that the

activity will contripute

significantly and directly to

improving the livelihood of the rural

poor and will obe conducted in an
environmentally sound manner which

Supports sustainable development?

3249R/3254R
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Narrative Summary

GOAL: Greater participation by

Quatemzla's rural poor in sustained,

real economic growth

SUBGCAL: To increase the cumlative

value of ajriculture through a
program of better land utilization

PURPCSE: To establish and expand
the Penny Foundation's voiuntary
land purchase/sate progran as a
self-suporting activicy capable
of 1ncreasing arricultural
prodostivity and incones of thws
tural poor, and to wentaty and
and promte aiittionil 1matrunents
O InCrease productlon and

reduce pressure on agricultural
land.

LOG FRAMEAORK MATRIX
OXIMERCTIAL [AND PUKRCHASE PRQJECT

Objectively Verifiable Indicators

3.5 zercent real annual growth per
annum for Guatemala

2.5 percent (~crease in rural poverty

$322.7 million of real value-udded
in Ajriculture by 1989

50% 1ncrease in production of
anderutiliziai land rooght and
s0ld by the Penny Foundation

Positive cash flow for Penny Foundation
starting in 1992 fram annual [urchaseg
of 1,350 har., gui uale [FIN Y

farm purcers o bl letary tamilies

et average farm inconcs of $3200 per
annum 1n constant 1977 currency in the
third year from date of purchase for the
rural poor participating in the Penrny
Founddstion projran

Methods adenritieg to expeiite
processing of poarcels,

tieeds, goais, teasibility and method
1dentitied for reform of Rejistery.

Instituticns and/oq financial
MEChanions adentitis=d Lo ese blish
lory term firancing for smil. and
Wb farm purctuses and design of a
follo —in project

3 adiitong] Dranlzatlons
l2entit st and contucted to nanage
Projoans lise the fenny Fourvlation

Polizy and project Lmplications
of wdersified 1ram studles of at
least 2 atiwzional land-related
problems

Mrans of verification

IBKD Qountry Reports
ational Qensus
tutional Bank Reports
Mission fural Income
hotion Plan

Projram revurds

Title statistics

Haseline data &
evaluation

Audited Finuncial state-
menes

Quarterly Progress
fe-aores
Finaznciel records

Statistical survey
Projuect evaluarion
Coop records
Mortgage and credit
paynent records

ferpores sutmitted to AID

Assumptions

Political enviromment remains
open and democratic

GOG will maintain policies which
proaote exports and private investment
GX5 and other donor funding available
Adequate land availability

Lard prices not subject to hyper
inflaticn and/or speculation

Adequate pricing policies and prices
for small farmer products

Preliminary hypothesis tiat other

viable organizacmns/altemativm;
proves true

Y/I1 XANNY
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Clearly defined GOG lapg policy and

Governmental policy Bmpirical study will lead to
program exists

Statement and program rational decision making
funding

Policy recommendations made Presidential directives
regarding real estate registration and Ministry directives
titling Legislation

OUTPUTS:

1. Penny Foundation

Farm Extension Services 48 technicians, 12 agronomists - 1992

Credit $4,370,000

Land 9,000 Has. purchased and diversified
Penny Foundation Staff 11 staff - 1992

Vehicles - Motorcycles 35

Office equipment

$2,000 small value office equipment
Computer egquipment and software 1 system

2. Res=2arch

Penny Foundation Study 1 Audited financial statements Inputs are available in a
Land Ragistry Study 1 Quarterly project progress timely fashion
External Financing Study 1 reports
Alternatives Study 1
INPUTS: (US$000)
PRIOR
1. Penny Foundation OBL AMND
Land Purchase 900 1,620 AID dishursement records
Farm Management 280 442 Penny Foundation Cash hkeceipts
Credit 450 3,838 and Disbursement Journals
hininistration 170 933
Contingencies 150 639
Inflation 50 223
2. Fesearch
Penny Foundation Study 285
kejistry Study 80
External Firancing 92
Alternacives & Addns 151
Contingencies 71
Inflation 71
‘M™ral $2,000 $8,500

3220R
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O PERCIAL LAND MARKETS 19 87 19 &8 19 €9 19 90 19 91 19 92 ALL YEARALL YEARALL YEAR
DISEURSEMEXNT SQHEIULE BY YEARS:
(U.S. s000) A.1.D. P.F. A.I.D. P.F. A.I.D. P.F. A.1.D. P.F. A.I.D. P.F. A.I.D. P.F. A.1I.D. P.F. TOTAL
PEXNY POOIDATION QUMPONENT
LAND PURCHASE/SALE
CASH PURGASE OF LAND 404 608 644 632 232 2,520 2,520
CERTIFICATE PRINCIPAL PAYRME 322 451 542 585 1,500 1,9
CERTIFICATE 1NTEREST PAYMEN 110 139 160 176 585 585
FARM MANALEMN
SALARIES 74 148 186 177 0 35 585 35 62
VEHICLES 11 16 6 8 16 25 17 65 82
TRAVEL ALLODMENTS 13 27 34 40 6 120 120
PRODUCTION (REDIT LOAS 709 1,038 1,432 1,159 4,338 4,338
ADMINISTRATIVE COSTS
SALARLES 28 82 87 87 6 290 290
AID PROJECT LIAISON 150 150 150 150 600 O8]
RENT — FECIONAL OFFICES 8 8 8 4 28 28
BT ENT & MISC ~ REGIONAL 2 2 2
INTEES AL ORIIROL ALDIT 5 5 5
QA EUTER EQUIPRENT 28 28 24
TRADITIOAL FROGRAMS 50 183 183 183 183 183 50 915 965
INSTNL TA AD TRAINING 30 30 30 10 100 10D
INFLATIGN 278 278
OONTING2ICIES 789 789
QrPOENT SUBIOTAL 1,336 0 2,098 183 2,582 631 2,269 781 398 936 0 969 9,750 3,500 13,250
RESEARCH QO PONENT
RESEARQI TEQINICAL ASSISTAN 59 21 37 8 28 153 153
RESFARQ FXPENSES 75 37 41 10 34 197 197
INIFRANTTORAL TRAVEL 43 13 23 6 18 103 103
DIFECT QSIS 10 6 9 2 S 32 32
OVERHEAD 47 21 27 6 22 123 123
DNFLATION 71 71
CONTINGI2CIES 71 71
QR PONINT SUB1OTAL 0 0 234 0 98 0 137 0 32 0] 107 0 750 0 750
PROJECT 1OTAL 1,336 0 2,332 183 2,680 631 2,406 781 430 936 107 969 10,500 3,500 14,000
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OXMERCIAL LAND MARKETS SOURCE OF FUNDS

5200343 PRICR  PRIOR
SIMARY COST ESTIMATE AI.D. A.I.D. A.I.D. A.I.D. PENNY

(US$00) OBLGAIN OBLGAIN AMNDT  AMNDT  FNDIN  TOTAL

FX IC FX LC
TYPE OF EXPENDITURE

CASH PURCHASE OF LAND 900 1,620 2,520
CERTIFICATE PRINCIPAL PAYME 1,900 1,900
CERTIFICALE IN[EREST PAYMEN 585 585
SALARIFS 400 475 35 510
VEHICLES 17 65 82
TRAVEL ALLOIMENTS 120 120
PRODUCTION CRFDIT LOANS 450 3,888 4,338
ATD PROJECT LIAISON 500 100 600
RENT — REGIOMAL OFFICES 28 28
EQUIPMENT & MISC — REGIONAL 2 2
INTERNAL CONTROL, ALDIT 5 5
ORMPUILR FQUIP 2T & TA 5 23 28
TRADITIONAL PROGRAMS 50 915 965
INSTL TA A TRAINING 100 100
INFLATTON 50 55 240 349
QONTTNCGERCIES 50 100 72 638 860
RESEARCH TECIETCAL ASSISTAN 135 18 153
RESFAR(I! FXNFEXNSES 117 80 197
INTLRANTIONAL THAVEL 103 103
DIRECT Q0S1S 32 32
OVERHFAD 123 123

TOTAL 50 1,950 1,231 7,269 3,500 14,000
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COMMERCIAL LAND MARKETS

520-0343 PENNY RESEARCH TOTAL
COSTING OF PROJECT OUTPUTS/INP FNDTN
(US$000)

AID APPROPRIATED
CASH PURCHASE OF LAND 2,520 2,520
SALARIES 875 875
VEHICLES 17 17
TRAVEL ALLOTMENTS 120 120
PRODUCTION CREDIT I1.0ANS 4,338 4,338
AID PROJECT LIASON 600 600
RENT - REGIONAL OFFICES 28 28
EQUIPMENT & MISC - REGIONAL 2 2
INTERNAL CONTROL AUDIT 5 5
COMPUTER EQUIPMENT 28 28
TRADITIONAL PROGRAMS 50 50
INSTL TA & TRAINING 100 100
INFLATION 278 71 349
CONTINGENCIES 789 71 850
RESEARCH TECHNICAL ASSISTAN 153 153
RESEARCH EXPENSES 197 197
INTERANTIONAL TRAVEL 103 103
DIRECT COSTS 32 32
OVERHEAD 123 123

PENNY FOUNDATION
CERTIFICATE PRINCIPAL PAYME 1,900 1,900
CERTIFIZATL INTEREST PAYMEN 585 585
SALARIES 35 35
VEHICLES 65 65
TRADITIONAL PROGRAMS 915 915

TOTAL 13,250 750 14,000
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EVALUATION OF COMMERCTAL LAND MARKET PROJECT
EXCCUTINE SUMMARY

Begirnning in 1984, the AID mision in Guatemala hac furnded a
Commercial Land Marlet Projeoct carried out by the RPermy
Foundation (Fundacidn del Centave), a private leocal develaopment
argani zat ion., The three willion dollars ivn fimding has pravided
for the purchase of farmlarnd, techrnical aasistance, and
product icn credit as well as coavering part of Lhe Pernmy
Foundatiord s administrative cost to manage the project.  Under
the terms of the nrarnt avreements, the Penny Foundation: (a)
regotiates the piorchase o f farmlarnd on the opern market, paying up
to S5O% in cash at the time of sale and the balance cver a three
to five year period through certificates of guarantec; (W
dividrs the farvm in commerciclly viable, family-sized parcel
(o) selects wligible participants willing to purchase the paronls
arnd capable of maldirng a 10”4 deowrn paveent; (d) finances the =zale
to selected particircarts: and (e) provides technical assiztarce
and production credit for the bime rnecessary for the rew
househnolds to become acquainted with the riew crops and
techralnny. The Perry Foundaticon Land Marvlet MfMroject i= a nmique
effort to provide access to larnd for the rural poor in Guatemala.
The practice «f providing mortgage financing faor farnland
purchases 1s aquite old ire ivedostrialized but has never received
scuppzrt from Latin American goverrnmoents or internaticrnal dornes s

S

urnt il rioae.

The praoject is important to AL I.D., as thm Policy
Determinativn on Land Ternoe (PD-13, May 3, 1986) =tates that
"A.1.D. will alsa support programs that broader the spnoectonity
for accesz to agricoltwral land, promcte tervue security and
stinulate produactive naes of land to amelicrate the baricrs to
market ontry that exist in scome LDCs."  Further, ACT.D. is
prepared to acsist countries in land marvet programs that (&)
promﬁte Lran=sactions hotween willinng buyers and sellena; (h)
promate trarsactione which ~eocor o ecornonic naing ) allow foos
the wide disscmination of the opportunity to buy the lawnd; (o)
land terare is sufficiently secure so that land trancacticns can
ocour.

The Permy Foundat jor Prmiect is the first and onlv such
activity curvently sopported hy NL 10D, in the woeld. Othey
courdries and interratiornal dernoes are watchinn the meciect’ s
dovelopmrri arel rocl b= wikth the idea of inplemontinn ~imi Tae
projects tn o obher coanbr e, Moy Guatemala, the praiccet
reprosents the only of Cort cbhor than cclonmization to address the
land dictribaticy problem which has resulted (v inefficiont
recoarce nne. A aleownd incogae distritbnt ioon, and inadegoate
perfoocmances by the agricoltnal sectme,

The Moviviy Fourndoaticay art s ac hy=biey £ Fhin negab T sk ann o

A1l firmancial aspects of the Tand pacehare and cale. IRTaR IR Raliist
haredlo the fravicactivarm wi bty She Feomadat i.as divectly rathey by
a m~oup s 7 petornttal o hoveyee, Tri ef foct, the Feandats - bheesmoes

cwner af the peopoebyy paying the =aller 0% of the pminchase
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price in cash, with the balance covered by guarantee certificates
payable over 5 years at 9% interest. After parceling the land
the Foyndaticn re-sells it to individual peasarnt farmers with a
10Z down payment and 10 year mortgages at 12%4 interest.

The Foundation, fourded in 13962 by Sam Greere, is a
Guatemalan private rion-prafit organization dedicated to riyral
develcpment. Histcricalay it has promcoted a variety of programs
includirng agricultural credit, education, housing and small
enterprise. Furnds have come both from menber denaticns and fram
international dorneors. The commercial land market praject is
currently the largest preogram of the Foundation, and the praject
director is a university trained agroncmist. In additicn tn
office support staff, the project persorrmel include 2 other
agroncnists who are responsible fFor marnaging farms purchased in
three regiorns of the country, and high-school trained techricians
who live and provide technical ascistance on each farm.

The Fermy Foundaticn to date has purchased 19 farms,
principally for coffee and export vegetable producticon. Nl1though
all of the farms have scome potential, the purchase process counld
be improved by careful ac“ererce tno prurchase criteria,
particularly in purchasing farms for coffee already in production
to pravide inmeciate irncome to beneficiaries for living expenses
and debt repayment. Inproved computer capability is essential to
bettering the farm purchase process.

Both coffee farms, leocated in the rerth and costal regions
of the country, arnd export vegetable farms in the highland area,
are profitable. After a farm is purchas=J4, it 1s surveved ard
analyzed agronomicallv to determine the ntimber and locecaticons of
the land parcels, a process which takes several months. Eoth
types of farms are divided inta land parcels with an area ~f
about 4 manzarmas, wiich has been determined to be an optimum size
farm. Once the parcels are in full, technically sourd
producticon, they are able to praduce o family =vnual income of at
least Q.5000 (32000) .

The program bereficiaries can be grouped into two main
types: farm laborers and small subsisternce farmers. The first
group is mad® up of labsrers who have worked on large farms, have
no land of their own, who are l-ocated around the major coffee-
growing areas of the country and whao nake up the bull of the
bereficiaries aon the program! s coffee farms. The secarnd oroup
are small, Indian farmers with small plots in the hinghlands, many
of whom have already hegue te charnge from purely subeistenrce
farmers depending on corrn and bean crops to cash crop
entreprerours growing 2xpart vegetables in conjuncticon with the
agroexport coaparnies. Nearly all bereficiaries are male heads of
families, averaging 4.1 deperndents, about 35 yrars o)d, with low
Incomes and reo more thor feogs manzanas of their own lard,
although 65% had ro land at all.
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The Feriny Foundation program makes carntact with ozit=vmtial
berieficiaries after purchasivrg a farm in the area. Carcidates
present themsalves, learrn abzut the program, fill out a
guesticrnnaire, and are interviewzad by Foundation persornel,
Potential bereficiaries worl with the farm technical assistarice
personnzl in land preparation activities while the land surveying
is being carried, which helps the Penny Foundation in the
selection process. Finallv, lots are drawn to assign each
beneficiary his parcel, the beneficiary makes his 10% dowr
payment, and the process of transferring a provisicnary title teo
the bereficliary is begur. The beneficiaries may leave the
program at any time witnout penalty, although it is esti ‘ated
that no more than 10% of the beneficiaries have left after
receiving their parcels.

The Feriny Fourdation provides agricultural production
techriical assistance to the beneficiaries, but other costs, such
as producticn costs, housirg, and subsistence expenses, are paid
for by the beneficiaries, who have these expenses added to their
total irdebtedriess to be paid off when the farm is in product ior,
Technical assistance is crucial if the beneficiaries are ta learn
the techrinlogy recessary for cash crop productien. The técnicn,
a high school-trained agricultural technician, lives on the farm
and provides the dey-teo-day technical supervision, while an
agronomist assigned several farms in a region provides overall
supervision.

In general, the Perny Foundation land market program is a
sound one with the potential to make a real centributicon to
solving the rieeds of landless and larnd paor farmers. The program
couid be improved by implemerting the follawing recommendati ons
in the aresas of farm purchase selection, relations with the
bereficiaries, and program crganization.
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Recommendations:

1. Frocedural charges are reeded in the pturchase process to
expedite the rejecticrn or purchase of the farm. The sernond
evaluative visit to a farm being considered for purchase, which
is made by the Foundation general manager and the director of the
Land Furchase Frogram, could he eliminated and the agricultural
engineer erngirneer whao males the initial agronomic evaluation of
the farm could become mare involved in the price negotiation
process.

&.. A series of guidelires, both agronomic and socic—-ecoramic
thould be drawn up ard established as primary criteria fcr the
initial evaluatice of the farm in question. These guidelines
should be sernsitive to the wide set of agraonomic variables
encountered in different areas of the country as well as the
corresponding crop possibilities.

3. If the pragram is to begin a riew phase which includes a
possible exparnsion, it is imperative that reliable ard complete
data are maraged in a responsible and comprehensive marmer
allowing in-depth progress analysis.

4, Both the vegetahle and the coffee farms appear to be
profitable withirn the corntext of this program The FPernny
Foundation is currently exploring alternative crop possibilities
for develaping Montelimar, a farm which does rot fit the profiles
of other Foundaticon farms. By exploring a variety of apticns
this farm can be used by the Fourdation as a preoving ground fooe
expansion beycnd the traditional activities in coffee ard
vegetables,

5. The highlarnds are precisely the area of greatest civil
conflict in recent’years, and the implementation of the Fenny
Foundatior program for prople in this area should help alleviate
the pressures which ler to this conflict. .Baoth the acgnisitieon
of farms for distributicon in the highlands as well as the
purchase of coffes farms where the beneficiaries are primarily
from the highlands shculd be attempted.

E&. The Fourdatiori has purchased beth praducing and nore-proaducing
farms for coffee prooduact iorn. There should be greater emphasis
giveri to pradacing farms, since there is less risk invalved fore
bath the berncficiarins, wha do not have to siurvive three vears
without ivcome, ard e the Foundation, because of the leouer
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teneficiary turnover arnd laclk of need to build the entire
cperaticon from naothing.

7. The guestiornaire used to collect information Ffrom applicants
for selectiorn of berneficiaries is adequate for this purpose, but
the computer capabilities for recording and processing this
informaticon are rudimentary and both the hardware ard software
should be updated.

8. The process of educating bereficiaries about their rights and
responsibilities could be impraoved by preparation ard use of some
form of starndardized infermation packet, either a printed
information sheet or audievisual material which eould be
incorporated into crn—-farm questian and arswer sessicns.

9. The Foundation's flexibility in devising special arrangemernts
for collecticr of the down paynent is inportant to insure that
the internded bereficiaries are served by the program, and it
should be continued.

10, Additiocnmal training and logistical support for the técnicos
in educating kthe bereficiaries abaout credit and in the collection
and accounting of payments.

11. The f¢dzanicos zhould produce wirittern reperts about
beveficiaries who leave which irclude reasons given foir leaving,
time spent in the promgram and how well they seemed to fit the
prograim.

12. The Foundatiorn shaould activelv purswe the housing progran om
the farms in order to alleviate the paoor living conditions which
cause resistance to residivg on the farm and contribute to
bereficiary turnover.

13, The Fourdation's planm to construct cchocls and hive tearhers
on the farm= is an excellent zaluticn to the problem of praviding
educaticn, a pricrity for the bereficiarics if they are to reside
on the rfarm. The program should be exparnded.

14, The Fourndaticm might attempt to establish itls cwn sv~tem aof
health praomotion, perhaps threough a mobil health unit, staffed by
a doctor and roncee and carrying health supplies. The it cold
provide dirent medical services and train local promotore amcong
the bereficiarier. However, to be effective any initiative in
the area »f health ard sanitation should have the active support
of the bereficiaries.

153,  The pronoram weuld berefit greatly by the participaticnm of
sacial worliars to meviitar Lhe pramram’ s progrees toward ite
social noalea, to provide experience in groap dyrnamics neerded to
bruild sucecesafnl Direcktivan and A «onse ~f community, and to
search for additional eonreces of assistarnce for community -

\)
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improvement prograns, The social workers also could procvide
fnportant cournseling and traivirg in haw to use additicoral income
for improvirg livinng standarde, This type of training may be
particularly important in woricing with the women on the farms.

1€. The Fourdaticr's repicral affices should be utilized by the
land marlet program as centers tea identify patential
berneficiaries, to mswvide administrative suppeot (relievinn the
agronomists of mach of the responsiblity of carrying messages
from the capital ta tre farms, providing more direct support to
the tecrnicas in the rec -, assisting in the locgistics «=f
arranging the agrorcmiasta’  farm visits), ard to serve aa training
centers for the tecnichns ‘n the regicr, bath for short courses
and for monthly meeting to discuss praoblems on their farms,

17. Although AID ha= suctnsfully allowed the Perny Fenmdation a
free hand in developirig the program to date, it would seem wise
for AID to oversee the oremgram more carefully as fundinn
increases, particularly iv terms of corntrals orm the program?
finances and in the implemerntaticon ~f information maragement
systems and the stardardized evaluation of farms for purchase.

18. In expanding the land marlket program, the experience =f the
Permy Fourdaticon sheoald be oeed both to expand the praogram with
the Fourndaticr and Ehroupgh cther arganizations, Other
institutions which might be viable candidates faor parallal]
programs are Guatemalarn cooporative federations and ofhers private
development crgamizaticons such as the Movimients Guatemaltecs de
Reconstruccion Rural (MGRR).

W
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BACKGROUND

Land concentration in Guatemala has resulted in the
improper use of large expanses of land. The Commercial
Land Markets Project has supported a non-profit
organization, the Penny Foundation, which buys
underutilized land and sells it to rural poor. This land
market service is intended to increase agriculture
production as well as the incomes of small farmers
participating in the Project. The Commercial Land Markets
Projecl (520-0343) was funded with a grant of $1 million
in 1985, follcwed by another of $1 million in 1986. An
additional grent of 8.5 million is proposed to expand the
Foundation's land purchase program and make it seif
supporting. Project approval would give a four-year
extension of the Project thru August 31, 1992. The Penny
Foundation will contribute $3,500,000 over the life of the
project as its required counterpart contribution.

PROJECT DESCRIPTION

The Goal of the Project is to achieve greater
participation by Guatemala's rural poor in sustained, real
economic growth. The goal is consistent with USAID/G's FY
1986 Country Development Strateqgy Statement and subsequent
Action Plans.

The Sub-goal of the Project is to increase the cumulative
value of agriculture through a program of better land
utilization. The Project's activities are -xpected to
result in the transfer of the Commercial Land Market
experience to other organizations and lead to the
resolution of other constraints to secure land titles,
land financing and other land-related activities in
Guatemala.

The Project Purpose is: to establish and expand the Penny
Foundation's voluntary land purchase/sale program as a
self-supporting activity capable of increasing
agricu”tural productivity and incomes of the rural poor,
and to identify and promote additional instruments to
increase production and intensify the use of agricultural
land.
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By the end of the Project, the Penny Foundation's land
program proposes to be self supporting. The Penny
Foundation will be selling annually 1,350 hectares in
parcels to an estimated 360 beneficiary families.

The Project has five major components that all contribute
to the overall action of purchase ¢f underutilized land
and its sale to and adoption by the rural poor. These are:

1. Land purchase and sale;

2. Farm Management;

3. Production Credit;

4, Administration and Management; and
5. Research

Specific project outputs include the purchase of a total
of 9,000 hectares of land over the life of the project and
its parcelization and transfer to rural poor. Annual
outputs arc estimated at the purchase of 1,350 hectares of
land and the sale of 360 farm narcels to beneficiary
families. Parcels sold to beneficiaries will average
approximately 2.8 hectares (7 acres) and be cultivated
intensively in any one of several crops, including: corn,
wheat, sesame seed, mangoes, coffee, cocoa, pineapple,
caulifower, brussels sprouts, broccoli and other
commercial fruits and vegetables. Most lands purchased by
the Penny Foundation were previously nnderutiiized and/or
fallow. Many of the farms have marginal or forest lands
on the property even though the Foundation attempts to buy
commercial agricultura: lands. Occasionally properties
have been purchased with a predominantly limited (i.e.,
forestry or permanent crops) land use capability. The
size of properties purchased to date vary from slightly
more then 10 to over 1,200 hectares.

Under the farm management component, the Foundation will
hire an estimated 48 agricultural technicians and 12
agronomists to provide technical assistance free of charge
to prcject beneficiaries; in addition, they will provide
technical skills for farm planning and management before
lands are parceled out.

e
L1
) B
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Production credit totaling $4.37 million will be used to
support each farmer/beneficiary of the program. Credit
funds are used for farm materials (fertilizer, seed,
pesticides, root stock, etc.) and a subsistence wage.
Farm materials are generally purchased by the Foundation
and delivered to eacn farm.

The project research component will produce reports on:
(1) methods to expedite the processing of parcel titles in
the National Land Registry; (2) need, goals, feasibility
and method for reform of the Registry; (3) institutions
and/or financial mechanisms identified to establish
long-term financing for small and medium-sized farm
purchases and design of a follow-on project; (4) three
additional organizations identified zid contacted to
manage land financing programs, and proposals for programs
with these organizations; (5) a baseline survey and two
follow-up surveys of a sample of farms and heneficiaries
in the Penny Fenndation program: (Campesinos selected from
other rural organizations or communities will be surveyed
as a control group and included in the analysis and
repor'.); (6) policy and proiect implications drawn from
studies of at least three additional land-related
problems, including other land transfer mechanisms such as
land rentals, and additional or alternative sources of
rural income and employment for the land poor and landless
campesinos.

ENVIRONMENT AFFECTED

The Commercial Land Markets II Project does not establish
any geographic restriction for land purchase.

Conversations with Foundation staff indicated that factors
such as project experience, administrative and logistical
limitations, land prices, and general environmental
conditions naturally restrict project land purchase from
certain areas such as the Peten, where productive
agricultural lands are scarce, and the southern coast,
where land values are excessively high. Officially,
however, land purchase, sale and development could occur
anywhere in Guatemala with its tremendous environmental
diversity (see Guatemala Country Environmental Profile).

U
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POTENTIAL ENVIRONMENTAL CONSEQUENCES

The Commercial Land Markets II Project as proposed has
both positive and negative environmental consequences.
Project components and actions, as currently contemplated,
will assist in intensifying land use, agricultural
productivity and in improving the welfare and incomes of

beneficiary rural poor.

In order to sustain these productivity and social welfare
benefits and to avoid undesirable environmental impacts,

certain envirormental and impact mitigation measures are

needed, as outlined in Section V.

The project proposes to procure and use pesticides and
other agrochemicals, several of them under special review
or in the restricted category. This could lead to human
health and environmental contamination impacts directly
affecting project beneficiaries, or other downstream users
and natural ecosystems in the project area of
environmental influence.

The purchase, sale and use by the Penny Foundation of
properties raises the issue of sustainability of land
use. Improper planning and management of land resources
could lead to soil and water resource degradation, the
establishment of farms which are not economically
sustainable, and production systems which either over or
under utilize the land resources. Farm planning and
management should be carried out in accordance with land
use capabilities; farm system approaches may be necessary
instead of monocultures under certain environmental and
socio-economic conditions.

The sale and development of properties could lead to the
unjustified cutting of forest lands and destruction of
biological resources. Many, if not most, of the
properties managed by the Penny Foundation have fragile or
marginal lands that require either protection or
controlled management in order to conserve their
biological resources. Likewise, many properties produce
goods and services on a commuanal level and should be
managed and/or protected as commons. Watersheds yielding
water for drinking or irrigation, and forest reserves



VI.

ANNEX IT/D
Project No. 520-0343
LAC/DR ILEE No. 88-07
Page 7 of 8

yielding fuelwcod, sawtimber, game and other resources are
the two most common examples. Improper planning and
management could lead to the parceling up of entire
properties and the undesirable destruction of biological
and communal resources.

MAJOR ENVTRONMENTAL CONCERNS

The following fonr areas of concern have been identified
with respect to this project:

1. Pesticide procurement and use;

2, The sustainability of land use and the management of
Foundation properties in accordance with land use
capability;

3. The protection of biological and tropical forest
resources; and

4. The conservation of communal natural resources
including woodlots, forest reserves and water
supplies.

Without proper environmental impact assessment, the
identification of mitigative measures, and the carrying
out of the necessary environmental management practices,
significant impact could result compromising the
achievement of the project goal and purposes.

CONCLUSIONS AND RECOMMENDATIONS

According to the A.I.D. environmental procedures Section
216.2(a) environmental analysis/evaluation is required for
all substantive project amendments, as well as new
projects. Furthermore, in the case of the Commercial Land
Markets II Project, significant potential impact could
result from the procurement and use of pesticides and the
clearing and development of tropical forest lands. Both
of these actions require the preparation of an
Environmental Assessment (or Impact Statement) per 22 CFR
Section 216.3(b) and FAA Section 118, respectively.

USAID/Guatemala will issue a Sequential Project
Implementation Letter stating that funds under the
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amendment will not be utilized for pesticide procurement
until the required environmental assessment has been
completed and taken into account. USAID/Guatemala further
agrees to modify project amendment implementation plans in
accordance with the environmental assessment and
subsequent review to be carried out by the LAC/DR/CEO, if
it is decided that modifications are necessary.
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EXHIBIT E. Institutional Analysis

The Penny Foundation is a successful organization that has survived and
grown quite impressively over the last 25 years. It nas remained active
during tremendously turbulent times, especially for organizations involved in
rural develepment in Guatemila. Overall, the Penny Foundation has produced

remarkable results.

The Fourxlation is the result of gradual growth. It began operations in
1962 with donations of less than $10,000. Initially, the activities of the
Foundation were modest. They started with the building of latrines, water
systems and other basic services in rural areas on a limited scale and in
coordination with rural municipalitics. Little by little they expanded into
other arcuas. 'They began supplying fertilizer and other needed products to
small farmers. 'Thev started seeking the decentralization of medical and
dentistry services to rural areas. ‘They began to support smail businesses and
cooperatives with non-collateral praduction leans.  They expanded their
mission to be "The Resolutbion of a Rural Community's Felt Needs. "

In the late sixties, che Foundation made its first loan for the purchase
of land. "These first attennts were naphasard. Proporties were purchaaed and
handed out witnione qreat concern given to land titles or form of paviont.  No
efforts were nule o determine rhe capacity of toneficiaries nor their
dedication to the program.  They were selectad sunoly on the basis of naving
worked on a farm.  The initial progrem wis noc highly successful. It wvas
noted that little impact was heing made on the life styles of those receiving
assistance. Problems were being postponed but not resolved. Fortunately, at
the beginning, the program was limited to A manageable size. The Foundation
was able to learn from its experiences without having over—extended its

resources or its commitments.

With the earthquake in 1976, the principal ~fforts of the Foundation were
re—directed toawards housing needs.  In these efforts, the Foundation received

considerable support from international agencies.

It was not until 1983 that attention was again focussed on the land
commercialization program.  But now a new philosopiy was evolving in the
Foundation. The goal btechme to improve instead of just maintain the Life
styles of the beneficiaries. an income of #3200 per yvear - similar to that of
a middle-class person in Guatemala City - was sought.  An additional benefit
would be a reduction of migration to the capital city.

An integrated development program evolved. Its focus was on the
development of the person and not on the purchase of land. The program has
five basic clements:



ANNEX 1I/E
Page 2 of 25

-= Modern Agriculture - land distribution is to be maximized by using
highly-profitable crops on small parcels with continuous
technological input. Considerable changes in traditional crops and
methods of farming are required. Those who refuse to change are not
accepted into the program.

—— Education - Literacy training is to be given to adults. Children
are obliged to attend school instead of working on the farms. Since
parcels cannot be profitably subdiviued, only one child, on average,
should remain on the land. The rest must be prepared for different
careers. Future plans include seeking scholarships for hign school
and college for the most capable students, contacting and developing
local businesses to provide on-the-job training, a small business
program to provice opportunity for others.

— Management devzlopment - Transfer of management from the Penny
Foundation to the heneficiaries is gradual. It enables
beneficiaries to concentrate on farming until they have increased
their incomes and develcped managerial capabilities.

— Qareful selection »f beneficiaries - There is a trial period of
evproximately one vear before land titles are assigned.

=~ lLong-term financial support - Long-term production credit is
provided. In fact, the land purchase cost is a relatively minor
t of the total investment needed per parcel. Historical data
indicate the following approximate average investment distribution:
Land - 25%; Production Credit - 60%; Administration and technical
costis.— 15%.

There is obvious compatibility of the Project with the philosophv and
principal areas of activity of the Penny Foundation. There is also
compatibility between the Project and the managerial environment at the
present level of activity. This, once again, is borne out by the success of

the land purchase program.

The Foundation is at a critical stage of institutional growth. It has
most of the characteristics of a typical small operation. ‘These include
direct involvement of top management at all levels of activity, centralized
decision-making, and personalized, informal management, planning and
controls. These qualities have been crucial in its success to the present.
However, to achieve successful growth, top management will have to
decentralize decision-making and shift from direct ac'.ion to guidance and

indirect control.
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No major reorganization will be needed in the next five or even ten vears
to man~ye the Project. Several changes will, nevertheless, be needed. Some
of these changes and staff additiors are already underway, reflecting
favorably on the ability and willingness of those in the Foundation to respond
to the Project. Others are under study.

The Penny Foundation is made up of tour types of members: founders,
active maibwrs, contributors and honorary members. Founders, active members
and contributors have voice and vote in the General Assembly, which is the
supreme governing body of the Foundation. Honorary members have voice but not

vote.

To become an active wember in the Foundation, one must contribute $400
over an unlimited period of time. Active members may be either individuals or
compenies. The Foundation has the right to refuse active membership by
turning dowm a contribution. There are about 550 active members. The word
active is more by definiticn than by action. Only about 40 to 50 participate
in the Gereral Assembly. Only about four or five participate actively in
Fourdation activities during anv given year.

Donntions are sporadic.  No systematic coffort eoxists to obtain then.
Between 1079 and 1261 almost half a million dollars was raised. The ensuing
economic recossion ocaused donations to drop drastically. o effore has bheen

made to roactivate this funding source.

Attention to new memnership has fallen off to practically nothing.
According to records reviewed, which are possibly incomplete, only two new
members have joined in the past three years. [Lonations from private sources
have been received in the last three vears. Most donations have come from
internaticnal organizations such as the Interamerican Foundation, C.I.D.A.,
the OAS, P.A.C.T. and others. Management attention has been directed towards

the land purchase program.

According to available data, annual donations and number of donors since
1977 are the following:

1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
No. donors 19 12 98 41 13 9 12 4 19 6

Amount—Cuetzalesl/ 80 2 150 150 160 29 17 .2 57 52
(Q000s)

l/ Exchange rate was 1 Quetzal to the dollar until November 1984. During
1985 the rate went as high as Q4 to 1US $. From 1986 on, it has more or
less held at Q2 to 1USS$.
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The General Assembly of the Foundation meets annually. Its participation
is more formal than active. Its functions include: set Foundaticn policy;
elect the members of the Board of Directors; approve the financial statements
and the proposed budgets; revise the by-laws if necessary; decide on the
liquidation of the Foundation; designate honorary memberships; accept the
resignations of members of the Board of Directors.

The Board of Directors is the top executive authority of the Foundation.
It is quite active for a Board of Directors of a non-profit crganization. It
usually meets every week or two. Sometimes sessions are rore frequent. Its
members also participate in visits to farms to evaluate potential purchases
and in special-purpose committees. They often use their influence and
contacts in support of Foundation programs.

The Board of Directors consists of seven members and two substitutes.
Terms are for two years. Re-election is parnitted. Usually about half of
those whose terms expire seek re—election. Participation is ad honorum and
requires much sacrifice. The President has held the post since 1979. He is
very active in promoting and participating in Foundation activities. The
General Manager attends meetings but does not have a vote. Members have
varied backgrounds. They are farmers, lawyers, bankers, writers and

accountants.,

Duties of the Board of Directors include: comply with the resolutions of
the General Assembly; name and remove the general manager and top executives;
convoke sessions of the General Assembly; oversee fund use and Foundation
program development; report annually to the General Assembly; accept new
members and contributors; approve plans and budgets. Members often have
concerned themselves with program details to the neglect of fund-raising. The
Foundation is increasing its reliance on international donations at the
expense of a local funding base. The Board of Directors also has developed
ties with international organizations such as SOLIDARIOS which enables it to
obta'n financing and technical support if needed.

Several committees exist within the Board of Directors to expedite the
handling of specific problems. Some committees such as the Credit Committee
ard the Land Purchase Commictee are permanent. thers, such as the 25-year
Anniversary Committee, are formed for special occasions.

The General Manager and the President are the driving forces behind the
success of the Penny Foundation. Most of the creative ideas appear to emanate
from the General Manager and are discussed with the President before they are
carried out. Most authority resides with them. They are supported by
Frofessional financial and legal advice from members.
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Pccording to the Foundation's by-laws, the General Manager has the
followinrg responsibilities: name and remove technical and administrative
personnel; prepare the budget and the annual report; comply with the
instructions of the Board of Directors; present plans and expansion studies to
the Board of Directors.

In practice the General Manager is involved in practically every
activity, although he tends to concentrate his efforts on the land markets
program. When asked what his principal functions are he responded: "That is a
complicated question. I do a little of everthing. I get involved in anything
that needs to be done. If a visitor needs to be taken some place I am the
driver. I sign all checks - sometimes 30 to 40 a day. I approve all loans.

I visit the properties and negotiate their purchase. IMuch of my time I spend
trying out new ideas." The response is typical of a successful entrepreneur.
But it can complicate growth beyond a certain level. Ideas are not
communicated in writing. This problem was mentioned continually in the
interviews and cuestionraires.

Fortunately, the General Manager is very capable, well prepared in many
areas, very dynamic and really knows the business. Despite his reluctance to
delegate, he will continue to be a very positive factor in the success of the
Commercial Land Markets Project.

Besides attending to the activities mentioned in the hy-laws, he shculd
concentrate on: long-term planning and policy; fund-raising; guidance and
control of the departments which report directly to him; membership expansion
and support; organizational development; inter—departmental coordination at
the primary level; representation of the Penny Foundation; land purchase
negotiations; short—term planning at the primary level; signing of checks
which surpass a given amount to be determined.

The new Assistant General Manager is an ideal person to fill the needs of
the Foundation. He has a background in business administration, finance and
controls. These are precisely the areas vhere the needs are greatest. He is
also very familiar with the Foundation, having worked in its accounting
department hefore becoming involved as regional director of SOLIDARIOCS.

The new Assistant General Manager will begin by participating in and
directing the establishment of formal policies, procedures and job
descripticns. He will improve the system of accounting controls. He will
also give courses such as funds flow accounting to upgrade the accounting
department. He will be able to attend to most of the training needs without
bringing in external technical assistance.

Eventually, the new Assistant General Manager will be in charge of
administration and finance for the Foundation. He will directly cover the
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areas of greatest need and will be able to greatly reduce the work load of the
General Manager. Among his principal functions will be the following:
financial control of the Foundation; signing of routine checks; authorization
of payments up to an amount to be determined; participation in global
Plarning; budgetirg and cash flow determination; financial analysis;
supervision of accounting practices, control systems and reporting procedures;
training in technical areas; supervision of personnel policy; assist the
General Ma:ager in fund-raising activities; guidance and control of
subordinates; assist the General Minager as necessary; replace the General

Manager in his absence.

Beneath the Assistant General Manager, the Foundation is organized by
permanent project and by function. There are three basic project divisions:
the Division of Tand Commercializaticn, the Division of Rural Housing, the
Division of Rural Credit Projects. There is also a Division of Support
Programs. Its principal activity consists of public relations and the issuing
of new coins and medals commemorating important Guatemalan figures and
events. This activity is a fund-raiser. It generates a net income of about
$25,000 per vear.

Apart from the divisions, there is a Department of Administration and
Finance. The Department of Mministration and Finance presently has 12
employees including a manaqer, an assistant manager/auditor, five accountants
and gereral services personnel.  fhis Department is scimawhat in disarrzy. The
financial planning and reporting in some areas are deficient. Important
functions such as credit collections could use more direct attention. Much of
the accounting is done manually. The problem is not so much one of incapacity
as it is a problem of grosth and organization. There has been little time
available to dedicate to organization of the work. Financial systens are
informal. There are excessive delavs in incorporating financial information
from the land purchase process and other processes into the estimated funds
flow. The funds accounting system is not adequately understood. The internal
auditor is a mixture of cocordinator, manager, accountant and occasional
auditor. Huch financial data is not computerized in a form that is meaningful
for managers. It is not made readily available for their use on a periodic
basis. The Department needs exclusive use of a computer and computer training.

To a great extent, the problem in the financial department will he
resolved by the new Assistant General Manager. A re-organization is now in
process. The present financial manager will be transferred to the Division of
Land Projects. Preliminary indications are that the present financial
assistant/internal auditor will take the position of controller/personnel
manager. e will assist in the design of formal control procedures leading

towards the establishment of a true internal auditing function. This person
will also concentrate cn credit collections. UHe will revise credit forms and
work with the Assistant General Manager to develcp a formal personnel policy.

aly
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Credit collections, at present, do not appear to be a major problem
although there are inefficiencies involved. The Foundation had a totai of
approximately $1,000,000 of loans outstanding as of December 1986. Doubtful
accounts estimates are kept by source of funds and range from zero to nine
percent. The nine percent is for the Foundation's rural housing program
concentrated in the Chimaltenango area. The residents of this region suffered
under severe civil strife, resulting in the deaths or flight of many heads of
househod. The zero estimate is for the land markets program. The total
estimate is only 3 percent of total loans receivable. The expansion in
production credit contemplated will greatly increase the importance of
collections. A separate position for credit collections and personnel might
eventually be needed.

It a separate position is established, it should be limited to the
function: of control of credit collection. An additional function could be the
development of a standard educational program for the benficiaries on credit
use and payment, to be administered by the technicians. Collections also
should be made by the technicians instead of hiring separate collection
personnel. If credit collection become a serious problem, it may be necessary
to hire a lawyer at least part time to assist in legal actions.

A new division that 1s contemplated is the Small Business Division. The
Penny Foundation has entcraed into agreements with INTHCAP - a Guatemalan
technical training institute-and a Swiss roundation. It has commenced
development activities witl- a number of small mechanic shops located in the
perimeter of Guatemala City. f these experiments are successful, it plans to
expand its small business development activities to the small towns of the
interior. The intention is to bclster local economies, reduce the migratory
flow towards the capital and also provide job and business opportunities for
the children of Land Project beneficiaries.

The Division of Land Commercialization functions separately from the
other divisions. It presently has 29 employees. Most of the efforts of the
Foundation are being concentrated on this Division. It will continue to grow

quite rapidly.

The Director of the Division has considerable authority in day-to—day
operations, but basic decisions are made, at least formally, by the President
and General Manager. Coordination among the Director, the General Manager and
the President appears to be excellent.

Authority within the Division is centralized. The Director is directly
involved in every level of activity. Much of his time is spent on the farms.
He is familiar with the de*tails of activity on each farm. By his own words he
spends 50% of his time in direct field supervision, because the project is
still in the developmental stage. He feels a personal commitment to the
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project model. It is this on-the-spot attention that has enabled the
Foundation to adapt so readily to the evolving requirements of the program.
Later, when the program has stabilized and the model has become more
standardized, he intends to devote much more time te administrative duties.
Once again, there is a strong example of entreprencurial spirit and initiative.

This 50 percent in the field provides a great cushion for expansion. The
Division Director is working full-time, but as the program grows, he will be
able to delegate more field activity and spend more time in management. His
management span of control can be greatly extended. His capacity and
familiarity with all aspects of the program will enable him to eventually
manage indirectly with effectiveness. A major reorganization will not be
needed to handle Divisional growth required by the Commercial Land Markets
Project. It can be successfully managed.

The remaining 503 of the Director's time is spent in administrative
duties (25%), planning of farm activities (103), appraisal and negotiation of
farm properties (10%) and other activities (5%). A detailed, written, 2-page
job description exists which covers the managerial duties of the Director.

At present, hencath the Director, there are 5 agroromists (one of whom
has just been transferred full-time to the data processing iepartment), an
administrative assistant, a secretary, 15 technicians, one legal advisor,
three teachers and two accountants. An organization chart is presentel to
show the hierarchical relationships of the present structure.

Organizational plans are now being developed to encompiss expansion of
the Land Purchase Program and also to augment the philosophy of i1ntegrated
development. The most immediate need is for a person to manage purchasing.
The specific functions of this person would be: seek price quotations on a
continual basis; handle purchasing operations and record-keeping; arrange for
transportation of materials to be delivered to the farms; and manage the
central warehcuse.

This activity is now the responsibility of the administrative assistant.
A specialist in purchasing will provide several benefites: permit the
administrative assistant to attend to other duties; enable better prices to be
obtained through specialization and greater volume of purchases; eliminate
time lost by technicians and agronomists in che arrangement. of materials
transportation; and, improve warchouse management and control systems.

Another change in process is the transfer of the financial manager
full-time to the Division of land Commercialization. He will concentrate on

financial planning and analysis, cash flow projections, consolidation of
financial aspects of farm plans and credit needs, an- improved communications

with the financial department.
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To meet the ever—increasing need for quality information, a full—time
position has just been established for data processing. This is another
indication of the Foundation's ability to rapidly adjust tc growth
requirements.

Three regional centers will be opened to accommodate growth and to reduce
pressure on the program director. Each center will be staffeq by an
administrator/ accountant. Three or four agronomists will work out of the
center; one will be responsible for the center.

An organization chart of the Foundation at present and a projected
structure at the end of five years is included. This structure is feasible
and manageable within the financial resource and administrative capacity of
the Foundation. The project will be in capable and experienced hands and will
be successfully implemented.

As mentioned, direct farm management begins with the Division Director
who spends approximately 50% of his time on the farms. Beneath the Director
are the aqgronomists. Each agronomist is in charge of an average of four

farms. Dventually, almost all cperational authority will be delegated to the
agronomists through the regional centers.

According to questionnaires and interviews for this analysis, the
agronomists sound about 50% of their time in diroct contact and subpervision of
the beneficiaries, 15% in supervising the technicians, 10% in the purchasing
process, 10% in plannirg activities, 109 in the promotion and selection of
beneficiaries, and 5% in other activities. One agronomist is beginning to
spend considerable time in marketing.

Beneath the agronomists are the agricultural technicians. They are the
principal direct link of the program with the beneficiaries.  According to the
questionnaires and interviews, they spend about 602 of their time in direct
technical superv sion, 20% in administrative duties, 10% in organizational
aspects with the heneficiaries and 102 in planring, traveling and
coordination. The technicians are responsinhle for an average of 70
beneficiaries. Their responsibilities of assisting individual farmers and
attending tc other duties could be excessive.

The biggest complaint of the technicians is the amount of time they have
to dedicate to administrative duties such as supplies management, payroll ard
accounting. 'Thev feel that they are not adequately premared to handle these
duties and that they detract from their technical work. On one farm one of
the beneficiaries is a bookkeeper and he helps out. On another, the teacher
assists in supplies management. The technician sald that he could not
possibly do his work if it were not for the teacher.
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The technician is responsible for development of community organization.
He may influence the selection of those he reels have leadership qualities.
tle also participates in the promotion of the program and the selection of
beneficiaries.

It is the intention of the Foundaition to have at least one teacher on
each farm. Besides school duties, teachers will becane involved in the
organization of community services and adult literacy programs. Teachers and
technicians live on the farm. ‘The teacher will be responsible to the
technician, hut the social worker will not.

The present farm manacement structure is functioning successfully.
Staffing most definitely cannot be reduced. Direct and continuous technical
assistance is a key element of the program. The small parcels of land and
objectives of the program make high technology farming imperative.

One aspect which has not heen fully studied is the eventual transfer of
farm management to the local community. Management committees are formed on
each farm and administrative duties are increasinaly turned over to them.
Their Jdirect participation in decision-making is sought from the .ery
beginnirng. It is heped that the administrative transfer will occur at the end
of five years, although it is doubtful that a complete transfer will be
achieved before the end of 10 years when properiies are fully repaid.

Given the fact that common productive preperties are being set up, common
payroll obligations exist, all beneficiaries are individually and jointly
responsible legally for production credit, matarials handling is centralized,
debt payments are to be centralized and marketing may become centralized,
considerable managerial responsibilities will exist at the community level.

If coffee processing facilities (beneficios) are set up on the farms, an
administrator will definitely be necessary. At present, the technician is
responsible for handling administrative cbligations and preparing the
management comittee for assuming these respocnsibilities.

Management is not the area of expertise of the technicians. It detracts
from their giving full attention to their technical cuties. Materials
handling ailone takes up to 3 hours each morning. The technicians are now
being supported by the agroncmists who must spend more time with beneficiaries
and less time supervising. UHore attention is being spent on activities of
less specialization.

At present, cost considerations prohibit greater specialization. In the
future, as the moment of administrative transfer to the community approaches,
the creation of a farm administrative position should be contempl~ted. The
duties of the administrator would include: accounting; materials handling and
warehouse control; payroll responsibilities; health promotion coordination
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with the Health Director; management of production and sales data: management
of processing facilities if established; and management training and
preparation of beneficiaries as an organization and as individual
entrepreneurs.

On smaller farms this function could be managed by the regional centers.
On larger farms having more than 50 beneficiaries this would be a resident,
possibly short-term, position. Beneficiaries would be trained and the
responsibilities then transferred to them. If processing facilities exist,
this would be a permanent post.

Outsid: support by the Foundation should be needed for no more than a
year. At planned land purchase levels, no more than three of these positions
will be required, beginning as the farms approach financial independence.

The total cost of these positicns would be approximately $12,000 per
year. The benefit is hard to measure. It includes better—quality data, a
more successful transition to community management, perhaps a larger span of
control of agronomists, and possiply higher productivity due to concentration
of technicians on technical aspects.

The present Foundation method for technical assistance and later transfer
of the cost to the beneficiaries is appropriate. A bonus system hased on farm
productivity could be considerad. 'This could be neyotiated between the
technician and the farm management committee. It would not affect the
project. This seems more favorable than giving the technician a parcel of
land which might distract his attention from attending to the beneficiaries.

No formal long-term planning exists for the Foundation as whole. In the
Division of Land Commcrcialization, a ten-year cash flow was just developed by
Foundation personnel to substantiate the data of the Commercial Land iMarkets
Project design team. The capacity for financial planning exists but principal
aspects are often postponed because of attention to other matters.

Ten-year plans, based on constant costs and prices, are drawn up for each
farm. These include crop estimzates and cash flows. They are being
computerized. Present value and internal rates of returns are calculated.

Farm plans are drawn up by the technicians and agronomists. Technical
personnel are involved in planning to enable them to betcer understand the
long-term impact of their decisions. The inclusion of the financial/planning
manager full-time into the Division should make this function a relative

strength of the organization.
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Administrative and technical persornel in positions directly and
indirectly related to the implementation of the Commercial Land Markets
Project were found to be very capable, and well qualified to carry out their
responsibilities. No sericus deficiencies or problems were encountered in

this area.

Personal relationships amorg emplovees are very gocd. No indication
whatsoever was given in the interviews and questionnaires of any problems
among employees. Some felt tha* they are somewhat isolated from the employees
of other departments and divisions. They indicated a desire to improve
interdepartmental contacts and relations.

No problem was encountered in employee motivation. However, no active
attention nor official recognition of accomplishments is given to erployees.
No motivational programs or activities exist.

The biggest problem in the area of staffing is the lack of molicies,
procedures and job descriptions.  There were many couments in the interviews
ard questionnaires about this lack. This is, indead, becoming a necessity due
to the growth of the Fowrlation. Thev are hecoming too large to handle
personnel relations on an entirely informal basis. The new Assistant Goneral
Manager has placed high priority on this problem. He and an assistant will
personally attend to this area.

Salaries of top minagoment appear o be adequate.  Salaries of
middle-level parsonnel are inconsistent due to the lack of policy and formal
study in this aren. Raises are determined on the basis of informal
interaction batwe=en the general manager and division director. Mo formal

evaluations exist.

At the technical level, salaries of agronomists appecar to b2 adequate.
Technicians appear to be slightly underpaid given the extent of cheir
activities and oblications. The problem is not serious. Personnel turnover
in the division is low. Accoraing to the Director, only one or two leave each
year. The Division is able to attract highly qualified people with lengthy
experience and retain them in the Foundation.

No specific needs for training were encountered except in the areas of
camputers and accountirg. Computer training needs arz Jdiscussed in another
section. Accounting training necds are being attended to by the Assistant

General Manager.

There is a need for refresher courses and updating, however. General
management concepts and skills could be improved to keep pace with the
organizational growth. Training is also an important motivational factor
which can be used as a reward for those who are doing exceptional work.

o
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Analysis of Penny Foundation management systems demonstrates that
procedures are basically adequate. Land purchasing is not a bottleneck and no
major changes arc needed in the beneficiary selection process. The transfer
of land titles is a slow process but the problem resides outside the
Foundation. MNo institutional changes can substantially expedite the process.
The biggest credit-related problem is in materials procuremont and handling.

The Penny Foundation can successfully carry out an expanded project.
Change is needed in management practices, but most of the needad changes are
now being addresed or being studied. No major changes in organization or
personnel are needed.

Care should be taken not to promote excessive land purchasing while
disregarding the other key aspects of production credit, education, technical
assistance and health. The basic flexibility of the Foundation should be

appreciated and nurtured.

In summary, the positions to be staffed or evaluated under the Project

are:
Position Status
Assistant General Manaaer Hired
Financial Planning Chief, Commercial Land Markets Assigried full time
Procurement/Materials andling Specialist Hired
Regional Administrators/Accountants To be hired
Data Processing Department Head Assigned full tinme
Data Processing Assistant To be hired
Civil Engineer, Commercial Land tarkets To be hired
Credit and Parscnnel Manager (tentative) To be assigned
Credit Collections Administrator To be evaluated
Marketing,'Export Specialist To be evaluated
Farm Administrators To be evaluated
Social Worker (counterpart funded) To be hired
Health Director (counterpart funded) To be hired
Teachers (counterpart funded) to be bhired
Technical Housing Personnel {counterpart funded) to be hired

The Penny Foundation issues annual financial statements for the calendar
year. The statements are audited by a local firm atfiliated with a U.S. big
eight accounting firm. The Foundation's accounting is maintained by funds,
according to the operation supported by a fund and the fund's source of credit
or donation.
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Analysis of the consolidated statements shows donations to be the
Foundation's biggest source of income. During 1986, A.I.D.-supported
activities accounted for almost $850,000. This was 54 percent of the
Foundation's total annual income and 69 percent of all donations. The next,
and only other significant source of funds was for rural housing. Foreign
donations in 1986 for housing came to 23 percent of all donations. The
Foundation did book an extraordinary gain of about $47,000 on foreign exchange

appreciation.

Foundation expenses were primarily salaries, general administration and
interest. Salaries and administration came to $266,000 or just under 60
percent of total expenses. Salaries and administration, however, were 17
percent of total income, which in the U.S. is a commendable percentage for a
non-profit organization. Interest expense came to $98,000 or 22 percent of
total expenses.

The Foundation's asset side of the balance sheet is heavily weighted with
loans receivables and land. Short and long-term loans account for 23 percent
of total assets. Land for sale makes up about 33 percent of total assets. An
amount for appreciation in dollar dominated securities or currency was added
to the asset side of the balance sheet. This came to 12 percent of toctal

assets.

The liability and fund balance side of the balance sheet shows the
payments for seller financed land sales to be 29 percent of total
liabilities. This percentage has increased 10 parcent within a year and will
continue to rise as the land purchase program advances. Soft foreign exchange
loans make up 3% percent of the total liabilities, bank loans 12 percent and
accounts payable nine percent. The Foundation's fund balance has more than
doubled, mostly due to the Commercial Land Markets Program.

The Penny Foundation's corsilidated balance sheet, income statement and
statement of changes in financial position are presented in this ANNEX. They,
in effect, demonstrate the growing importance of the Commercial Land arkets
II Project in terms of their financial status. The amounts are in Quetzales.
The exchange rate to be used in converting to dollars is 2.5 Quetzales to the
dollar.
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FUNDACION DEL CENTAWO

(Fundacidn Guatemalteca para el Desarrollo)

ESTAUO DE ACTIVOS Y PASIVOS

Al 31 de diciembre de 1986 y 1985

(en quetzales - nota 1)

ACTIVO
1986 1985
Circulante
Efectivo en caja y bancos 814,762 467,220
Préstamos 1,234,894 1,141,525
Deudores varios 467,163 51G,889
Inventarios 314,604 99,593
Plantaciones 114,193 -
Terrenos para la venta 3,403,140 1,230,789
Gastos anticipados 4,545 3,913
Inversiones 25,800 76,600

6,379,101 3,530,529

Otros actives

Inversiones 909, 385 756,711
Préstaros a largo plazo

1,198,447 882,790
Deudores varios a largo plazo 38,784 36,425
Terrenos en fincas risticas 264,514 297,126
Construcciones en proceso 65,734 6,833
Otros - 4,229

2,476,364 1,984,114

Inmuebles y equipo

Costo 471,417 285,542
Depreciacidon acumulada (174,724) (63.705)
296,593 192,236

Cargos difericos 1,264,380 1,761,352

10,417,338 7,668,351



FUNDACION DEL CENTAVO

(Fundacidn Guatemalteca para el Desarrollo)

ESTADQ DE ACTIVOS Y PASIVOS

Al 31 de diciembre de 1986 y 1985

(en quetzales - nota 1)

PASIVO

Obligaciones a corto plazo

Prestamos de entidades del exterior

Préstamos bancarios

Cuentas varias por pagar
Documentos por pagar

Anticipos sobre ventas de terrenos
en fincas rusticas

Obligaciones a largo plazo

Documentos por pacar
Préstamos de entidades del exterior

Préstamos bancarios
Fondo de desarrollo social

Otros pasivos

Ingresos por realizar
Provision para indemnizaciones
Provision seguro de vida

Suma pasivo

FONDO SOCIAL

Fondo social al inicio del ano
Excegente de inaresos sobre gastos del
periado

ANNEX II/E
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1986 1985
615,161 1,072,464
36,664 46,664
459,406 336,473
379,475 192,200
157,113 189,610
1,657,819 1,837,411
1,072,325 360,050
1,321,785 1,807,168
543,228 589,893
112,220 112,220
3,049,558 2,869,331
96,326 71,710
80,690 73,030
37,280 40, 360
214,296 184,20
4,921,673 4,391,542
2,575,389 1,856,433
2,918,776 720,251
5,495,505 2,576,083
10,417,338 7,468,331
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FUNDACION DEL CENTAVO

(Fundacidn Guatemalteca para el Desarrollo)

ESTADO DE INGRESOS Y GASTOS

Del lo. de enero al 31 de diciembre de 1986 y 1985

(en quetzales - nota 1)

1986 1985
Ingresos
Beneficio en venta de medallas 70,496 21,561
Donaciones 3,073,370 1,058,838
Intereses por depdsitos de ahorro y
certificados 261,972 251,319
Interases sobre préstamos 180.241 94,493
Asistencia técnica 1,149 31,476
Productos agricoias y otros 335,007 21,827
3,922,235 1,478,514
Gastos
Costo de productos agricclas 48,829 -
Sueidos y prestaciones 342.984 217,272
Intereses sobre préstamos 246,595 230,486
Gastos generales 322,754 274.721
Cuentas de dudosa recuperacién 99,616 70,6067
Depreciaciones 60,071 26,589
1,120,849 814,735
Diferencia en cambio de moneda 117,390 61,672

Excedente de ingresos sobre gastos 2,918,776 720,451
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FUNDACION DEL CENTAVO

(Fundacidn Guatemalteca para el Desarrollo)

ESTADO DE CAMBIOS EN LA SITUACION FINANCIERA

- Del lo. de enero al 31 de diciembre de 1986 y 1985

(en quetzales - nota 1)

1986 1985
I Los recursos financieros fueron provistos
por:
Operaciones
Excedente de ingresos sobre gastos 2,918,776 720,451
Mis: cargos (menos créditos? a in-
gresos y gastos que no requirieron
capitai de trabajo:
Depreciaciones 58,308 26,589
Indemnizaciones 25,343 16,726
Pérdida en activos fijos 2,633 -
Provisién por seguro de vida 3,990
Utilidad realizada en venta de
tierras (40,644) (11,177)
2,964,416 756,579
Préstamos del exterior 282,392 1,647,481
Documentos por pagar a largo plazo 712,275 352,050
Reclamo de seguro vehiculo 39,242 26,900
Aumento de ingresos por realizar 65,260
Disminucién de deudores varios a
largo plazo - 7,557
Otros 4,229 27,097
Diferencia en cambio de moneda 496,972 -
Recuperacidn en ventas de tierras 32,612 -
Recuneracién valor certificado de
garantia 26,500 -

4,623,898 2,817,264
Disminucidn del capital de
trabajo - 292,
21




FUNDACION DEL CENTAVO

(Fundacidon Guatemalteca para el Desarrollo)

ESTADO DE CAMBIOS EN LA SITUACION FINAHCIERA

Del lo. de enero al 31 de diciembre de 1986 y 1985

(en quetzales nota 1)

11 Los recursos financieros fueron aplicados a

Inversiones en valores

DProvisicn c=2 page para préstamcs a largo plazo
Aumento de préstamo’, por cobrar a largo plazo
Adquisicidn de bienas fijos

Pago de indemnizacicnes

Préstamos incobrables

Construcciores de proceso y otros

Aumento de d2udores a largo plazo

Diferencia en cambio de moneda

Disminuciones de ingresos por realizar

Ajustes del capital de trabajo

Caja y bancos

Aumento del capital de trabajo
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1986 1985
299,174 752,711
314,440 512,639
315,657 238,706
204,640 123,709
17,683 6,310
2,880 19,035
58,901 -
2,359 .
- 1,761,652
- 1,053
1,715,734 3,815,815
(120,000) -
1,595,734 3,815,815
3,028,164 -
4,623,898 3,815,815
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FUNDACION DEL CENTAVO

(Fundacidn Guatemalteca para el Desarrollo)

ESTADU DE CAMBIOS EN LA SITUACIUN FINANCIERA

Del lo. de enero al 31 de diciembre de 1986 y 1985

(en quetzales - nota 1)

1986 1985
11T Variacién del capital de trabajo
Aumento (disminucidn) en el activo
circuiante:
Efectivo en caja y bancos 347,542 (1,308,135)
Préstamos 93,369 13,097
Deudores varios (43,726) 303,357
Inventarios 215,011 (41,170)
Plantaciones 114,193 -
Terrenos para la venta 2,172,351 1,178,789
Gastos anticipados 632 (1,940)
Inversiones (£9,800) £0.800
2,848,572 289,798
(Aumento) disminucidn en las obligacio-
nes a corto plazo:
Préstamos de entidades del exterior 457,303 (773,878)
Cuentas varias por pagar (122,933) (266, 6/7)
Oocumentos por pagar (187,275) (134,200)
Préstamos bancarios - (33,332)
Anticipos sobre ventas de terrenos
en fincas risticas 52,497 (29,362)

179,592 (1,287,849)

Aumento (aisminucidn) del capital de
trabajo 3,028,164 (co8,151)
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Financial Analysis

The purpose of the Financial Analysis is to assess the financial
feasibility of providing additional funding to the Penny Foundation. Two
financial issues are critical for the success of the land purchase program.
The first is the profitibility of the parcels. Will the parcels generate
enough income so the families are able to repay the production and land
credit? The second issue is the financial viapility of the Penny Foundation.
Can the Foundation operate by financing half of its land purchases over a
short-term and lerd to its beneficiaries over a long-term.

Small Farm Profitability

In general, the Penny Foundation organizes two kinds of family-sized
parcels, those that cultivate vegetables and a food crop; and those that plant
permanent crops and a food crop. The vegetable parcels are located in the
Altiplaro; are more expensive; are relatively smaller; require only short-term
production loans; and begin land repayments the first year. The coffee and
cacao parcels are located throughout the country. They are quite large but
less expensive, and thus accomnodate more beneficiaries. The problem is
these parcels need substantial amounts of long-term production credit for
inputs and labor, which draws on the capital resources of the Penny
Foundation. This creates a cash flow problem for the Penny Foundation because
these families are unable to repay tne production and land loans for four
years.

Fortunately, the Penny Foundatior has three-years experience so data are
available for analyzing the parcel profitability and debt servicing capacity
of the individual parcels. To analyze the repayment capacity three crops are
presented, coffee, pineapple and broccoli.

One of the most tvpical types of family parcels established by the Penny
Foundation is a 2.75 hectares parcel where 2 ha. are dedicated to coffee and
.75 are planted in basic grains. when the Penny Foundation buys farms wnicn
have been idlie for a number of years, a large capital investment is reguired
over a period of several years before the resulting parcels sell enough coffee
beans to repay the debt. During this period, the families must survive on

three sources of income:

1. Tey receive a wage income for one-half their total labor. For
example, if a male participant works 30 days on the coffee project
and the daily wage is Q3.20, then he earns 15 days wages, which are

financed with long-term credit.
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2. The corn production serves as both a consumption and a commercial
product.

3. The beneficiaries are allowed to seek off-farm wage income during
slack work periods.

Table 1 provides an example. At a Q3.20 wage per day for coffee labor,
the beneficiaries are allowed to borrow Q525.00 per hectare, or Q1,050 if they
have 2 hectares of coffee. This debt accumulates along with other production
debt until some coffee beans are sold at the end of the third year.

While this is only a bare subsistence income, in combination with the
food crops and off-farm income the participants are slightly better off than
before they joined the program. The average rural family income for 1936 is
Q1,500 (USAID, 1987). Estimates for Guatemala indicate that a family of five
can obtain an adequate diet with a one-half hectare piece of land (Kennedy,
1984). The beneficiaries' incomes are only just above the average rural
income levels during the project's first years.

Table 1 provides an overview of estimated costs and returns for one
hectare of coffee planted on barren land. Production expenses are very high
the first few years. The neneficiary goes into debt Q5,968 by the end of the
second year (Ql1,936 for a 2 ha. coffee parcel). By the end of the fourth
year, the accumulated production loans and interest is retired. The land
payments begin at the end of year five. The very hign land payment in the
sixth year is due to the accumulated interest charges. By the seventh year, a
farm family will be earning nearly Q7,000, not including in-kind and
commercial income from the .75 ha corn crop.

To determine the profitability and value of a farm, the Penny Foundation
personnel must appraise each individual property offered for sale. Two
different appraisal methods are commonly used. The comparable sales method
uses the selling price of a similar farm to arrive at a reasonable market
price. Since no two farms are exactly alike, the previous sale must be
adjusted to reflect different characteristics. This method is useless for the
Penny Foundation project. Because the market value of a farm may reflect
nonagricultural factors. Speculators, for instance, may be buying up
agricultural land for development as an urban zone some time in the future.

The second approach, income capitalization, is appropriate for the land
purchase program. Income capitalization is a procedure which projects the
annual net return from a farm property by subtracting the estimated labor and
input costs from gross income to provide an annual flow of income to land.
The residual is used to estimate the market value of the farm by capitalizing
the return to land. The discount rate is the profit rate an investor would

require.

\
>,
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To date, the Penny Foundation has not paid more that Q1,800 per hectare
for farmland they have subdivided into coffee parcels. The appraised market
value of the one-hectare coffee parcel in Table 1 is Q7,944. To determine the
market value, the net return to land after the third year, Q3,295, is divided
by 20% (the interest rate a smart investor could earn lending money inside the
country). The present value of this number is Q7.944.

The example in Table 1, estimates that over the next few years the
maximum price for farms which will be converted into coffee production is
Q2,500. For the 1 ha example in Table 1, the maximum price the Penny
Foundation should pay is Q7,944 per hectare. Even assuming, the beneficiaries
have to pay for technical assistance after they become self-sufficent, the
appraised value is Q7,040 (calculating the technical assistance costs at Q375

per family).

Using the income capitalization approach to appraise the land cultivated
in pineapple and broccoli (Table 2 and Table 3), yields similar results.
Pineapple is a semipermanent crop, with decreasing yields over a three-year
period. It takes about 18 months to produce the first crop. Many Penny
Foundation farms will be producing coffee, pineapple, and corn in
combination. Parcels will have 2 ha of coffee, .5 ha of pineapple, and .25 ha
of corn. The examplz in Table 2 demonstrates that the expected benefits from
pineapple will bring about immediate results, netting a family Q1,883 only
eighteen months after planting (Q944 for .5 ha), and Q3,009 the second year
(Q1,505) for .5 ha.

A typical vegetable farmer in the Altiplano will have 2 ha with the Penny
Foundation project. The majority of these parcels are capable of producing 2
crops of broccoli, or some other vegetable, and one corn crop in a single
year. Obviously, this land is much more expensive. The Penny Foundation has
had to pay up to Q6,000 per hectare for good properties in the Altiplano. The
example in Table 3 demonstrates that even if the price per ha climbed to
Q7,000, and product and input prices remained unchanged, the net crop income
is adequate to meet the land payments. The appraised value of the land in
Table 3 is Q15,985 per ha.

The vegetable farms are attractive to the Penny Foundation because they
only require short-term credit, usually about 4 months, and begin land
repayments the first year of the project. But, they are also much more
expensive, and will not accommodate as many beneficiaries as the coffee farms.

Assuming that product and input prices do not move too drastically in the
wrong direction, and that estimated production levels do not fall more than
40%, and given a continuation in the present structure of Guatemalan
agriculture, the small farms established by the Penny Foundation are
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TABLE
REFAYMENT CAPACITY FOR ONE HECTARE OF COFFEE

(Quetzalea}

2.5 Quetzales to 1 U.S. dollar

Year

1 2 3 4 S s 7 8 9 10
Production Expenses 4,132 1,340 2,028 3, 1685 X, 185 3, 185 3, 185 3,185 3,185 3, 185
Accrued Expenseg 4,132 S, 948 5,084 2,500 (o} o) o) o o) Q
Land Faymenta 2 0 o o o 400 2,200 780 710 640 570
Collee Sales O o} 3,628 &, 480 &,480 6,480 &, 480 6,480 &, 480 6,380
Net Income (4,132) (1,340 1,600 3,295 3,295 3,295 3,295 3,295 3,295 3,298
Ending Balance 4, 132 (5, 948) (S, 08B4) (2, 500) 282 1,095 2,515 2,588 2,855 2,725
Net Family Income b 525 190 598 770 934 1,994 3,414 3,484 3.554 =.s624

———— — - T et s e 2 e e e e e e e A e . S e e e e " T

The price (or oneg hectare of coffee land is @ 2,500,
The interest rate for land and production credit {s 14%

? Net lamily income includes one-hall of the labor cost which are covered by production credit.

€2 30 p =bed

d/II XJINNY



TARLE 2

REFAYMENT CAPACITY FOR UONE HECTARE OF PINEAPPLE

(Duetzales)

2.5 Quetzales to 1 U.S. dollar

Year

1 2 3 4 S b 7 B8 9 10
Froduclion E:penses 5,397 3,488 2,920 5,397 3,488 2,920 5,397 3,488 2,920 5,397
Land Faymenis 2 400 5465 530 495 460 425 390 355 320 283
Pineapple Sales 7,200 6,750 5,400 7,200 6,750 5,400 7,200 &,750 S, 400 7,200
et Crop lncome 1,803 3,262 2,480 1,803 3,262 2,480 1,803 3,262 2,480 1,803
tiet Farm Incomeb 1,203 2,697 1,950 1,308 2,82 2,055 1,413 2,707 2,150 1,518
Net Family lncome € 1,888 3,009 2,262 1,993 5,114 2,367 o, 098 3,219 2,472 2,203

- —— [

& The price (or one hectare ol pineapple land is Q 2,500,
The interest rate for land and production credit is 14%

b Nel iarm income is equal to net crcp income less land payments.

c¢ Family income includes one half the total labor couts which are financed Wwith production credit

J/I1 XANNY

£¢ 30 G abeq



Year
1 2 3 4 5 & 7 a8 9 10
Froduction E:penses 5.217 5,217 217 5,217 5.2°7 5,217 5,217 5,217 5,217 5,217
Land Payments 2 1,680 1,582 1,484 1,384 1,288 i, 190 1,092 994 8946 798
Broccoli Sales 8,414 8,414 8,414 8,414 8,414 8,414 8,414 8,414 8,414 8,414
Net Crop Income I, 197 3,197 3.197 3,197 3,197 Z, 197 3, 197 3,197 3,197 3,197
Net Farm Incomeb 1,517 1,615 1,713 1,911 1,909 2,007 2, 105 2,203 2,301 2,399
Net Family Income € 2,399 2,497 2,595 2,693 2,791 2,889 2,987 5,085 3,183 3,231
4 The price for one heclare of broccoli land 1o Q 7,000,
The interest rate for land and production credit ty 14gy
b Net farm income is equal to net crop income less land payuents,
¢ Family incame includes one hall the total labor costs which aro linanced with production credit

BN
¥

TABLE 3

REFAYMEMT CAFACITY [I'OR OME HECTARE OF BROCCOLI

(Ruetzales)

2.5 Quetzales to 1 U.S. dollar

J/11 XINNY

£z 30 9 abeq



ANNEX II/F
Page 7 of 23

financially sound and profitable. The problem is whether the Penny Foundation
can avoid a negative cash flow while waiting on the credit reflows from the

permanent crops.
Penny Foundation Financial Viability

The Penny Foundation has flexible credit policies tailored to the needs
of the beneficiaries participating in the Project. Many beneficiaries come
into the program with few to no assets. Consequently, the Penny Foundation
postpones the repayment of credit and mortgage for many of the beneficiaries
until they have an income from which to make payments. The Foundation
maintains this flexible policy hecause the populaticn it serves needs it. The
Penny Foundation is after all, a non-profit development organinzation, not a

comnercial real estate developer.

While the Foundation's flexible credit policias meet the needs of the
landless poor, they make the Foundation's financial planning difficult and
critical. The Foundation has the seller finance half of each land purchase
over a five-year period. It pays the seller with its collections of credit
and mortgage from the beneficiaries. Since the beneficiaries have 10 years to
pay back their mortgazes, many with a grace period, and several years to pay
back their leng-term production credit, the Feuwdation has to carefully limit
its annual debt to sellers in accordance with its amnual rate of recuperations.

The original AID grants of $3 million allowel the Foundation to nay
nearly 4,000 hectares of land. while this has been a social success for the
wore than 600 families buying parcels, the financial position of tne
Foundation's land purchase program nas been compromised. The payments on the
original 4,000 hectares along with the farm support costs will exceed the land
program's cash income over the next few years. Without continued AID support,
the prograic would experience a cash crisis.

The purpose of the original grant project was to establish a mechanism to
permit small farmers to purchase arable lands. The machanism was expected to
be made self supporting and cover cash shortages by naving the Penny
Foundation market mortgazre vonds in the Guatemalan financial market. This did
not happen, and even if it had, would not have made the Penny Foundation self
supporting (see Technical Analysis). DBecause the Foundation works with rural
landless who need long-term credit with grace pericds, tie Perny Founaation
can use the Cuatemalan capital markets only as a source of short-term funding

to cover cash deficits.

The local market for selling debt instruments sets the terms at five
years with an interest rate of anywhere from 12 to 16 percent for top quality
securities. For this financing to be useful, the Foundation would have to
charge its beneficiaries interest costs above 16 parcent and collect payment
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over a shorter payback period. The families now benefitting from the program
could not sustain these additional costs. With the existing successful
Project, the use of local capital market financing by the Peany Foundation for
its program, would exacerbate the existing problam of borrowing short and
lending long. The additional debt servicing would stall or reduce the program
if the beneficiary credit and mortgage recuperations were sufficient to
service the additional boxd debt, and end the program if they were rot.

Consequently, the objective of the financial analysis is to structure the
Project so that the Penny Foundation's land program would be self supporting
at Foundation and Mission agreed upon levels of annual land purchases. Pro
forma cash flow analyses were developal to ascertain thz amount of funding
necessary to mike the Penny Foundation self supporting by 1991 with a
capability to continuously purchase well over 1,000 hectares of land per
year. The pro forma analyses uscd actual Project cost data for 1985 and
1986. Assumstions and background information for the projections included:

Land will be bought at an average of $900 per hectare. Land prices will
be subject to inflation of 7 percent per year. Project average to date for
land purchases has been $513.

Cost of farwer production will rise at five percent per year.

The amount of land rejquiring production credit will increase from 45 to
60 percent as more land goes into production.

The crcp mixes, seasonal and permanent, will b2 in the same proportion as
they have been over the past three years.

AID funds are used for parcel and production credit.

Penny Foundation pays interest and principal on seller financed land
purchases.

Farmers with their land in seasonal crops repay their production credit
in the following year.

Farmers with land in seasonal crops amortize land payments with simple
interest beginning year after loan is made.

Farmers with land in permanent crops have a three year grace period and
then amortize their land debt over 10 years.

Farmers with land in permanent crops have a three year grace period and
repay the debt with interest in the fourth year.
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Information Systems Analysis

An information systems analyst surveyed data collection and analysis
procedures for the Foundation's operations, finances and management. In
operations, the Foundation's information management system covers beneficiary
selection, farm purchise/rejection and processing of individual farm cost and
production data. Of chese three tasks, only beneficiary selection data are
processed and stored on a Foundation computer. The farm purchase/rejection
information consists of written description of the farms visited and r=asons
for or for not buying them. Farm cost and proluctior data are also manually
managed. Foundation agronomists collect some farm-level cost data and send it
to the accounting department for processing and posting. The information
analyst recommended that, in addition to the existing operation data, the
Foundation collect information and report quarterly on beneficiary turnover
per farm, family income, hectares purchased and average price paid per hectare
for each farm. All the operation reports should be maintained on a computer
data base.

Financial monitoring involves functions that ensure the financial health
of the organization. It ccnsists of accounting and financial planning. A
Guatemalan firm developed standard general ledger software for tne
Foundation's accounting. The general ledger is used to summarize all
financial transactions and prepare palance shects and income statements. The
Foundation's general ledger software is not integrated witn payroll,
inventory, accounts receivable, accounts payable or other subsidiary journals,
as the Foundation maintains these manually.

The Foundation's accounting software works and is adejuate for the
activities planned under the Project. It is not as efficient as it could be,
though. The ideal accounting software would allow the Foundation to write any
report they desired out from an integrated system. An integrated accounting
system would be nice, but none are available in Spanish for fund account.ing.
To write the integrated components for the existing general ledger software
would be too expensive. The information systems analyst therefore racommended
that the Foundation continue to use its general ledger package, buy a stand
alone accounts receivable package and produce cash flow and financial reports
on auxiliary spreadsheet and database software. As the land purchase program
grows the Foundation should evaluate the costs, benefits, and availability of
an integrated fund accounting system.

The way the Penny Foundation manages its cash from rthe land purchase
program will determine its success or failure. The current obligations of the
Foundation cannot be paid with future collections. Financial planning is
imperative. For this reason, the Foundation will buy accounts/notes
receivable software to monitor inflows and outflows of production and land
purchase credit. It will buy either a stand-alone package or develop one
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internally. The Foundation will also produce cash flow and pro-forma
information on a quarterly basis for:

Land Purchase Activity as a whole

Farm level as a whole

Farm level by hectare

Farm level by crop

Farm level by beneficiary and/or parcel

Break even and shutdown (variable) prices and/or sales level for each

crop and farm.

To assist the Foundation in the design of databases and required
financial reports, USAID will fund some short-term technical assistance. The
contractor should be familiar with information systems and data base designs
for farm production and financial analysis. If available, the information
systems analyst who evalunted the information system for the Project design
should be contracted. He is familiar with the Foundation's needs and
demonstrated consummate skill in this field.

The computer equipment and personnel need to be expanded to meet the
proposed data processing and reporting needs of the land purchase projgram. As
many small organizations have dona in the past, the Foundation has adopted
computer techrology havhazardly. It obtained two computers, an IR PC XI' and
an Apple Macintcsh, with printers and a small amount of software to handle
simple accounting. Through the initiative of one individual, an agronomist
whC has had some training in computer applications, the Foundation expanded
the computers' use to include some financial planning and operational data
processing for the land market program. The agrononist has shown the ability
to creatively apply computer software to various Foundation information
needs. He has the skill and initiative to develop more computer uses, bput
cannot because: he is working only part time on computer applications; the
equipment is tied up much of the time by the accounting department; and the
equipment has reached its operating and storage capacity.

After evaluating the information system, proposed information needs, and
the organization and personnel involved in information management, the
information analyst recommended the purchase of hardwars, software and
organizational changes.

Recommended hardware purchases should include:

1 IBM PC AT or compatible with 640K of RAM memory, one 1.2 megabyte
floppy disk drive, one 360K floppy disk drive and one 20 megabyte hard
disk drive

2 Epson LX 1000 printers

1 Hayes compatible modem
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1 Apple Macintosh modem

1 Surge protector/line conditioner

1 Memory expansion card 256K to 640K

1 Hard disk expansion (IBM) 20 megabyte
1 Hard disk expansion (Apple) 20 megabyte

Recommended software purchases are:

Lotus 1-2-3

WordPerfect

Doase III plus

Microsoft Chart

PC to MAC and Back

Reflex

A/R loan package — custom program

The Penny Foundation should create a separate computer applications
department with one administrator and head/programmer, preferably the
agronomist, and one assistant. The department would have the IBM PC AT, or
clone, and Apple Macintosh computers with the above listed software. The
department would be responsible for database management, and provide support
to the Foundation in special projects. The accounting department should
receive the existing IBM PC XT with some of the above listed enhancements.

Finally, the Penny Foundation needs to obtain some depth among its
perosonnel in computer literacy and competency. The Project will fund
training for basic computer skills for zdministrative staff, basic skill in
financial modelling and database manajement for management, particularly
financial personnel, and advanced courses in database applications, computer
applications and financial modelling for the computer applications depaitment
staff. Local vendors can provide the training.

/
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ECONOMIC ANALYSIS
Intrcduction

To determine whether the Lands Market Project is an appropriate use of
scarce resources, a comperison of the future discounted benefit and cost
streams generated by two Example Farms was made. Several adjustments were
made to the data in order to better reflect the physical resource use and the
econoinic opportunity cost of the Project. The analyses for both farms yielded
high economic rates of return for the investment made.

Based on the results of the pilot project of the Penny Foundation, the
Fourdation has been successful in transforming underutilized land into
productive, labor-intensive small-holdings producing, in many cases,
non-traditional export crops. These crops have contributed to national inccme
and provided the new owners of the individual farm plots with sufficient
financial returns to enable them to amortize their loans ahead of schedule and
to increase their standard of living. The Penny Foundation combines the
purchase of under-used or harren land from laniowners for transfer to small
farmers who are willing to purchase the land and receive vechnical assistance
in labor-intensive cultivation of high value crops. Both the sale prices
received by the original owners and the purchase prices paid by the Project
beneficiaries reflect tne fair market value of the land. The Project produces
an expansion of the national output in which evaryone involved is at least as
well off as he/she was before the transaction took place and many are much

better off.
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Benefit-Cost Analyses

The benefit-cost analyses described below were based on two model farms.
The two modc:l farms were derived from the overall portfolio of the Penny
Foundation. An overview of the portfolio indicates that of the total number
of 1,427 hectares being financed by the Penny Foundation in 1937, 36% are
planted in coffee, 14% in corn, 9% in vegetables, and 3% in vineapple, for an
overall total of 69%. Thus the two farms which are assumed to be producing
coffee, pineapple, broccoli and corn provide a representative sample of the
range of projects which the Penny Foundation administers. The production
costs, price and vyield information were obtainel from the Penny Fourxlation and
reflect actual operating results from existing parcels of land.

Several assumptions comnon to both model farms were used in the analysis.
A discount rate of 15% was used to reflect the opportunity cost of capital and
prices were dcnominated in 1987 Quetzales. To calculate relatively long-term
benefits and costs which would arise as a result of the project, the analysis
was carried out over a l0-year period. Unskillsd labor in the analysis was
shadow-pricaed at 80% of the minimum wace to reflect its overabundance in the
economy. Farm gate prices were used throughout the analysis, that is the net
prices received by the farmers for thier produce after transportation and
processing costs (in the case of coffee) are deducted. The Penny Foundation
revenue escimites assuma that the coffee will b2 sold at quota prices, that is
at $130 per quintal. A sensitivity analysis was performed in which it was
assumed that the revenue generated was based on a nonquota price of $70 per
quintal. This scenario yielded a henefit-cost ratio of 0.96 and an internal
rate of return of 12.07 percent. Thus, with verv conservative coffee revenue
assumptions, the analysic indicates that the discounted futur= stream of costs
will slightly exceed the future stream of benefits. Also note that the
windfall export tax on coffee was not factored in because it will be
eliminated early on in the project life.

The Penny Foundation's administrative costs are included as a cost of
production because they represent resources with potential alternative uses in
Guatemala. In addition, a gencral cost of “"Technical Assistance" was charged
against each mcdel farm in order to reflect all of the $12.3 million cost of
the project throughout its life. Note however that although this category is
comprised principally of technical assistance costs, that it also includes
funding for some items that will not be charged directly to the Penny

Foundation.

Example Farm 1

This first model farm consists of 2.75 hectares of lanu. Iur the purposes
of the analysis it was assumed that coffee would be grown on 2 hectares,
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pineapple on .5 hectare and corn on the remaining .25 hectare. The economic
costs of producing the above crops include administrative costs of the Penny
Foundation (incorporated here on a Q 106 1/ per hectare basis), technical
assistance cos:s (Q 588 per hectare ), and the cost of agricultural inputs
(such as seeds and fertilizer), labor, and equipment. Labor costs for
unskilled labor are shadow-priced downward in this analysis to reflect the
excess supply of unskilled farm labor in Guatemala. Another economic cost
which is usually included in this type of analysis is the opportunity cost of
land. It is assumed that this land was barren before the project and that it
would not be producing any crops, thus its economic opportunity cost for the
analysis is zero.

The analysis assumes that all of the crops were planted in the first year
of the project. Coffee requires two vears after the initial planting to
produce beans. Thus, output from this source was not incorporated into the
benefit stream until the third year. Pineapples grow in a three-year cycle
which requires that they be completely replanted every fourth year. The
plants require 18 months' growth before they can be harvested and then they
produce for three years. Output from pineapple production enters the benafit
stream in the second year, continues through the fourth year, then ceases for
two years as the lands are replanted to pegin the cycle again. Corn was
assumed to generace output from the first year of the project through the
final year.

Benefits of the project are calculated as the market value of the three
crops produced on the Example Farm.

Example Farm 2

The size of the second Example Farm is two hectares. It was assumed that
broccoli and corn would be produced on this land. Again, the economic costs
include the administrative costs of the Penny foundation and technical
assistance costs (Q 143 and Q 650 respectively, per hectare), and the cost of
agricultural inputs, labor, and equipment. This analysis also incorporates an
opportunity cost for land because it was assumed that before the proiject it
was planted in ccrn. To provide a "with" and "without" project comparison,
the value of the corn which would have been produced in the absence of the
project is charged against the project as a production cost. 1In a similar
manner, the amount of labor required to harvest the broccoli was adjusted
downward by the amount of jornales, or man-days which would have been used to
produce only the corn crop in the absense of the project. It was assumed that
without the project generally this corn would be produced by renters or
squatters, thus the two hectares planted in corn would received minimal
agricultural inputs and these "without" project production costs are zero.

1/ Exchange rate is 2.5 Quetzales to 1 dollar.
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Employment Generation

To estimate the number of person-years of employment that would be
generated as a result of the project, the labor requirements (both family and
hired) for the four crops used in this analysis were assumed to be
representative of the labor requirements of the entire portfolio of the Penny
Foundation. By applying the same labor uses to the projected portfolio over
the ten-year project life (based on a total number of hectares production
financed ranging from 1,427 in year 1 to 7,828 in year 10) ard including the
additional agronomists and technicians who will ke added to the Penny
Foundation staff during the life of the project, a total figure of more than
49,200 person-years was estimated to be generated by the project. (See Table
3) (This calculation was based on a 240—day person-year.) Of this total, 63
percent would result from continued and increased coffee production, 3 percent
from pineapple production, 19 percent from broccoli production, 14 percent
from corn production, and 1 percent from additional Pemny roundation staff.,
The total amount of labor required was adjusted downward to reflec:t the amount
of labor that would have bzen required had the lands in broccoli production
remained solely in corn production, as would have been the case without the

project.

v\
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Conclusion

The analyses show a economic benefit-cost ratio of 1.65 for Example Farm
and 1.53 for Example Farm 2, hased on an economic opportunity cost of ¢~ AL
of 15 percent. Note that while a scenario for Example Farin 1 based on ucfee
revenues generated totally on nonjuota prices yielded a benefit-cost ratic of
0.96, this is partially offset by the conservative opportunity cost of capital
assumgrion used throughout the analysis. That is to aay tinat 1f a less
conservative discount wate (12 percent or lower) wore usad even the
benefit—cost ratio froa the least-optimistic scenario would be greater than
one.

The internal rate of return for Example Farm i is 53 percent. For Example
Farm 2 it was not possible to calculate the internal rave of return because
the net benefit stream is positive throughout the period of analysis. To
calculate the internal rate of return, the Ynefit stream must change from
positive to negative or from nejative to positive during the life of the
project. This Project shows a higher economic rate of return than most of the
projects in USAID/Guatemala's portfolio. Thus, if the Panny Foundation
contlnues to use its current land purchase selection criterics and technical
assistance program for the new small land owners, then the activities occuring
under this Project should have a high rate of return similar to those in the

past.

The analysis assumes that the Example Farm would procuce two harvests of
broccoli and one of corn in each year. T ,, benefits from the project are
made up of the market value of the brocooli and corn.

3234R
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BENEFIT/COST ANALYSIS FOR MDR3L FaSH 1
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LAXD MASKETS FROJECT
BENEF IT/COET ANALYSIS FGR MOGEL FARN 2
YEARR 1987 1968 1989 1990 1991 1952 1997 1994 1995 1994
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EXHIBIT G.  Social Soundness Analysis

This ANEX excerpts some of the most relevant sections from a longer
social soundness analysis appearing as a File Attachment (see Commercial Land

Purchase Project: A Social Analysis)
Importance of land in ethnic culture:

Land is extremely important in Indian culture, regardless of the
subethnic group or linguistic affiliation. Nearly all ethnographies of Indian
culture make some mention of the predominant place land has in tne Indian
mind. One example is the following (John Gillin, The Culture of 3ccuritv in
San Carlos, Middle American Research Inst., New Orleans, 1951): B

In fact, it is not too much to say that the average Indian loves the
land and feels himself less than a man if he does not have some
available on which to work. (p. 12)

Land: Highly valued, but a man must work it with his own hands even thoujh he
can pay helpers. Non-agricultural occupations are followed to provide
money to buy land. (p. 121)

Importance of land in Indian-Ladino relationships:

An area of conflict in Ladino-Indian relationships is land. The Ladino
has a generally Occidental approach to land as =z source of income or
investment, as opposzi to the Indian mystique apout working land personally.
The Ladino sees land, tenants, and laborers as a means of social and political
as well as economic control and power. The Indian cannot see why the Ladino
will not allow him to work land which the Ladino is not using, for example, an
important element in recent conflicts.

This is not to say that Indians are irrational in their views about how
land should be used. It may have been truz in the past that the Indian felt
that he should plant corn above all else, and the ethnograpnhic literaturs
reports that in some caces Indians have felt that corn not grown by their own
hands was not as nutritive as their own corn. But Indians nave shown great
flexibility in adapting to new technology, us shown in the adoption of
chemical fertilizers (see Ricardo #alla, aichd Rebelde, BEiitorial
Universitaria, Guatemila, 19783; originally a Ualversity of lexas Ph.D. thesis).

Indianc. 1ive anyone else, would prefer to have land close to their
traditional homcs in the central and western hignlands, put they are not
adverse to moving elsewhere permanently if there is land available. Dialsct
studies of piedmont Quiche-speakers nas allowed rescarchers to identify the
ancestral home of whole communities. For examnple, linguistic evidence 1n the
Quiche language from 5an trancisco Zapotitlan, San Pablo Jocopilas, and
Zunilito sugygests that the people there came originally from Cantel; the
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people of Santo Tomis La Unién come from Nahuali; the people of El Palmar are
originally from Momostenango. The Mam of the piedmont towns of Génova,
Colomba, and Flores Costa Cuca indicates that the people their came originally
from the Ostuncalco area.

Types of land tenure:

According to the agricultural census of 1979, there are five types of
land tenure: private property, rented, share—cropped, communal, and other.
Private property lani tenure makes up 71 percent of the total and includes
farms from the smallest to the largest. Rented land tends to be found in
small parcels, usually used py small or subsistence farmers with little or no
land of their own, and represents 10 percent ot the total. The amount of
rented land tends to diminish as time goes by.

Share-croooed land, tha amount of which is also diminishing as land
owners place the lanl in cash crovs, is usually land provided by large farm
owWners to thelr oermanent laborers as part of their payineat.  In 1979, this
type of lanl tanure rooresonted 10 percent of the total. Jommunal lands, five
percent of the tooal, ave oen 5lowly decreasing as the usually Indian
communitios holiing thoem 4llow tnom to PSS 1n one way or another into private
hands.  Tho "other™ cotsgory inclales lands fhat are simply "occupied" by
smill subsistonce Darpers put whi-h often have other legal owners.

Analysis of tiraet group mopulation and relative benefits to buyers and
sellers:

The target gronp population in this Project is made up of the mass of
land poor subsistence ind cish crop farmers and landless agricultural laoborers
who make up che bulk of the population involved in agriculture today in
Guatemala. The lanl poor farmers are usually those who have consideraoly less
than four manzanis of land and wio nanage to live by supplementing their farm
incomes th;B;SE—E;ISOﬂJl migrant labor or through some other non-farm
activity. Most of these farnners Live in the nignlanis: Indians in the
central and western hignlands and Ladinos in the eastern highlands. Their
actual moldings are small lue to Inheritance patterns whicn tend to apportion
part of the father's lLand to each of nis children, particularly but not always
the male children.

Parents are not always able to provide land to their children,
particularly 2t the moment their children need it. Many young people, both
Indians anl Ladinos, marry youny, as early as 15 vears of agje, and thus in
many cases they need land when their parents are still economically active and
using the land whicn these youny p2ople might later inherit. A young couple
might well b2 faced with the prospect of walting as long as 20 years before
inheriting a small pircel which even then might be just barely adequate for
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The Penny Foundation program has the advantage of being a program more
or less acceptable to the large land owners. It is not "land reform,” since
land reform implies the forced expropriation of farms, the owners of which are
compensated for the land, but this compensation never seems to be sufficient
and in any event the fact that it is a forced sale is guarantead to produce
resentment. But if farm land is freely sold and purcnased, no owner can
justifiably camplain.

Another advantage is that the land parcels are sold, not given, to the
beneficiaries, which is also a satisfactory action in the eyas of the
potential opposition to the program, the large farm owners. The program
contains no charity, ond the beneficiaries pay for their land rather than
receiving it as a right, and even the agricultural credit is paid for and with
interest. Everything is carried out in a very businesslike manner apparently,
in the eyes of the large land owner, which makes it nearly impossible for any
real opposition to the program to build up in this sector.

For the beneficiaries, the program is also highly satisfactory. In the
first place, the beneficiaries become ovmners of ample parcals of land, which
is for wost of them the goal and dream of a lifetime. The land must bpe paid
for, of course, but the farm plans and technical assistance are such that the
land will eventually b2 so productive as to make paying off the parcel
relatively fast and easy. They receive the credit they need for agriculturail
production, and the Penny Foundation even provides a "safety net" of
subsistence cash for work on their own parcels to tide them over until “ha
farm hegins producing. They are dependent on the Foundation, but the venefits
of this association are such that this dependence and the paternal role of the
Foundation do not pose barriers to their acceptance of the program.

Probable impact on land pressures, migration patterns, rural poverty,
rural labor availability:

The Penny Foundation program is too small at present to have much
immediate impact on land pressure, migration patterns, rural poverty, or rural
labor availability, although the expansion of the program in the future might
be able to do so. One of its future effects might be to channel people away
from the capital city as their only hope of acquiring subsistence. With
laborers moving into the program, another effect might be the improvement of
labor conditions for other rural laborers, both permanent and migrant.
Migration patterns should continue to be much the same, as the cash crops like
coffee always need harvesting.

One interesting side effect is that the Penny Foundation program even
now provides work for non-beneficiary farm laborers. The vegetable farms in
particular have provided immediate income for their beneficiaries, which has

\\{)’\
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allowed them to turn arowdd and provide farm employment for other members of
their communities as well as for themselves and their families.

Guatemalan government and land reform historically:

Although agrarian problems and agrarian transformation policies date
from the Spanish conquest and colonization, the modern era in this area begins
in 1871 with the period of Justo Rufino Barrios. Until this time, the major
portion of lands were in the hands of the Catholic church with the rest
divided between the Indian communities, under utilized large and medium-sized
farms, and unused government lands.

Barrios effected a sweeping transformation in the structure of land
tenure. Private ownership with legal titles expanded enormously at the
expense of the lands owned by the church, communal and rmunicipal lands in most
cases held by Indians, and lands without legal title in the hands of
individuals, who were once again usually Indians. Lands without legal title
were sold to foreign buyers who planned to plant coffee, thus providing the
government both with capital from the salz of the land ~uxl with eXpPort tax
income from coffee exports. The Indian groups which suffered most were those
like the Kekahi in Alta Verapaz whose lands were ideal for coffee and wiv were
unlikely o possess the means to dispute the transactions. Kekcni Indian
communities continaxl to live on the lani, providing labor in return for small
parcels letft without coffes, although many Hekchis also left in search of
unused lands, expaniing their presence to the north and east until today the
area occupled by Kekchi speakers is the largest of all Indian Jroups.

Barrios also instituteld a law to provide ajgricultural labor for the new
coffee furmers, especially for those on the coastal pladinont without resident
Indians. The law stipulated that those without a salaried income of a certain
amount had to provide a fixed number of days of either agricultural labor or
public works labor, such as roads. This labor was paid, altrough poorly, and
without it the coffee farmers would have o way to attract lamor for the
coffec harvest. This system was maintained from Barrios' time until the
Revolution of 1944.

The 1944 Revolutinon overturned the above law, but by this time the
Indian population had grown sufficiently and they had subdivided their lands
to such an extent that migrant Indian farm labor continusd. [he presidency of
Dr. Juan José Arevalo from 1945 to 1951 was characterizod by the
implementation of laws ard insticutions tavoring the comnon people, from
universal education to social security, and among the projects begun at this
time was land reform.

Steps directed toward land refora continued with the arrival of the
presidency of Jacobo Arbenz in 1951. The 1952 the Agrarian Reform Law, known
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in Guatemala as "Decreto 900," was passed containing the following fundamental
elements:

a. - Privately held lands could be expropriated if they had not been
cultivated or rented during the previous three years.

b. - No farm smaller than 90 hectares could be expropriated, nor any
farm of 200 hectares where 75% of the land was cultivated.

c. - No lands could be expropriated if their crops were destined for
internal or export markets.

d. -~ No communal Indian lands could be expropriated.

With the 1954 coup overthrowing the Arbenz government, Decreto 900 was
suspended and lands which had been exnropriated were returned to tneir
previous owners. The Agrarian Reform Law was replaced by the Agrarian
Transformation Law with the objective of creating development zones where
there was greatest demand, using land still owned by the state. Between 1955
and 1967, 4181 parcels were deeded over by the government in thesc development
zones. At the same time, the govermnent stimulated the colonization of new
lands, particularly in the area known as the Northern Transverse aleng the
northern fringe of Quich?, !uchuetenango, Alta Verapaz, and Izabal
departments, as w2ll as in the sparsely ponulated Petén. These measures were
incapable of solving the structural problem of land tenure, nor were tney able
to really act as an escape valve for those who were landless or land poor.

By 1970 and the years following, the  “ernative of seasonal farm labor
was less and less able to meet the needs of the landless and land poor, and
the government measures such as the Agricultural Development Plan of 1971-1975
were pased on maintaining the traditional bivolar ajricultural relationships.
There were some benefits to medium range farmers and to cooperatives, but
there was no real questioning of the system of land tenure. This period saw
the acceleration of land distribution in the Northern Transverse, but this
policy was weakened by fraud, by the removal of traditional farmers without
titles already on the land, and by the fact that much of the land is little
suited for intensive agricultural use.

Rural grass-roots organizations historically and today:

Until 1944 there were no successful rural grass-roots organizations, due
to the favoring of large land owners by the succession of presidents or
dictators from the time of Barrios in the 19th century through the 20-year
reign of Estrada Cabrera in the early 20th century to the last old style
dictator, Jorge Ubico, from 1931 to 1944. The Jdomination of the coffee
farmers and the legal exploitation of the highland Indians in farm labor was

secure.
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The situation changed radically in 1944 with the popular revolution
overthrowing the Ubico government and the democratic opening under Arévalo.
For example, the cooperative movement to that point had been able to organize
just 20 cooperatives, while in the next five years it was possible to organize
more than 700 cooperatives and orient them toward obtaining land through
agrarian reform. This movement became further strengthened under the Arbenz
government and the promulgation of Decreto 900. There were numerous abuses at
this time, as camp2sino cooperatives invaded farms, often with little care as
to whether the agrarian reform law permitted their expropriation or not.

Because of their memories of this period, the large land owners still
react violently to the mere mention of agrarian reform and consider anyone
sympathetic of any change in the s ructure of land tenure in Guatemala to be a
"communist." = Since then, the cooperative movement redirected jits molicies
toward credit and technical assistance and away from obtaining lani, although
even so, the ccoperative movement has been hounded from time to time by the
government and its supporters among the landed class.

Beginning in the mid-1970's, campesino groups made up of both farm
laborers and smill lard owners began to grow and become more radical in their
demands under the influsnce of querilla jroups, and they were drawn more and
more into takiny ' arms.  An examole of such an organization is the Campesino
Unity Comnittee (Jomitd e Unidad Comoesina - CUC). Thoesoe movements tenled to
separate the successful saxll Indian farmers, many of whom were involved in
the cooperativa movement, from ncorer Indians who often felt they had no
cholice but to join one of thne radical groups or emigrate to the city, the
south coast, or even to Mexico and the United States.

In contrast to the camgesinos, the large land owners have always been
well organized with the dominant group being the coffee growers. Thelir
principle orjanization at present is the Mational Farm Union (Unidn Nacional
Agropecuario - 'NAGRO), madz up of the General Farmers Assocation (@éggiacién
General de Ajricultores - ASA) and the Chamber of Agriculture of Guatemala
(Camara del Agqro 12 Sustomala), which in turn form part of tne Coordinating
Comnittee of Agricultural, commercial, Industrial and Financial Institutions
(Comité Cooridimidora de Institusiones Agricolas, Comerciales, Industriales y

Financieras - CACIF), which is presently tne most powar ful non-governmental
pressure group in the country.

Land and political pressures today:

During the last 30 years the population of Guatemala has grown at an
average rate of 3 percent per year, causing a population increase between 1950
and the present from 3.3 to 7.8 millions. Some 56 percent of these people
live in rural areas, or around 4 million people. Taking another perspective,
the 1973
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census paced the number of rural people who were economically active at
884,100, corresponding to 56 percent of the total economically active
population. From this angle, what is most notable is the atomization and
proliferation of land parcels of less than one manzana (less than .€9
hectares), which increased by 162,007 between 1954 and 1979 at a rate of
increase of 130.4 percent, while the area covered by these microparcels
increased vy 40,374, which represents at rate of increase of 86.5 percent.
The difference in rates indicates that the average size of a microparcel went
from 0.5 to 0.3 manzanmas (from .347 hectares to .208 hectares). Two
observations possible on these figures are that there are new microparcels in
geographic areas where they did not previously exist, in part due to the
distribution of parcels by the government, and that the subdivision of parcels
has produced new microparcels.

Rural poverty has generated land pressure alleviated only by seasonal
labor. But this seasonal work market operates in a situation of an excuess of
unskilled labor, which has the effect of depressing salaries and minimizing
its positive effects in the capesino economy. In addition, falling prices in
some export crops requiring hand labor (cotton, cardamom, sugar) have Zurther
contracted the demand for labor.

Diffusion of land market mechanism for use by other groups:

In the diffusion of the land market mechanism for use by other jroups,
two aspects of the mechanism are important. The first is the purchase of land
on the open market, and the second is the re-sale of this lail to the
campesinos.  Many in Guatemala recognize that there is a land distribution
problem and that land issues are potentially destabilizing for this
government, but land expropriations and traditional approaches to land
redistribution are not accepted as options for dealing with the situation.

The violence associated with agrarian reform historically in this country, the
polarized response to land issues today, and the evidence of recent massive
reforms in El Salvador and Nicaragua are some of the reasons for the support,
across a spectrum of Guatemalan society, for a land market approach to land
problems.

There is agreement that underutilized or abandoned land should be
purchased on the open market and re-sold to landless buyers committed to
increasing land productivity and agricultural production. Differences arise
around the form in which the land should be re-sold to the canpesinos. The
Penny Foundation insists on a model of sale of family-sized plots to
individual buyers.

In December 1986, the Ministerio de Agricultura, Ganaderia y
Alimentacion issued an agrarian policy which advocates the fostering of a land
purchase/sale mechanism to serve campesinos, the agricultural middle class and
agricultural technicians without land. It outlines the steps necessary for

\V)
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the government to become involved as an intermediary between landowners
selling large tracts of land and landless buyers, in an approach similar to
that of the Penny Foundation. However, the government encourages the
development of cooperative farms operated as business units by groups of

campesinos.

The proposal issued in June 1986 by the Movimiento Pro Tierra, of Padre
Giron calls for a program to "stimulate the process of democratic purchase and
sale of land". This proposal seeks the organization of the farms as
"agribusiness centers." Cunpesinos will be shareholders in the farm
enterprise which will be farmed as a unit.

The general manager of the Penny Foundation reports that at least one
other private developmnent organization recently contacted the Fourxlation for
information on how to assist campesinos in theilr area in the purchase of
land. The campesinos from this organization accepted the individual ownership
model but were not interested in the large technical assistance requirement of
the Penny Foundation projram.

Social Considerations for Further Research and Evaluation

Because of the support for strengthening the land market as a means of
increasing access to rural land, couplad with the differences of approach to
the terms of sale, USAID needs to invest in a program of rescarch to separate
out the iss.:es involved in these discussions, to analyse the needs of various
segments of the rural population and to draw up proposals for alternatives to
meet these needs.

Some of the issues that should be considered are the necessity cf using
the total packaje of the Penny Foundation project with all population groups.
For example, could funds be made available for land purchase chrough rural
poor or farm rented land,

savings cooperatives so that farmers who are land
to add to their present land

who do not need technical assistance could borrow
holdings?

The cooperative federations, the Federzcion Nacional de Cooperativas de
hhorro y Credito (FiNAOOAC) and the Federacion de Cooperativas Agricolas
Regionales (FECOAR), are possible candidates for such a program. Both seem to
be maintaining a strict control on debt payment, wiking the Jroup resoonsible
for members' nonpayment. Botn have a good education program ard the loan
repayment and technical assistance apparatus. The farmers arte well known to
the cooperative and a sense of common purpose is fostered tnrough regular
meetings of the local cooperative members.
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The possibility of expanding the program through the establishment of a
land bank or to open the market through a similar financial mechanism or
institution also has been discussed. What are the legal and financial
requirements of such an institution? Who would be able to take advantage of
such a sector? Another issue is the extent to which credit for land purchase
should be linked to production credit. The Penny Foundation experience
suggests that the establishment of a land bank or similar land financing
mechanism without adequate and timely production credit would be ineffective?
What would be the role of BANDESA in this activicvy?

The relative costs and benefits of alternative types of farm
organization also should be considered. Is an inlegrated rural development
approach necessary to insure that the next generation on small holdings with
individual title do not divide up their parents' parcels into sub-family size
plots? Does region, ethnicity or crop affect whether a cooperative, corporate
or individual farm organization would be most appropriate?

There are also other development organizations like the Penny Foundation
which might be able to institute similar projects. On2 such organization is
the Movimiento Guatemalteco de Reconstruccion Rural (MGRR). The MGRR his a
rotating credit fund which complements its program of technical assistance,
has trained rural promoters, and has worked witn coffee croo Lmprovemanc,
basic grains, soil conservation, and a variety of crops.  Ima MGRR is smaller
than the Penny Foundation, with mos: of its activitizs focused on Jalana, but
its organizational structure and development strategy are similar. An
important financial and organizational issue is whether programs with cther
development organizations should be lmplemented as discrete activities or
whether the programs of small organizations cculd be channeled through the
Penny Foundation.

Public response to land purchase activities:

One of the most important aspects of the Penny Foundation program in the
context of Guatemala is that it has produced very little public comnentary,
which indicates principally that the program is not seen as being threatening
to anyone. The fact that it is based on the free market purchase and sale of
land, with transactions taking place in the same way as otner such lani
transactions, has kept the siogram from being seen as "lani reform," which is
a phrase which produces strong reactions for and against from different
sectors of Guatemalan society.

\'%
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There are basically two elements in the program which balance each other
in the minds of both the left and right, making the program neither
particularly exciting nor really unpalatable to either the left or right. The
fact that the program objective is to place land in the hands of the lanxdless
and land poor is not viewed with much enthusiasm by the right wing or the
large land owners, but the fact that it is all done in a businesslike way with
the purchase of farms on the free market leaves them with no real objection to
the program. On the other hand, the left might applaud a program which
provided lands to the landless and land poor, but the very fact that these
lands are bought and paid for commercially and with interest by the
beneficiaries makes it less interesting to them.

It is worth noting that the largest Guatemalan daily newspaper had a
full-page article on the Penny Foundation program with color pictures under a
headline stating that "Making farms is not an easy task." This article
produced very little comment, and there was no follow-up on the story, in
spite of the fact that the transfer of farms to landless laborers on the south
coast brougnt about through pressure on the government has produced news

reports almost daily.

Reasons for selling or not selling to the Penny Foundation in particular
and other buyers on the market:

Land owners are motivated to sell to the Penny Foundation by purely
economic reasons: a good price for their land. The Penny Foundation
personnel feel that they receive many offers by owners who simply feel that
the Penny Foundation will pay them far more than other buyers, and many of the
farms are offered at very inflated prices. There have undoubtably bezn offers
made to the Foundation which would not have been considered reasonaple if made
to private buyers. The Penny Foundation, thougn, has been very selective
about buying, turning down obviously inflated offers for overvalued land.

There have been few instances of sellers deciding against selling to the
Foundation once an offer has been made. One owner with close ties to El
Salvador had had an unpleasant experience with land reform in El Salvador,
thought the program sounded a little too much like "land reform," and decided

not to sell. But such cases have been very rare.

There are other buyers on the market. A farmer who has had good success
with a particular crop may feel he could easily double his acreage arxi get a
good return on his investment. There is also speculation in land, where
individuals buy land they feel they will be able to sell shortly at a much
higher price. 1In short, the Penny Foundation is just one of many potential
buyers of agricultural land in Guatemala.

R
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Penny Foundation experience in terms of social and economic organization
of the farm community:

Both sub.istence farming and agricultural labtor are concerns that
involve the entire family in one way or another, and the heneficiaries in the
Penny Foundation program have also involved their whole families in the
enterprise.

There have been almost no problems to date in building the Penny
Foundation farms into social and economic communities. The selection process
is sufficiently long and careful that the Foundation has managed to achiave
groups of beneficiaries that are fairly homojenous, dedicated to the program,
and capable of working together for comnon economic ends. It has been
possible to ohserve beneficiaries working tojether at comnon tasks, such as
the preparation of coffee seedlings, that will eventually benefit the entire

group.

It is important that most of the beneficiaries have nad common
experiences. The principally coffee farms of the coast and north have
attracted peoplzs who have all worved on coffee farms doing farm labor, and
this common experience halps them to see themsalves and each other as members
of a common cummunity. The highland vegetable farmers 1lso form a falrly
homogeneous Jroup, thelr orevious common sexperience as subsistence oorn and
bean farwers providing 2 poad for working together in the Penny Founlation

program.

The early stages of the program place the Penny Fowxiation in quite a
paternalistic position in relation to the beneficiaries. Tne Foundation at
the beginning often uproots the pensficiaries rfrom their previous communities,
places them in debt to the Foundation, and changes their entire previous
orientation as regards their work and economic life. The dependence of the
beneficiarizs on the Foundation begins with the land parcel but extends to
production credit as well, since the production of cash crons requires
substantial infusions of capital. In addition, the work on the new farn
required both individually and collectively of the beneficiaries is such that
they depend on the Penny Foundation even for subsistence efore the cash crops

begin paying off.

The objective of the Penny Foundation program to create self-sufficient
agricultural entreprencurs of farm laborers and subsistence farmers makes this
paternmalistic position necessary at the beginning. But the Founaation program
also includes a strategy for eventually transforming this relationship and
retiring from the farms, but not before the beneficiaries are capable of
running the operation on their own. To do so, the Penny Foundation has
established its presence on the farm, principally in the person of the field
technician, to effect the educational and organizational process required
before the Foundation can retire.
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Criteria for Beneficiary selection:

The Foundation program has outlined the type of person it feels is ideal
for this program. The ideal participant should be a married farmer 35-40 years
old with 3-4 children, wno has no other profession but farming, who derives at
least 75 percent of his income from farming, who has 4 manzanas or less of his
o land, and who has no outstanding debts. In addition, the individuil should
be willing to live on this new parcel of land and be predisposed to cish crop
diversification. He should also have an annual income that is roughly similar

to that of the other participants.

This profile seems perfectly reasonable. Some of the criteria are
obviously oriented toward guaranteeing the participants be steady, active,
responsible farmers. Other criteria assure that the individual will be able to
best take advantage of the program in that they have no debt burden. The
income parity criterion assures to a great extent social parity on the part of
the participants, and the four manzana land limit means that the new land will
be placed in the hands of those that need it most.

Geoaraphic distribution:

The Penny Foundation farms are found in three principal geographical
regioas of the countrvy: the northern hills, the central hignlands, and the
coastal plain and pialmoat. The famns in the norchern and coastal pisizont
regions are prime coffce praducing areas of the country, although other cree
crops such as cacao amd cltrus can e grown in parts of these regions. The
one coastal plains farm is being planted in mango for export, although cther
cash crops mijght be possible thers with the introduction of irrigation. One
of the piedmont farms is trying pincapple for export as wall as coffee. The
central highland farms are almost completely dedicated to export vegetaples.

Socioecconomic characteristics of the Beneficiaries:

The Foundation has been quite successful in meeting its own criteria for
selection. Of 386 beneficiaries in October of 1236, 337 were married (either
legally or comnmon law), although there were 45 never married men in the
participant group. The average age of the participant farmers was 35 vears,
although a sizable group over age 55 (about 15 percent) was included. In
terms of family size, 17.4 percent had 3 children, 16.3 porcent had 4
children, and 14.5% had 5 children. On the average, each beneficiary had 4.1

dependents.
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The children of the land poor often become the landless. They have
accompanied their parents to the coastal farms to do seasonal work, but they
now have no economic ties to their highland homes and are forced to look
elsewhere. They often stay on the south coast as year—-around laoorers,
returning to their highland homes only for special occasions. They have had
less experience in operating their own farm operations, however small, and
they are likely to have had a much more unidimensional experience with cash
crops, often limited unskilled tasks or carrying out instructions involving
agricultural technology without urderstanling the reasoning behimnd it.

The Penny Foundation cffectively works with both of these two groups.
The highland vazgetable farmers are those who still have a little land and are
able to just get by economically. The arrival of the Penny Foundation program
allows them to take control of their agriculture and econonic situation by
allowing them to substantially improve their incomnes. Their improved incomes
should allow their children to dedicate themselves more fully to education so
that at least some of them will pe ablz to find praductive employment outside
agriculture.

The farms which are predominantly in coffee provide landless rarm
laborers, nany of whom are the children of the 1and poor farmars of the
highlands and 2ast, with the opportunity to transform themselves from the
agriculturil laborers on cash crep farms to the owner—-operators of those
farms. This requires that they learn many aspoots of cash crop fara o22ration
which were formerly left to the owners and their technicians, bat it 1s a
challenge that most beneficlaries seem to walcome.

Thus the Penny Fourvlation program does work with a very representative
sample of the Guatemalan rural population: land poor nighland farmers living
in their traditional homelands, the landless chiliren of these land poor
farmers looking for options away from their homes, and the pernanent landless
labor force on the coastal and northern farms. These are discrete categories,
of course, but rather a spectrum of the various situations which are the LOCUS

of the Penny Foundation proyram.
Farm Organization:

The Directiva is the primary link between the Penny Foundation and the
project participants. The Directiva is pasically a committee wnich revresents
the entire beneficiary population, with officers which are elected annually.
Its objective is the coordination product marketing, and social services.
Although the quality of each Directiva is determined to some degree by the
type and quality of its members, it is nonetheless possible to observe that
those projects which have heen in existence longer tend to have better
Directivas. For example, at farms such as Venecia and Sucum I, the Directivag
were interested in resolving social problems, such as education and health, as
well as in the problems entailed in marketing farm products.
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Research Program for the Commercial Land Markets Project

The land issue in Guatemala is recognized as a constraint to agricultural
development and a source of social friction. Attempts at land reform
historically, such as expropriations and colonization, have peen ineffective
in alleviating the problems and have resulted in bloodshed and social
polarization. Increasingly, a consensus is developing around the concept that
the land issue be corfronted by dez2ling with imperfections in the land market,
by finding ways to increase the access of landless and land poor farmers to a
market made up of willing sellers and willing buyers.

USAID initiated the Pilot Commercial Land Markets Project with the Penny
Foundation "to demonstrate the feasibility of a private sector land
comnercialization program." Through 1987, USAID has commnitted US$3 million to
this effort. The Penny Foundation has purchased 19 farms with 3908 hectares
and 1223 parcels to be resold to landless families. Nearly 500 families
already are farming tnese parcels. The additional funds from this project
will place the program on a financial footing that will allow it to continue
independent of outside subsidies.

The impulse for this additional funding came in part from political
pressures in Guatemala and increasing concern in the U.S. Congress with the
implications of these pressures. In responsz to the U.S. Senate request that
US$5 million be comnitted to land programs in Guatemala, the USAID mission
developed a two part project. First, recojynizing the incipisnt qualicy of the
pioncering effort of the Penny Foundation and the potential lessons to be
demonstrated by a successful land commercialization program, most of the funds
are destined to this program. At the same time, it is clear that the impact
of the Penny Foundation program on landlessness in Guatemala is primarily that
of a demonstration project. Actually alleviating land pressures on a
significant scale will require that this experience be multiplied many times,
or that alternative mechanisms to correct ths imperfections in the markat be
devised. The research component of this project is intended to evaluate and
document the Penny Foundation program so that it can be duplicated and to
investigate and propose alternative approaches to the land market and to the

problem of landlessness.

Four broad areas of study will be funded: (1) a baseline survey and long
term monitoring and evaluation of the Penny Foundation project; (2) an
analysis of the General Property Registry and developient of proposals for
reform of the registration process; (3) a study of the feasibility of and
design for a land bank or other financial/institutional mechanisms to provide
loans for land purchase; and, (4) the identification of alternative
organizations and approaches to expand the land market program and/or to deal
with the problem of landlessness.
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Implementation:

The work in three areas, the evaluation of the Penny Founiation, the
analysis of the Registry and the identification of alternative organizations
and approaches, could be implemented as a buy-in to the LAC/DR/RD regional
project (598-1538), Tenure Security and Land Market Researcn. The purpose of
this project is "to carry out cross—country and longltwlinal research on land
tenure issues in the [AZ rejion" and "to provide an instructive and
informative analysis of how tenure patterns affect three sets of interrelated
development issues: economic issues; rural development issues; and
environmental issues."

The regional project was designed to support country specific research
and draw on anl contribute to the broader xnowvledje base. Research is either
on-going or budjeted under this project with RDO/C (St. Lucia), Honduras,
Ecuador and thiti. The stuldies plannad by the Guatemala mission fall clearly
under the purview of this regional effort. The principal research areas for
the LAZ/DR/RD project are "tenure security through improved titling and land
registration systoms, the potential for farmland sarkets to increase access to
land, and second-jeneration problens of existing agrarian reforms.*

Affiliation with this project would insure conparabllity of the Guatemala
studies with others in Latin America, and it will facilitate the dissemination
of the research results on a regional basis. supplemental funding is
available througn the rejional project so that a comparative perspective can
be built into the design.

The LAC/DR/RD project is implemented through the S&T Buresau Cooperative
Agreement with the University of Wisconsin Land Tenure Center (LTC). LTC was
formed in 1962 with funds from A.I.D. and has developad into a center of
excellence recognized internationally for its work on land anl rural
development. Researchers from the Land Tenure Center will work closely with
personnel from the Penny Foundation and other organizations included in the
surveys, and with Guatemalan social scientists.

The current Cooperative Agreement with S&T/RD began in FY 1984 and will
extend through FY 1988, an extension until March 1993 is currently underway.
The regional project (Tenure Security and Land Markets Research) extends
through FY 1990.
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Several avenues exist for implementing the study of the feasibility and
design of a land bank. This research will build on the backjground studies
carried out by Texas Technical University for the 1983 Commercial Land Markets
PID and the Pilot Project with the Penny Foundation. One option may be to
contract through the Technical Services to Mission with Texas Tech. Another
possibility is to seek assistance from INCAE in Costa Rica, or other
contractors specializing in finance. The [AC/DR/RD rejional project also
could be utilized. The research will require the collaboration of
representives from the Guatomalan financial community, experts from other
countries with comparable financial markets, and from the ncademic and
international banking comrnunity.

Penny Foundation Study:

The Tand Purchase/Sale Program of the Penny Foundation is the only
private institution in Suatemala that makes loans to buy land, and one of the
first attempts in the world to establish a progran to improve small farmers!
access to lani through the land market. The land market approach to
increasing emity in land distrisution has boen endorsed py A.I.D. as the
model wor mission-supported land projrams, altnough it has not yet boen
implemented ¢lswhore. e ovaluation and documenting of tnis progran is
important as a2 tonl to imorove chis program, to provide information ror other
organizations in Juatemila trying to establish sinilar crojrams and to assist
other USAID missions in dosigning lind strategies and DD JelES.

The evaluation will involve threz levels of analysis of the cost and
impact of the projram, the oeneficiary, the original furm unit and tne Penny
Foundaticn as an institution. The studies will continue through the five
vears of the project. The evaluation will consist of a baseline survey of a
sample of Penny toundation farm and beneficiaries in late 1987 mr early 1988,
and two follow up surveys in years three and five of the project. Surveys
spaced at two year intervals will allow a continous accounting of the effects
of the project at the beneficiary and farm level. The surveys will be
accompanizd by case studies of selected farm units and an on—joling monitoring
of institutional changes in the Penny Foundation. The detailed case study
examinations, concentrated in alternata years, will assist in the
interpretation of the survey data as well as provide indepth organizational
analysis.

The sample for the baseline will be drawn from farms and beneficiaries
incorporated into the program by that time so that the effects of the program
can be tracted over five years. Stratification of the sample will insure that
it is representative of variations in farm size, region and crop. The
database files miintained by the Foundation on beneficiaries and farms will be
tapped for as much of the baseline and follow-up information as possible, and
will serve as the frame for drawing the sample of beneficiaries. A Penny
Foundation sample size of approximately 500 beneficiaries ard at least 15
farms is anticipated.
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These samples will be matched by samples of campesinos from other
organizations or communitites in the Penny Foundation regions. These
respondents may be drawn, for example, from other private voluntary
organizations, cooperatives, peasant organizations, migrant worker and/or land
rental networks. The questioning of these groups will serve two ernxds in the
project research component. First, as a control sample for the Penny
Foundation surveys, they will allow cross sectional as well as longitudinal
comparisons. They also will be the basis for identifying and developing the
background information needed for designing alternatives and additions to the
Penny Foundation program. The control samples will include from 300 to 500
campesinos. Surveys of the control groups will be timed to provide comparable
data to the Penny Foundation sample.

The beneficiary-level analysis could inclulde, among others, description
of demographic characteristics and analysis of change in household
characteristics including income, labor allocations, composition, leval of
living, off-farm employment, education and investments. Farm-level analysis
could include, among others, changes in production, groductivity and
profitability, rate and timing of beneficiary turnover, extent of informal
parcel sub—divisions, management of commnunity-owned proporty and Coiiting ty
activites, coarminity govarnance. An important aspaect of this analysis will be
an evaluation of awunt of technizal assistance and proijustion credit required
for the benaficiaries relative to the debt burden incurred.

The third level of analysis for the evaluation is to monitor the
institutional changes in the Penny Faundation program. Since the project
funding is intended to allow the projram to be established as self-supporting,
this part of the evaluation will assist the Foundation in ldentifying
organizational proolems as they arise and in financing timely techniczal
assistance to deal with them. A fund of $100,000 is budgeted for taochnical
assistance for the Penny Foundation in institutional and financial
manangement . A record of the Foundation experience in program managaaent also
will be useful to other organizations designing similar projgrams. Sowm2 of the
topics to be examined include: changes in the mnagement requirements with an
increase in the number of farms manajad and beneficiaries served; trade-offs
made in projram expansion between factors like land cost, lani sale price to
beneficiaries, number of beneficiaries and farm irvestment costs; long term
institutional financial viability; contact with other development
organizations for program expansion.

The project personnel at the Penny Foundation have expressed interest in
participating in these stulies and in providing use of the database files.
The Foundation is interested in the research in part as a means of publicizing
the project. A part of the documentation of their experience might be to
develop a video to demonstrate visually the chanjes in the farms over time.

R
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The intent of the monitoring and evaluation of the Penny Foundation is to
provide a constant record and tracking of the project experience. The outputs
from this component will include at least, reports on eacih of the baseline and
follow-up surveys with discussion of the three levels of analysis
(beneficiaries farms and institution), and cross sectional comparisons between
the Penny Fourxation and the control groups. In addition, case studiss of
selected farms, the control groups and the project administration may be
useful especially in terms of developing alternative programs. The number and
content of these studies and reports will be specified at the time of
funding. After the third survey, a final report will be submitted summarizing
the previous reports and including the analysis of chanjes over time. It will
specify conclusions about the effectiveness of the program and of the land
market approach to land problems, and recommendations for future programuing.
USAID also might consider funiing the preparation of documents or visual
presentations which are intended primarily to educate about the program rather

than to analyse it.

Researchers will work closzaly with porsonnel from the Penny Foundation
and with local researchers in developing these surveys. J.S. researchers
mijht include an ajricultural economist, a lani tenure specialist, a rural
soriolojist, 4 spevialist in orjanization managenent and a survey specialist.
Local collrborators woull b2 drawn from similar fields oat ilso shoualld inclade
agronamists 't antaropsloyists. One or two grylaate assistants will
participite in the field work and the data analysis. At least three aonths of
field work siould e projraumed for each survay. This estimate does noc
include the time roquired befors the survey to iLdentify the samplas,
especially the orjanizitions to be used for the control groups, nor the time
required after the survey for data preparacion, analysis, and repor: writing.

Il1lustrative bulget  (USH):

1988 1990 1992 Total
Staff salaries (20 person
mos. plus fring: & insur.) 31,000 21,000 21,000 73,000
Research exponses 38,000 25,000 25,000 88,000
International travel
airfare & per diem) 23,000 15,000 15,000 53,000
Direct oosts (admin,
comnanicat.ion, otc.) 5,000 4,000 3,000 12,000
Sub-total 97,000 65,000 65,000 220,000
Overhend (2063) 25,000 17,000 17,000 59,000
Total costs 122,000 82,000 881,000 285,000

General Property Registry Study:
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The process for registering land titles in Guatemala is inefficient
and costly. The March 1987 Semi-Annual Report of the Penny Foundation
program cited delays in registration and title search at the General
Oroperty Registry (Registro General de la Propriedad) as one of the
Problems encountered in implementing the project. Registering the title
transfer from the seller to the Foundation usually is done quickly, but
the transfer of parcel titles from the Foundation to the campesinos has
dragged on for months. The delays reflect the fact that Reglistry
persomnel are paid according to the value of the property processed. In
addition, all registrations are entered by hand and there are only two
offices for the entire country (in the capital and in Quetzaltenango) .

For the Penny Foundition program, the delays are important primarily
becaucs2, without documerts, some beneficiaries have questioned the
legitimacy of the land sales. More generally, the delays and costs in the
Kegistry are a constraint to developing a more efficient land market
accessible to large and small owners alike. The new constitution calls
for the reorganization of the Registry, and the estaclislunent of an office
in each of the 22 departments.

The Registry study has two yoals, expaditing the registration of
Penny Foundation titles and inalysing the need, goals, feasipility, and
method for reform of the institution. The Penny Foundation legal procurer
can assist with initial access to the Registry for analysis of
registration procodures. The first phase of the study, wnich will begin
as soon as possible after the obliation of funds for the project, will
produce a report including an overview of the Registry operation and
recommendations for the design of methods to speed the rejistration of
parcel titles. The report also will specify the direction for the
continuing study and design work on Registry reform.

The definition of the second phase of the study depends in part on
the results of the first. The purpose of the study will be to understand
the constraints to more efficient and equitable operation. Registry
reform is a politically sensitive area and the extent of cooperation by
the hierarchy of the Registry in defining ard designing needed reform is a
key research question. It also will be important to ascertain the role
of the GOG and of other donors in the institutional reform. The output of
the second phase of this study will be the specification of the USAID
mission's role in the Registry reform mandated by the constitution. The
comparative analysis of systems of mapping and registraton being carried
out under the LAC/DR/RD regional project will be particularly useful for
this design.

The analysis of the Registry may consider the following questions,
among others. What are the factors in delays in registration - personnei,
recording methods, management, centralization, costs, others? How
accurate is the Registry? What is the cost of maintenance? What is the
extent of title registration by different classes of landholders? How
does the Registry affect land taxes and revenue generation? What is tne
institutional history of the Registry and the property rights system?
What are the social and political constraints to Registry reform?
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Staff for these studies probably will include specialists in
cadasters and land information sys“ems, land law, and surveying and
cartography and land tenure. Up to three months should be programmed for
the first phase of the study. Three additional months are budgeted for

the second design phase.

Illustrative budget (US$):
1988 1989 1990 Total

Staff salaries (9 person
mos. plus fringe & insur.) 16,000 8,000 8,000 32,000

Research expenses 4,000 2,000 2,000 8,000
Intermational travel

airfare & per diem) 11,000 5,000 5,000 21,000
Direct costs (admin,

communication, etc.) 1,000 500 500 2,000
Sub-total 32,000 15,500 15,500 63,000
Overhead (26%) 8.000 5,000 4,000 17,000
Total costs 40,000 20,500 19,500 80,000

External Financing and Land Bank Feasibility Study:

A program like that of the Penny Foundation requires a large grant
input to capitalize and subsidize the early years. This support is
required in part because the program explicitly serves landless and land
poor campesinos who have minimal assets and little experience as
entrepreneurs in commercial agriculture. The Penny Foundation has an
intensive program which includes production credit, technical assistance,
and support services as well as loans to buy land. The impact of this
project on the landless population and on the openness of the land market
is necessavily limited by its cost and by ths institutional capacity of a
private development organization.

There is no mortgage bond or secondary market in Guatemala now, and
except for the Penny Coundation program, it is not possible to borrow to
buy land. Creating a more open land market with increased access to land
parchase for small or medium-size agriculturalists, many of whom will not
need the total package offered by the Foundation, implies the development
of alternative financing methods such as mortgage and/or other types of
bonds, or a full public or private sector land bank. The purpose of this
set of studies is to analyse the potential for a land bank in Guatemela
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and the financing mechanisms to support this effort. The work will build
on the 1983 design studies for the proposed Commercial Land Market Project
and the experience of the Penny Foundation in attempting to issue nor tgage
bonds.

The analysis will examine the legal context for the formation of a
bank and the issuing of bonds, the potential institutional context for a
lard bank, and the receptivity of the Guatemala financial comnunity to the
bank and the bonds. The studies also will evaluate alternative sources of
funds to capitalize land purchase/sale programs of banks, private
voluntary organizations or related groups. Examples of the kinds of
mechanisms to be evaluated include mortgage bonds, institutional bonds,
H/G type financing, long term loans from private banks, long term soft
loans from the international community and endowments.

This study segment should begin within the first year of the project
with the initial concentration on the external financing mechanisms. The
evaluation of the potential for and design of a land bank should be
completed by the end of the second year of the project. The work should
be directed by a person with knowledge of third world financial markets
ard bankirg. Others on the team might include specialists in Guatemalan
banking law, in finance ani mortgages, a person with knowledge of the land
bank system in the United States, a specialist in management and
organizatioral design. Three to six months of field work in Guatemala are
programmed for this activity.

The outputs of this segment will include one or two working seminars
with representatives from the Guatemala financial community, experts from
other countries with comparable financial markets, and from the acadenic
and interrational banking community. Their purpose will be to (1)
brainstorm about potential financing mechanisms and land bank
possibilities and to (2) evaluate the designs developed for Guatemala.
The study team will submit reports on the results of the seminars and on
the evaluation of the external financing mechanisms. They also will
provide a design of a land bank and/or comparable alternative, includin
cost estimates, sources of funding, and evaluation of the potential for
institutional success and for its impact on the land market. A central
task will be to identify appropriate counterparts and implementing

institutions.
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Illustrative budget (US$):

1988 1989 Total
Staff salaries (3 perscn
mos. plus fringe & insur.) 5,000 5,000 10,000
Research expenses (incl. seminars) 26,000 26,000 52,000
International travel
airfare & per diem) 4,000 5,000 9,000
Direct costs (admin,
communication, etc.) 1,000 1,000 2,000
Sub-total 36,000 37,000 73,000
Overhead (26%) 9,000 10,000 19,000
Total costs 45,000 47,000 92,000

Studies of Alternatives and Additions to the Penny Foundation Programs:

Although the Penny Foundation program has met its goals successfully,
it remains a pilot project. The next step is to identify ways to anplify
its impact on the problem of landlessness. The development of a land oank
and external financing is one cption for 2xpanding tne land market
program, based on a large capital investment and service primarily to
small and medium-size farmers rather than to the landless population. The
purpose of this set of studies is to explore other alternatives. Research
is needed to (1) identify organizations to develop additicnal projects
like that of the Penny Foundation, (2) to evaluate alternative avenues to
increase land access througn the land market, and (3) to investigate the
links between land programs and other sources of rural employment and

income.

These studies will draw heavily on the data collected in the baseline
and follow-up surveys for the Penny Foundation evaluation, and supplement
them with contextual, historical and institutional data specific to each
research problem. Because of their link to the nmaseline and follow-up
surveys, work on these problems should b2gin at the same time as the
survey so that pertinent variables can bx included in the questionnaires
and so that the control group samples for the survey will be adequate to
address these topics. This group of studies will extend through the life
of the project. They will involve substantial collaboration with local

researchers.

\¢
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An important first step will be to identify alternative organizations
for additional purchase/sale programs. This work should begin as soon as
possible so that these organizations or comminities can be included in the
samples for the control group surveys and so tnat decisions concerning the
design of alternative or expanded programs can be made expediticusly.
Potential groups for consideration include national or regional
nongovernmental development organizations like the Penny Foundation,
government land programs, public or private bank lending programs and
savings cooperatives.

The purposc will be to compile a list of thise options, and to
provide the background information and analysis to develop similar
programs to finance land purchasing for other sectors of the landless
population, either through the Penny Foundation or independently.
Particular attention will be given to reaching people who are not served
by the Penny Foundation, such as land poor or tenant farmers who may not
need extensive technical assistance, or beneficiaries in particular
regions of the country. A central focus must be on the availability of
production credit as an essential element of a land purchase program.

In addition to the information gathered from the surveys, this
activity will involve case studies of at least three of these
organizations or programs. The researchers will croduce a report
identifying and analysing the organizations to macge land purchase/sale
programs, including an affirmation of their interest in the program and
detailing proposals for new projects.

The second major focus in the search for alternatives to the Penny
Foundation program will be on the land market itself. The purpose will be
to seek basic information on how the market operates and on the policy and
.Anstitutional constraints which affect it. what are the necessary
conditions, and institutional and policy frameworks needed to create
dynamic land markets which operate to benefit small farmers and the
lardless? These studies will produce one or wore reports detailing the
policy and project implications of the land market studies, especially the
analysis of land rental markets. Tney will be developad through a
combination of analysis of the survey data and the use of case study and
archival data collection methods.

The following are examples of the types of questions which will be
investigated. How can a land market for small farmers be stimulated? What
would be the effect of improving the title registry, reducing market
transaction costs, providing funds to buyers, instituting inducements such
As taxes to sellers? Most of these questions are anticipated in the
recent GOG statement on agrarian policy.
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What are the patterns of land tenancy regionally? What is the extent
of the rental market? what types of land and what size of units are
rented? How long do rental contracts run and how are they regulated?

What are the characteristics of the owners and renters? Does land rental
offer a viable alternative avenue to land access for some landless?
Similarly, what are the conditions, characteristics, extent of, regulation
of sharecropping arrangements?

The third area of investigation of alternatives to the Penny
Foundation program will confront two concerns which come up in any
discussion of the land problem in Guatemala: (1) there is not enough land
to satisfy all those in rural areas who are without land; and, (2) land
purchased in family-size plots now will be minifundia in the next
generation as the children claim their inheritance., These studies will be
concerned with non-land sources of income and employment in rural areas.
They will investigate the relationship between land tenure and other
sources of employment and income for rural nousenolds, and develop project
and policv alternatives which link land market programs to other rural
develoorent obijectives. The necessity of identifying these links and
expanding rural =mployment opportunities is cited in the most recent USAID
Action Plan, in the 3OO agriculture policy statemant and in the Penny
Fourdation insistence on devaeloping educational services on the farms.

The survey data from the Penny Foundaticn evaluation provide an ideal
opportunity to investigate these questions and tne analysis will
contribute to interpreting the long term impact of the Penny Foundation
program. Case stulies to gather in-depth information on particular
connunities will supplement the surveys. The outputs from these studies
will include at least three reports on the policy and project implications
of the researcn with emphasis on the non-fann employment and income
opportunities for the landless and land poor and on the second generation
effects of land market projects.

The following are potential study topics. The first would address
the effect of land tenure on the options of the next generation. In
addition, in contrast to most studies which concentrate on the effect of
land and agriculture on the family unit and on .nen as farmers, this study
would look within the household to the effect of land on women's
activities, income and outside employment. Wwhat are the sources of family
income and the distribution of household labor? How do these factors vary
by land tenure status? How do they change with land purchase? In
particular, whac is the relationship between tenure status and status
change and the work of women and their contribution to household income?
What is the relation to child labor and education?

\¢/
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Particulary in the Penny Foundation program a study could examine
employment creation. What is the relationship between land parceling and
sale and the development of small busineuses or other non-agriculutral
income opportunities in the farm commmities or in the surrounding areas?
Again focusing on both the immediate and the second generation impact of
land tenure: How does land ownership (and change in tenure status) affect
migration, either seasonal or rural/urban? Who migrates, and for what

purpose?

Illustrative budget (US$):
1988 1989 1990 1991 1992 Total

Staff salaries (10 person
mos. plus fringe & insur.) 7,000 8,000 8,000 8,000 8,000 39,000

Research expenses 7,000 9,000 9,000 9,000 9,000 43,000
International travel
airfare & per diem) 5,000 6,000 6,000 6,000 6,000 29,000

Direct costs (admin,
communication, etc.) 1,000 2,000 2,000 2,000 2,000 9,000

Sub-total 20,000 24,000 24,000 24,000 24,000 120,000
Overhead (26%) 5,000 6,000 6,000 6,000 6,000 31,000
Total costs 25,000 30,000 30,000 30,000 30,000 151,000
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Technical Analysis

Background

In 1984, USAID/Gua-emala initiated the Pilot Commercial Land Markets
Project with the Fundacién del Centavo (Penny Foundation) on the basis of a $1
million grant (Project 520-0330). The goal of the project was "to demonstrate
the feasibility of a private sector land commercialization program' by
establishing a mechanism to permit small farmers to purchase arapble lands and
to provide them with production credit and timely technical assistance. An
additional $1 million was added in each of the following years (Project
520-0343). Wnhile the pilot project has confirmed the feasibility of a
commercial land market program, it also has shown that for most cam>»sinos the
shift from farm laborer to farmer requires not only ownersnip of land but also
access to credit and training in commercial agriculture. A land purchase/sale
effort alone will fall short of the goals of increased income and living
standards for a significant portion of the target population in rural areas.

A recent evaluation of the project (File Attachment) shows an innovative
program which nas exceeded its targets for the amount of land purchased and
the number of beneficiaries served. The Foundation has maintained an autonomy
from USAID, which is essential in this politically sensitive activity, but has
been open and cooperative in terms of reporting requirements and evaluation.

When the U.S. Senate appended a recommendation o the Foreign Assistance
and Related programs Appropriation Bill for 1957, that USS5 million b2 sel
aside for 3uatemala land purchase prograas USALD considered several coL1oNs.
These included dividing the funds to implement several projects like that of
the Penny Foundation, obligating a part to the Pemny Foundation, a part to the
government and a part to ocooperatives, and adding to them in order to
capitalize a land bank or a Central Bank guarantee rfund. These alternatives
were by-passed for the present because all require substantial background
investigation and Jdesign before they can be funded. In order to respond to
the Senate recommendation in a timely manner, the Mission decided to commit
about $4 million to the successful on-30ing Penny Foundation program. Up to
$1 million was to be retained to fund studies of alternative land market
financing entities, reform of the land registry and studies of Guatemala's
land problems. This research was to be done in anticipation of future land
programs.

Land Tenure in Guatemala

Land ownership in Guatemala, even more than elsewhere in Latin America is
characterized by a skewed distribution and a pattern of minifundio/and
latifundio. Large owners tend to control the most productive farmliand on the
coast and in the fertile mountain valleys where they concentrate on extensive
export production. Small farmers with minimal resources and a dependerice on
subsistence crops engage in intensive cultivation of steep hillsides, wnich
not only limits their productivity but also contributes to erosion ard
environmental degradation.

In addition to the minifundio/latifunigg pattern, the presence of nearly
400,000 agricultural workers who own no Land magnifies the land pressure,
while the skewed ownership distribution has resulted in substantial expanses

of idle lands (tierras ociosas); privately-held lands which are abandoned,
uncultivated or undergrazed.
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The unequal land distribution, extensive farming and idle lands are
associated with lagging agricultural production overall, a shortfall in the
production of consumption crops like corn and beans, and an inability to
translate agricultural growth into improved standards ot living and reductions
in rural poverty. Historically, land tenure problems also nave been the
source of rural social unrest and violent confrontations. Today this same
political tension is manifested in the campesino movements which have
crystalized first on the south coast and recently in other regions.

Justification for the Land Markets Approach

Political Context:

Land tenure is an economic issue since it defines the structural context
for agriculture. It is almost always a poliktical issue as well, and in
Central America as a whole and Guatemala is particular it has been an
extremely volatile issue. Both Nicaragua and £l Salvador have carried out
massive agrarian reforms based on expropriation of private lands during this
decade. large landowners in Guatecmala, represented at the national level by
UNAGRD, are sensitive to any indication of the possibility of expropriation in
this country and they are determined Lo protect their interests.

The entrenchment of the large landowners in coposition to land
redistribution is counterai by the recent emergence of campesinog organizations
who are calling for govzrnment assistance in gaining access to land. The
largest of these movements is the Movimiento Pro-Tierra, led by Padre Andres
Giron, with headquarters in Nueva Joncépcion, Escuintla. The movement is
expressly non-violent and wants assistance in purchasing farms to be re-sold
to landless campesinos. Initially, the organization outlined a model of
corporate farm organization; more recent statements point out that farm
organization will be based on agronomic considerations, and some farms may be

more effectively sub-divided and farmed by individual small owners.

The Ministry of Agriculture recently issued an agrarian policy statement
which affirms that expropriation of land is not an option for improving land
use in rural Guatemala. lLand taxes, colonization and land market activities
are being promoted to address tne land problem, but land remains a polarizing
issue. All parties seem to agree that expropriation is not a viable option
for Guatemala, and there is considerable support for open market land purchase
programs, although many questions remain about implementation. As the
government policy paper states "The alternative is clear: either the private
sector, the campesinos and the Government unite around a program with both
short and medium term goals to reduce rural misery, or the pressure of poverty
will become so great that it will be impossible to find peaceful solutions."

Alternatives:

The commercial land market approach to "the land problem" has advocates
within the governm:nt, thc campesino movements and some large landowners.
Although there are differences of opinion about how the farming units should
be organized for and by small holders, there appears to be some consensus in

—
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the need to develop mechanisms to make land which is abandoned, underutilized
or on the market for some other reason, available for purchase by the landless
and land poor. The Penny Foundation with funds from USAID, has developed and

tested one model for a land purchase/sale program.

There is also consensus that land expropriation should not occur in
Guatemala. The memory of the violent backlash to the expropriations of the
1950s and the inefficiences observed in the parcelamientos of the early 1960s,
have turned the 30G's attention to other alternatives. Colonization projects
have been shown to be unjustifiably expensive (see Evaluation of the Ixcan
Colonization Project, January 1934). They uprooted whole communities from the
highlands and resulted in the deforestation of fragile tropical lani
inappropriate for farming. Many of these lands are now abandoned. The tax on
idle and underutilized land, intended as an incentive to landowners to either
use their land productively or sell it, is minimal, ineffective and difficult
to enforce.

U.S. Policy Context:

While the immediate impulse for expansion of the,Pilot Commercial Land
Markets Project this vear came from the U.S. Senate, attention to the rural
land distribution as a constraint to agricultural and rural development and a
cause of rural poverty, urban migration and civil unrest is not new. In 1984,
the Kissinger Commission cited the nead for a more equal distribution of
incomne and wealth, including land. Tne Commission report specifically
recommends that long term credit be made avallable to small farmers for land
purchase as a means of redistributing land and increasing agricultural
praduction. The financial support base should be strengtnened so that new
property owners can improve their standards of living and former owners can be
compensated for their land. The report also recommends efforts to improve
land title registration and to protect the property rights of farmers.

USAID/Guatemala contracted a study, Land and Labor in Guatemala: An
Assessment (i.e., the Green Book) in 1982, to provide an assessment of
historical and current "agrarian transformation" problems and to suggest a
prospective set of possible future actions by the Guatemalan Government. The
study was the subject of a large negative mediz campaign and condemned by the
large landowners as a call for land refcim. A $20 million Commercial Land
Market project proposad in 1983 but not implemented gre:' out of this study.
USAID initiated the current pilot project in late 1984.

The Penny Foundation project is the only commercial land market project
currently supported by A.I.D. in the worid. It has taken on new importance
for the Agency with the clarification of A.I.D. policy for land tenure
programming. ‘he A.I.D. Policy Determination on Land Tenure (PD-13, May 9,
1986) points to the role of land as a fundamental factor of all agricultural
praduction and "is specifically concerned with programming A.I.D.'S resources
to support increased productivity of land as a factor of production in a
context of equality of opportunity for access to land". It states that
"A.I.D. will also support programs that broaden the opportunity for access to
agricultural land, promote tenure security and stimulate productive uses of

land to ameliorate the barriers to market entry that exist in some LICs."



ANNEX II/I
Page 4 of 13

Further, A.I.D. is prepared to assist countries in land market programs that
(a) promote transactions between willing buyers and sellers; (b) promote
transactions which occur for economic gain; (c¢) allow for the wide
dissemination of the opportunity to buy the land; (d) land tenure is
sufficiently secure so that land transactions can occur. The project not only
demonstrates the viability of this approach to improving access to land in
Guatemala but may serve as a model for similar programs in other countries.

Components of :he Commercial Land Markets Project

The Penny Foundation land program purchases land from large landholders,
sells land to land poor and landless beneficiaries; and provides technical
assistance ani production credit to the beneficiaries to increase the
productivity of their land and insure their profitability. The current
Commercial Land Markets Project amendment will expand the program with the
Penny Foundation amd include a research component wnich will be administered

separately.

The Penny Foundation Component: In the on-going project the Penny
Foundation (a) negotiates the purchase of farmland on the open market, paying
up to 50 percent in cash at the time of sale and the valance in five year
certificates of quarantee; (b) divides the farnm in commercially viable,
family-sized parcels; (c) selects eligible participants to purchase the
parcels; (d) finances the sale of individual family-sized plots to selected
participants; and (e) provides tecnnical assistance and production cralit so

that the participants can become acquainated with the new crons and technology.

The Penny Foundation acts as broker for all aspects of the land purchase
and sale so that sellers deal with the Foundation rather than with a Jroup of
potential buyers. In effect, the Foundation becomes owner of the property,
using the USAID grant to pay half of the purchase price in cash, and covering
the remainder with certificates of guarantee. After parceling the land the
Foundation re-sells it to individual campesino farmers with a 10 percent down
payment and 10 year wortgages. The Foundation pays 9 percent interest on the
certificates of guarantee; the campesino mortgages are assessed 12 percent
interest (projecced to increase to 14 percent).

Technical assistance is provided by university trained agronomists
(ingenieros agronomos) who are responsible for overseeing farms on a regional
basis, and agricultural technicians (peritos agronimos) who live on the
farms. The technicians make day to day decisions about farm managment, train
the beneficiaries in farming methods for the new crops, and work with the
beneficiaries to develop other aspects of the farm communities.

The Foundation provides both production and subsistence credit to the
beneficiaries. The amount and terms of the credit vary by farm.
Beneficiaries on farms which generate immediate income (vegetable farms)
receive annu:l credit; for those on coffee farms which come into production
after four or five years, credit accrues throughout this period. Twelve
percent interest is collected on production loans.
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The Penny Foundation project is a unique effort to attempt to improve
access to land for small farmers through the land market. Although the
approach was endorsed recently by A.I.D. as the model for mission-supported
land programs, to date the pilot project in Guatemala is the only A.I.D.
activity in the world where this approach has been implemented. The on-going
monitoring and documenting cf the costs and effects of the land market
approach is needed for developing future programs in Guatemala; it also can
provide important insights for other countries in developing strategies and
designing programs to cope with land problems. The evaluation and monitoring
will consider three levels of program impact, the beneficiary household, the
farm unit (i.e., the original farm purchased) and the institution (the Penny
Foundation).

Although the Penny Foundation Project has met its goals successfully, it
remains a pilot Project. Even with the injection of additional funds, the
substantive impact of this Project on the problem of landlessness in Guatemala
is miniscule. There are institutional limits to the expansion of a land
market program within a private foundation (see institutional analysis), and
research is needed to identify additional organizations which can carry out
similar projects, to evaluate alternative avenues to increase land access
(e.g., land rental markets), to explore the means to build on the Penny
Foundation experience to create a land bank. The objective of these studies
will be to define the possibilities for an expanded A.I.D. land-related
program. Recognizing as well that the land problea in Guatomala is not
solvable through land purchase and sale alone, rescarch will be undercaken to
investigate the links between land prograns and alternative sources of rural
employment and income. These land-related studies will build on the data
being gathered for the baseline and monitoring analysis and for the land
tenure research. Finally, delays in title search and registration in the
nat ional land registry have been a problem for the purchase/sale program of
the Penny Foundation. The analysis and proposals for alleviation of these
problems will be directed both to facilitating the on-going project and to
reforms needed for a more efficient land market overall.

Justification for Selected Project Activities

The Penny Foundation Land Purchase/Sale Program:

Given the Mission decision to obligate additional funds for expanding the
Penny Foundation program, the principal tasks of the project design team have
been to analyse the amount of money needed, the potential sources of funds,
and the management capacity of the orogram. The technical analysis discusses
only the first two topics. The question of managerial capacity is the subject
of the institutical analysis and recomnendations from that analysis have been
incorporated into the project design.

The Mission began with the intent to ~ommit additional funds to the
project to expand beyond the stage of a pilot project. The cost and income
data from the first three years of the program were used to project cash flows
for the next decade. The cash flow analysis showed that the progyram was
facing a serious cash shortfall, and without continued USAID support, the
Foundation would have had to stor buying land and find other funds to meet its

deficit.
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With USAID grants of $2 million in 1988 and 1989 (and no funding after
that time), the program would be able to purchase only 890 hectares per year
and remain solvent. The Foundation would not be able to buy as much land
because half of the new grant money would have to be used to cover the costs
of existing farms. If USAID insisted that the Foundation continue to use the
new grant with the same proportions going to land purchase and other program
activities as in the past, the program would merely be diging a deeper
financial hole, and USAID would have to continue subsidizing the program.

Given this scenario, the design problem became that of analysing the
amount of money needed. To decide this amount, the conflicting demards of two
issues had to be resolved: (1) how to increase the amount of land purchased
and resold to the landless and land poor; and (2) how to establish a viable,
permanent program within the Penny foundation for the on-going purchase and
sale of land. Various options and trade-offs within each program activity
were considered.

Land Purchase:

The Penny Foundation purchases land on the open market, seeking land at
the best possible price, with the agronomic potential to support families on
relatively small parcels of land. Land which is undeveloped or abandoned,
with little infrastructure costs less per hectare than land which is planted
in coffee or has irrigation or terracing. Land in the Altiplano suitable for
winter ve gotaDLnf and therefore an impediate income from annual cash crops is
more expensive than land suitable for permanent crops whicn require several
years to produce. With limited funds for land purchase, puying more expensive
land means that fewer hectares are purcnased and therefore fewer campesinos
can enter the program as beneficiaries. On the other hand, the more expensive
land eases the Foundation cash flow problem because the longterm credit is
replaced by production credit which circulates annually.

To thi p01nt the policy of the Foundation program has been to purchase
farms in ail regions of the country, some suitable for permanent crops, others
suitable Lor seasonal crops, some with infrastructure and others without. The
decision o purchase a particular farm is guided only by price and agronomic
potential. The Economic Analysis shows that the price paid for the land
already purchased by the program has been justified according to the criteria
of agronomic potential. The recent project evaluation indicated that, overall
the price paid reflects skilled negotiating within current market rates.

Using the method of evaluating each farm according to its individual
merit for the program, the Foundation has achieved a defendable balance over
the past three years between seasonal and perimanent crops, land with and
without infrastructure and farms located in various ethnic, geographic and
political regions of the country. The design for the next five years of the
project assumes that this same balance will be maintained. The cash flow
projections used to reconcile the issues of program expansion and
institutional viability assume that the Foudantion will buy land at an average
price of $900 per hectare in 1988, with an annual six percent increase after
that. This figure, which takes account of escalating land prices, was derived



ANNEX II/I
Page 8 of 13

in consultation with the Foundation by roughly balancing the average
negotiated price paid per hectare over the past three years with an estimate
of the average current asking price. If this estimate 1s too low the

Foundation will purchase less land.

A second possibility for easing the cash flow problem would be for the
Foundation to pay cash for the entire price of tne land, and thus avoid the
cash shortfall incurred by the five year difference Detween the five-year
certificates of quarantee of fered by the Foundation (nine percent interest)
and the 10-year mortqgajes of the beneficiaries. Program personnel also argue
that with cash they would have less difficulty negoatiating sales and could
get a lower price for the land. The trade-off would be less land purchased in
the shortrun.

The budget for the project add-on assumes that the current practice of
covering approximitely 50 percent of the purchase price with 5-year guarantee
certificates will ~ontinue. while it may complicate the negotiating process,
the amount of land that has been purchased shows that it 1s workable witnin
the current market, and it rearly doubles che number of hectares purchased
with dollars dorated. The presence of the guarantee certificates as
counterpart funds also insures that the Penny Foundation projram remains a
Guatemalan rather than a USAID land purchase/sale program.

The Penny Fowriation exparience during the sast thraoe years has confirzed
the findings of a vre-project study on the Suooly and Demand for Lanid in
Guatemala (1983) that there is adequate agricultural land availablo on tne
market. Further, the Penny Foundation has consideraple flexibility in
negotiating in this market because unlike the GD3, 1t 1s not forced to bay
quickly to satisfy constituent demands. 3Siven the vresent level of land
purchase by the Foundation there is no evidence thar its activities affect the
market by inflating prices, and the Foundation can wait out short teri price
increases such as those created when the GOG is forced to go shopping.

Land Sale:

Land purchased by the Foundation from large landowners is divided into
2.8 hectare parcels and re-sold to landless or land poor campesino farmers
(beneficiaries). The recent project evaluation showed that the beneficiary
population matches the profile sougnt by tne Foundation. The campesino
families taking advantage of this program are ajriculturalists, with fow
assets and little or no land. The projram 2spouses an objective selection
procedure, based on individual cualifications. Again, the evaluation and the
social soundness analysis report that the stated procedurs is used. In most
cases the beneficiaries are drawn from the area around the farm although there
is no policy against selling to migrants from otner regions.

The program has had no difficulty in locating beneficiaries and selling
the parcels as they become available. There has been, however, an average
turnover rate of about 10 percent of the beneficiares across the 19 farms.
Turnover is much higher on some farms than others, reflecting the harsh living
conditions on the formerly abandoned properties and the intensity of the work
required to plant permanent crops. Most who leave the program drop ou”
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before the lottery to distribute the parcels, although a few have departed
later, suspicious that they were being used merely as cheap labor since they
were given no land titles. The subsistence credit included in the projgram and
the emphasis given to traditional activities lixe housing, potable water and
education are intended to cope with the harsh conditions. The General
Property Registry is rasponsible for the delays in Issuing parcel ownarship
titles. One of the stulies included in the research component of the project
will focus on how to correct this problem. (Exhipit H)

The sale process involves the simultaneous selection of the beneficiaries
and the surveying and parcoeling of the farms. The cost of the parcel for the
beneficiary is the price paid for the farm plus the cost of surveving ard
parceling divided by the nuaper of parcels.  The Penny Foundation projram is
firmly committed o parcels with individual titles. The GOG on the otaer hand
advocates the developnent »f cooperative farms, wnile the first propercias of
the Movimiento Pro Tierrs are to be organized as agro-industry centers in
which the eneticiarics e shareholders rather than indivilual proparty
owners. The Poundiation personnel pase their Jdecision on their previous
unsatisfactory oxnoriance with cooprracive farns, and, tney arjue, the
campesinos themselves prefer individaal titles. At the sane time, tno
Fourlation farms inuolve soae communal activitios and parts of the proporties
(demonstration plots, s hools, cof foe processing plants) are owaad by Lhe

D
1
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rather than actual farm earnings. In addition, in a new, pilot project of
this sort even the appearance that the Foundation is profiting from land sales

could be detrimental to all future land market programs.
Farm Management: Technical Assistance and Credit

The most expensive aspect of the Penny Foundation program is ine
investinent in the land after purchase. Tnrough 1991, the asount sper.t on
investment and production credit, and agricultural technical assistance is
estimated at $4.20 for each $1.00 paid for land. The Penny Foundation
directly manages and supplies all technical assistance and credit for the
beneficiaries, in order, they argue, to avoid political manipulation of their
program and to insure the timeliness of tnese essential inputs.

All technical assistance on the farm is the responsibility of the
resident agricultural technician, managed and assisted by the rejional
agronomist. In addition tc providing guidance and training in agriculture,
the Penny Foundation seeks to assist the beneficiaries in other aspects of
life in the new communities including housing, education, medical care, and
community governance, and organization. These programs refiect tne
Foundation's rural development philosophy which nas evolved over the past 25
years. The Foundation leadership sees the land program as the base for
expansion of these traditional programs. At the same time, thesz activities
are integral to the success of the land projram. Access to land, they argue,
is meaningful only if it results in improved living conditions for this
generation and the next. USAID funds in this Project will be used only for
agricultural tecnnical assistance; the traditional programs on the farms will

e supported by counterpart funds.

Production and subsistence credit loans will account for almost 60
percent of the new USAID grant to the Perny Foundation land program. The
increase from 23 percent of the first $3 million is due both to an absolute
and a proportioral increase in the amount of land under production. Also, as
cost of praduction goes up, credit amounts must also increase. The
development of permanent crops like coffee require four years of credit before
any crop income, and therefore repayment, is possible. During the first years
of the project, money is only lent for these farms. The amount spent on
subsistence credit is also directly related to the proportion of farms with

permanent crops.

In developing the cash flow projections for the project extension, a five
percent annual increase in the beneficiary's cost of production is assumed.
Also, beneficiaries with seasonal crops will pay back producton credit
annually, and will pay for the land in the 10 years after their first
harvest. For beneficiaries growing permanent crops, on the other hand, land
costs and long-term credit will be paid back within 0 years after the first
harvest, which, for example would be the fourth year after planting coffee.
This assumption differs from the Penny Foundation estimates that all debts
will be met within 10 vears after planting. The projection is based on a 100
percent repayment rate, an assumption justified by the less than one percent
default rate in Penny Foundation traditional lending programs, and the

presence of the land as collateral.

A
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In looking at the trade—offs involved in the funding of this program,
three types of gquestions were examined for credit and technical assistance:
(1) are there alternative and perhaps less costly sources for these services?
(2) is the amount of credit and technical assistance justified? and, (3) what
are the trade—offs available in terms of credit and technical assistance costs
and the amount and types of land purchased?

The Financial Analysis argues that there are no viable alternative
sources for investment and production credit, particularly long-term credit.
The question of alternative sources of technical assistance is discussed
briefly in the institutional analysis. By hiriag the technicians and
agronomists directly, the Foundation is assured that high quality, timely
technical assistance will reach the farms. Further, because the technician
resides on the farm he fulfills a variety of functions beyond that of
agricultural extension. The GOG agricultural extension service is
understaffed in the field and has set program priorities which do not
necessarily corresporsi to the needs of the Foundation farms.

The control of technical assistance and credit services by the Foundation
itself also is justified by the fact that this is a pilot project, with the
purpose oi demonstrating the feasibility of the land market approach to the
land problen. As a demonstration project, conditions suld be set so that it
is not weiermined by problems of coordinaticn whicn could be controllsd. To
som2 extent, tnis argument also applies in exanining twn2 amount of technical
assistance and credit. Further, the orogram at the Penny Foundation is
stafied by agrononists who are experts in farm management, and the projected
incomes for the peneficiaries and production for the farms give an economic
justification for the level of inputs.

The fact that the investment in credit and technical assistance is more
than four times the investment in land, is not exorbitant in view of the
experience elsewhere. For a person entering farming in the United States, the
investment in land is only half of the total initial investment needed. The
ratio would be expected to be larger in Guatemala wnere land costs are
relatively low and the land is less developad and requires more inputs.
Further, egriculture in the tropical zones has been shown to require about six
times the amount of pesticides as agriculture in the United States.

Historically, in Latin America, the expected benefits of agrarian reform
often have not been realized because sufficient resources were not committed
to the investment in the land and the farmers after the land was
re—distributed. The Penny Foundation itself was involved in a land sale
program on a very small scale in the early 1970s. The beneficiaries of these
sales are basically subsistence farmers today, which Foundation personnel say
is due to lack of follow-up services after the land sales. At the same time,
the question of the appropriateness of the level of services should be
monitored as a part of the project evaluation. Comparisons between the Penny
Fourdation beneficiaries and the control groups will be the basis of this
evaluation. The lesson from the Penny Foundation program to date seems to be
that the costs of credit and technical assistance are crucial constraints to a
successful comnercial land market program. On the other hand, excessive
credit and technical assistance expenditures could have a conservative

influence on the program by severely limiting its potential size and impact.
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The third major issue is the potential trade—off between the amount of
credit and technical assistance and the amount and types of land purchased and
their effect on cash balances. On the most general level, since credit and
assistance costs represent caital investment in the land, the ratio of these
costs relative to land costs could be reduced by purchsing lard at a higher
price with more infrastructrue and/or permanent Crops already in place. As a
result, less land could be purchased for fewer beneficiaries. 1In addition,
principal repayment and interest payments from the production credit are a
source of cash for the program.

In project design, the credit and technical expenses established over the
past three years were used to indicate tne amoun: needed for the future. Five
percent increase in the beneficiary's cost of production was built into the
model, as well as a gradual increase in the proportion of land requiring
credit, to account for more land being brought into production.

Using these assumptions, and cost and income data from the first three
years of the program, a model was developed to project forward the cash flows
for the next decade under several scenarios of USAID funding (see Financial
Analysis). The scenario selected, a arant of Us37.75 million to the Penny
Foundation over the next five years will allow the Foundation to continue
purchasing land at a rate comparable to the past three years, to continue to
supply the same levels of credit and technical assistance, and to remain
financially solvent. At the end of five years, the program will be in a
position to continue to function without further grants.

External Financing as a Source of Project Funds:

Cash is necessary for the Penny Foundation to expand its program. The
Foundation raises the needed cash from donations, revenues from its sales of
commemorative products, interest and principal collections from its credit
programs and land sales, and debt. An analysis of the Foundation's ability to
incorporate debt into its growth strategy indicated the need for extreme
caution. If the Foundation increases its debt, it must also increase its debt

carrying capacity.

Generating cash through the sale of mortgage bonds was originally
considered as a possible method of supporting the program. Close analysis
indicated that mortgage bond financing was not appropriate for the Penny
Foundation, even though the Foundation probably could have sold the bonds to
local banks, insurance companies and pension funds.

The Fowwation contemplated test issuance of $1 million in mortgage bonds
at 12 percent payable over five years, but did not follow through with the
registration. This may have been fortuitous. If the Foundation paid off
seller financed debt with the proceeds of a bond sale, it would have only
changed seller financed debt to bond debt. To service the bonds and pay them
off at maturity. the Foundation would have had to reduce its land program or
raise higher revenues ' from the program. If the Foundation used the bond
proceeds to expand the program without improving its revenues, it would be
setting itself up for a serious cash crunch when the seller financed payments

and bond debt came due. Making these payments would probably require another
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bond issue, which in & weakened financial position would increase the cost of
the next round of borrwwing. The debt load would accelerate until the next
maturity date when the same predicament would arise.

The Foundation already has access to and use of loans for its operations,
raising the question of why it should seek bond debt anyway. It purchases
land with a 50 percent down payment and has the seller carry the remainder
over five years at nine percent interest. Seller financing at nine percent is
obviously better than bonds or bank loans at 12 to 15 percent. It has soft
dollar loans, altiough the Quetzal devaluation reduced their softness
somewhat, from Solidarions, a Latin American federation of non profit
devalopment organization:, that it uses for its craditional programs. In
addition to being at 5 p.:.ent, they have 15 years left until maturity.
Moreover, if needed for short-term lending, the Foundation is confident it
could obtain a simple rank loan without the expense of underwriting bonds.
The Foundation's debt stra'eqy is not constrained by an absence of loans, but
rather the terms.

The Foundation's land program needs long-term, local currency debt
financing that complemeniis 1ts revenue base. It carries its 1and sales to
campesinos for 10 years, often with a first paynent deferral of three years.
The Guatemalan bond market sots five years as long-term. Obviously, the
borrowing and relending do not match. Creating ard promoting a long-term
lending market to bpetter meset land lending needs is not a function of the
fenny Foundation. A lonj-tava lending market wili require banking policy
changes and legizlation to determine mortgage and cnllateral requirements.
Project Paper guidance from LAC/DR/RD noted the compiexity of lnitiating a
program of long-term bond or HIG type financing to support land purchases.
[he guidance recomrended an examination of alternative external land financing
as part of the Project's research compcnent. This analysis concurs with the
recomrendaticn and has designed the Project accordingly.

Project Research Component:

A detailed description of the research component, of the implementation
procedures and of its technical feasibility is found in Annex II, Exhibit H.
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