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APPIM~IX I 
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ATrNOF: , A. S , il t a i) 

At~iRp rz on VilI~armor-Coffee-lniprovement Prajev........-


TO! i ,, (;.othirfi, RIG
 

d iuwtng ;re our comments on the findings and recommendations of the draft 

[)eleted-Relates to a Matter Not Included in the Final Report) 

Recommendation No. 2 [1 

We recommend that USAIP/lfonduras: 

a) 	 in consultation with the Honduran Coffee Institute and the Central 
Bank of linduras, review the appropriateness of the Banco de 
Occidente's Project lending practices and, if warranted, take
applicable actions to 	 (i) ensure Banco de Occidente's lending
practices conform with the Project's intent and (ii) have affected
Project beneficiaries identified and compensated accordingly, and 

b) 	 have the rntral Bank of Honduras perform annual audits of the
)articipating banks' lending activities under the Project and report
related results to the Mission and the other parties of the 
Tripartite Administration Agreement for appropriate action.
 

With respect to (a), attached $as Annexes 4 and 5 are copies of letters 
from Banco de Occidente which state 
 that Banco de Occidente is
withdrawing from the Project on the date of the letters.
 

In our discussions with the Central Bank and I1CAF we were advised by
the Central Bank that all of the so called ",uestionable practices" are
legal and normal within the Ionduran banking system. We find, as did 
your auditors, that the practices are not illegal and we believe are not 
contrary to the Project Agreement, nor to the intent of that Agreement.
Thor'.fore, since Banco de Occidcnte has suspended operations and since
neither the Central Bank nor A.I.l). find any illegality which would
reqire compensation, the Mission considers Recommendation N!o. 2 (1) (a)
closed. 

OPTIONAL FORM NO, 10
INEV, 14:1G*AFPMnR (49RF0 10- 11, 
N1111 .1. 
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* W'ith respect to recommendation (b), find attached as Annex 6, a letterfrom IHCAFE
participating 

,o the Central Bank regiesting that annual audits ofbanks be carried out. Therefore, 
 we consider
Recommendat ion No.2_ (b)_closed.. ] Wewr.atend 'of 1Maiarch !989 to assure the audits have been or will be carried out
on a timely basis. 

Other comments follow:
 
On Page 2 of the "Draft Audit" the second line 
mentions "novel" coffee 
varieties. Should read "not1' or "improve". 

[Deleted-Relates to atter Nota Included in the Final Report ] 

Wi th respect to "Other Pertinent Matters," wouldwe like to thefollowing observations which presented 
make 

were in "Draft" Audit Report, 
"Secoiud:" With repsect to delinquency, the May ,, 1988 data referredin the Draft Audit Report represents data which 

to 
following normal maturity of subloans 

is less than 30 days
in the Project and therefore doenot reflect the tre delinquency of the Project.
meaningful measure of delinauency is an 

We have felt the only
aging of delinquent subloans and,to that end, have reqjested data from the participatingthe true delinquency. This data 
banks which shows

will show gross deliqneuncy sinceparticipating banks have not made any application of their reserves forbad debts. lie have requested the Central Bank to intervene with theparticipating banks in toorder forcedelinquency from reserve and 
a realistic write-down ofthey have promised to workimmediately. Such on thisan offset wili markedly improve the situation. It isalso worthy to note that the credit fund at the Central Bank is currentor 100 percent recovered, since they automatically charge participatingbanks upon maturity of payments of subloans granted by participating

banks.
 

Although 
 it may sound illogical, this portfolio is still too nowprovide a meaningful measure of delinquency. This 
to 

length is true because of theof subloans (seven years with three years of grace) andincrease of thethe portfolio on a continuous basis.
subloans maturing is equal to 
Only when the number of 

year, the number of subloans granted incan a true picture he presented and that may yet be 
a given

two or threeyears in the 
 future. 
 The Mission remains convinceddelinquency, that currentgiven the target borrower characteristicscollateral and the fact nois reqsired, is reasonable and manageable,
 
As of the date of this memorandum, we only have data
aged from AADESAwhich is presented as Annex 9. It isS1.65 percent of total 

worth noting that RANADEM husthe credit portfolio of Projectrepresents a significant data base 
the and therefore

for an evaluation, Further, theas 
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governvent agricultural development bank, they enjoy the dubious
reptitation of rving less efficient than private banks. In spite of that,their gross delinquency is 18.1 percent, of which approximately 26percent represents loans totally matured and delinqu7ent a 74, percent.
rpprt1,ntti loas whlh have a del'1n44ent payment. If their reserve forhad debts (75.2 percent of delinctiency) were applied, the net delinquencywould be some 4.5 percent. Alteough the data from the private banks is
not yet available, we believe, based on preliminary estimates, that their
delinquency is not markedly different than that of RANADESA. 

"Fourth:" Attached as Annex 8 is complete data relative to replacementof damaged plants through May of 1988. Additional replacemencs have beenma1e since that time but have not yet been summarized. It is worthy tonote that replacement is 
is not at fault 

only made 
for any problem 

when it Is determined 
the plants may 

that 
demonstrate. 

the farmer 

"Finally:" Attached 
form currently used 

as 
bw 

Annex 7 are 
IltCAFE for 

implementing order and 
vehicles. We consider 

the trip log 
this matter 

cliosed. 



APPI'N)IX 2 

Rfeport )istribution 

No. of Copies 
Di rec t or, I ISA D/l k)nhi ra s 5 
AA I.AC 

2 
I.A ')I 

1 

f. ( ' i I 

I (C 1 
LAC(,W;, 

A,;X, 2 

I.("1'P IY 32 

k,I(;u;AT/;R I1 

;,';i 
It; 

1 
I 

1j; I 
1 

')t h er flIGi',s 1 


