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REPUBLIC OF EL SALVADOR
 
BANCO DE FOMENTO AGROPECUARIO
 

EVALUATION OF THE CREDIT ACTIVITY AND ROLE
 
DEFINITION OF BANCO DE FOMENTO AGROPECUARIO
 

IN THE AGRICULTURAL FINANCING
 

EXECUTIVE SUMMARY
 

Organization of the Survey
 

In Chapter I an examination of the Banco de Fomento
 
Agropecuario (BFA) development in order to establish the
 
principal reasons of institutional and financial type that
 
have affected the entity and the result of the adopted
 
measures. In Appendix A the corresponding details are made
 
available.
 

Chapter II has the principal objective of examining the
 
credit function, on the basis of the attended sectors, the
 
sources of financing and respective costs, originating
 
options to define the role of the BFA. Additional
 
information is provided in Appendix B.
 

Chapter !II contains an evaluation of the loans Portfolio
 
and proposals for its drainage and eventual measures for
 
recovery.
 

With the purpose of having additional information for the
 
taking of decisions on the role of the BFA, in Chapter IV
 
the principal results of the yields and costs activities of
 
the BFA are presented, on the basis of the analysis
 
contained in Appendix C.
 
In ChapterV, in addition to presenting data that indicate
 

the credit demand, the environment scrrounding the BFA, the
 
necessary recuirements for the financial intermediaticn are
 
established from one cf the possible options that define the
 
missicn of the EFA.
 

In the development of the job, the terms of reference were 
taken into account, the communication from the Central 
Reserve Bank to the BA and other notes sent on the survey. 

For the focusing of the job, we used the concept of a 
-u'n nq It was necessary to examine the whole of 
the Bank's activities. 
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Findings of the Survey.
 

1. Institutional and Financial Aspects
 

Financial Position. The value of the financial 
resources received from international organisations and 
agencies in the 80's, was deteriorated due to the 
devaluation of the naticnal currency, application of 
negative interest rates and loss of loans of doubtful 
recovery. In addition, the institutional solvency of 
the bank was aff-ected.
 

Financial and institutional Actions. Since 1990, the
 
BFA recorded in the books the exchange losses, and 
achieved that the government absorb the debt in foreign 
currency, constituted valuation reserves for the loans 
of doubtful recovery, and is retiring from the activity 
of selling agricultural materials and merchandising of
 
grains. In addition, it received government bonds for 
C227,845,000 for the sale of the Portfolio to ISTA, 
including delinquency loans of the Agrarian Reformed 
Sector of Phase I. 

Level of Credit Operations. Currently, the BFA is an
 
entity that, based on cash movements, handles
 
disbursements and recuoerations of loans in the levels
 
of ¢450,000,000 annually and covers with the income
 
from interests and services the financial and
 
administration expenses. The operations level no longer
 
keeps a relation with the number of personnel. 

Lecislatlon Cf "'nancihl Institutions-Solvency Require
ments. As a result of the measures adopted, the BFA 
abides tc the financial solvenc- requirements demanded
 
by the asand Financial Institutions Law.
 

Global o o Yultisectcr Cre dit. C-, the subject 
of the Global Procramme cf Multisector Credit, financed 
with the resources of the Interamerican Development 
Bank (1DB) , a consistent demonstration with the credit 
activities of the BFA would indicate that at the level 
of agricultural credit type commercial bank-, reformed 
sector and including those non agricultural, that the 
bank could neet the criteria of eliqibility related 
with: rinancial solvency, operation costs and 
eventual!v those of Portfolio delinauency. 
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2. Credit Activity
 

Respecting levels of disbursements and recuperations,
 
the BFA handles a revo) ing Portfolio of ¢529,000,000.
 
The standstill situation of Portfolio E, the
 
refinancing and the sale of the Portfolio are factors
 
which have contributed to having limited the credit
 
act ivity.
 

The BFA is giving preference to the granting of loans
 
to the acricultural commercial bank type, without this
 
deriving from a defined poli cy, excepting the
 
opportunity to place the resources in big operations.
 
These operations absorbed 41,4% of the grants in the
 
year 1991. The amount of 27 borrowers received 81,4% of
 
the quantity given to the sector, especially for
 
coffee.
 

The decision to grant loans of the commercial bank type
 
would be detrimental for the attention given to the
 
traditional small farmer that received 20,5% of the
 
total granted in 1991.
 

The sources of financing of the credit activity 
demonstrate that there is no active policy on 
movilization of resources for the financing of the 
agricultural sector, depending on a relatively high 
degree on funds from the Central Reserve Bank, even to 
attend the Traditional Small Farmer who has the 
characteristics of loans for subsistence. 

There is no clear definition for the employment of the
 
deposits from the public. 

Ti.i.f in. t.e cr....z actIvltv. The tM: ade of 
the crcd act-vI.. demonstrates that t cae has 
a direct rea-ions w.ith the avai>:>e sources of 
financinc and te copportunity of usin:: the resources. 
The funds used totalled c529,699,000 il, 1991. 

Aqricultura! Loan commercial bank, tye. Absorbed 
31,8% of the funds used which were financed by 

-
79.7 : from BCR lines. The bulk was granted in 
operations for the financing of coffee crop in 
an averaoc cezntr C o,i of ¢,83 

- Aricu tu-: >canr to tradjt J 11;m.1 farmer. 
t'ha d u-._" nac -nitself 

witn r"cri ,. nd in 5i, . .. - 1 ines. 
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Knowing of the high transaction cost, it would not
 
be desireable to use resources from the BCR.
 

Reformed Sector. Absorbed 25,5% of the disbursed
 
amount which was basically financed with resources
 
from AID.
 

Non Agricultural. Include basically two
 
categories: (1) Loans to small and micro
 
enterprises; and (2) refering to large contracted
 
amounts, operations of coffee mills and to
 
manufacturers of animal feeding, using all the
 
range of financial resources. To this sector 20,0%
 
of the total disbursed was assigned.
 

The analysis made in Appendix B of the Report,
 
establishes that there is an inclination towards
 
commercial bank type operatios.
 

Recuperations. In relative terms, the Traditional Small
 
Farmer contributed with 24,4% of the loan recoveries
 
for the year 1991, being this slightly above the
 
disbursed amount, which did not occur in the other
 
attended sectors.
 

Basically, an absolute and relative balance is achieved
 
between the amounts disbursed and the recuperations in
 
each sector attended in the credit activity.
 

Delincuencv. In 1991, a delinquency of ¢60,674,000 was 
generated, which represented 11,5% of the disbursed 
amount ir the year of ¢529,699,000. The 44,7% of this 
delinquency originated from the Traditional Small 
Farmer sector, followed by the Reformed Sector with 
21,8 . The remaining amount co r esponded to the 
Agricu tural Commercial Bank Type Loan Sector with 
19,1% and the non Agricultural with 14,4%. 

Credit Risk it is to be noted that the BFA has not 
developed, on the basis of experience, methods to 
establish the credit risk of its operations and 
consequently the maximum that would be acceptable. 

For the effects of this survey, a credit risk was 
determined on the basis of the experience accumulated 
during fv % - -rs from .. to 191, from which 
resulted a rate that would ranse from 8,0% to thie small 
farmer and c 6,0% to tn ommercia 1 bnk vpe 
oCe ,,.. TC, .eormed r, accCrdinc; tc. the 
appiic:,!---, ,, of0 cassILd.. -- k as.'Zs wouL Zouth 

2,7%. 
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Administration Expenses.
 
Using the more conservative criteria than the yield
 
analysis made in Appendix C, the administration
 
expenses for the loans operations were established.
 

The administration expenses of the BFA are integrated 
bv the line f'unctions with the highest proportion in 
the agencles. The line e'<Denses applied to the credit 
activitV zotalled in 1991 C46,760,000 and the general 
expenses were ¢23,306,000, which correspond to the Head 
Office. 

This overhead could be reduced in case of elininating
 
the marcinal activities that the BFA carries out,
 
without taking into consideration the Creation Law and
 
the operating and infcrmation requirements from the
 
financing oruanisations, including the BCR. This
 
overhead would indicate that there is a personnel
 
installed capacity not being used in productive work.
 

From the examination of the distribution of the
 
administration expenses for the year 1991 to the
 
sectors tipified in the credit activity, we can
 
establish the following cost distribution on the basis
 
of the contracting amounts of the loans.
 

(In Thousand Colones) 
Ccn~:inoted Admin 

Expenses 
Amount % 

Aaricultural 
Commercial Bank 
Type Sectors 325. 11 41,1 5.503 8,8 

Reformed Sector S5.758 23,4 9.786 15,7 
Non Agricultural ,2f7 6.292 10,1 
Sub-Total " ...-
Traditional Small 
Total 

Farmer 150.106 
-7,T 

2O,0
T-77 

40.796 
-71-

63,4
I00$ 

From analysing the distribution of the administration 
expenses, this indicates the following: 

- Ta~dition~ Smal Farne Absorbs 65,4 of the total 
administration expenses, being per Colon dibursed
 
(C0.34).
 

Aart.cultura] Co-mercial Bank Type. The cost per
 

Colon disbursed is of C0.03. This would explain
 
the inclincation of the BFA towards these
 



operations, including big non agricultural loans,
 
that as mentioned before, are of agricultural
 
type.
 

Reformed Sector. In Phase I, the behaviour is
 
similar to the Agricultural Loan Commercial Bank
 
Type and those of Phase III the same as traditional 
small farmer. On the average, the cost per Colon 
disbursed would be 0.06.
 

Small and -icro Enterrrise The cost per Colon
 
borrowed would be similar to the small farmer.
 

Definitely, there are two functions: the big loans and
 
the small operations without an intermediate
 
concentration that decreases the credit risk and
 
extreme administration expenses. In the attached chart
 
we can appreciate this variance.
 

Yields of the Credit Activity
 

With the purpose of helping in the decision making on
 
the role of the BFA, a statement on the operation
 
results for the year 1991 on the credit activity was
 
made, according to the tipification made which appears
 
in the attachment to this Summary. The income and
 
expenses on interests are on the basis of cash which
 
better reflect the operating reality of the BFA.
 

In summarized form, the data are as follows:
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I 
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Tcxtai~ExK)CjlSC 37. SZ1 6. " 14.561 -

cpe"',.ckaL icome 1537 4.7M I(2f.5tS) 4.1. =2-,.5)1 

LLin -'LLinc& 

;C R I34., 843 ."a 26.1, .45 

V, 772 1Z3.551 1 .w 1.94 1
 
I 12. N 7."2 2.: 4 43 :2.313
 

OwnI 
 .2 7 1.33 7 14.92 l. 

Ot___1.,___.__". ,.,"_____.72 *.-416, 

I1". 67 134.7% i12S.142 I1.?13 __21_.6 

7.191 _6."55_ 1- 126.M :M3
C.~,//o~77o4.5 t 

-/_____ __A,_ 

'",'," ll1 . 1.1 .7lr/,l 2 1.83 




The yields analysis shows the following:
 

Administration Expenses. The administration
 
expenses corresponding to the attention to the
 
small farmer in comparison with the level of
 
disbursements are excessive.
 

Absorbina Administration Expenses The expenses 
that come fron the attention to the small producer 
are absorbed with the operating margin from the 
other credit activities. 

Net Income The net result due to the charges for
 
loss estimates of loans of doubtful recovery,
 
would be negative in 1991.
 

3. Loans Portfolo
 

The BFA has classified its assets at risk and has 
constituted valuation reserves that reach 42,6% of the 
total of the loans to be collected for ¢929,749,000. It 
is estimated that the BFA has fulfilled the process of 
establishing the provisions for these reserves, which 
reflect an accumulated result. 

Only 30,3, of the amount to be collected is classified
 
in groups A and B. it was given more importance in the
 
survey to the analysis of Portfolio E that amounts to
 
C329,096,000.
 

Application of Peserve!:. Due to the areat amount of 
loans and the established procedures, the system of
 
application of reserves, despite the efforts made, is
 
scarce.
 

Drain no: of t-h -or-fclic. In order drain the loans 
Portfolic and achieve a more realistic orasentation and 
with opera:tina o.-<ectivec, it isconsi Kmd 

Recordnc. th_ P rfolio Transfer the Portfolio E 
to order accounts. 

- AdminJ strat oJ. Administer Portfolio E in a 
separate maner and design a collections 
proaramme. It t mated that '-n the total to 
be collected for ¢430, 92,01 , ,ich includes 

c ti 30, ,uivalent toLn:moreot, "IL 

re'::,!b: ,.¢1 %70 , covr 

This does not imply an alternative, that the BFA could 
be assimilated to the Draining and Strengthening of the
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Commercial Banks Law. In 
the survey it is 
recommended
 

to give emphasis to the recuperation of the Portfolio.
 

4. Costs and Yields of the BFA - Appendix C of the Report
 

(a) Credit Activity. 
There is an excess 
up to the
level of administration 
expenses and 
interests,

after the application 
of the direct and indirect
 
expenses ot the activity.
 

The following has 
to be pointed out:
 

The administration expenses 
of the Portfolio
 
(disbursements, 
recording and collection),
 
are excessive).
 

The average cost of 
granting a loan of up to
¢50,000 was of C833 and upon adding 
a 40% for
 
administration expenses it would give a total
 
of transaction costs of ¢1,173.
 

Supposing an interest rate 
 of 20% and placed

during the entire 
year, this would 
result in an
interest income of 
¢519 and therefore an uncovered
 
amount 
 of p654, which multiplied by 17,263
operations, would give a 
total of i1i,291,000,

which would be equivalent to 
a social contribution
 
to the country.
 

The average granting 
cost for loans over

c50,000 
would be ¢8,059 due principally 
to
the high costs originated from the
organization •structure 
 of 
 the BFA that

results from the 
stiffness of 
the Creation 
Law.
 

(b) Services,, f le Commercia3 Panvjnc System. Thecontributicn to the final cperatisn results wasmarginal. It is estimated that the BFA couldretire from these services, also taking intoaccount that it 
could not diversify the placing of
its resources. Eventually it 
could be dedicated to
the collection 
of savings deposis. This confirms
the preliminary appreciation of th BCR. 

(c) .Sa~cfa,.u,Lr' Mt~- !-~ "r'h rdrof Grains. act ivity alowed co 1orb part ofthe general • enses 0Or(overef 'I yield in 1991was minima:. 

The BFA is retiring from this activity.
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5. Definition of the Role of the BFA in the Agricultural
 
Financina.
 

For the definition of the options for the restructuring

of the BFA, we 
begin with the examination of the credit

activities 
in the year 1991, which is representative
 
also for the year 1992.
 

Basic Criteria
 

Policies. The and
Banks Financial Institutions 
Law
recognizes 
a government participation in the 
financing

of the production, through entities such 
as the BFA. In
addition, the Agricultural Sector Strategy 
points out
that the agricultural foment banking system

specialize in the capitalization loans that wil 

will
 
allow


increase the production capacity and
to the financing

of small and middle producers.
 

Agricultural Credit Demand. The data obtained, that 
are
of an indiciative manner, point out that there would be
 a margin for the formal 
 financial intermediation
 
through the credit offer.
 

On the other hand, the participation of an entity such
 as the BFA, capable 
of carrying out specific tasks in
the process of the national reconstruction, is
 
required.
 

Installed Canacitv. 
The BFA counts with a network of
agencies, 
 personnel and procedures and experience
 
liable to be used. The 
current restriction consists
the availabi'ity of of
the financial resources.
 

-icial 
 Bass of the EFA. 
The accountina capital of
he BFA is c C462,-46,000. Uone:heless 
¢287,697,000
 
are at standstill 
in cov-enn bonds (138,:95,000),

Extraorainary Assets (7,728,00 0), Fixedand Assets

(92,673,000), which would give 
 a net amount of
174,764,000 
without taking into consideration the
refinanced Portfolio 
 such as the FFRAP for
 
approximately '85,744,000.
 

Due to these standstil: aCunts, 
the financial basis

fc- an institution'he1FA,ike can 
be qualified as
pr rcaricus. The correspondence between assets andoh ligations is somewhat *csed,c- -'i : c s -- l -

if e::cluded from thet: .. .. 

.C .
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Options on the Role of the BFA
 

In any option that is adopted, it will be required
develop an operating mode of 
to
 

the BFA compatible with an
assignment 
of the financial resources available and the
 
entities perspectives.
 

(a) Specialization in Attention Rural
to Small
 
Enterprisers.
 

The customers of the BFA of 
 this type are

dominated by 
farmers that could be qualified as
 
subsistency.
 

The main impact would be given by the financing of

the administration expenses and the credit risk.
 

Additional sources of financing would be required

than the current ones to increase coverage.
 

In the definition 
of this role we must consider
 
the following:
 

Interest Rate. It is not considered acceptable

that an institution such the
as BFA fix an
 
interest 
rate for the attention of the small
 
farmer that is above the market rate.
 

Financial Resources. The financial 
basis of the

BFA does not offer a perspctive to increase
 
coverage. The banking Portfolio is financed with
 
resources from 
the BCR in a large proportion. A
 
Portfolio of ¢120,000,000 would be handled, if it
 
has the support of the BCR,
 

Administration Exoenses. 
From the administration
 
expenses assigncJ to this 
activity in 1991 for
 
C40,796,000, the ;reatest burden would be given by

the direct expenses from the banking 
agencies

which arounted to ¢32,202,000.
 

Considering the established 
credit risk for this
 
activity (c¢9,611,00o), the financial 
 expenses

(¢7,579,000) and the operations level, to obtain a

balance 
 between income and expenses, the

administration c::-enses would have to be decreased
 
to ¢4,20 ,000 -- ! would repr eent. 2,5-,- of the 
amount dsbursed n 1991. 
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To obtain this balance, considering only the

banking agencies and on the basis of the

administration expenses, that are dominated by

personnel expenses, the number should not exceed 
130 officials to handle all 22,149 loans
 
contracted in 1991, that is 170 operations for the
 
total number cf employees.
 

This level of efficiency would be difficult to
 
obtain.
 

This option, therefore, would not be feasible.
 
Yet, if the 
function should continue, it would be
 
necessary:
 

Minimum Banking Loan. Establish the amount in
 
relation to the administration cost,

intermediatio and credit risk and ensure 
a
 
satifactory volume of operations.
 

Sustenance Loans. order not erode
In to the
 
financial base of borrowing, agree on the
 
method 
 of financing the administration
 
expenses and the credit risk.
 

A bank 
of this type would have difficulties to
 
agree with the resources of the Central Reserve
 
Bank and would result in a financial dependency on
 
the government.
 

(b) Specialization in the Reformed Sector.
 

In principle it would be financially viable.
 

The reference for this option would be the

assigned area to the agrarian reform which is of
 
approximately 280,000 hectares and the area
 
financed by the BFA in all 
its activities, which
 
is aproximately 140,000 hectares.
 

In terms of administration costs, this option,

although considering the characteristics of the
 
farmers of Phase III, would be viable and could be
 
considered as a specialized entity for the
 
attention to the reformed sector. 
It woula handle
 
a Portfolio of approximately C150,000,000.
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A combined attention to the small farmer and
 
reformed sector could be considered, which would
 
offer some advantages in terms of the financing of
 
the administration expenses, but a budget support

from the government would always be required.
 

(c) Ample Definition.
 

The operations of the agricultural loans
 
commercial bank type, although including financial
 
costs, make a pcsitive contribution to the global

results of the activities of the BFA.
 

The option would consist of not imposing

restrictions to the field of action of the entity,

giving it the possibility to compete with the
 
commercial banking system within the certain
 
limits of the financing policies, that will not
 
make the reformed sector and the small farmers
 
compete with the borrowers of the commercial bank
 
type.
 

The mission of the BFA withir this option would
 
consist of contributing to foment the agricultural

production and productivity through three
 
operating modules of financing: loans commercial
 
bank type; reformed sector and small producers.
 

The advantage 
would be through uniform interest
 
rates, subsidize in fact the less profitable

operations, within the terms 
that could be agreed

with the Government, in order not to deteriorate
 
the financial capacity of the entity.
 

This cpzion, hich is considered the most
 
convenient, would offer better 
ocor:tunities of
 
development the if and
 

Sustenance Loans Agreements 
are reached in
 
the form of financing of the granting
 
expenses that the BFA could 
not absorb.
 

Supoort from the BCR. Define margins 
 of
 
intermediation on the bas-s of 
the operation
 
modes cf t e credi-t a 'c%7
 

Own Effort. That tne BKA con.tribute to the 
defini - its miss :on a dot concrete
 

guarantee of its institutional stability.
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The following aspects are considered relevant:
 

Creation Law of the BFA 
Should be modified in
 
order to overcome rigidity.
 

Legal Faculties. Are related with the capacity of
 
establishing judicial demands 
for the collection
 
of loans and recuperation measures. This limits
 
the financial intermediation.
 

Procedures. Simplifying and regulating 
 the
 
granting of loans.
 

Participation of the beneficiaries in the granting

of loans. Explore the feasibility of organizing

auxiliary credit institutions linked to the BFA.
 

Government Programmes. Transparent requirements

respecting the responsibility of granting loans,

recovering, credit risks and financing costs. This
 
refers especially to the activities of the
 
National Reconstruction Programme.
 

Agricultural Debt. The agricultural 
 and the
 
banking debt must be given attention, especially

in the Reformed Sector, in order to achieve a
 
stability in the companies.
 

Evaluation of the Programmes. Establish groups of
 
evaluation independent from the BFA for the
 
evaluation of the programmes.
 

If an ample role for the BFA is accepted, a Work
 
Plan has been designed to be developed by the
 
bank. The Plan is attached to this summary.
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BANCO DE FOMENTO AGROPECUARIO
 

A. DEFINITIONS
 

The condition of the BFA, both financial and institutional is a
 
structural one. The problem is not to solve a temporary crisis.
 

B. ASSUMPTIONS
 

Financial Resources
 

(a) 	The BFA would not receive financial resources comparable to
 
the 1980's.
 

(b) 	The increase of the resources for lending will depend on:
 

Internal Effort 
- To collect a proportion of the Loan Portfolio E which 

amounts to C430.925.000 including principal and interest. 

The 	selling of government bonds in the amount of C 
188.296.000 received in exchange for the portfolio sold
 
to ISTA.
 

The selling on a cash basis of the warehouse and silos.
 
The BFA will not immobilize financial resources needed
 
for lending activities.
 

External Resources
 

To qualify for the use of funds available in the multi
sectorial global loan. The purpose: capitalization
 
credit.
 

(c) 	The BCR will continue its policy of supervised line of credits
 
including the establishing of a rate of interest to the final
 
beneficiary.
 

LendinO-operations
 

(d) 	'he lending will be c;rried out by means of supply within
 
working programs, which will allow for the measure of the
 
contribution to the agricultural development.
 

(e) 	The 13FA will make only loans related to the agricultural
 
sector. 

(f) 	 Governmen t programs w.I ] be handled in the form of trust. 
Transparency w I I govern the agreernent, with donors, related to 
credit risk and billing of administrative cost. 

(g) 	 The BFA will continue the lending to the small farmer at the 
subsistence level within an understanding wiLh the government 
and 13CR about the transaction cost and credit risk. 



Financial Administration
 

(h) 	The BFA will discontinue the marginal operations such as
 
banking service and small and micro enterprises.
 

(i) 	Design of a plan for the staff re-deployment.
 

Participation of the Beneficiaries of the Lending Activities
 

(J) 	Promote the establishing of local auxiliary credit
 
intermediaries within the framework of BFA. A feasibility
 
study will be needed.
 

Programs Evaluation
 

(k) 	The BFA will form external evaluation groups for each lending
 
program.
 



C WORKING PLAN
 

Activities 


1. 	 Modify the by-laws. 


2. 	 Legal capability for 

loans collection 


3. 	 Design of operating 

lending programs. 


4. 	 Lending Function 


5. 	 Improve the presentation 

of the financial 
condition. 

Actions
 

Form a working group.
 

To make reconendations in
 
order to ensure legal
 
capabilities for the selling of
 
rural properties; legal
 
collection in the reformed 
sectors and debt reduction 
arrangements. 

Restructure the planning unit
 
into a program and evaluation
 
office.
 

Design lending programs.
 

Design evaluation procedures.
 

Credit Regulations. Design
 
rules and regulations for
 
lending activities for each
 
program including eligibility
 
requirement.
 

Administrative Cost
 
Established a procedure for
 
automatic granting of credit.
 

Promote the organization of
 
solidarity groups.
 

Simplify the contracting of
 
loans for seeds and fertilizezs
 
by means of a note.
 

Staff Assigning the branch's
 
staff to the lending programs.
 

Loan 	Portfolio E Transfer it
 
to extra accounts including the 
FFRAP portfolio.
 

Sources of Loans Financinq. 
Re-classify the sources of 
lending financing of funds 
provided by international
 
agencies previous an agreement
 
with the lenders.
 



6. Mobilization of Financial 
Resources 

Income Statement. /Show the 
income statement lending 
programs. 

Loans Portfolio E. Put in 
place a working plan for the 
recovery of Portfolio E 
including personnel, goals and 
an activity schedule. 

Government Bonds 
government bonds. 

Sell the 

Multisectorial Loan. 
arrangement for 
qualification of this 
credit. 

Made 
the 

line of 

Silo and 
Warehouse. 

Agricultural 
Sell on a cash 

basis. 

7. Financial Policies Design a policy for the 
utilization of BCR line of 
credits in accordance with the 
BFA's transaction cost. 

Established the minimal amount 
of loan to be made. 

Prepare a plan for the recovery 
of administrative cost of the 
subsistence loans and 
government programs. 

8. Marginal Operations Commercial Panking Services. 
Made a cost-benefit analysis 
related to the lending customer 
in order to determine the 
convenience of continuing with 
these services. 

Saving Specialization. Make a 
market study in order to 
establish the possibility of a 
specialization in saving 
deposits. 

Small and Micro Enterprises. 
Sell the loan portfolio to an 
official entity or to a 
commercial bank. 



. Information 
Simplification 

System 

Extraordinary Assets, Maintain 
it on a cost-benefit basis. 

Create a data bank previous to 
an audit of the information 
system, both for internal 
and external requirement. 

use 



REPUBLIC OF EL SALVADOR
 
BANCO DE FOMENTO AGROPECUARIO
 

EVALUATION OF THE CREDIT ACTIVITY AND ROLE
 
DEFINITION OF BANCO DE FOMENTO AGROPECUARIO
 

IN THE AGRICULTURAL FINANCING
 

I-BACKGROUND
 

1. Legal Frane and Functions
 

The Banco de Fomento Agropecuario (BFA) , formed in 
1973, is an official credit institution, that has as 
fundamental objective: 

Create, foment and maintain financial facilities
 
and related services, necessary to contribute to
 
foment the agriculture; and
 

Serve as financial agent to the orqanisations in
 
charge of developing programmes for the social
 
welfare and reforms to the agrarian structure. For
 
this objective, it will receive the corresponding
 
resources and sign the agreements necessary with
 
the organisations in charge of administrating such
 
programmes.
 

To achieve its objective, the BFA handles in sepa--ate
 
accounts the banking operations; the foment, which
 
consists of granting loans to agricultural producers,
 
small and medium, in accordance with the special
 
regulations, even in those cases where they are
 
economically unable to give real guarantees; and trust 
operations.
 

Current!%,, FAA must adjust itself to the 
ru-nn ...... .. Z a F inncial ins-itutionsTLa W p rvdC : !rn n 9. 

In Append ;.: A ol this document, institutional and 
financial aspcts of the PFA are presented, of which 
the m outs...d i re the following: 

a. Oraan .aiton -and Pr-,nnne 

,on: 
strucu- L n.r 9, w.' th ... ,e purpose cf better 
defininq:-: -i-, tunct:... in th1 . c . It is 

Mod if ic1t i 'av, en made to the orcanisat icn 

1n, 
. .', ... si'h,:J' .... ... '.'i rh ... a. 

social bone:.it:s. Of this personnel, a total o., 505 
are posted at the main offices ard 972 at bank 
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agencies. The financial position of the BFA in
 
1992 compared with the year 1991 has improved in:
 

- Having paid the debt with the Government, as
 
a result of the capitalization of its
 
obligations in foreign currency, with
 
government bonds in the hands of the BFA; and
 

Certain stability in the provision charges
 
for loans and doubtful collection accounts,
 
which affected the yields of the institution.
 

Nonetheless, the examintion of the results of the
 
BFA during the years 1991 and 1992, on the basis
 
of the cash, show that the income resulting from
 
interests and other financial products were not
 
sufficient to cover the total interest and
 
administration expenses. The negative opeation
 
margin was covered with other income for services
 
rendered, principally resulting in an excess
 
amount of -4,273,000 in 1991 and ¢154,000 during
 
the 10 month period that ended on 31st October
 
1992, as funds provided for the operations.
 

In addition, it is evident from the analysis on
 
the basis of cash, that the loans disbursements as
 
well as the tfA r 4 ns are located in
 
the order of ¢450,000,000 annually, which can be
 
considered as the current operations level of the
 
BFA.
 

2. Operations
 

a. Cred~i Actiyitv 

In the credit acttiviz cf the BFA, the financinc cf the 
basic graIins troduction stand out, followed by exports, 
especially coffee. 

Within the agricultural financing, the reformed and non 
reformed sectors are attended, which are definitions 
used respecting the ownership of the land. 

The BFA also c-rant.- lc-ns of non type, 
i nc.udr.. rncinj micr-_ enterprises.-L of 

in lu ig h . ...... ng..... .. r 

b. ; i r ouct B:'FA
 
carried out activities of stocking grains and selling
 
materials, such as fertilizers. In addition it has
 



handled, as commissioned by the Government, the
 

Strategic Reserve Programme of Basic Grains.
 

C. Deposits from the Public
 

The BFA receives deposit.z from the public in current
 
accounts, savings and term deposits. The volume
 
received by the BFA, as compared with the total of the
 
banking system is minimal.
 

d. Sources of Financing
 

In the development of the financing of the activities
 
of the BFA, we may point out the following:
 

Loans granted by the Interamerican Development
 
Bank (BID), during the period 1976/1985 for
 
US$121,800,000; which include US$45,900,000 in
 
1980, for the financing of the reformed sectror;
 
and US$15,600,000 in 1982, for the construction of
 
warehouses and silos.
 

From the Agency for International Development
 
(AID), destined for the financing of the reformed
 
sector, in accordance with agreement 519-0263
 
between AID and the Government of El Salvador, in
 
July 1980. The BFA used funds from the programme
 
for US$84,500,000. From the agreement 519-0307 for
 
the same purpose, the BFA used funds in the form
 
of renewed discounts from the Central Reserve
 
Bank.
 

From the International Fund for the 	Agricultural
 
Development (FIDA) DEG US$5,050,000 	in 198=5 for
 

-
the financing of investments and working cap al 
for inividual and coiporate exploitations of 
micrc producers of the trad:-icnal sector; and 

With tn, financial support. c, Kredi tanstalt Fur 
Wiederaunf Dau (KFW), the BF.. crr ed out, starting 
in 1936, a programme of micrco enterprises. 

Part of the resources from these programmes were 
received in the form of capital contributions from the 

-Government -nd in others the tA as 	 Thece to_-rower. 
BFA obliaat ions in oricjn cur "wevre assumed by the 
Governmen! c: L: Salvador in lV 1411 withV:, ue 
balances att .st T sneberj9CiO. 

ane ote tateC r cies 	 tas
 
can be noted that the BFA receivcd substantial support, 
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from the Government of El Salvador as well as from the
 
external financial agencies, especially in the 80's.
 

3. 	 Impact of the Operations on the BFA's Financial
 
Position
 

The factors that affected in a negative manner the
 
financial position of the BFA, included the devaluation
 
of the national currency in 1986, which caused exchange

losses; the application of real negative interest rates
 
to the borrowers; and the high delinquency index of the
 
loans Portfolio.
 

All of the above factors resulted in the deterioration
 
of the loan capacity of the BFA, affecting also its
 
institutional solvency.
 

4. 	 Institutional and Financial Actions adopted by the Bank
 

As a result of its own initiative as well as resulting

from the Agreements with the financial crganisations

and adopting the new policies of the country, the BFA
 
has developed a series of measures, of which results we
 
inform as follows:
 

a. 	 Financial Drainaae
 

With reference to the financial drainage of the
 
institution, the exchange losses were recorded 
in the
 
books and for this effect adjustments and
 
reclassifications were made in the financial statements
 
of 1989, which resulted in the emittance of a dictum
 
without exceptions from the external auditors; whilst
 
in 198*7 they ab..tained from giving an opinion and in
 
1988 gave a negative o-e. in 1990 and 1991, the dictum
 
from the auditors conoained no exceptions.
 

b. 	 CaZi!a"o1he of EZA
 

In June 1991 an Agreement with the Government of El
 
Salvador was signec, wherein the first 
absorbed the
 
external debt of the BFA resulting from the
 
international agencies loans for 
 ¢533,000,000, for
 
which amount ¢400,000,000 were destined to reinforce
 
the capital of the 
BFA and the remaining ,133,000,000
 
were ccnstltuted as a loa., in national currency 
in
 
favcur of the Government, payable in five years and
 
W-.z 	 an Interest rate of 4" annually. 
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In 1992, the BFA paid this obligation to the
 
Government, with Government bonds resulting from the
 
sale of the ISTA Portfolio.
 

c. Sales of Loans Portfolio and Refinancing
 

In 1989, the BFA received from the Financing Fund for
 
the Reactivation of the Productive Activities (FFRAP),

constituted by the Central Reserve Bank, bonds for the
 
amount of ¢176,880,000 for the refinancing of the
 
delinquency loans, and in 1990 government bonds for
 
¢227,845,000, in payment for the sale to the
 
Salvadorean Institute of Agrarian Transformation
 
(ISTA), through the Central Reserve Bank, of the
 
delinquency loans of the Agrarian Reformed Sector of
 
Phase I and in exchange of bonds from the FFRAP for
 
¢91,136,000, since part of the Portfolio sold had been
 
refinanced previously 
net effect of the 

in the mentioned 
refinancing from 

year 
the 

1989. 
FIRAP 

The 
was 

¢85,744,000. 

The benefit from these operations for the borrowers
 
consists of their rehabilitation as credit customers
 
and for the BFA in having been able to use parts of its
 
financial instruments for the payment of the obligation

assumed with the Government, as part of the
 
capitalization of the institution.
 

d. Constitution of Valuation Reserves
 

The BFA is complying with the regulations dictated by

the Superintendency of the Financial System for the
 
determination of the risk assets of doubtful recovery

and for the constitution of valuation reserves. The
 
regulaticns established adapt to the characteristics of
 
the operations of the BFA ucon taking in account 
more
 
strict aspects such as cln,2te effects and
 
cornflictl1t; :'n the _ccaticn area 
of the borrower.
 

At 31st October 1992, the estimates for loans of
 
doubtful recovery represented 42.6% of the total loans
 
to be collected for the amount of ¢929,749,000. In
 
addition, provisions have been made for interests to be
 
collecteu and accounts to be recovered.
 

e. Non Ban.inc" ltes 

In accordance with th cpolicies of the Ministry of 
Agr..culture and --... ,. and in accordance witn 

n s .'z -~em . -__ L A h-:s s pr c a a - . .... 

non banking activities, which consisted in stocking,
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merchandising and selling of agricultural materials and
 
grains.
 

In this context, the leasing contracts for 22 real
 
estate properties have been cancelled and the necessary
 
authorization has been obtained from BID for the sale
 
of the warehouses and plants financed with resources
 
from the mentioned institution. These assets will be
 
bid in competition, once the necessary administrative
 
procedures for the process have been agreed.
 

Nonetheless, it is worth mentioning that the BFA yet
 
continues handling, on behalf of the Ministry of
 
Agriculture and Cattle (MAG), the operations of the
 
Strategic Reserve of Basic Grains which consists in the
 
purchasing c maize and beans. This will also be done
 
in 1992 and 1.
 

f. ive Measures
 

In - don the closing of the BFA's non hbanking 
acti .le Agreement Memorandum with AID contains 
the _1g objectives: 

Reduce by December 1990 the administrative costs_
 
of the BFA operations. Although surveys have been
 
carried out, its implementation is limited.
 

Reduce the delinauencv oercentaae of the existing
 
Portfolio by 31st December 1989. The objective
 
consists of punishing loans that cannot be
 
recovered. This has been done in an acceptable
 
manner.
 

Additionally, measures have been adopted to
 
increase collections, which include the posting of
 
personnel in the b.ank' s agencies who receive 
commission as a result of their actions. It is yet
 
too soon to evaluate th results of these actions.
 

Recover as a minimum 65% of the new loans granted
 
after 30th March 1990. As explained in Chapter III
 
of this document, its objective is being met.
 

Sale of Fixed Assets. The sale of fixed assets is 
a permanent activity of the BFA, nonetheless the 
progress made in the sale of urban and ru-ral real 
estate assets, is not sat±isfactory. 
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5. Fulfillment of Financial Requirements 

a. Financial Institutions and Banks Leaislation
 

The BFA abides to the solvency requirements established
 
in the Financial Institutions and Banks Law, as can be
 
noted in the demonstration made in Chart I-1.
 

The improvement noted in 1991 and 1992 as compared with
 
the year 1990, is basically due to the capitalization
 
made by the Government in 1991 and the payment in 1992
 
of the obligations that resulted from the operation.
 

Although considering excluding the government bonds
 
owned by the BFA for ¢188,295,000, the BFA will adjust
 
to the solvency requirements.
 

It is to be noted that the excess in the relacions, as
 
compared with the legal requirements, is due to the
 
fact that the same are applicable to commercial banks
 
and not to institutions as the BFA, due to its
 
capitalization structure and in this particular case to
 
the foment operations.
 

b. Global Proaramne of Multisector Credits
 

From the eligibility requirements established in the
 
Credit Regulations of the Programme, the BFA will
 
adjust to the solvency requirements, as well as the
 
delinquency Portfolio. in relation to the operating
 
costs, it would be demonstrated that the established 
condition would be satisfactorily met, of taking into 
account that the credit activity of the BFA can be 
separated in two parts: the commercial bank type and 
the othar with a social ccntent, which is the attention 
to the small farmer with subsistency characteristics. 

/l-CREDTT .\OTTV.TTIY
 

The analysis of the credit activity of the BFA is made
 
on the basis of the contracting of loans in 1991, that
 
would be representative of the year 1992.
 

For the effec- of typifying the credit activity, the 
follc*:g classification as adopted: 

aric<.. ral cConme- .aI Banks Tyne. The borrowers 
have :ts ab:c ,Z C an. are cri .. f 
tht .. .... L.7 



Traditional Small Farmer. The assets are up to
 
0300,000. These are attended by the Foment Division.
 

Reformed Sector. Include operations of the Phase I and
 
Phase III.
 

Non Agricultural Loans. Loans to the micro and small
 
enterprise and others granted by the Banking Division.
 

The granting and disbursement of loans during the year
 
1991 is presented in the form summarized in Chart II-1.
 

The Bank, as can be noted from the information in Chart
 
II-1. destined in 1991 the larger proportion of its
 
resources to the loans commercial bank type, that is
 
41,1%, followed by the Reformed Sector which
 
constituted 23,4% and the Small Farmer with 20,0%. The
 
Non Agricultural received 15,5%. Respecting
 
disbursements, the same proportions are not maintained,
 
due to the lower level of relative disbursements in the
 
loans commercial bank type that originate from the
 
adjustments to the cultivation areas and crop yields.
 

1. Contracting of Loans
 

a. Aaricultural Loans-Commercial Bank Tyne
 

The principal characteristics of the agricultural loans
 
commercial bank. type is the concentration of the
 
contracted amount in a number of reduced operations.
 
The 81,4% of the contracted amount in 1991 was absorbed
 
by 27 borrowers tor the financing principally of
 
coffee. The detailed information of these contracts is
 
shown in Chart 1-2.
 

b. Agrarian Refor-med Sector
 

Phase i
 

in the loans granted for Phase I there predominate
 
those corresponding to Agricultural Associations of the
 
Reform, Agricultural and Cooperatives. These operations
 
are characterized by their relatiely high individual
 
amcunts, as can be noted from the inrrormation in Chart
 
11-3.
 

Phase ITT
 

e p !I-- represento n of total
o e:l 3, t!Che 


clients, this subsector presents a great variety
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similar to the foment type loan, as be noted from
can 


the information supplied in Chart 11-5.
 

C. Traditional Small Farmer 

The principal distinction of these foment loans is
 
their small individual amount. Of the 22,149 loans
 
contracted in 2991, 63 5 cf thof e operations of up to 
¢5,000 and 86,2r' c up- to C"10, 000 h:ivinq received 44,2-6
of the financing cf the fcme-nt ,and cf the 
total contracted in 1991. The dct iled in.cr.a..icn of 
th. as, as rng rane, can be seen in 
Chart i7-4 . 

Of these operationc, only a reduced amount., 8.6 of the 
total, were contracted with solidarity groups, which is 
a mode that can allow for a reduction in the costs of 
granting loans.
 

d. Non .r Ou1 tu - 1oans 

The non agricultural loans, which represent 15,5 of 
the total amount cran.ed in 1991, include operations of 
considerabe a-,mou n the Banking Division, 
principally tc manufac turr s- of financed feedings
through the handlinr: o: the stratecic reserve of grains 
and loans to coffee m4 Iis owners. In the Foment 
Division they have a divr-rsitv' of destinations and in 
the Trust for micro and small enterprises. The detailed 
information is pre.Tent-c. In the Chrt !1-6. 

2. Sourcrn, nf FP , -r 

The.sourc{:s of : r.:nci nc: for the disbursement of loans 
in the yLar ] ar 'r-ailed in Appendix II-1. The 

.. .. for- is shown in Chart IIn.....car:.:eo 
7. 

From the informatoin in, Chart 11-7 we can note the 
following: 

The principal source of financing was the BCR, 
followed by funds from the Agency for 
Interna-.onal Doe e:n.,men" (AID) , w';ich is 
ccncentrated in the , d' sr.-ct Orc; 

The own :;ou: s on y rem resented 6,3 of the funds 
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The rest of the funds come from the use cf
 
recuperations from the micro and small enterprise
 
programme; FIDA and the deposits from the public.
 

It is not possible to determine a relation of the
 
sources of financing with the capitalization structure
 
of the BFA, upon the latter including the absorbing of 
loans in fcre'n currency by the Government. The use of 
funds in 9 include the use of recuoerraons from 
progra-me. c' "- been financed by, BID, ID and 
other c ies. 

It is rno evident from the structure of the source 
fund-- of -Lh(, vear 9, that there is a defined policy 
for the usC of the resources. Nonetheless, the 
following can be inferred: 

The aqricultural loans commercial bank type for 
the amount of ¢.68,607,000 were financec by 79,7%
 
with BCR fund,;; 

The Reforaed Sector was principally financed with 
funds that na',i a recent jrigin. The sale of the 
Fortol i.. t ITa rc-';us' in tha_ t the recuperations 
of tIc B ) li.cn 'nd C: ,-ID, arc I n1Ca 

'rhe trad itai i saZ l I a-rmer 'was f iancd b-Dy 55, 4% 
with PCP resources, followed by BID with 27, 1%. 
The usc. of BCP resources for these onerations 
would not be profitable, due to its administrative
 
cost; and 

For th<, non acrlcultural loans all the scope of 
funds .sc wre including own funds,.. used, 

BP and ,:he from the pub!lc.
 

In .... .. ve.. disbursements a. ,-- fest ve: 
recovc,,ie,.C there is a resultIi( I aance 

-between bot. . in r :c: ion to the disburenn, , the 
operat ion, o' tts r-' 2 traditilona] farmr in: the non 
agr icu I tura i 1 ca: cjoak e a hi che r cntr ibut i on in 
re lat i c ter:. to th,- rcuperation.s, a.' con,,,,red with 
acqr 1c;: t:ura 'I I ,11:;merc i a),1nk t ., d the 
re f c:.-dd s,-r onstrat i cns :,hown in--:c7:_ . de are 
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4. Delinquency
 

Chart 11-9 show the delinquency generated in 1991,

which reached 01)0,674,000. The 44,7% of delinquency was
 
originated 
from the loans to the traditional small
 
farmer. This can be a result of 
the lack of supporting

prices, due the that mierrv areto f,--r . cereals,
mat.e.rias csts an in some measure the client's
 
responsibilitv, due zo -':-oaenous factors. 

5. Adminorrat vp Costs 

The administrative expenses of the BFA were distributed
 
to the different sectors of the credit activity, as
 
explained in Appendi>: 
11-2. Based on this criteria, the
 
distribution of costs was 
carried out as shown in Chart
 
II-10.
 

The highest burden of the administration costs, 65,4%

is absorbed by attention to the traditional small
 
farmer, to whom 22,149 loans were granted, whilst from
 
the amount granted it only represented 20,0%. The cost
 
per Colon borrowed in this sector would be 
(¢0 26. 

The agricultural loans com ercial bank type and the
Reformed Sctor Phase ] which have similar 
character stc. re-eri ng to individual amount of the 
operations, have, as can be ex:.pected, lowestthe cost,
which is C:0.02 per Colon borrowed. 

In total, the reformed sectr would not be burdensome, 
..c t ....X . . 1i is s:milar to the 

tradiricn:i vm, ] !,:trner on it reflects an average of 

,
The ncn 
 r.icu ..I ,a1 loan f which include some 
consuer:.' la:c cr.,a- ::, have per C--on borrowed 
a cos" ." CO. Cz, w,-n some considerably largeoperati on: ,': lr,i c P',d. 

With rI" (rnce t the costs obtained per Colon 
borrowed, th"' would h, higher if the amounts 
disbu--l wre a:'; qn'd. It i aso worth noticinc
the ,id::.m":t oi r t; a:-e 

that 
inf I uenc,:d by a high

general . 1.::,.nc -,:, 2 O0 f i :e1; -i' :,ome'.'hat
annoylno : ,du. ''' the. nls' ; ati nr:tthe leans . 

The ex n c; . ..,. . , '' , : . . : ,. ; 
is Mu,: iii , u- ,;(2 ,U 10,:.)e , con; i ;::; fln neeU 
to establish the minimum desired loan thethat 
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institution should make to -over the corresponding
 
administration costs and its effect, develop mechanisms
 
to cover them.
 

6. Loans Portfolio Structure
 

As an addition to the examination of the credit
 
activity of the year 1991, in Appendix B we made a 
typical loans Portfo io as at 30th November I92, 
separatinq the bankina oercAtions, those of foment type 
and not aC"i'c uur- tculoural;rn where the following 
principal faCS C-m C 
M'inimiu , '..-v:c',_ can. The need c: estlh 

mechanisms for the. f:nancing of administration costs in 
the loan.,; to the traditional small farmer is confirmed, 
as well as the establishing of more appropriate 
measures for the granting of such loans. 

Destinat on of th- Toans Although an inflationary 
problem is a e , can perceive a deviation 
towards the comercial a type oper.tions. 

Use of th. .... relaticn to the sources of 
financing for -h<P on PPortolic at 3Bth November 
1992, it c.... bc no h t would be adv:,ble to 
make a fin.l evl t~l~ion 0 the operation!- f innce by
internationl crgani-, o in orue to reach 
agreements, for the use of the recunrat ions, ca case 
these are still payable on de m - nd, with the adinal 
objective of simplifyving the registration of the 
resources funds.
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Appendix 11-2
 

1. Distribution of Administration Expenses
 

To the administration expenses of 1991 for the amount
 
of ¢70,566,000, the amount of ¢8, 189,000 of direct
 
expenses of the Commercial Manager were deducted,
 
leaving a net balance to be distributed in the credit
 
activity of ¢63,377,000, according to the following
 
detail:
 

Administration Expenses
 

Thousand Colones
 

Unit Direct Indirect Total
 

Credit Manager 5.S05 3.805
 
Bank Agencies 3-. 02 32.202
 
Bolivar Agency 7.S11 1.8h1
 
Special Operations 753 753
 
Commercial Manager 8.189 8.189
 
Gobernors Assembly 394 394
 
Higher D' ctors 5.906 5.906 
Auditing 2.147 2.147 
Financial Manager 3.559 3.339 
Supporting Services 12.Of0 12.020 

Total 46.760 -----5.r:;C, 70.566=
 ------- r--:-- = 


Administration Expenses
 
Application of Indirect Expenses
 

In Thousand Colones
 

Direct Tsd rect Total
 

Credit Manager 5.SC. 5.240 7.045 
Bank Agencies -- "..' 
Bolivar Agency ;.: '.%C. 3.734 
Special Operations 795 37, 1.'52 
Cred ,Activitiv 3S.,57i ". so 62.377 

Commercial Manager S.19 -

Total 46. 760 25. £06 70. 566 
rauessue rrzczgvu u Vzzzz 
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2. Distribution of Administration Expenses
 

Credit ManaQer. In accordance with the number of loans,
 
the expense of ¢7,045,000 was distributed as follows:
 

Agricultural Loans
 
994Commercial bank type 

Reformedi !c-.cr Phase I 
Reformed Sector Plase III 10% 

of 2855 . 

Bank R0n-Bolivar1 Aqencv and Commercial 
Operaticns. The amount of ¢55,332,000 was distributed 
accordina to the number of loans (30,040) granted to
 
each sector, resulting in an average of ¢1.842 per
 
loan.
 

3. Unit Costs
 

Average per loan (55,332,000 % 30,040) 1.842 
Expenses Banking Division (7,045,000 % 1/907) 3.694 
Sum 5.536 
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III-LOANS PORTFOLIO
 

1. Portfolio Situation
 

The status of the loans Portfolio as at 31st October
 
1992 is presented in Chart IT-i. 

From the :n-orsation in Chart III-I there arise the 
follo.:inr;, -:n 	 ,
 

n 'ct r eoresents_68,.42. the 
total to Vf. collected, which is relatively 
acceptabi e u..cons , that the status of the 

The pcrtcn -2 .	 of 

: derinc 
Portt ohs r(-,' -,ts an accumulated whole and is 
due in r the refinancing of the loans. 
Nonethle':,, this port ion does not have i direct 
relation with th ! cla:si fication in accordance 
with the a t-ink;ate 


The clasied portion a contingency, 3,0% of the
 
total t1 be collected, is that amount whose final 
deadline pays:rnt 	hun less than 90 days overdue; 

No var iance', of i mrp)ertnce are present in the 
overdue p c pc a, thIe re rmcd and non 
reformed it :n to b noted tha-t the sale 
of the . . o," - o!io dnn ,,:nre'c! , lort hal- cc,ence 
in that 11 h,:; e";ulted; " thi ,i ,, 

The ema r C).(1 o)-I 0c10 1 or the ,!raount of 
¢1.0,925,O( , Irents rC)re I1I9' th-. totalwhIoh of 
to be cted, concentrated in thecol Cd 	 non 
referned ,ctor and within thin the Banking 
Divisi on.
 

2. B6isk Cor-	 o I 1,o0o 

At 31 t Octci.r 	I5 2 'he PFA classi fied 9 of the 
InIccordancePort oIo1 ,It that d with the 

instruction-; v'r: upe-,ntendenc:'.rstabl of the. dh 
Financi a .. , ,ttn]h,,d inf ormation a ppears in 
Appendix I I-1. 'h' r,.:I ( ,h,' d ,. icat-ion of the 
PortlI o .) s;hown 1n h ' 

I n :nt , ,n' : ." 0 	 'n " "v o i", 

15the t sta "S ~ SC,(1 COl- 1.':.' ae ni " .W*the, I~or,'t;i .. ... n of 

total Portfolio of the bank with some uniLormity
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amongst Divisions, due to the sale of the Foment
 
Division Portfolio. These demonstrations are shown in
 
Chart 111-3.
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If the Portfolio classified as E is excluded, which is
 
the result of an accumulation of loans susceptible 
to
 
draining, the Portfolio A 
and B would represent 47,4% 
of the total classified and if the C is added, the 
93,2%, which would be more representative of the 
current characteristics of the BFA, situation which 
should be improved through a better selection of the
 
users.
 

3. Valuation Reserves 

The BFA, in accordance with the regulations for the 
classification of the assets at risk, has constituted
 
reserves of 10% of the total value of Portfo].io C; of
 
50% of PDrtfolio D; and of 100% of Portfolio E. These
 
regulations apply to the interests to be collected and
 
collectable accounts of these loans.
 

4. Draiinciq PrFocedures of the Portfolio
 

The BFA has its own regulations for the draining of
 
loans. The accumulation of the amount drained at 31st
 
October 1991 amounted to .85,402,000 and at 31st
 
December 1990 to ¢82,069,000. The variance, which is
 
not of importance, is due to the process which involves
 
costs and time for the operation, independent of the
 
amount.
 

5. Administration of Portfolio 1 

The origin of the Portfolio classified as E and its
 
integration, which include 29,595 loans in the Foment 
Division, of a tot,- . of 32,539 operations, that is 
43,9- of the total cf 7., IE6 loans, recommend the 
establI shment of an adecauate mechanis to give a 
se ... a : t, to t.ara ... 


T.he intecqration e1......o]io i-at Ith S'c. e- 1992 
t... o4,.d i5: .t of C05 

o-_rations of rnore .nan <:20,000 w th an average of 
0perloa n the are onerations with 

an averagq, debt of > ,, The 1 ,21 of theese loans had 
act: ve La lance;. rc I i ng ant- .,17:, -,- the totai owed 
amounted to ( .30, 91,, 000. This detailed infor-marion is 
presen ted in Chart J ,1-4. 

T .. loa 1 *hn 0,1 1c 1uded 2,706 
C t -tor,. : l-; an (":f0 ewn. 

estimate was made on the probabilities of recuperation 
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of each one of its components and according to the
 
characteristics of the corresponding agency.
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Chatt 111-4 

Banco de FomLcnto Agtzcutio
Leans PoitojoU,' CLa.,c~ d E3C.th Scptcrbc 1992 

In Thousand Colonics 

______________NLbCA 

CA PTTA Litvcj
FfccS.&' Vuc . iT,-Z ______ 

0 v u-Ctiv C,~ 

":r18,5cn 19 .,," ZL732 44.141 33. "JU 76.371? 

I1&e 7 4 214 241 455 112 117 
>L-c 15 .dM.4 19.947 18.711 7.345 21. 7U 
o. C o ,Jc,w.iv.v5 14 21.'7 37-.M 05.397 37." 117.70:2 

CalaJ c, cl c, rnc.Lc thou 14.31 115.474 j 13 73w 

13..n,7 . M 67.1" 76."4 4. 13 *4M7 

PC -215, c 
14.M ,2. 51 

1512 
215.,W3 271.604 155.271 43, M 

_______ 37,3 160,9 

*20.000 
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Tne agency with less proportion was La Union with a 12%
 
and Bolivar was the highest with 50%. 
 The final
 
weighted result was 30%, which 
 is equivalent to
 
¢130,974,000 of the total to be collected, including

capital and interests. The detailed information is
 
presented in Chart 111-6.
 

Chart 111-6
 
Banco de Fomento Agropecuario
 

Estimated Probability of Collection Portfolio E
 
30th September 1992
 
III Thousand Colones
 

Total to Estimated %
 
Collect Recuperation
 

Traditional
 
Cooneratives 

Phase I 
 57 -

Phase !!I 
 . ......
 
Total Ccnrat: ye .1. ...
 

Others
 
Balances of more than-:
 
Baldnces less than : - ....
_ 0.4
 

Total 3.92 IBC.:74 30,

"C20.057
 

The first recommendation would be to transfer in the 
books the Portfolio I'.to order accounts. This would
 
allow to anat-; the development of the Portfolios,
 
which can be :-mn idered ':; normi . nd of high risks.7 

The most i-; . t part '.'ould Li ": o.sgn"':e a specific
ferf o :tand speciali;ed in Ptfolio E. The basis for this,
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taking into account a margin of error of 15%, is to add
 
in time, a 25% of the financial capacity to borrow at
 
this time, that is and additional ¢i00,000,000.
 

Another advantage of taking these actions is to
 
activate users that cannot access formal credit.
 

6. Drainaae of the Loans Portfolio
 

The measure recommended for the treatment of Portfolio
 
E, which amounts to ¢329,096,000 and which represents
 
36,1%- of the total to be collected does not imply its
 
drainage. This would occur once the collection measures
 
are finalized.
 

Nonetheless, the transfer of the mentioned Portfolio E
 
would allow a more realistic presentation of the
 
financial situation of the Bank.
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IV. YIELDS AND COSTS
 

As a complement to the examination of the costs of the
 
credit operations, it was considered appropriate 
to examine
 
the costs and 
yields of the activities of the BFA. The 
result of this examination is presented in Appendix C. 

!. Credit Acti-vi ty 

In the esblished functions, the granting of loans up
to ¢5C,000 and of more than C50,000, confirm that loans 
to small farmers do not cover with the interest return 
the administration costs. 

The credit activity makes a positive contribution to 
the BF. overc t.ons. 

If the Portfolio qualified as E is excluded, the cost 
of the credit activity of the BFA in 1991 would be
equivalent to 9 ,3% of :he average loans Portfolio. The 
structure of the granted loans, wherein the higher
number is less than ¢5,000, recommends to develop a 
special method for the granting of such loans. 

The minimum advisable loan that the Bank should have 
would be ¢5,900.
 

The examination of the yields of the BFA, even 
considering the distortions that originate from the 
fact of havinq drained the Portfolio, show that 19,8%
of the administration expenses of the credit activity 
were not covered with the income from interest returns 
that generate the loans for less than ¢3, 000. 
In addi cu, the BPA should deve lou a policy for the 

financ ino c. tc, o n, t on co sts of sub:Iicy loans 
and cthr:r l c which should a .. , the basis 
of-ne.,oia...on for t.e intermediation operl Iions margin 
in tru,: t. 

2. Coumo. ... nk .v re , 

The services, of commercial bank cover its costs and
could he productive if there were a policy of placing 
tne rec, ,s , the pub ic. Iho dreve oc,-,nt of these 
plan!'- o' > inc1C.-'> e ther, a" ivit:;should beca-r ,ed out ,: : ,: :uv.:;o.t-, .... roj,,t th}" :'- t.,ablishes 
cos:, ,;. k ... it:, iv v a',ri :...;.:<; gin~a Iysis:. 

o:. I, rn in 
• c ........................
 

to the active operations of the, Hank. 
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3. Merchandising of Grains and Sale of Materials
 

The activity of merchandising grains and selling
 
farmers materials was not financially profitable in
 
1991. The BFA is retiring from these activities that
 
contributed to finance a proportion of the indirect
 
expenses of the institution.
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V-THE BANCG DE FOMENTO AGROPECUARIO
 

1. Factors that Hinder or Support the Development of BFA
 

a. Environment
 

The environment sorrounding the BFA, which is linkea to
 
the structure of the holding of the land, where the 
small farmer and the reformed sector with a series of 
weaknesses Fredominate, is a factor that does not 
support :he development of the BFA and policies and 
procedures have no: been developed to diminish the 
risks that derive from this fact.
 

In the reformed sector several government institutions
 
participate as well as the Central Reserve Bank, which
 
disperses the action. The participation of the BFA, to
 
which 294 cooperatives of Phase I have been assigned,
 
should be framed within a development programme of
 
them.
 

The existing restrictions for the disposal of embargoed
 
rural esiate properties and for the collection through
 
the judicial means in the reformed sector, affect the 
level of recuperations of the BFA and could hinder the
 
movilization of the financial resources.
 

In the jucicial order, there are provisions such as 
alienation of assets and payment arrangements with the 
borrowers that are not compatible with the financial 
intermediation.
 

b. Orrsansatem.ndFunctionF7 

Derived from the Constitution Law of the BFA, which has 
not een m f ied, zhere comes an orar." zation 
structure is the princi a ol :ices which hindrr the 
functicn cf ma.aeme.- an control and c. .,s an 
excessive expense hurden in the granting of loans. 

The BYA field of actncn iK not clearly defined,
 
therefore the credit artvityi responds to a tradition, 
commissioned by the Government and subject to the 
credit li:nes of the .ur . Resner-ve Bank. 

The .roc urs.. th <u n ' nc ind odministr :7on of 
loans i '.de type :;:'v .. .-.a of . statistic in ation 
than s en .... P, a resul t . the 

requirements trom the Cenzrai Reserve Ban, aerived
from its credit lines.
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C. Administrative-Financing
 

In the internal aspect, the weakness in the collection 
of the loans, coupled to the policy of refinancing of
 
debts and sale of the Portfolio, have united in that 
the ef fective I lan cpa,-: ici ty is in the order of 
¢450,000,000 zannual 1,1, wihich no longer keeps a relation 
.. h nune.r o' pcszr.ne] and whose interest return 
only ccver the aur: n: rratio- costs and for interests 
of the inst tution. 

The services of the commercial banking system do not 
have an unt avourabir efect of a financial aspect. Its 
potential yield could make a contribution to the 
operations, if there were a policy for the placing of 
resources from deposits from the public. 

2. Financial vr)n1tin 

The financial position of the BFA is acceptable, 
nonetheless, the integration of the loans Portfolio 
respecting the classification of the assets at risk, is 
not acceptable. It is hoped that the charges for 
estimated losses! of doubtful collections loans do not 
have an important negative impact in the final 
operations results,. 

3. Aqricul. -una2_ Fi.n rinr 

The creit- dcmand in the country on the basis of the 
area and production of the principal agricultural 
items, can be-. t:mated in ¢3,500 millions, of which 
co fe- o, repres c-nt X,13 and basic grains (. 
The cred t coverage: of One Iinianc.i-a! ,ys:-m is in the 
order c: ,'734 mi 2Iions, ai;scrbing coffee the 3., , 
and basic 'r,,In,., the , , . 

The rel ions between demand and credit coverage for 
the agricultural producti on, that are an indication, 
show that there would be a margin for the financial 
formal inter.-d iat ion through the credit offer. 

tioi a ,,, 1 :; 
attenton i-, scarceo the sa I I roducer.; and :ere 
are acc's ,rob],'rrs in the . r.... ,ector, -Spe-, iy 

in add -1 e surv .... show that c--edit 
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The BFA participates, as compared with the financial 
system, in 75% of the granting of loans for basic 
grains; sugar cane with 29%, coffee .ith 18% and others 
with 45'-. Of the amounts granted for investment, the 
participation of the BFA is with 14% of the total 
financed by the financial system. 

The agricultu:-ai debt, b<nking and agrarian, especially 
in the :- ed sector, v:ould constitute a hindrance 
for aor'iculturaI : inncing, since it leads to 
instatb * " thethe crian 

4. Defhn'if th. r, of the Banco de Fomento 

a. c C'- i r 

Both the aco Agricultural Strategy as well as the 
Law of Financial IInstitutions and Banks, define a 
government par1-t ic ipation, especially in the 
agricultural f inancing. 

The 13FA has an office infrastruct :fe in the country,
procedures, personnl and experience, which is an 
aspect to consider in the definition of its field of 
action. 

In additzion, the nation, i reconstruction process would 
make it necessary for the State to have a means for the 
chanel1inco of financial res-ources. 

in ordr t the 1FA can ncr'. i; credit coverage, 
it 'wou1 he nr-,,ar,, e ao financii] basis, 
which -ou nc ] t r, re(,cover of the 
de Insuent 7,rt4 C I C . ] ,onv of the available 

r c ' ar,....o] :.'s or the 
attertion to t,. ; 

b. rt ors -,, 

The alternatveS to ce! 1nc the role of the BFA can be 
characterized in the followng manner: 

Limit its function to the attention to the small 

Seciali;e hank to 
reformed sector; and 

- the in the attention the 
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Compete with the commercial banking system and at
 
the same time, as an official bank, finance
 
programmes of national interest.
 

The third option should be based on the establishment 
of operational policies in accordance with the 
availability of financ ia! resources and their 
destination to ,rogramm-., that would be equivalent to 
loans windows and at the sa..,oe time introduce procedures
that would l d to Ci i.:i ee c e'"'''-' co the, c:isting 
means, an oruer t impl.-o., . - "nvo the. baik. 

in this case, it. would be advi <r that th 31, limit 
its credit activity o th"re sp ci Ifc procrammes
Commercial Agriculture, e o rmed Sector and Small 
Farmers for ubsiste nc,'t a5-;iqning them the existing
financial reo urces in the Lank. The ofsources 
financial resources .and the modes of the organization
and procedures are e:plained in Chart V-I. 

C . Int- u i _ , i rnc'nto 

Creat i I_,:: 

An essential requirement is the modification of the 
creation law of the 17A, in order to strengthen the 

,manarement function and ,urpas the s-iff thatmeasures 
hinder th- , ivit ,,. o! the ban . 

Preferiaiily, the Lan Thould be locatedt in the level of 
the Central },.!;,. . 

The modill icc:ion to t41e Law must netessarily include 
the fcllow~n. :, 

Sell the a',:r.nd assets, in accordance with the 
esta.d L"ulatins (- in -he Financial 
Instit.'acn' < 

' ~:' ,_nks Law; 

'-'ake - ,inds to the borrowers of the 
R......Md n case of non compliance,

subord in,it i njth, loans from other government 
insti tut ion:; t teh Bank; 

Reach a nwi. 
 the borrowers,
 
incu-i:ng . ::iton o! obligations, when it is 
convenie.nt to - Lank intere tI,
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Procedures
 

In relation to the procedures, the following would be
 
necessary:
 

Develop credit regulations for each programme,

with specifications as 
 to eligibility
 
requirements;
 

SpecialJ'e the functions of the credit personnel
at the agencies, eliminating the current
 
territorial assignment. The official would handle
the programme Portfolio and type of s..eci f ic 
client; 

Grant loans in an automatic manner to borrowers 
classified as 
type A or who, according to the Bank 
as a result of their previous compliance, qualify 
as such;
 

Give emphasis in the granting of loans to 
solidarity groups. 

Simpl.ify the method of contracting loans for the 
purchase of materials :o small farmers. 

,eau ]at Jensi

On the aspect of regulations, it is considered 
necessary to develop procedures on the cases of non
c'mplianue of the loan contracts and judicial demands. 

d. Drro;!t,. fr . thr Pul:ic 

In accordance ,':t the type of client That the BFA
would attend, it would be advisable that the deposits
from the public . .i ted to savings. 

e. '1ro~ .. ' C. r" 't .. . , -r" I ',,,... .. cansr' 

In accordlinc,! wjit tIo- recommonded special ization for
the PIFA and concru.n with the rece.ipt of deposit:; from
the p'bl's-, it wnu]d , idi;ab e thit h- F!. abstain
from rrnt, ir; 1 ,;r t inked with t.,, ult oral 
sector, i:,cwIuIin; I Ind micro 1J), , The
lattfr ........ d 1,' -d to ex{i, ng : it-.j in the 
count ry. 
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f. Mechanisms for the Granting of Loans
 

With the purpose of achieving the participation of the
 
beneficiaries in the granting and administration of the
 
loans, it is proposed that the Bank promote the
 
creation of credit institutions at local level, lin)ed
to the BFA operations and duly enabled by the 
Superintendency of the Financial System. 

The requirements to be enabled would include: adequate
solvency demonstrated with sufficient margin of 
indebtedness; adequate liquidity; positive 
profitability; a satisfactory adminis';ration which 
includes financial policies; accountinq and audit 
procedures; operating procedures and qualified
 
personnel.
 

In these auxiliary credit institutions, the Bank could 
participate in the capital, together with the 
beneficiaries to whom the purchasing of -hares within 
the investment loan plan would be provided financing, 
which would be a requirement.
 

The possible interested persons in these arrangements

could be the cooperatives in the reformed sector and
 
non government organisations with experience and work
 
continuity in the labour zone.
 

g. Governmont Proqramine 

In the amount possible, the BFA should only accept
Government corn n related with the 
acricultural
 
financing. 

:n this crcdc, '*, find the financing for the ,N;ational
Reconstruct ion rrraome (PRN) . The arrancmerts fcr 
the part ci pat i c of the PEA must be eci ic in 
relation to the gJran intg, recuquer, ions , au,_nt.-ties of 
the credit tinks - and collect .ion (3f the costs on 
the basis of invoici ng of. the same by the Bank. 

h . Eva,]1: ~n __ t: h Progra mm 

Ia on of 
programme , it w-l be convenient to organ se groups of
.gh 1.veI per- ,,, directed by an official of the 

or the I uat of the e>:ecution each Bank 

Q'entra]1 Besrve " . 
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BANCO I)F FO. ENT( A, RO I'ARIO 

CREDIT PROGRAMMES 

FINANCIAL RESOURCES ORGANIZATION 
I- COMMERCIAL AGRICULTURE 

FINANCIAL RESOIIRCES MAIN OFFICES 

Portfolio A,B,C, and I) of the Banking )ivision - Management and E.valuation 

#170,117,000 BANKIING AGENCIES 

Iliquidation of n(en apr,cultural portfolio l.,ans officials, responsible for all phases 

B1CR Credji Lines of f, anting and collection 

PRO FITABI .1IT: Commercial PROCEI)IJES 

Automatic loan to categon A clients 

II- REFORMED SECTOR 
From the Forent Fund, deducting: investments IEAl) OFFICE: 

in 9-vurities of sunsistency loans: 

#190,498 

BCP Credit Lines 

PRC'FITABILITY: Commercial 

Current portfolio for #65,452,000 

Government cjntrihutions 

FINA\NCING OF' COSTS: 

(;olernient Contribution 

Profitatilit%assiunzilent of BFA 

Development of po',ces 

- Coordination with MAG, ISTA, FINATA 

and Banco de Tierris 

BANKING AGENCIES 

Officials in charge of cooperatives 

Officials in charge of individual 

farmers 

E:VAL.IATIO)N: Inter-institutional group 

III - SUBSIST'_-NCY LOANS 

HEA) OFFICE: 

Management at_. :npervision 

B1ANKING A(;I.,"'IES: 

Programme official, 

PR)C I)IIES.1: 

Automatic loan to A Clients 

- Solidarity groups 

Evalmuation: NIAG-IIFA Group 
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