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MICROFINANCE PROJECT (51 1-0637) 

EXECUTIVE SUMMARY 

Bol~v~a's mlcroflnance sector has advanced sign~flcantly since 1987, when 
USAlDiBoliv~a lnlt~ated ~ t s  support to  PRODEM under the Microenterprlse project 
(51 1-0596) The total number of clients served by permanent mlcroflnance 
lnstltutions In 1989 was estimated at about 7,000 The majorlty of these were 
served by PRODEM By the end of 1994, flve strong, growlng m~crof~nance 
lnstltutlons were servrng approx~mately 90,000 cl~ents More importantly, these 
lnstltutlons are operating on a sustalnable basis by covering all or almost all thew 
costs (including operat~onal, opportunity and inflationary costs) with Interest 
earnlngs and by malntainlng h ~ g h  loan recovery rates 

Desplte these advances, the vast majorlty of poor Bollvlans st111 do not have 
access to  flnanc~al servlces, and even the strongest microflnance lnstitutlons stdl 
lack the admlnlstratlve and financ~al capaclty to reach these large numbers The 
goal of  USAID's Mlcroflnance project (51 1-0637) IS to expand poor people's 
access to  flnanc~al servlces rap~dly and on a sustalnable baas by strengthening and 
capitallzlng Bollvia's best mlcroflnance programs The project will cons~st of three 
major components 

(1) H~ghly focused technical assistance and training to  Bol~via's strong 
mlcroflnance Institutions, 

(2) Equrty investments In a selectwe group of mlcrofrnance lnstltutlons 
w ~ t h  the capab~l~ty of massive expansion on a sustalnable basls, 

(3) Administrative and techn~cal support to  Boliv~a's Super~ntendency of 
Banks and Flnanc~al lnst~tut~ons 

The three components are complementary The flrst component will be 
custom~zed to  the needs of each financ~al institution, recognizing that each has 
different strengths and weaknesses Equ~ty Investments will be made only In 
~nstitutlons that are llcensed (or about to  be Ilcensed) and superv~sed by the 
Super~ntendency, and that take the fundamental steps necessary t o  Improve and 
expand the~r  operations The equity Investments will prov~de an Important Increase 
In the capital base of these institutions, thereby allowlng them to  leverage 
additional capital and t o  expand their cl~ent bases 



After about a year of Intensive lobby~ng by USAlD and other rnstrtutrons, 
Bolrvran President Sgnchez de Lozada srgned Supreme Decree Number 24000, 
authorlzlng a new lrcensrng and regulatory framework for mrcrofrnance rnstrtutrons 
Bolrvla IS the frrst country In the world to have developed such a regulatory 
framework The Superrntendency of Banks and Frnanc~al lnstrtutlons will be the 
lrcensrng and regulatory body Although rt IS one of the strongest regulatory 
authorrtres In Latrn Amerrca, rt wrll requrre s~gnrfrcant assrstance In lmplementrng 
the new framework, especrally durrng the frrst few years 

Planned life of Project (LOP) fundlng for the Mrcrof~nance project IS $1 5 33 
mrllron over frve years Of  thrs amount, an est~mated $2 0 mrllron wrll be provlded 
by the USAIDIWashrngton Global Bureau to support the three project components 
or to rmplement complementary mrcroenterprrse actrv~tles These funds may be 
oblrgated through brlateral Project Agreement Amendments or through other 
oblrgatrng Instruments The Project Assrstance Completion Date (PACD) IS 

September 30, 2000 

The Mrcrofrnance project wrll overlap wrth the $2 44 mrllron Amendment No 
4 of USAID/Bolrvra's Mrcroenterprrse project, whrch was authorrzed rn October, 
1994 to rnltrate the mrcroflnance program The goal and purpose of the 
Amendment and the new project are rdentlcal Whrle all aspects of documentatron 
for the two projects (contractual, accountrng, etc ) wrll be handled separately, 
rnstrtutronal and lmplementrng mechanrsms wrll be consolrdated Thrs Project Paper 
follows Project Development lnterrm Drrectrve dated November 18, 1994 



I1 STATEMENT OF OPPORTUNITY 

A Pro~ect Rationale 

1 The Predicament 

Mlcroflnance In many countrles faces a predlcarnent wh~ch can be descr~bed 
as follows 

(a) Successful programs In wldely scattered countrles (e g , 
Domlnlcan Republic, Ecuador, Bangladesh, Indonesia, 
Kenya, South Afrlca) have shown that we now have at 
our dlsposal new flnanclal technologies whlch are capable 
of brlnglng efflclent formal flnanclal lntermedlatlon wlthln 
the reach of very large numbers of poor households 

- (b) No country has yet succeeded In reaching the majorlty of 
those poor households, market penetration by 
microflnance has seldom exceeded flve percent 

(c) Even the roughest calculat~ons of potentlal market size 
reveal a need for mlcroflnance assets far In excess of 
donor fundlng ava~lable for the purpose 

The Issue of f~nanclal self-suff~c~ency has obv~ous relevance for the 
predlcarnent descr~bed above But the predlcarnent calls for an analysls of 
m~croflnance that goes beyond self-suff~clency If the technical tools to brlng 
effrc~ent flnance to massive numbers of the poor are avallable, and we do not have 
the funds to saturate that market, then leverage has to be the llnchpln of our 
strategy Thus, the following typology of mlcroflnance programs, and the levels on 
which they operate, IS based on a ample "bottom I~ne" question 

If donors put one dollar lnto a program today, how much In 
m~crof~nance assets w ~ l l  that dollar have generated after, say, 
flve years7 

Level One At thls level, a mlcrof~nance program does not break even on a 
cash flow basls I e , more cash drams out as expend~tures than flows In as 
revenue (even wlthout lncludlng any Imputed cost for the program's soft fundlng) 
The vast majorlty of m~croflnance programs fall lnto thls category The bottom llne 
at thls level IS that ~f a donor puts one dollar In today, by year flve there will be 
less than a dollar st111 avallable to provlde ongolng flnance for poor people 



Level Two A program at this second level has achieved a breakeven in cash 
f low revenues are at least equal to expenditures The program may even have 
gone on to a fuller self-sufficiency, a state in which income covers all expenses, 
including non-cash expenses like depreciation, inflation, and the opportunity cost of 
its funds But for a program at this second level, most of its microloan portfolio IS . 
financed by money the program has borrowed from donors Thus it has little or no 
equlty Such a program cannot leverage ~ t s  donor funds by further borrowing from 
commerc~al sources Because of the absence of an "equ~ty cush~on," even a I 

modest loss in the ~nst~tu t~on 's  microloan portfolio assets would imper~l rts a b ~ l ~ t y  
to honor its debts Thus, the bottom line for a level two program IS that for each 
dollar donors put in today, the program will continue to have about one dollar 
available in later years for microfinance 

Level Three Like a level two program, a program at this third level has 
reached breakeven or better But in contrast to  the previous level, the program has 
substantial equity funding, which some development agency has granted, rather 
than lent, to the program On the basis of this positive net worth, the program can 
then finance expansion of its portfolio by borrowing from commercial sources, 
such as banks Experience around the world suggests that commercial lenders will 
not lend much more than $1 00 for each dollar of equity which this krnd of 
program has available to back up the loan (could be higher with external 
guarantees) Therefore, at level three a dollar of donor grant money leads to about 
two  dollars of total microfinance resources available for poor clients (The 
assumption here is that the program's profits are not high enough to  produce a 
rapid multiplicatron of its equity capital, even though Bolivia's BancoSol has begun 
to report substantial profits during 1994) 

Level Four A program reaches this fourth level when it has not only a self- 
suffic~ent cash f low and a significant equity base, but also a license as a bank or 
other formal financial institution Because the program IS certified as meeting the 
requirements of a credible regulatory authority (the Superintendency of Banks and 
F~nancial Institutions in Bolivra) which maintains ongoing supervision, outside 
parties are willing to  loan or deposrt money into the institution in amounts up to rn 

eleven times the institution's equity base Why eleven? Because this limit IS the 
international standard which more and more countries are adopting, ~ncluding 
Bolivra The ratio comes from the "Basel Convention" rule that an institution's 
equity must be no less than eight percent of ~ t s  risk weighted assets The outside 
sources of funds for level four intermediaries can be diverse deposrts from 
mrcroclients, deposits from larger commercial investors, interbank loans, or Central 
Bank credit facilitres, to  name some 

Level four allows an institution to  capture savings Appropriate voluntary 
depos~t instruments, if offered, will likely be met with significant demand in Bolivra 
The resulting increase rn customers will require a major expansion and adjustments 



in all aspects of the financial institutions Thls IS when the institution IS 

transformed from a loan facility to a true financial lntermed~ary Eventually, the 
institution should finance most or all of its loan portfolio w ~ t h  customer deposits, 
as does Bank Rakyat lndonesia (BRI) in lndonesia 

The bottom line for donors after several years, a level four program will 
have leveraged each dollar of donated equity into as many as twelve dollars of 
assets available for continued microfinance 

Level Five A program arrives at this level when, in addition to  meeting the 
requirements of level four, it is making prof~ts that are so high that investors begin 
to  start thew own microfinance institutions, for motives which are not social but 
purely financial lndonesia is now arriving at this level Two banks there, BRI and 
Bank Dagang Ball, have recorded profits for several uninterrupted years Recently, 
a number of other small provincial banks in lndonesia have entered the 
microfinance business And as of this year, a few of Indonesia's largest 
commercial banks have expressed serious interest in offering microfinance 
services 

We know of no other country where this has occurred, although as stated 
earlier, BancoSol posted reasonably impressive profits for 1994 But BancoSol IS 

still a fragile institution experiencing rapid growth and undergoing many changes, 
including the implementation of large-scale savings services It will be several 
years before we know if BancoSol can consistently make profits 

A t  Level Five, the donor's original dollar would catalyze an indefinitely large 
amount of resources going to  serve microfinance clientele Once this level IS 

reached in a number of countries in different parts of the world, the donors' job 
will have been done and the marketplace will have taken over 

3 Core Strateaic Considerations 

How large IS the potential microfinance market in Bolivia? To simplify this 
exercise, and because money tends to  be fungible within poor family units, we  will 
estimate the market in terms of the number of households In making a rough 
calculation, the fol low~ng groups should be subtracted 

a those that receive servlces from traditional commercial 
banks (approximately 55,000), 

those that receive services from non-bank institutions, 
including credit unions and savings & loans, although 
some of the customers from these institutions could jump 
to  microf~nance institutions whose servlces may be more 



appropriate for them (approx~mately 350,0001, 

those famrlres that l~ve so far from transportation and 
communlcatlon servlces that ~t IS v~rtually impossible to 
offer microf~nance services at real prices (approximately 
250,000), 

a those famil~es that are dest~tute, who do not need and 
who could not afford financ~al servlces (approx~mately 
250,000) 

What remalns is a rough estlmate of about 500,000 families, or a little more 
than a third of the Bol~vian populat~on This group represents families with limited 
resources that do not receive f~nancial servrces from banks and credit unions, but 
that could qual~fy for servlces provided by ~ntermed~aries employing new 
mrcrofinance technolog~es 

Experience w ~ t h  the very few programs around the world which offer a 
range of appropriate credit AND savings instruments shows that the number of 
customers requiring savings servlces exceeds those that requlre cred~t, and that 
virtually all cred~t customers are also savings customers at any given time 
Experience has also shown that savings servlces are often used by more than one 
member of a household, which would Increase the estlmate of 500,000 For the 
purpose of this exercise, which is to estimate the country's total credit demand, 
we w ~ l l  include potentlal cred~t customers only Assuming that each client (or 
family) would require an average outstanding loan of approximately $500, the total 
assets requ~red to prov~de credit servlces to 500,000 clients would be about $250 
m ~ l l ~ o n  

If donors rely on programs below level four, they have little chance to satisfy 
the demand for poor peoples' finance, wh~ch we estimate to be about $250 
mlllron Assum~ng that donors in Bollvia rely on superb level three programs, and 
further assuming that donors provide all thew funds to these programs as equity N 

(donat~ons) rather than loans, the market can be saturated only if the supply of 
donor funds IS about $1 25 m~llion Th~s would be ~mpossible to attain given donor 
budget levels for Boliv~a and other demands on donor funds 

b 

If donors can structure level four programs, saturat~ng the market is well 
within reach A level four program, because it enjoys the cred~b~lity stemming from 
certif~cation and supervision by a capable financial regulatory authority, can borrow 
up to $1 1 of commercially sourced funds for every $1 of equity it starts out w ~ t h  

Level four, as described above, IS close to be~ng real The prospect of 
masslve leveraging of donor microf~nance resources, up to eleven to one, IS 



achievable Nearly all of Bolivian's banks leverage their equity at a ratio of close to 
eleven to one, as do banks in most countries around the world Regarding 
microfinance, BancoSol in Bolivia obtalned its banking license in 1991 with about 
$5 million in equity, prov~ded by USAID, other donor groups and socially motivated 
investors Drawing deposits from a wide variety of sources, by the end of 1994 it 
had parlayed that equity into a microloan portfolio of about $33 million Two or 
three years from now, its portfolio will likely grow to about $60 million, 
representing the maximum legal leverage of its original $5 million in equity capital 

In the Bolivian case, the $250 million in assets needed to respond to the 
demand for poor people's finance can be raised on an equity base of as little as 
$21 million About half of this amount IS already lodged in the equity capital of 
BancoSol and four other sound Bolivian microfinance programs, and the remainder 
should not strain the budgets of USAlD and other potential contributors, such as 
the Multilateral Investment Fund of the IDB 

B Current State of Boliv~an Microf~nance lnst~tut~ons 

During the past ten years, new flnance technologies have been developed in 
several countries that have been capable of 

1)  providing credit in very small amounts to people of minimal 
economic means and little or no ability to offer collateral 
guarantees, 

2) maintaining h~gh  rates of recuperation (client repayment) of 
these credlt resources, and 

3) recovering from clients the total cost of delivering credit, 
including operating costs, loan losses, financing costs 
(opportunity costs) and inflat~on, thus allowing for the 
expansion of services without financial subsidies 

Bolivia IS perhaps the most advanced country in Latin America in developing 
and diffusing these new financ~al technologies Although there are dozens of small 
micro credlt programs that are far from reach~ng financial sustainabllity, there are a 
handful of other programs that are close to or past the equilibriwm point The 
financial ~ndicators of BancoSol, Sartawi, PRODEM, Pro Credit0 and FIE indicate 
their capacity to  massively expand client services ("massively," on an order of 
magnrtude, means by as much as ten fold) with funds obtained principally from 
commercial sources 

Boliv~a IS unique In Latin America, comparable in the rest of the world only 
wlth Indonesia, In the number of competent microenterpr~se flnance organizations 



~t has operating and In the rnltlatlves to convert these Into true m~crof~nance 
~ntermed~ar~es to  serve poorer sectors of the economy Although Colomb~a has by 
far the greatest number of competent microenterprlse cred~t programs In Lat~n 
America, ~t has made no real effort to create m~crof~nance intermedlar~es and has 
rel~ed Instead on the channel~ng of ~nternat~onal agency funds to f~nance 
mlcroenterpr~se portfol~os 

Several good mlcroenterprlse credlt organlzatlons exlst In Bollvla today For - 
the purposes of thls analysis five have been ldentlfled as among the best 
BancoSol, Sartawi, PRODEM, FIE and Pro Cred~to Together these flve Institutions 
have a comblned total of almost $65 million In assets They reach almost 
100,000 clrents w ~ t h  a total portfolio of over $43 m ~ l l ~ o n  In for an average 
outstanding loan balance of 470 dollars per client Thrs represents a s~gnlfrcant 
market penetration, w~thout  by any means lmply~ng market saturat~on Several 
other strong institut~ons exist whose results are not Included In t h ~ s  paper such as 
IDEPRO, FADES, ANED and a few large credit unrons, includ~ng Jesus Nazareno 
Some of these lnstrtutions m~gh t  also participate In the project 

BancoSol, one of the world's first private banks founded to serve the poor, 
gives loans to about two thirds of the total number of cl~ents served It grew out 
of PRODEM, one of the NGOs also selected for thls analys~s PRODEM transferred 
~ t s  urban portfol~o to BancoSol In return for shares and thus became BancoSolls 
pr~ncipal owner PRODEM has slnce moved lnto rural areas and IS act~vely 
developing a f~nancral ~ntermed~at~on technology to serve the poor outs~de the 
primary urban centers 

Another NGO among those selected also serves the rural populat~on w ~ t h  
credrt Worklng through small communities, Fundac~on Sartaw~ has grown from 
belng an eccles~ast~cally based char~table organlzatlon lnto a cred~ble non-bank 
flnanclal lnstltution over the past few years Two other NGOs, Pro Credlto and 
FIE, work prlmar~ly In the major urban centers and are both embark~ng on 
slgniflcant expansion of thew branch offlce systems lnto secondary urban centers 
outs~de of La Paz, Santa Cruz, and Cochabamba Whereas Sartawi works pr~marily (I 

~n rural La Paz and Oruro, the PRODEMIBancoSol network already encompasses a 
s ~ g n ~ f ~ c a n t  portion of the natronal populat~on and vrrtually all secondary cities 

L 

T h ~ s  srtuatlon In Bollvla IS relatively recent PRODEM, the first NGO to  
seriously attempt to  Implement a modern style m~crocredrt program, was founded 
in 1984 but d ~ d  not operate un t~ l  1986 due to the hyper~nflat~on that affected 
B o l ~ v ~ a  at that time Meanwh~le, both FIE and Fundac16n Sartaw~ were founded In 
1985 and began thew work mostly In non-cred~t actlvitles due to  the economlc 
crlsls By the t ~ m e  Pro Credit0 was founded In 1991, FIE, PRODEM, and Sartaw~ 
had all establ~shed cred~t  programs and PRODEM was well lnto the process of 
establ~shlng BancoSol The truly Important growth rn coverage has come In the 



past three or four years In given years, when funds have not been restricted, 
most of the selected microfinance institutions have doubled in size 

At this point in time all of the five programs have consolidated their service 
delivery methodologies The portion of the loan portfolios wlth payments overdue 
more than 90 days is less than three percent in all cases In two cases ~t IS less 
than one half of a percent These are delinquency figures that have held up for the 

.. past three or four years in all cases 

Although there is some difference among the institutrons in terms of the 
average loan size, they all serve essentially the same population in terms of its 
general characteristics With the exception of the fundamental difference between 
the rural, farm related actrvities funded by Sartawr, all of the others focus on 
typlcal mlcroentrepreneurs, represented by street vendors, workshops, and 
somewhat more established, yet very small busrnesses Again, with the exception 
of Sartaw~, the clients reside in urban centers of some magnitude, with populations 
of no less than 5,000 Although Fundacion Sartawi's credit is not directed, much 
of it certainly ends up in livestock and crop activities, given the type of 
communities in which it works 

All the programs use a scaling-up cred~t technology and relatively short loan 
terms for the vast majority of thelr clients Therefore, although the overall average 
outstand~ng balance for the group is $470 per client, somewhat higher than what 
one might expect, most of the clients still have loans around or below three 
hundred dollars The clients of the two institutions reaching rural areas, Sartawl 
and PRODEM, have average loan sizes of $195 and $260, meaning that the vast 
major~ty of their clients fall below the three hundred dollar mark In the case of Pro 
Cr&dito, its average loan of $337 also means that its clients fall primarily below the 
mark 

Curiously, it is in the two oldest programs, FIE and BancoSol (although only 
three years old, BancoSol inherited PRODEM's older clients) where the average 

+ loan size IS significantly above the mark, $497 and $541, respectively In 
BancoSolis case, this hlgher average IS clearly a result of the very success of its 
clients who started out years ago with tiny loans and whose busmesses have 
grown to a po~nt  that they require substantially larger loans In Boliv~a, there IS no 
other Institution for these evolved cl~ents to turn to, so BancoSol continues to 
serve them, as well it should 

Although all five instltutlons focus primary attention on the credit services 
they offer to poor clients, most offer or contemplate offering other services 
BancoSol IS initiating savings services throughout its branch network PRODEM is 
contemplating a marketing service and a network of schools for it's clients' 
ch~ldren FIE has successfully developed a training department and a marketing 



department FIE'S training includes not only business training but also skills 
training in productive activities such as sewing The marketing department goes 
after large contracts that it then breaks up among several microenterprises to 
produce Fundaci6n Sartawi carries out a series of income generating projects with 
its rural communities ranging from alpaca wool selection to furniture making In all , 
cases, non financial services are separated not only structurally, but also 
administratively Accounting records have been largely separated to facilitate 
reporting to donor agencies and to generate better management information All 
are contemplating legally separating these non-financial activities by setting up 
wholly owned enterprises where the original NGO acts as a "holding" 

Unlike BancoSol, which has generated a full fledged administrative structure 
commensurate with the size of its operations and has incorporated a large number 
of new persons with substantial prior banking backgrounds into its original NGO 
staff, the NGO programs still operate in an organizationally simple manner In the 
credit area, most of them have a general manager, a credit or operations manager, 
and an administrative manager or accountant Besides a limited number of other 
support staff, most of the rest of the employees work directly with clients as loan 
off~cers and cashiers About half of the total number of employees are credit 
officers Another quarter are cashiers and receptionists who also work directly 
with clients 

The upper management of most of the institutions continues to be 
dominated by staff who come out of the NGO tradition rather than banking They 
are not particularly literate in the workings of the banking sector One of the 
greatest challenges of this project will be to help institutions through the very 
difficult transformation at thrs level Nevertheless, a high level of consciousness 
already exists as to the fact that different skills will be required to turn NGOs into 
financial intermed~aries and most are planning accordingly 

The depth of the change that will be necessary is not yet clear, particularly 
in the area of financial business planning, internal controls and audit, and 
information systems for management functions The amount of work yet to be 6 

done is substantial Whereas the quality of these systems is adequate to the NGO 
structure, it is not adequate for the requirements of financial rntermediation 
Virtually none of the NGOs have contemplated an adequate funding source to help 
them through this transformation 

As of late 1994 these five microfinance institutions had a combined total of 
63 branch offices throughout the country, with a notable concentration in La Paz 
and El Alto (about half of the total) Other cities that have good coverage are 
Cochabamba, Santa Cruz and Oruro New offices have been opened in Potosi, 
Tarija, and Sucre by a couple of the programs This means that the programs have 
phystcally covered the larger, more important markets, but have yet to penetrate 



sufficiently This will be their next step Market towns have yet t o  be covered 
extensively although some areas around La Paz have been covered by  both Sartawi 
and PRODEM They both intend t o  expand their networks considerably in the 
coming years 

Financial performance of the microfinance institutions is strong (ANNEX II) 
All covered thew operational costs in 1994 If we include the cost of  maintenance 
of value of equity (donations) and take out the effects of  subsidies received 
(donations eliminated from the income statements and an opportunity cost 
assigned to highly subsidized sources of funds for loans portfolios), all were self- 
sufficient Four out of the five programs spend between 15 and 22 percent of the 
value of the~r  assets annually in administrative costs, which places them among 
the most efficient microfinance institutions in the world If  these microfinance 
institutions were to  operate wi th  a fully leveraged position (which they could only 
do i f  they were to  receive a bank license) they would be among the most profitable 
entities in the Bolivian banking system, with returns on  equity of  over 25 percent 

All of the NGO microfinance institutions are considering applying for a 
license from the Bank Superintendency t o  operate as a regulated non-bank financial 
intermediary (Fondo Financier0 PrivadoIFFP), although all may not  do so in the 
short term BancoSol already has a bank license and can operate with the full 
range of services allowed any bank in Bolivia FFPs will be allowed t o  capture 
savings from the general public and make loans to  microenterprises 

The final regulations, recently published by the Government, require that 
NGOs form "Sociedades An6nimas" and have a minimum equity of  one million 
dollars All of the institutions feel that this initial requirement could be met with 
some effort They all contemplate forming separate legal entities t o  run the 
financial activities, leaving the other activities t o  the NGO structure The NGO 
would be the major shareholder in the newly formed financial entity and would 
i n v ~ t e  other, private shareholders t o  join Most are seeking international 
shareholders such as Plan International, COTESU, CAF, and other funding 
agencies In this sense, they would undoubtedly be interested in  the opportunity 
for capitalizat~on represented b y  this USAlD initiative Most also intend t o  ask one 
or t w o  private, well connected, indiv~duals as partners 

In spite of  the fact that the NGO microfinance insti tut~ons are very well 
positioned t o  take advantage of the opportunity offered by  the Bank 
Superintendency in terms of their financial and operational performance up t o  now, 
they lack many of the financial management sk~l ls necessary t o  operate as 
regulated and leveraged intermediaries They do not have business planning skills 
(budgeting and financ~al projections), information systems, and internal controls 
systems appropriate t o  a significant scaling-up In some cases performance is 
better than in others In all cases, they w ~ l l  need significant technical assistance 



and consulting services to prepare themselves admlnlstratively for thls transltlon 

The area where they will need most asslstance IS In llabllltles structuring and 
management As a group they do not well understand and are not yet committed 
to savings mob~l~zat~on from the general publlc They have generated only weak 4 

relationships wlth the banklng sector, In spite of thelr generally very strong 
operat~onal performance Two NGOs have no bank loans, one has about 5 percent 
of its assets In commerc~ally sourced loans and the other about 12 percent On 
the other hand, two of the NGOs have almost 50 percent of thelr assets f~nanced 
at commerclal (or close to commerclal) rates of Interest This demonstrates that 
they should be able to enter the financial sector as full fledged players once the 
guldellnes have been worked out and they understand commerclal type llabllltles 
more completely Helplng them wlth thrs will be one of the Important tasks of the 
project 

All of these lnstltutlons have developed an excellent worklng relatlonshlp 
wlth USAlD and expect to contlnue Into the future In a slmllar veln All are frankly 
In the process of flnanclal transformation and hope that USAlD wlll assist them to 
do so successfully 

C USAID/Bolrvra Ex~errence rn Mlcroenter~rlse and Mlcroflnance 

USAID/Bollvla has played an important role In the mrcroenterprise sector 
since 1986 The Mlssion provided loan portfolio financing, operating costs and 
technical asslstance durlng the early years of PRODEM By the end of 1989, 
PRODEM was servlng over 5,000 current cl~ents, wlth an average loan size of 
about $300 In early 1992, USAlD supported the creatlon of BancoSol and the 
transfer of PRODEM portfolio to BancoSol By the end of 1994, BancoSol and 
PRODEM were servlng over 70,000 current cllents, of whlch about 65 percent 
were female 

The orlglnal PRODEM component of the Mlcroenterprlse project termmated a 

on March 31, 1995 We contlnue to support PRODEMts growth and program 
Improvement w ~ t h  APPLE fundlng from FY 1993 The remalnlng amount of the 
$1 15 million In FY 1993 APPLE fundlng IS belng used to support FIE'S microcredlt 
program An addlttonal $500,000 In APPLE fundlng from FY 1994 will support Pro 
Mujer's women's village banklng program 

USAIDfBollvra recently amended the Mlcroenterprlse project to reprogram 
$2 44  mtlllon dollars from the credlt union stablllzatlon fund and to inltlate the 
mlcrofinance components described rn thls Project Paper 



The Mlcroenterprise project has emphasized the development of the 
mlcroflnance sector, but has also supported other programs, lncludlng 

Strengthening the credlt unlon system with support from 
WOCCU Thls program has Included support to the 
development of mlcrolendlng by credlt unlons, and has also 
provided critlcal admlnistratlve and technlcal support to the 
Superlntendency of Banks and Flnanclal lnstltutlons In the 
supervlslon and regulat~on of credlt unlons 

Support to  the Bolivlan Federat~on of Small Industry (FEBOPI) 
Thls program Included technlcal asslstance as well as support 
to FEBOPI in pollcy research concerning micro and small scale 
enterprrse sector Issues, lmpedlments to sector growth and 
training needs 

Over the past two years, USAID/Bollvla has expanded its role In 
m~crofinanc~al development by developing relatlonshlps wlth about half a dozen of 
the strongest mlcroflnance instltutlons and through coordlnatron wlth other donors 
(IDB and GTZ In particular) and the Super~ntendency We began a sector-wlde 
m~croflnance education program, conducting ongoing seminars, short courses and 
provldlng focused, short-term technlcal asslstance Consultants brought In for thls 
program have Included Robert Christen, Claud10 Gonzalez-Vega, Marguerlte 
Roblnson, and Marlo Davalos These events have been wldely attended by banks, 
GOB off~clals, and especially representatives of the strong mlcroflnance 
Institutions, including SARTAWI, BancoSol, PRODEM, FIE and Pro Credlto 

The Mlsslon IS also lnvolved In a current effort to  help BancoSol diversify its 
loan portfol~o flnanclng At present, BancoSol relles heavily on large, short-term 
certificates of deposlt, which are a very volatlle source of flnanclng We have 
provlded the periodic servlces of Marguerlte Roblnson to help deslgn and 
Implement BancoSol's savings mobllizatlon program The program, whlch began 
about 18 months ago, has grown to nearly $6 mllllon In voluntary small savlngs 
accounts We are also supporting BancoSol's plan to Issue $5 million In bonds 
through the Bolrvlan stock exchange The actlon IS being held up by the 
Superintendency, whlch requlres a slgn~f~cant collateral guarantee The Mission 
has put BancoSol In contact w ~ t h  USAIDIW's small buslness bank guarantee 
program, and prospects for a USAlD guarantee for the bond Issue appear good 

D Goal and Pur~ose of the Pro~ect and its Relatlonshl~ to USAlD and 
GOB Strateales 

The goal of the Mlcroflnance project IS to broaden and dlverslfy poor 
peoples' access to  flnanclal services Thls goal dlrectly supports USAID/Bolivia's 



strategic objective to "Expand Economic Opportunity and Access" for Bolivia's 
poor The princ~pal indicator for measuring success will be the number of poor 
households receiving financial services from USAlD assisted institutions The 
project purpose IS to support the sustainable growth of efficrent, viable 
mrcroflnance institutions Impact will be measured through tracking lnstitutlonal I. 

performance rn a number o f  areas, rncludrng service quality, efficiency and financial 
viabil~ty 

Microenterprise development has been given priorlty emphasis rn the 
Agency's new "Economic Growth" policy The "lessons learned" sect~on of the 
Agency policy paper states that "microenterprlse projects focused on the provision 
of financial services to established enterprises have performed best, particularly in 
achieving adequate cost recovery and sustarnability " The guidelines section of the 
same paper urges field missions to focus on "building sustainable viable financ~al 
intermediaries that provide client responsive savings, credit, and transfer services 
to large numbers of poor households and small businesses " USAID/Bolivia is 
already acting on these conclus~ons and recommendations The microfinance 
sector w ~ l l  be the Mrssronrs Economic Opportunity Office's principal area of interest 
for at least the next half decade 

Although the Government of Bolivia plays a limited role in m~crofrnance, rts 
policres are fully In support of the sector's expansion In his inaugural address last 
year, the Secretary of Agriculture stated that institutions like BancoSol and Sartawi 
will be the future providers of rural credit in Bolivia In a recent address, the 
President of Bollvia was impatient in h ~ s  call for more BancoSol-like rnstitutions and 
greater microfinance service coverage In addition, the GOB'S Sub-secretary of 
Economrc Development has created an inter-institutional committee specifically to 
discuss and coord~nate microfinance actlvitles in Bolrvia The GOB knows that 
financial services should be delivered to mlcroenterprises and poor farmers in a 
sustainable manner, this means permanent, profitable institutions without the 
distortions of subsidies and other forms of dlrected credit 

The democratization of financial services will also support the GOB'S efforts I 

to  democratize Bolivia Access to financial servlces helps to empower the poor by 
Increasing incomes and by allowing them to participate rn the formal economy 
The expansion of financial institutions into rural areas will also give municlpallties 
convenient access to financial services as they begln to recelve a large portion of 
the GOB budget under Popular Particlpatlon 



111 PLAN OF ACTION 

A Pro~ect Com~onents and lm~lementat~on 

USAIDfBolrvra has carefully chosen three project components based on the 
rnformatron contarned In the prevlous sectlon, "Statement of Opportun~ty " These 
are 

1 Equity Investments In a few of the strongest mrcrofrnance 
Instrtutlons, 

2 Hlghly focused technrcal asslstance and trarnrng for 
microfinance Institutrons, and 

3 Adminrstratrve and technrcal support to the Superrntendency of 
Banks and Financral lnst~tutrons In supervlsrng mrcrofrnance 
lnstltutrons 

These are the three crltlcal components to strengthen Bolrvra's m~crofrnance 
sector and, thereby, srgn~frcantly expand the number of poor people wrth access to 
financ~al services 

I Eau~tv Investments 

Whrle many USAlD countries are testrng the v~abrlrty of mlcroflnance 
~nstrtutrons, Bolrvra has already accomplished thrs step of the process Several 
strong mrcrofinance rnstrtutrons are already In place to serve Bolivra's future 
demand for mrcroflnance servrces, prov~ded that adequate caprtal and appropriate 
technrcal asslstance are ava~lable PRODEM, BancoSol, Sartaw~, Pro Credrto, and 
FIE operate successful mrcrofrnance actlvrtles, albe~t wrth varying portfolro size As 
mentioned previously, we estlmate Bolrvra's mlcrocredrt demand at about $250 
mrllron Thls demand can be met by lrcensed frnancral lnstitutlons wlth only about 
$21 m ~ l l ~ o n  In equity cap~tal, about half of whtch IS already In the system 
Frnanced by the Mrcroenterprrse Project Amendment No 4 and by thrs project, 
USAlD wrll prov~de a major part of the unmet equlty requirements 

BancoSol has proven that mlcrof~nance can be done w ~ t h  a regular 
commerc~al bank license from the Superintendency of Banks At thls stage, 
though, the mrnrmum equlty requrrement for such a lrcense (about $4 5 millron) IS 

much too steep for the other sound programs USAID, along wrth other donors 
and m~crofrnance Instltutlons, successfully lobbled the Superrntendency to open up 
a separate lrcensrng wrndow for non-bank ~ntermedrar~es, whrch wrll be called 
Fondos Flnanc~eros Prlvados (FFPs) This regulatory framework lowers the 
mlnlmum equlty requirement to $1 m~ l l~on  and Incorporates minor regulatory 



adjustments given the unique characteristics of microfinance The framework will 
allow microfinance institutions to conduct the basic operations fundamental to the 
development of  viable financial intermediaries It also allows institutions to offer 
poor clients a variety of approprrate financial services However, the range of 
services and operations of these institutrons will be more limited than those of 
standard commercial banks 

USAID, under this component, will grant funds to an NGO cooperatlng 
agency or several NGOs which, in turn, will make equity investments In several 
microfinance intermediaries The relationship between USAlD and the cooperating 
agencies will be defined under cooperatrve agreements The cooperating agencies 
must have considerable interest and experience in microfinance development 
Their role will be to  purchase shares in the microfinance Institution, and then 
actively provide the institutional strategic and operational guidance needed by the 
institution to  expand microfinance activities 

We know of a few NGO lnstrtutions capable of carrying out this cooperating 
agency role effectively The model has already been successfully tested Acci6n 
International, for example, owns equlty in BancoSol Over the past year Accidn 
has effectively assisted in steering BancoSol in the right direction by providing 
crit~cal technical assistance and by pressing the bank to  implement key changes 
Calmeadow Foundation is another experienced institution Calmeadow initiated 
PROFUND, a consortium of institutions whose purpose is to capitalize microfinance 
institutions 

The purchase of equity shares will be negotiated and executed between the 
cooperating agency(s) and the microfinance institutions, and will be subject to  
USAID approval Although USAlD tracking of dollars used by the microfinance 
instltutlons will end once the cooperating agency(s) purchase share certificates, the 
cooperating agency(s) w ~ l l  take measures to ensure that funds are used to  expand 
microfinance services and that they are not utilized for purposes prohibited under 
the FAA (see ANNEX V, USAIDIGC opinion on equity investments as an allowable 
cost) Pertinent clauses will be drawn up in the cooperative agreement 
relationships between USAlD and the cooperating agency(s), and also in 
subsequent agreements between the cooperating agency(s) and the microfinance 
institutions 

Implementation of the equlty program will be a three step process, as 
outlined below 

(a) - Strong microfinance ~ntermedlaries will be identified (including those 
already known to  USAID) for possible participation based on an evaluation of the 
following criteria 



management and institutional structure 
medrum and long-term rnstrtutional strategy & goals 
institutional track record 
financial pollcres 
delivery mechanisms 
financial performance 
superrntendency lrcense (or prospects t o  be issued one) 
potential to expand outreach 

(b) - The evaluatron in step one wrll likely reveal, even in the strongest 
instrtutions with solid growth potential, a number of basrc weaknesses A t  this 
time the cooperatlng agency(s1 wrll enter into discussrons wrth the microfrnance 
instrtutions t o  develop concrete strategies for correcting those weaknesses The 
cooperatrng agency(s) will offer technical assistance to  the mrcrofinance 
intermediaries willrng and able t o  partrcrpate The eventual declsion on whether or 
not t o  make an equrty investment wrll depend on the institutrons' implementation 
of measures for improvement 

The next step will be t o  determine these rnstitutions' specrfic equity needs 
Th~s would require an evaluation of the following factors In each institutron 

current equity positron 
current loan portfolro srze 
current and future loan management systems capacity 
past, current and future rate of loan portfolro expansion 

(c) - Completion of the second step of this process wrll result In a short list 
of qualified microfrnance institutions and their equity needs To repeat, the 
executron of an equity investment will depend upon the successful rmplementatron 
of basic measures b y  the microfinance lnstitutron to  improve its program and t o  
demonstrate a commrtment t o  the goal of this project, which IS t o  significantly 
expand poor peoples' access t o  financial services, both credrt and savings The 
more an rnstitutlon can accomplish before the equity investment, the greater the 
probabil~ty of project success 

The NGO cooperatrng agency w~l l  enter Into negotlatlons w ~ t h  the 
m~croflnance lnstltutlon Once a prellmlnary agreement is reached between these 
~nstrtutions, the cooperating agency will execute the equrty Investment wrth the 
mrcrofinance ~ntermediary, after written approval by USAID 

Credrt unions and traditional commerc~al banks may also partrcipate rn this 
project There are t w o  or three Bolivian credrt unions that have recently developed 
new lendlng programs for m~croenterprises One of these, Jesrjs Nazareno, has 



recorded Impressive growth together wi th  high repayment rates 

Even though commercial banks have shown little Interest in the microflnance 
fleld to  date, the project should continue t o  explore ways of attracting them t o  
become Involved in mrcrof~nance One poss~ble way to  do this would be t o  merge 
one of the strong NGO microflnance programs wlth a commercial bank This way, 

L 

the bank would gain the NGO's m~crofinance experlence and profitable portfolio, 
whlle the NGO would gain access t o  the bank's f~nanclal intermediation I~cense, as 
well as its deeper overall financlal and management experience USAlD could 
provide a further incentive t o  the bank by  executing an equity Investment, allowing 
the bank t o  partially leverage the new equlty for ~ t s  tradltlonal bank~ng, while part 
o f  the equity would be leveraged for mrcroflnance 

2 Technical Assistance and Traininq t o  Microfinance Institutions 

Technical asslstance and tralnlng to  the microflnance Institutions will be 
needed on an ongoing bass throughout the llfe of t h ~ s  actlvlty The purpose of the 
technical assistance and tralnlng IS t o  help ensure that participating microfinance 
rnstitutions grow in a sound and secure manner Once equlty Investments are 
executed, assistance programs will continue The way In which assistance IS 

provlded may change, however, because in most cases the cooperating agency 
which makes the equlty Investment w~ll also be prov~dlng technlcal asslstance In 
such cases, the cooperatlng agency will be a voting member of the boards of 
directors, and will also provide both solicited and unsolic~ted guldance and counsel 
The shareholder relationsh~p should be a clear advantage to the success of the 
project because the cooperating agency will llkely have more extensive 
microfinance experience than other board members This arrangement strengthens 
assurances that the mlcroflnance Institutions will properly utlllze the technical 
asslstance and training provided under the project 

Sources for expert technical assistance and tralning in thls field are scarce 
Commercial bankers can provide only a limited portion of the guidance required 
their busmess is different in many respects The k ~ n d  of techn~c~ans needed for 
this program must have extensive nuts and bolts experience with mlcroflnance 
programs, but also must have the financlal and systems expertise to  translate thew 
experience Into the requlrements of  a successful micro-banking operation 

i 

Most of  the microfinance institutions that will participate in this program are 
NGOs or originated as NGOs, although commercial banks will also be ellglble The 
transition from a socially oriented organization to an eff lc~ent financial intermediary 
is  extremely dlffrcult, psychologically and technically Therefore, technical 
assistance and tralning will be requlred at all organizational levels, from loan 
offlcers to  directors of the boards What follows 1s an illustrative list o f  the types 
o f  technlcal assistance that w~l l  be needed 



develop and implement growth strategies (business plan 
development) 
organizational and human resource development 
improve data collection and analysis for monitoring and 
evaluation 
upgrade management information systems 
assist in accessing financial markets 
diversify and stabilize structure of 

liabilities 
develop client deposit services 
develop diversified client services 
develop systems to comply w ~ t h  regulatory (Bank 
Superintendency) requirements 
Improve financial analysis and administration 

All the reasonably strong microfinance institutions (those with significant 
portfol~os, rational financial pollc~es and low delinquency rates) will be elig~ble for 
techn~cal assistance and training at the beginning of the project For those that 
want to participate, the project implementing unlt will conduct an evaluation of 
their programs and determine the first set of steps the institution needs to take to 
strengthen itself Technical assistance and training will be offered to support the 
institutions in taklng these steps Additional assistance will depend on the 
institutions' successful completion of prior steps 

The Mlcrofinance project is principally an institutional strengthening program 
In order to be successful, the microfinance institutions and their staff must be 
ultimately responsible for doing the work themselves The project will hire world 
class experts whose responsibility will be to  give crucial guidance and facil~tate the 
work of the microfinance institutions It will not contract additional personnel to 
design or implement institutional improvements 

Most of the training under this component will be custom designed and 
implemented by the cooperating agency The project unit may also finance outside 
training, both domestic and international, for microfinance personnel 

Fees will be charged by the cooperating agency(s) for both tra~ning and 
technical assistance under the project The purpose of charg~ng 1s to ensure that 
c l~ent  lnstltutions place value on the servlce being provided, it is not meant to  
recover costs The percentage of costs to  be covered by fees will be between 
33% and 50%,  recognizing that anything higher would be prohibitively costly to 
the microfinance institutions These percentages also recognize that the benefits 
of technical assistance and training will be realized by not only the microfinance 
institutions, but by society as a whole The difference between what the 
microfinance institutions pay and total costs is the cost of providing socially 



beneflc~al permanent mlcroflnance services to hundreds of thousands of poor 
people 

Before the technical assistance and trarnlng programs begln, USAlD and the 
cooperating agency(s) will agree on how to manage Income derlved from these 

4 
servrces One poss~b~ l~ t y  1s to augment the amount of funds available for equlty 
investments In microfinance ~nstitutions Another alternative would be to pay part 
of the techn~cal assistance and course costs with fees, wh~ le  USAlD fund~ng would 

* 
be used for the other part 

3 Adm~n~strat~ve and Technical S u p ~ o r t  to the Su~er~ntendencv o f  
Financ~al lnst~tut~ons 

Thrs component of the project will asslst the Superintendency of Banks and 
Financ~al lnstrtutrons to des~gn, develop and Install spec~al~zed regulatory, 
exam~natlon and supervlslon systems adapted to the unlque character~st~cs of 
mrcroflnance lnst~tutrons After over a year of lobbylng by USAID, other donors 
and some of the mlcrofinance rnstltutlons, Pres~dent Sanchez de Lozada, on May 
17, 1995, signed Supreme Decree 24000 author~zlng the Super~ntendency of 
Banks and Flnanc~al lnst~tut~ons to llcense and supervise m~crof~nance lnstltutlons 
as Fondos Flnanc~eros Prrvados (Prrvate Flnanc~al Funds - FFPs) Bollvla 1s the flrst 
country In the world to author~ze the ~mplementat~on of a such a framework 

Exper~ence around the world, In h~ghly developed and thlrd world countries 
al~ke, has demonstrated the vital role that prudent~al supervlslon plays In flnanc~al 
systems The presence, or lack thereof, of a capable regulatory body can make or 
break a country's flnanc~al system In the U S , loose supervlslon by the Federal 
Home Loan Bank Board was malnly respons~ble for the fallure of a great number of 
savlngs and loan assoclatlons In the 1980's In contrast, the success of the U S 
stock markets over past decades 1s due In large part to hrghly respons~ble 
supervlslon by the Securlt~es Exchange Commrss~on In Bollv~a, the cred~t  union 
system since the early 1980s has been weak and unstable largely due to the 
absence of a respons~ble, Independent regulatory author~ty On the other hand, the , 
lmprovlng performance of the Bollvlan cornmerc~al banklng system 1s due In large 
part to  the overs~ght role played by the Superlntendency of Banks and Financ~al 
lnstltutrons 

Bollvla's m~crof~nance system 1s no d~fferent It's a b ~ l ~ t y  to grow 
s~gn~flcantly and In a stable manner will requlre h ~ g h  qual~ty prudent~al supervlslon 
One could argue that such supervlslon IS even more essent~al to  m~crof~nance, 
given the newness of m~croflnance and the lack of deep flnanc~al capablllt~es w ~ t h l n  
the existing mlcrofinance lnstltutlons 

As descr~bed above In the Project Rat~onale section of this paper, l~censes 



for financral intermediation open the door to eventually obtaining massive 
coverage In addition to the fundamental importance of a regulatory body 
supervising and regulating microfinance entrtles, several other important features of 
a license are that (1) it allows lnstitutrons to leverage financing up to 11 times 
thew equity, (2) it allows institutions to mobllrze savings, and (3) instills public 
confidence 

- 

Although Bolivra's Superintendency IS considered one of Latin America's 
most capable and autonomous, it has little knowledge of and experience wrth 
microfinance In fact, this type of experience hardly exists anywhere In the world 
The Superrntendency is venturing into virgin territory, which will require extra 
caution and expert technical support Under this component, USAlD will provide 
technical assistance to  the Superintendency through a cooperative agreement w ~ t h  
the World Councrl of Cred~t Unions (WOCCU) 

Thrs component wrll be heavily emphasized durlng the first t w o  years of the 
project, when the Superintendency will be 

receiving and evaluating applications from instrtut~ons want~ng 
to  become Private Financial Funds, 

creating the regulations, reporting and monitoring procedures 
under which FFPs will operate, 

training Superintendency staff in microfinance, rncluding 
analysis of microenterprise loans, 

developing procedures, and training Superintendency field and 
office staff in examining and regulating FFPs 

Support to  the Superintendency will be primarily comprised of short and 
long-term techntcal assrstance A mrnimal amount of funding may also be made 
available for one-tlme purchases of computer software and hardware The project 
wrll not frnance salaries or other recurrent costs of the Superintendency The 
Super~ntendency believes it has adequate personnel now In place to begin 
administering supervlsron of mlcroflnance lnstrtuttons We estlmate the cost of 
personnel and related operational costs for this effort to  be approximately 
$1 00,000 annually These will represent part of the GOB'S counterpart 
contrrbut~on to the project, although the contribution will not be tracked for 
purposes of meeting USAID's 25 percent requirement Although these costs will 
rnitially be paid for by the Bolrvian Treasury, the Super~ntendency will charge fees 
(likely on the order of 1 /I 000 of assets annually) to  licensed microfinance 
inst~tutions which wrll offset a large portion of the costs of supervision 



WOCCU, whlch has considerable experience working with Bolivra's 
Super~ntendency under the credit union component of the Microenterprise project, 
will be responsible for providing all aspects of assistance under this component 
Its current work with the Superintendency is similar in many respects to  what w ~ l l  
be needed for the supervision of microfinance institutions For these reasons, 
WOCCU was selected without competition to implement this project component 
Justification was made as part of the Project Implementation Order (PIO/T) for 
Amendment 4 to  the Microenterprise Development project 

During more than a year of policy dialogue with the Superintendency, USAlD 
strongly urged that the Superintendency develop a regulatory framework that, if 
anything, errs on the side of caution USAlD proposed that the minimum equity 
requirement for a license be $2 million, and that the microfinance institution have a 
minimum of three years of successful operations beh~nd it With the exception of 
the equity requirement, USAlD argued, licensed microfinance institutions should be 
governed by generally the same reporting and prudential requirements imposed on 
commercial banks 

The NGO community and elements of the GOB, on the other hand, have 
argued for favorable treatment because of microfrnance's soc~al orientation They 
have, for instance, pressured the Superintendency to license and regulate 
microfinance institutions with as lrttle as $100,000 in capital and no capital 
adequacy requtrements Succumbing to these pressures would have been a grave 
error Most of the microfinance institutions are financially weak, and the failure of 
one may have resulted in the failure of the system as a whole 

In the end, caution won out in the final draft of the Supreme Decree slgned 
in May by President Sdnchez de Lozada Although the minimum equity 
requirement for a license is only $1 million, this should still ensure that only the 
strongest, well capitalized microfinance institutions obtain licenses Most of the 
other elements of the FFP framework reflect a strict approach towards supervision 
Most importantly, the framework will allow licensed microfinance institutions to  
mobilize public deposits, provide transfer services, access domestic and 
international capital markets, and conduct other services fundamental to  
microfinance institutions 

It is important to  note that, while the mrcrofinance intermediary licensing 
window described above would be advantageous to the system, it is not a 
necessary prerequisite for the successful implementation of the equity and 
technical assistance components of this project Its advantages are that (1) it 
would allow strong microfinance institutions to  get therr licenses more quickly and 
thus accelerate the rate at which financial services are made available to  the poor, 



and (2) it would serve as the first model worldwide where a financial regulatory 
body creates l~censing regulations specifically for microfinance ~nst~tut ions If 
successful, there would be potential worldwide applications 

Should the FFP system not become funct~onal for some reason, there are 
two  alternatlve licensing optlons First, even without the special licensing window, 
we belleve at least two  of the strong microf~nance institutions will satisfy the 
requirements to become commerc~al banks within the next few years Second, the 
current banking law does provlde a number of alternative, less than Ideal llcensrng 
opportunltles for non-bank Institutions, such as the "Caja de Ahorro" w ~ n d o w  The 
conditions under which a license can be obtained are not well defined, and 
indiv~dual microf~nance NGOs would have to negotiate individual licens~ng 
agreements w ~ t h  the Superintendency 

B im~lementation Schedule 

The project will be managed by USAID/Bolrvia's Economlc Opportunlty 
Office USAlD will execute a cooperative agreement with an NGO cooperating 
agency or several agencies whlch will implement the technical assistance and 
equity investment components of the project This agency(s) must have a strong 
track record working with several microfinance ~ntermediar~es, and must in 
particular have demonstrated f~nancial analysis capabilities 

Support to  the Superintendency of Banks will be implemented by the World 
Council of Credit Unions (explained below in Procurement Section) Ch~ef advisors 
of the NGO(s) and WOCCU will report directly on a monthly basis to  the Office of 
Econom~c Opportun~ty Key functions of the NGO(s) and WOCCU w ~ l l  Include 

a develop project implementation strategy and policies (all three 
components, including technical assistance to  microf~nance 
institutions, equity investments, and support to  the 
Superintendency of Banks) 
prepare project implementation and d~sbursement plans for 
USAlD approval (all three components) 
manage project funds (all three components) 

a evaluate microfinance institutions' capacity for secure, 
profitable growth (TA & equity component) 
evaluate and quantify microfinance institutions' future equity 
needs (TA & equity component) 
maintain open and frequent lines of communication with the 
Super~ntendency of Banks regarding licensing and regulatory 
requirements and for microfinance institutions (all three 
components) 
collaborate with USAlD in coordinating w ~ t h  other donors and In 



engendering other donor participatron in project actrvrtres (all 
three components) 
execute equlty Investments in mrcrofinance institutions (TA & 
equity component) 

a actively participate in directing mrcrofinance instrtutrons by 
providrng advtce and technical assistance (TA & equity 
component) 
asslst the Superrntendency In Ilcensing, 
regulating and supervrslng mrcrofinance institutions 
(Superlntendency component) 

a establish, monrtor and evaluate project impact and performance 
indrcators (all three components) 

Below IS an illustrative implementation schedule for the Amendment period 

F~rs t  12 months (October 1995 - September 19961 

negotiate and execute rnstitutlonal cooperative agreements (all 
components) 
hire project implementation personnel and equrp offrce (all 
components) 
develop project lmplementatron strategy and polrcies (all 
components) 
develop and begrn lmplementatron of monitoring and evaluation 
plan (all components) 
prepare one year project implementatron and disbursement plan 
(all components) 
begln comprehenslve assessments of at least two  microf~nance 
lnstrtutrons (TA & equrty component) 
ldentrfy technlcal asststance and training needs of mrcrofrnance 
instrtutions (TA & equlty component) 
Initiate admlnlstratlve and technrcal support to the 
Superintendency of Banks (Superrntendency component) 1 

October 1996 - Se~tember 1997 
* 

prepare one year project rmplementation and disbursement plan 
contlnue comprehenslve assessments of mrcrofinance 
rnstrtutlons 
rdentrfy technlcal assistance and tralnlng needs 
provlde technical assistance and training to mrcrofinance 
lnstitutrons 
evaluate equity needs of mrcrofrnance lnstrtutron 
execute at least one equlty investment 



continue administrative and technical support t o  the 
Superintendency of Banks 

October 1997 - September 1998 

prepare one year project implementation and disbursement plan 
continue assessments of m~crofinance institutions 
provlde techn~cal assistance and training t o  m~crof~nance 
institutions 
continue to  evaluate equity needs of microfinance institutions 
execute equity investment(s) 
provide ongoing advice and technical ass~stance and participate 
In major decision making of instituttons receiving equity 
investments 
continue administrative and technical support to  the 
Superintendency of Banks 
conduct project m~d-term evaluation to assess progress towards 
achievement of targets 

October 1998 - September 1999 

prepare one year project implementation and d~sbursement plan 
continue assessments of m~crofinance lnstltutlons 
provide technical assistance and traintng 
execute equity investment(s) in microfinance institution(s) 
continue to evaluate equity needs of microfinance institutions 
prov~de ongoing advice and technical assistance and participate 
in major decision making of Institutions receiving equlty 
investments 

October 1999 - September 2000 

continue assessments of microfinance institutions 
prov~de technical assistance and training 

e continue to  evaluate equlty needs and execute equ~ ty  
rnvestment, if appropriate 
provide ongoing advice and technical ass~stance and participate 
In major decision making of institutions receiving equity 
~nvestments 
conduct final project evaluation 
terminate project activities 



Slnce USAlDlBolrv~a Initiated a major assistance program to PRODEM In 
1987 and 1988, USAlD has been among the most active of donors In Bolrvla's 
microenterprrse development freld Untll recently, most donors, rncludlng USAID, 
supported only thelr ~ndlvrdual projects and afflllate lnstltutlons USAID's current 
approach, whlch IS embodled in thrs new project, emphasizes assistance to the 
overall mlcroenterprlse sector, spec~fically the mrcrof~nance sector 

In the past 12 months, the Mlsslon has rnrtrated a number of rnter-agency 
programs and pol~cy dlalogue actrvltles In an effort to strengthen Bollvlan 
mlcrofinance These ~nclude 

co-sponsorshrp wlth FUNDAPRO and Plan lnternat~onal of 
lnternatlonal seminars and techn~cal assistance to strengthen 
Bol~v~a's mlcroflnance Institutions, and 

coord~natron wlth NGOs, the German Techn~cal Cooperation 
Agency (GTZ), the World Bank and the IDB to develop a ratronal 
regulatory framework for m~crof~nance instrtutlons and to lobby 
the opening of a licensing wlndow for these lnstltutrons wlth 
the Superrntendency of Banks and Flnancral lnstltutlons 

Although there are a number of donors supportlng mlcrofrnance programs rn 
Bolivla, outslde of USAlD only the IDB and GTZ have been playlng a major role 
The IDB has provlded several NGOs wlth funds for thelr cred~t portfolio, and has 
millions more ~n funds that it wants to channel through a second story cred~t 
fac~lrty (probably the Central Bank) at market Interest rates GTZ has supported 
the development of Pro Crkdrto, and also has prov~ded technical assstance to the 
Superrntendency of Banks and Financial lnstitutlons Its support to the 
Super~ntendency IS scheduled to termlnate In 1995 

Because USAlD IS committed to strengthening the mlcroflnance sector, Inter- ? 

agency coordlnatlon and coordrnatlon wlth the GOB w ~ l l  be of paramount 
Importance over the next few years In particular, we would llke to see other 
donors join USAlD In supportlng strong mrcrof~nance lnstltutlons w ~ t h  equity 
Investments of thelr own The Mult~lateral Investment Fund has already expressed 
Interest rn dorng so 



DEFINITION OF SUCCESS 

A Intended Results and Means of Measurement 

For many years, donor finance programs were implemented as a means of 
reachlng certain economic sectors that were not being reached as a result of  
supposed failures in the financial system The goal of these programs was t o  
channel economrc resources to a target group Therefore, evaluation criteria was 
often based on measuring the dlrect Impact of individual loans on clients 
Examples of indlcators that were used include changes in income or 
enterpr~se/agricultural growth More recent research has concluded that it is both 
prohibitively costly and nearly impossible methodologically to  measure the direct 
effects of financial services on financial clients 

It is a much stmpler task to  measure the Impact of  financial services through 
the institutions that provlde financial services What, after all, is the value of 
financial services? Finance creates value at both the macroeconomic and client 
level A t  the macro level, finance mobilizes an economy's resources and 
drstrlbutes them efficiently It also facilitates an economy's transactions A t  the 
cllent level, flnance not only provides important investment capital, but it also 
allows people t o  manage l lqu~dity both a t  the household and business level 
Financial servrces do not create economic opportunities directly Rather, they help 
people and enterprises "posltlon themselves t o  take advantage of opportunities" 
(Rhyne, The New World of Microenter~r ise Finance, 1994) Therefore, goals for 
finance programs should be specified in terms of the institution's ability t o  perform 
the functions mentioned above for the economy and for its cllents 

Thls project will put priority importance on assessing program impact wi th  
quantitative indicators Virtually all the data will be collected by the participating 
microfinance institutions themselves The t w o  general categories of  indlcators t o  
be measured will concern (1 1 cllent services, and (2) institutional viability of  the 
mlcrofinance institutions Following IS a short list of some of the indlcators that 
will be collected on a portfolio basis 

4 number of  poor households receiving financial services + number of  c l~ents recelvlng voluntary savlngs and other f lnanc~al 
services 

4 loan delinquency and loss rates 
4 capital t o  risk assets ratio + administrative expenses t o  assets ratio + profitability (return on  equity and/or assets) + number of active clients 

Once a microfinance instltutlon is under the supervision of the 



USAlD ASSISTED MICROFINANCE IN BOLIVIA I 

Years 

loan Portfol~o 0 Act~ve Cl~ents I Cum USAlD Fundlng I 



Page 1 of 2 
MICROFINANCE PROJECT (51 1-0637) - LOGICAL FRAMEWORK 

Return on assets w ~ l l  be adjusted for lnflat~on and subs~dles calculat~ons w ~ l l  apply an assumed commerc~al cost of funds to all subs~dtzed fund sources notably soft loans and grants 

I 
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NARRATIVE 

GOAL - 
Broaden and d~vers~ fy  poor 
people s access to  f~nanc~al 
services 

PURPOSE 

Support the sustainable growth 
of efflclent v~able rnrcroflnance 
~nst l tut~ons 

INDICATORS 

No of poor households recelvlng 
f~nanc~al servlces from USAID 
ass~sted m~crofinance lnstltut~ons 

No of m~crof~nance cl~ents 
recelvlng depos~t or other non cred~t  
f~nanc~al servlces 

(measured for each ~nstrtut~on) 

1 Servlce Qual~ty 
a Delinquency rate (%) 
b Loan loss rate (%) 
c Balance of loans w ~ t h  payments 

over 90 days late (%) 

2 Efficiency 
a Cap~tallR~sk Assets Ratlo 

b Adm~n~strat~ve ExpenseslAssets 

3 Flnanc~al V ~ a b ~ l ~ t y  
a Return on Assets (Oh) * 

b Growth No of actlve cl~ents 

TARGETS 

(Baseline 1994 85 000) 
1995 100000 
1996 120000 
1997 145000 
1998 180000 
1999 220 000 
2000 275 000 

(Baselme 1994 7) 
1995 TO BE 
1996 DETERMINED 
1997 DURING FIRST 
1998 SIX MONTHS 
1999 OF 
2000 PROJECT 

(all targets will be set and measured for 
each rnstrtutron and In  aggregate) 

a less than 5% 
b less than 2% 
c less than 2% of total loan portfol~o 

a should lncrease over tlme 
end of project aggregate 513 

b should decrease over tlme 
end of project aggregate 15% 

a should tncrease over tlme 
end of project aggregate 3Oh 

b should decrease over tlme 
end of project aggregate 275 000 

MEANS OF 
VERIFICATION 

Flnanc~al Statements and 
reports from partlctpattng 
~nstltutrons 

Flnanc~al Statements and 
reports from partlclpatlng 
lnstltutlons 

F~nanc~al Statements and 
reports from partlclpatrng 
lnstltutlons 

Flnanclal Statements and 
reports from partlclpatlng 
lnstttutlons 

F~nanc~al Statements and 
reports from partlclpatlng 
lnstltut~ons 

ASSUMPTIONS 

I Superintendency llcenslng and 
regulatory framework IS Implemented 

11 General s tab~ l~ ty  of Boltvra s frnanc~al 
system IS ma~nta~ned 

I Super~ntendency llcenslng and 
regulatory framekwork IS Implemented 

11 General s tab~ l~ ty  of Bol~vra s f~nanc~al  
system 1s ma~nta~ned 

III lnflat~on remains low 

Amount of subs~d~zed d~rected cred~t 
remarns relatively tns~gnlfrcant 

Superintendency llcenslng and regulatory 
framework 1s implemented 

General s tab~l~ty  of B o l ~ v ~ a  s f~nanc~al system 
IS malnta~ned 





Superintendency of Banks or other regulatory body, it will be required to  provide a 
comprehensive list of financial statements and indicators on a monthly basis 
Access to  the Superintendent's monthly financial bulletins will be an important 
source of project data The prevlous pages contaln (1) a graph showlng the 

* relationsh~p between USAID's assistance levels and the expansion of the 
availability of microfinance services in Bolivia, and (2) the project logical framework 
which includes the principal project indicators to be measured 

.I 

B Monitorincl and Evaluation Plan 

Overall project monitoring will be the responsibility of the USAID/Bolivia 
Economic Opportunity Office Chief advisors from the implementing NGO(s) and 
WOCCU will report to USAlD on a monthly basis to provide status reports on 
project implementation Withln three months of signing the Cooperative 
Agreements, the advisors will develop and submit to  USAlD a detailed monitoring 
plan for the first year of operations The annual plan will include concrete 
benchmarks which will be tracked and reported semi-annually or more frequently, if 
necessary (see logframe for illustrative project impact ~ndicators) Subsequent year 
operating plans will be submitted to  USAlD by December 31 of each calendar year 

There will be two  project evaluations, mid-term and final, conducted for the 
Microflnance Project The mid-term evaluation will also serve as the final 
evaluation of the microfinance component of the Microenterprise project (51 1 - 
0596), and will be financed under the Mlcroenterprise project The evaluations are 
tentatively scheduled for late 1997 and 2000, respectively 

USAlD and the institutions under Cooperative Agreement relationships will 
agree on whlch data and other information will be required to  measure project 
impact The institutions will be responsible for collecting and reporting this 
information throughout the life of the project 



V CRITICAL ASSUMPTIONS 

A supportive policy environment IS the most important factor in allowing 
microfinance institutions to achieve substantial outreach and financial viabrlity 

. Currently, Bolivia provrdes such an environment, and the success of this project 
will only be possible if it continues 

i Within the policy environment context, sound monetary and fiscal policies 
are most critical, especially in maintaining low inflation and stable foreign exchange 
rates All financial institutions find it difficult to maintain f~nancial viability during 
periods of fluctuating inflation and exchange rates, even if their financial 
management is sophisticated and fine-tuned The effects of poor monetary and 
fiscal policies would be even greater for microf~nance instrtutions, whose financial 
management capabilities are still relatively weak 

It IS also important that the Bolivran Government maintain its policy of 
financial liberalization Microfinance programs cannot be viable in countries with 
highly repressive financial regulations Microfinance clients are particularly costly 
to serve, and in some ways present greater risks Interest rate cerlings, by limiting 
the interest rate microfinance programs can charge their clients, would prohibit 
microfinance program viability Government supported directed credit programs 
are another form of financial repression By offering subsidized low interest loans 
to a similar client base, directed programs make it more difficult for other 
microfinance programs to achieve sustainability Furthermore, directed programs 
are generally poorly managed and have notoriously high loan delinquency rates 
They foster lack of confidence and repayment failure w~th in the client base, 
conditions which are difficult to reverse 

Finally, the regulatory environment can be signif~cant for the success of 
microfinance programs Very few microfinance institutions around the world are 
licensed, supervised and regulated by independent regulatory bod~es This has 
limited their growth, d~vers~fication of services and financial viability As discussed 
In other sections of t h ~ s  paper, Bolivia's Superintendency of Banks and Financial 
lnst~tutrons has been given the authority to license and supervise microfinance 
instltutrons under Supreme Decree 24000 for Fondos Financieros Privados 
Llcenslng and supervision offers a number of Important advantages First, ~t allows 
the financial lnstitutlons to mobll~ze depos~ts from the publlc and to offer other 
Important cl~ent servrces Second, it allows the institutions to leverage equity and 
to thereby sign~ficantly expand outreach and to attain economies of scale Third, 
rigorous supervision helps ensure efficient and responsible management of the 
financ~al institutions 



Bollvra IS performing well In all the policy aspects mentioned above, 
~ncluding sound flscal and monetary management, flnanclal llberal~zatlon and 
flnanclal regulation Thls performance must contlnue In order that Bollv~a bulld a 
strong, vlable mlcroflnance sector 



VI FINANCIAL PLAN 

A Pro~ect Resource Reau~rements 

The total Llfe of Project (LOP) fundlng IS estimated at $1 5 33 m~l l~on,  with 
$1 2 million belng USAlD grant funding From the USAlD fundlng, $2  159 mllllon 
IS budgeted for technlcal assistance, $6 01 7 mllllon for equlty Investments, 
$550,000 for support to  the Super~ntendency of Banks and Financial Inst~tut~ons, 
$1 274 million for audit, evaluat~on, and other costs, and $2 0 mllllon for 
USAID/Washlngton Global Bureau grants Counterpart fundlng will be prov~ded for 
the technlcal assistance and equlty Investment components for mlcroflnance 
Instltutlons, as well as mlnlmal counterpart operating costs A detailed project 
budget whlch Includes projected expenditures by flscal year IS attached as ANNEX 

Below IS a summary project obl~gat~ons schedule 

lnvestments I L  
II Support t o  the 

Super~ntendency 

11 Other Costs 

Global Bureau 

As explained throughout thls document, the project will be fully Integrated wlth 
actlvltles lnltiated under Amendment 4 to the Microenterpr~se project (51 1-0596), 
approved October 5, 1994 The Amendment obl~gated $2 44 million for the 
microflnance program, lncludlng funding for technical assistance, equlty lnvestments, 
support t o  the Superlntendency, an evaluat~on, and other costs 

PROJECT OBLIGATION SCHEDULE 

Planned counterpart contrlbutlons towards this project are presently estimated at 
$3 33 m~l l~on,  or 25% of the total LOP fundlng of $1 3 33 mlilion USAlD/Bollv~a will 
contr~bute $10 rnlli~on In grant fundlng No counterpart contrlbutlon will be requlred 

FY 1995 

200,000 

1,000,000 

200,000 

-0- 

159,000 

-0 

1,559,000 

FY 1996 

200,000 

1,800,000 

100,000 

-0 

200,000 

500,000 

2,800,000 

FY 1997 

600,000 

2,000,000 

100,000 

-0 

300,000 

500,000 

3,500,000 

FY 1998 

600,000 

1,000,000 

149,724 

-0 

250,276 

500,000 

2,500,000 

FY 1999 

558,976 

21 6,992 

-0 

TOTAL 

2,158,976 

6/01 6,992 

549,724 

50,000 

3 1 5,032 1,224,308 

500,000 2,000,000 

1,641,000 



for the $2 million in funding anticipated from the Global Bureau Although this amount 
meets statutory project counterpart funding requirements, USAID/Bolivia's Economic 
Opportunity Office actually calculates and applies counterpart funding requirements on 
a project portfolio basis (ANNEX IX - Action Memo to the USAID/Bolivia Director 
signed February 19, 1992) The current counterpart contribution of the Office t 

portfolio, excluding the Microfinance project, represents over 40 percent of overall 
project funding (USAID plus counterpart) Therefore, although USAID/Bolivia is 
confident that project counterparts will provide at least $3  33 million towards this ,. 
effort, it will not be legally required in order to comply with the Foreign Assistance Act 

We anticipate that counterpart funding will be provided primarily from two  
sources First, we expect that the cooperating agencies responsible for implementing 
the technical assistance, equity and Superintendency support components will provide 
partial matching funds for the project These counterpart funds would cover operating 
costs of the cooperating agency(s) and/or technical asststance and equity investment 
financing The ability of the cooperating agency(s) to  contribute is an important 
measure of commitment, and as such has been included in the criteria for evaluat~ng 
the proposals submitted in response to  USAIDts Requests for Assistance (RFAs) 
Nonetheless, these contr~butions may fall short of the 25 percent mark, especially in 
the case of WOCCU 

The second and principal source of counterpart funding would be comprised of 
additional capital (excluding USAlD donations) which participating microfinance 
institutions would be able to attract during the life of the project This capital may 
consist of either equity or borrowed funds 

Direct, USAID-managed and disbursed project costs for this five year program 
are estimated at $650,000 This includes compensation and other related costs for a 
project coordinator and a project manager, who will report directly to  the Office 
Director These individuals w ~ l l  be not only responsible for the Microfinance project, 
but for coordinating project components with other complementary microfinance 
activities managed by the Economic Opportunity Office, including PRIME fund 
programs and USAID/Washington initiatives They will also be responsible for 
coordinat~ng activities with other donors, associations and the GOB These two  
positions do not represent an increase in EO Office personnel The coordinator slot will 
be filled by a current Foreign Service National employee who now coordinates the 
Microenterprise project and two other EO programs The Project Manager position, for 
which a person has yet to  be identlf~ed, will be a Foreign Service National Personal 
Service Contractor who will essentially replace one of the existing U S Direct Hire 
slots scheduled for deletion in FY 1996 A person with extensive experience and 
knowledge of microfinance will be recruited for this position 



B Methods of lm~lementation and Financing 

+ The Initial project obl~gatlon of $1 559 million will be executed in the final 
quarter of FY 1995 through a br-lateral project agreement with the GOB The 
agreement will be counter-signed by representatives of both the Minlstry of Finance 
and the Superrntendency of Banks and Financial Institutions No conditions precedent 
to disbursement or covenants are deemed necessary, as the Superintendency is the 
only GOB entity directly involved with the project, and it has already demonstrated a 
full commitment to the program A yearly obligation schedule is included In the 
prevrous section of this paper 

About 80 percent of project funds will be expended in FYs 1997 through 1999, 
as a result of a series of large donations whlch will be made for equity investments 
There are two reasons that the project would benefit from early equity investments 
First, these investments would allow mlcrofinance rnstrtutions to leverage their capital 
base and thereby expand their services and coverage with greater rapidity Second, 
early equity investments would allow the project to provide crucial technical assistance 
and to exercise an important advisory role for several years following the investments 
For these reasons, the project would benefit from even larger obligations durlng its frrst 
three years should funding become available As now planned, because of budget 
limitations, over $1 5 m~llion in equity donations must wait until FY 1999 

Apart from the direct USAID-managed funding for personnel, audits, evaluations 
and other miscellaneous costs, project funds will be channelled through NGOs under 
cooperative agreements with USAlD This implementing arrangement has been 
discussed with the GOB Sub-secretary for the Economy, who expressed strong 
support The technrcal assistance and equity components will be implemented by one 
or two cooperating agencles (still to be determined), while the Superintendency 
component will be Implemented by WOCCU at least through FY 1997 Beginning in FY 
1998, ~t IS possible that USAlD will implement the Superintendency component directly 

t at a significantly reduced level of fundlng 

The Request for Assistance (RFA) to implement the technical assistance and 
equity components of Amendment #4 of the M~croenterprise project was sent to eight 
qualified NGOs If a U S instltution IS selected, financing will most likely be carried 
out through a letter of credrt (LOCI system Alternatively, a direct reimbursement 
method of financing could be employed, possibly includrng advances Advance 
payments would be subject to all applicable U S Treasury and USAlD policies and 
regulations, and be dependent upon USAlDlBol~via Grant Offrcer and Controller 
approval of thls methodology The direct reimbursement method of financing with 
possrble advance payments would also apply should a third country or indigenous 
instltution be selected 



Pre-award surveys of administrative and financial management capacity will be 
conducted by either the USAID/Bollvia Controller's Office or an independent U S - 
affiliated accounting firm for those institutions without a well-established record of 
collaboration with USAID on development programs of similar magnitude The 
corresponding Cooperative Agreements would include similar condit~onality applicable 
to  "second tier" microfinance institutions, and clearly state that no USAlD funding 

m 

would be d~sbursed for purchase of equlty Interests until the instltutrons In question are 
cert~fied as capable of adequately managing and accounting for financial resources 

C 

Wrth regard to the equity component, USAlD will review and approve the legal 
agreements by which the project's cooperating agency(s1 purchase equity shares The 
cooperating agency(s) will be required to put systems in place to ensure that the 
microfinance tnstitutions ut~lize equity to capitalize the institutions and expand 
microfinance activities in accordance with project purposes From an accounting 
standpornt, funds for the equity component will be disbursed (rather than advanced) at 
the time equity purchase transactions are completed Accordingly, the USAlD audit 
trail for appropriated dollars ends wrth the purchase of share certificates in 
microfinance institutions However, the cooperating agency(s) will continue to exercise 
broad oversight of the mlcrofinance institutions' programs and activities as equity 
holders 

Cooperative agreements between USAlD and cooperatlng agencies making 
equity investments will clearly stipulate how equity shares and poss~ble profits will be 
treated in the future The cooperating agencies' share of profits realized by the 
microfinance institutions must be plowed back into the microfinance institution, as wlil 
any div~dends earned on equity shares during the life of the project Cooperating 
agencles will be required to maintarn their equity shares in the microfrnance instrtutions 
for a mlnimum period of time beyond the project PACD Th~s  time period will be 
determined during project implementation When the time period expires, the 
cooperating agencies may be authorized to  sell all or any part of therr shares in the 
microf~nance institutions provided they continue to utilize these funds for microfinancial 
development in or outside of Boliv~a 

The authorized geographic code for the project will include the United States and 
Bollvia t o  the extent authorized in Handbook 1, Supplement B, Chapter 18 No host- 
country contract~ng IS contemplated under this project Contracting procedures 
applicable to personnel, commodity procurement, services, etc of participating NGOs 
will be evaluated in conjunction with the pre-award survey process as deemed 
necessary 

C Recurrent Cost Analvs~s 

The equity and technrcal assstance components of this project will not finance 
recurring costs It IS expected that equtty investments will be made only In sustainable 



financ~al institutions which will not require any kind of donor subsidies The 
implementation mechanism for this component, however, allows the microfinance 
institution discretionary use of equtty investments Accordingly, it is possible that 
some of the microfinance institutions will elect to utilize funds donated by USAlD to 

v fund recurring costs, but it is not expected that any of the mlcroflnance institutions will 
be financially dependent on these funds 

A 
Although the project provides for a wide range of support to the 

Superintendency, most of the support will be of a one-tlme nature in order to 
strengthen the Superintendency's technical capaclty to supervise microfinance 
institutions Support will be prov~ded to adapt the Superlntendencyrs current systems, 
which are oriented to primarily to  commercial banking, to  microfinance It will be 
comprised mainly of short and medium term technical assistance during the first few 
years of the project This component may also include the payment of salaries and 
other operational costs associated with the Superintendency's ~mplementation of the 
FFP regulatory framework Should this be the case, USAlD and WOCCU will develop a 
plan to  phase these costs out during the life of the project T h ~ s  would require that the 
Superintendency receive operating income from fees charged to microfinance 
lnstitut~ons andlor treasury funds 



VII MANAGEMENT PROCEDURES 

A Procurement Plan 

I The vast majority of project implementation will be carried out by two, or 
possibly three, NGOs (which will be registered in accordance with USAlD requirements 
and procedures) In order to  implement the technical assistance, trainlng and equity 

- investment components, USAID/Bolivia will award a cooperative agreement to one or 
possibly two NGOs The initial agreements will be executed in August or September 
1995 with financing from Amendment #4 of the Mlcroenterprise project (5 1 1-0596) 
Requests for Assistance were issued to eight qualified microf~nance NGOs on May 22, 
1995 Of these institutions, two are based in non-U S , first world countries 
Although there are no legal prohibitions against signing cooperatlve agreements with 
these instltutions, there are policy issues These Issues were discussed in a April 18, 
1995 Action Memorandum to  the Mission Director (ANNEX VI), in which he authorized 
the issuance of sol~citations to  non-U S , first world NGOs 

Because of the complexity of these components, particularly wlth regard to  the 
relatively large number of microfinance instltutions which may require technical 
assistance and equity investments, cooperative agreements with two NGOs may be 
most appropriate In any case, it is expected that these cooperative agreements will 
simply be amended to  add funds and extend the implementation timeframe to the year 
2000 under the new Microfinance project Because the scopes of work for these 
components are nearly identical under both the Microenterprise Amendment and the 
new project, no new proposals or competition will be required 

USAID's present cooperative agreement with the World Council of Credlt Unions 
(WOCCU) will be amended for the implementation of the Superintendency of Banks 
and Financial Institutions component WOCCU, which is currently worklng in Bolivia in 
the implementation of a slmilar superintendency program, has unique capabilities to 
implement this program Furthermore, it has developed an ongoing, positive worklng 
relationship with Superintendency personnel at all levels Again, the cooperative 
agreement will be amended, as early as June, 1995, under the Microenterprise project 
(The cooperative agreement will be amended under the Microfinance project to add 
funds and extend this component) The Superintendency component is scheduled to 
last four years The Mission has not decided whether or not WOCCU will Implement 
the program for this enttre period The cooperatlve agreement referred to above w ~ l l  
extend through September, 1997 The decis~on will be made In 1997 to extend 
WOCCU's participation or t o  implement the remarnlng part of the program dlrectly by 
USAlD 

Although the Mission will conduct a mid-term evaluation of the project, it will be 
ftnanced and contracted under the microfinance component of the Microenterprise 



project The Microfinance project will require a frnal evaluation, which will be 
contracted under this project USAlD will not purchase commodities under the project 
One set of household furniture, which is currently available to the Mission, may be 
provided to a long-term advisor under cooperative agreement to implement the 
technical assistance and equity components a 

PROCUREMENT PLAN 

Goods and Serv~ces 

A Technical Assstance 
7 /95 ,Project Auth 
9 /95 PI0 Process 
1 2/95 C A Amend 

B Equity Investments 
7195 Project Auth 
9 /95 PI0 Process 
12/95 C A Amend 

C Support to 
Superintendency 
7/95 Project Auth 
9/95 PI0 Process 
12/95 C A Amend 

D Evaluation 
412000 PI0 
512000 Del Ordr 
7/2000 Eval Begin 
912000 Report 

submitted 

E Other Costs 

F Global Bureau Support 

Proposed 
Source 

U S /Bol 

U S IBol 

U S 

U S 

U S /Bol 

U S /Bol 

Estimated 
Cost 

$2,158,976 

$6,016,992 

$ 549,724 

$ 50,000 

$1,224,308 

$2,000,000 

Financing 
Method 

Periodic 
Advance or 
Direct L/C 

Periodic 
Advance or 
Direct LIC 

Direct L/C 

Direct 
Disburse 
ments 

Direct 
Disburse 
ments 

Direct 
Disburse 
ments 

Contract~ng 
Mode 

Direct C A 
Limited Comp 

Direct C A 
Limited Comp 

Direct C A 
with WOCCU 

USAlD Direct 
Contract - 
Open Comp 

USAlD Direct 
Contracts 

USAlD Direct 
Contr & C A 



B Aud~t Plan 

The technical assistance and equity components of the Microfinance Project will 
be implemented by one or two NGOrs, which will be selected from a pool of eight 

r U S , third country, and indigenous organizations The superintendency component 
will be implemented by the World Counsel of Credit Unions (WOCCU), a U S -based 
NGO 

& 

With respect to  WOCCU and the potential U S -based NGO participant(s) in the 
project, USAlD audit standards require complrance with the Office of Management and 
Budget Circular A-1 33, which provides for an organization-wide systems audit, 
conducted in the United States, rather than a project-specific financial and compliance 
audit Responsibility for performing the A-1 33 audrts rests wrth a cognizant U S 
Federal Agency, while the Overhead and Special Cost and Contract Branch 
(OP/PS/OCC) of the USAlD Offrce of Procurement IS responsible for ensuring 
compliance The M~ssion Regional Contracting Office will advise OP/PS/OCC when/if 
assistance instruments are signed with WOCCU and any other U S -based NGO 

The A-1 33 Circular requires not less than bi-annual U S -based audits, whlch 
provide an opinion regarding a given institution's compliance with laws and regulations, 
a statement of posltive assurance on items tested (whrch may or may not include the 
Microfinance Project) and negative assurance on programs that were not tested, a 
presentation of material findings, the relationship of the findings to  particular awards as 
appropriate, and the auditor's recommendations for corrective action Sample testing 
o f  various USG grants and contracts is used to establish the institution's ability to 
adequately manage and account for federal monies, in compliance wi th Generally 
Accepted Accounting Standards and Generally Accepted Government Accounting 
Standards This type of audit precludes the necessity of performing single audits of 
individual federal awards such as those contemplated in this project 

Since negotiated overhead rates must include funding for A-1 3 3  audits, the 
project is not required to budget for audit of grants to U S -based NGOs as a separate 
line item However, since the primary counterpart organizations may, in fact, be third 
country or indigenous ~nstitutions, sufficient funding has been budgeted for one or two 
cooperating agenctes If U S -based cooperating agencies are ultimately selected, audit 
funding will be reprogrammed for alternat~ve purposes within the project 

If the Mission does sign one or more dlrect grants or cooperative agreements 
wi th third country or indigenous Institutions, they will be subject t o  annual audit under 
the USAlD Regional Inspector General's (RIGISJ) Recipient Audit Program As such, 
these ~nstitutions would be required to  contract with a local U S -affiliated audit firm to 
perform annual financial and compliance audits for each year in which $1 00,000 or 



more of USAID funds are expended The aud~t Scopes of Work and the 1st of USAlD 
approved aud~t flrms will be prov~ded by the Mlss~on, and f~nal aud~t reports will be 
subject to a review and releaselreject~on by the USAID/BOIIVI~ Controller's Df f~ce 
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MICROFINANCE PROJECT PAPER 
(51 1-0637) 

Detailed Budget 

ANNEX l 
page 1 of 4 

5% anual nflabon rate for salarles and other overhead Items 

LINE ITEM Base rn rn rn rn FY 2000 -- LOP 

A Technical Assistance 

1 Salarles 
M~crofinance Advisor (Chd of Party) $1 15 700 

Subtotal Salaries 

2 Fringe Beneflts 31% Salary 

Subtotal Fringe Beneflts 

3 Allowances 
Temporary Lodglng Arrival $61 30 days 
Temporary Lodglng Departure $74 5 days 
Houslng $43 200 Full 
Post Dtfferent~al 20% Salary 
EducabonTTumon $4,500 yearlchlld 
Educat~onlReg~strabon $1 000 oncelchlld 

Subtotal Allowances 

4 TravellRelocaUon 
krfare $1 200 enbre fam~ly 
Excess Baggage $45 enltre famlly 
Unaccompanied Baggage $500 enltre famlly 
Shtpp~ng Household $1 2,500 Ibs 
Storage Household $0 5 000 Ibs 
R&R Alrfare $1 400 enltre family 
Internabonal Travel $2 500 10 trlps 

Subtotal TravellRelocation 



MICROFINANCE PROJECT PAPER 
(51 1-0637) 

Detatled Budget 

ANNEX l 
page 2 of 4 

5% anual inflabon rate for salaries and other overhead items 

LINE ITEM Base 

5 Local Office Costs 
a Personel Costs 

Salar~es 
Flnance Advisor 
Secretary 
Messenger 

Fringe Beneffis 
b Office Expenses 

Rent 
Utilfiies 
Telecommun~cattons 
Supplies 
Miscellaneous 

c TraveUTransportabon 
Airfare (in country) 
Per d~em (in country) 
Car Rental 
Public Transportahon 
Misc 

d Audits 

I person 
I person 
1 person 
salaries 

month 
month 
month 
month 
month 

21 trips 
60 days 
60 days 
60 days 
2 1 trips 

annually 

Subtotal Local Office Costs 

6 Equipment and Cornmoditles 
a Computer Hardware $2 000 3 persons 
b Computer Software $300 3 persons 
c Telecommunications $1 000 2 l~nes 
d Oftice EquipmentlFurniture $500 3 persons 

Subtotal Equipment and Commodities 

7 Overhead 
a Home Office Backstopping $18,000 annually 
b Overhead 36% salaries&fringe 

&backstopping 
Subtotal Overhead 



MICROFINANCE PROJECT PAPER 
(51 1-0637) 

Detarled Budget 

ANNEX l 
page 3 of 4 

5% anual nflabon rate for salarles and other overhead Items 

LINE ITEM FY 2000 -- LOP 

8 Short Term Technlcal Assistance 
a Personnel Costs 

Consultant Salary $362 300 days 
Consultant Travel $1 400 30 trlps 
Consultant Lodglng $66 300 days 
Consultant M81 $34 300 days 
Local Tralnlng Semlnars $50 000 year 

b Other Direct Costs $10 000 year 
c Other lnd~rect Costs $5 000 year 

Subtotal Short Term Technical Asslstance $101,120 $101,120 

9 lnternatlonal TralnlnglDev Tourlsm 
Alrfare $2 000 15 trips $6 000 $6 000 
Per dlem $185 150 days $5 550 $5 550 
Publlc Transportatron $20 150 days $600 $600 
Medlurn Term Tralnlng Course $7 000 10 partrc~pants $14 000 $14 000 
M~sc $50 15 trlps $1 50 $150 

Subtotal International Training 
Subtotal All TA (under CA) 

B Support to the Superlntendency of Banks 

a Support to Supenntendency for lmplementatron of Decree on FFPs 
I Expert Technical Assstance $420 24 personlmonth 

Per dlem and Travel $71 640 LOP 
II Computer Support TA $2 000 36 personlmonth 

Modems and Hardware $16 000 LOP 
Short Term TA $14 500 LOP 

III Tralnlng $43,720 LOP 
Sem~narslOnenta$on $35,000 LOP 

b Direct Costs $7 000 2 year 
c Indirect Costs $34 742 LOP 
d Other Costs $150 000 LOP 

Subtotal Support to Superlntendency $321,681 $117,401 

Less Budgeted for In MSED Project Amendement $77,330 $46 308 

Subtotal Support to Superintendency $244,351 $71,093 
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BASC INSHTWIONAL INFORMATION 

Type 

NGO 

NGO 

NGO 

Commernal Bank 

ANNEX ll 
INSTITUTIONAL AND FINANCIAL ANALYSIS 

OF FIVE OF BOLIVIA S STRONGEST MICROFINANCE INSTITUTIONS 

Date I Funders 
Founded I 

1985 ~ I D R  
C U T 3 U  (SWISS program) 
Organlz Interecleslastlca 
Dlakonla 
Commerclal banks 

AITEC- CALMEADOW I$ 
I FLJNDA-PRO 

1985 1 Plan Intemanmal 
ANED 
CONPAC I 

GTZ 
COTESU 
BID 
FUNDA- PRO 
Commernal banks 
Commerclal Banks 

Credtt for riilcrolndustry 
T I I I I ~ I I ~ ~  
Technical assrstance 

Credrt to  solrdanty groups 
for worhng cap~tal fixed 
assets and agricultural 
development 

Rural credlt 

Credlt of urban micro & smill 
entrepreneurs 

Cred~t  and savlngs 

Urban and Rural Ia P17 Potosl 
Oruro Chuqulsaca Cochabamba 
and Slnta Cruz 

- -- 
Ntlplano of la Paz wid Oruro 

Urban Ia Paz and L1 Alto 

Urban and ~ r a l  

Page 1 of 6 

Low tnconie solrdanty groups 
Productive or con~merc~il  
mrcro-entreprencun 

solrdanty groups 

- - - - - - - 

I ~ i w  ltlconie rnlcro 111d ~111all 
entrepreneurs 

-- - -- - - - - 
Urb 111 and rural soliddnty 
group., 



ANNEX it 
Page 2 of 6 

INSTITUTIONAL STRUCTURE 

Geograph~c 
Area Covered 

Urban La Paz El Alto Omro and Santa Cmz 

Urban and rural Branches m every department 
of the country except Pando 

Rural Alhplano of La Paz and O ~ r o  

Urban La Paz and El Alto 

Urban and rural m La Paz El Alto Cocbabamba 
and Santa Cruz 

Orgamgram 

Exe~uttve D~rectron wth three coordmattng 
umts credlt, trrumng and admm~stratmn 
Executtve D~rectton wth operahons and 
adrn~n~stratwe d~vjs~ons Departmental offices 
rural agenaes and sub-agenaes 
General management wth admrn~strattvel 
finance and cred~t managers 
Internal audrtor general management wth 
admtnrstrattve and cred~t areas 
General Manager Development Ftnance Human 
Resources, Systems and Reg~onal Managers 

Branches 

7 

15 

6 

6 

29 

Relponal 
Ofices 

- 
6 

- 

- 

4 

Inst~tut~on 

FIE 

PRODEM 

SARTAWI 

PRO - CREDIT0 

BANCOSOL 

Clrents x staff 

161 

77 

204 

113 

179 

Personnel 

52 

130 

25 

68 

4'39 



ANNEX l l  
Page 3 of 6 

FINANCIAL RESULTS 
(In US$) 

FIE 

PRODEM 

SARTAWI 

BANCOSOL 

Total Assets Return on Equity Return on Adrn111 Costs/ 
As of 12/31/94 Assets (3) As of 12/31/94 Equlty (3) Assets 

5,090,552 0 05 1,974,377 0 12 0 16 

T h s  rat~os were based In 3 years' averages between 1992 and 1994 except for Sartaw whlch was based In two years' average 
Exchange rate as of 12/31/94 Bs4 69 to $1 

(1) 1994 Income wth donations/total costs 
(2) 1994 Income wthout donat~ons/total costs 
(3) W~thout donor funhng 



ANNEX ll 
Page 4 of 6 

OPERATIONAL RESULTS 

Institution 

FIE 
PRODEM 
SARTAWI 
PRO- CREDIT0 
BANCOSOL 

# of clients Current Portfoho 
US$ 

4,159,225 
2,597,03 1 
1,166,358 
2,588,156 

33,125,972 

Curnmulat~ve 
22,08 1 
48,567 
23,610 
20,023 

294,659 

Dehquency 
> 90 days 

2 6% 
0 24% 
2 74% 
0 36% 
1 89 % 

Actlve 
8,362 
9,974 
5,108 
7,686 

61,255 



ANNEX ll 
Page 5 of 6 

POSICIONAMIENTO PARA EL PROYECTO* 

(1) Loans from commercial banks 
(2) Loans from commercial banks + loans from other institut~ons wth commercial interest rates 
(3) Growth 1993- 1994 
* Source 1994 financial statements 

Institut~on 

FIE 

PRODEM 

SARTAW 1(3) 

PRO- CREDIT0 

BANCOSOL 

Leverage 
Assets~Equity 

258 1 

299 1 

5 22 1 

281 1 

703 1 

Commercial fundinglassets (%) Growth in assets 
1992- 1994(%) 

113 

82 

22 

303 

344 

Origin (1) 
4 87% 

0 00% 

0 00% 

12 54% 

18 36% 

Equity 
US$ 

1,974,377 

3,033,536 

265,466 

1,237,218 

6,513,152 

Cost (2) 
41 37% 

9 96% 

2 95% 

46 21% 

83 74% 





ANNEX I11 
Page 1 of 4 

t ~ W D  
CoW.IcIL 
or CREOI r 
UNIONS It4C 

ECON 

Stephen H Smrth 
Office of Econom~c Opportunrly 
USAItl/Bolw~a 

Dear Steve 
- 

The purpose of thts letter 1s to glve a report of our vrstt to the Superrntendency of Banks 
and Frnancral Inst~tuttons of Bolrvra lhrs past March 23 and 24 On these two days 
Charrman Norman D Amours and I met wrth key offrcrals at the Superrntendency to 
evaluate their capacrty to supervise non-governmental rnstrtutrons that rntermedtate funds 
In Bollvra, especrally funds that are channeled rnto loans for mtcroenterprlse 

During our wsit, in separate meetings, we met with the Deputy Superintendent Dr 
Fernando Paz, Mr Javier Fernandez, the lntendent of lnspect~on and Audrt, Dr Ar~el 
Carvajal, the lntendent of Legal Matters, and Mr Efrarn Camacho, the lntendent of 
lnspect~on and Audlt We also met wrth Blanca de Kre~dler, the general admrnrstrator of 
the Superlntendency and wrth Raul Garr6n, World Bank Consultant at the 
Superrntendency We drd not meet wrth the Superintendent hrmself (Mr Jacques Trigo 
Loubr&re) since he was just appointed last week, and he IS st111 in Washington, D C 

Mr D'Amours IS the head of the Natronal Credit Union Admrnlstratlon (NCUA) In the US, 
the regulator/rnsurrng organrzatron for credlt unions rn our country, controllrng 
approxrmatefy $290 b~flron tn assets The NCUA IS the equrvalent for US credrt unions as 
the Comptroller of the Currency and the FDIC are for US banks I asked hrs help srnce 
he 1s a regulator of frnancral ~nstrtutrons, and consider hrs advlce valuable 

The specific purposes of our meetings at the Superrntendency were 

1) Update the analysis of the Superrntendency done by NCUA/WOCCU rn 
1991 

2) Determrne staff and iundrng requirements for the Superrntendency to be 
able to supervrse organrzatrons that accept funds from the public and lend 
to mlcroenterprrses (These are srmrlar to credrt unions In balance sheet 
and Income statement structure--even rf  they have d~fferent type of non- 
profit charter--therefore i t  made sense lo use Charrrnan D'Amours' help ) 

- 

\lIFHAROI Conlederxrdn Afncm.~ de Asncixtnner dc \hmo v CrCckrn Cnnlerlerwtc'n \r t i r rca de hhnnn v Ctetllrn \\rx tictnn nrrtin~cr 11e 
hhcrrb v Cn!dlrn L t d ~  Fcderxth \until~ma de Ahnrm v Crr~llrn f wcerlnl C;lndunu de C m y r i r l v a \  de Crcdvrn C~ntct l r r  rcthn Circhl, ck 

Ahonn v Cr$dlfo Arnctxrch Yicloni l  de thnm \ Crztlrtn (Uf \) 1 cgi de \hnnn 8 Crr'Jrrn de FIJI L tc i  l r l  ~nt lc\ I ale \ b n n  v CrCd~m 
Confctlerxdn Lif~noimcrwin t llr \hwn y Cr61ltrcl I l e i  clc \hmn v Crer~tn de \ttec, 7cl o, 111 



sw~r j  Gurlrpne se yans 'salved p~ry l  jo uorlenleAa ayl uo 6urr(la~ 
ueql ~ a y l e ~  uorlenleAa u t ~ o  .rial(] op pue alrs uo 06 S J O ~ ~ ~ S U I  ayl ley1 6urueaur 
'ueadolna ueyl JayleJ alhs sn slow ale surexa a y l  suorleurwexa uollnlrlsul 
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The staff and fundtng requrrements for t t~e  Superlntendency, lo be able to supervise and 
regulate NGO's that Intermediate funds deslrned as loans for microent~rprlse were 
determtned to be as follows 

Salaries and ftlnge banef~ts for 3 Inspector/analysts for 2 years 
assuming salary and fringes for each per year equal $18 000 = $18 000 x 3 x 2 = $108000 

Travel for staff to NGO S for examinalion/rev~ew purposes for 2 years = $30 000 

Training for slall, inclt~dlng supervisors six weeks total lncludlng 
classroom and on srle for 5 persons (all 111 Bolivia) = 

Outslde consultants/lnstructors for two years = $40 OOO 

Orientation for supe~sors/execulrves v~sit to successfvl countrles/projects = $30 000 

Three laptops at $1 500 each plus appl~cable specific software $1,000 and 
one prlnter at $500 = 3s.ooo 

Total 4i2%m 

The above budget/projectron IS made upon the followtng assumptrons 

1 )  A maxlrnum of 10 NGO s wll qual~fy rn the next two years, havlng the 
minrmum caprtal and management as required by ttie Superrntendency 

2) Extenswe examlner travel will not be necessary as most will be based In La 
Paz, wllh branches elsewhere 

3) The program w~ll  not be self sufi~ctent for the first two years, In the thlrd year 
tt will be slnce the NGO s will be charged lees based on assets 

4) The staff will be rnspeclors/analysts, meanrng that they wrll perform both the 
role of on-srte inspection and offlce based evalualron ( ~ t  may turn out there 
w~l l  be one on srte rnspector and two office-based analysts or vlce-versa ) 
I t  IS ~mportant to trarn supervisors In order to provrde for contrnurty 

5 )  The wrrter has had experience wilh the actual costs of personnel, travel, and 
tralnrng at the Superintendency, havrng worked wlth thrs organtzatron for two 
years The above estrmates are based upon my experience In these areas 

It IS rmportant to mentlon that the Supertntendency is planntng lo supervrse certarn non- 
governmental, non-bank financral institutions known as "FFP's", "Fondos Ftnancreros 
Prrvados", Prnrate Fnancial Funds These are the rnstttut~ons referred to rn the above 
budget 

- - 
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We found that the Strperintendency of Banks and Financial Institutions Is an 
efflclent, well-run regulatory agency It puts emphasts on rnstrluttonal safety and 
soundness, whlch constderrng Bolrvra's h~story, IS much needed I t  has monltorrng and 
lnspectlon functions that work well There are both a cadre of on s~te ~nspectors and 
another cadre of ofilce based analysts who are well lrarned In therr flelds 

Staff pay at the Superrntendency rs excellent, whlch means that the tnstrtutlon IS free of 
the corruptton and rneflictency that IS common In Latln Amerlcan governmental agencies 
The Superintendency, In our opinion, Is capable of supervising arid examining non- 
bank Institutlons such as the FTP s riientloned above However, lt IS our oplnron that 
the Super~ntendency w~ll need outsldc assistance and tratnlng to tmplement tts plans to 
supervise the FFP s 

The Super~ntendency of Banks and Flnanctal lnstrtut~ons of Bolrv~a has sound 
management whrch, In our optnlon, has the ~nst~lul~onal flexrblllty to adapt to the changtng 
economrc needs of Bolrvra, lncludlng supervrslng a growrng, varled economtc mrx of 
financral tnstttutrons 

R-$b5 Brran Gal y 

Bolrvran project Orrector 
WOCCU/Bollvra 
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ANNEX IV 

ECONOMIC ANALYSIS FOR A PROPOSED MICROFINANCE PROJECT 

A BACKGROUND 

Bollvla, wlth expected 1995 per caplta GNP on the order of 
$900, 1s one of the poorest countrles In the Western hemisphere 
World Bank calculations of purchaslng power parlty (PPP) lncomes 
lndlcate that only Nicaragua, Honduras, Guyana and Halt1 place 
lower In terms of the lncome and purchaslng power of an average 
cltlzen consumer The average Bollvlan commands purchasing power 
resources of less than 10% of those of hls or her U S. counterpart 
About one thlrd of total lncome and consumption In Bollvia accrues 
to the wealthlest 10% of the populatlon The poorest 20% of the 
populatlon recelves perhaps 6% of total lncome Although lncome 
dlstrlbutlon In Bollvla 1s more skewed In favor of the rlch than In 
typlcal developed countrles, lt 1s slmllar to the dlstrlbutlon of 
lncome In Latln Amerlca In general, and 1s probably less skewed 
than In nelghborlng Chlle and Brazll 

Although poverty 1s widespread In Bollvla, and urban areas 
have large numbers of the very poor and ~ndlgent, poverty 1s 
endemlc and prevalent In the rural areas that make up 40% of the 
country's total population Less than two flfths of Bolivlan 
households are connected to an electrlc power grld, and only about 
half have access to reasonably safe, potable water Life 
expectancy 1s a modest 60 years, compared to 77 years for advanced, 
developed countrles Adult literacy 1s on the order of 77% (71% 
for women) Should poverty be defined strlctly ~n terms of the 
amount of household lncome necessary to satlsfy minlmum nutrltlon 
standards, then close to 50% of Bollvlan households would be 
classlfled below the poverty threshold, and over 20% of households 
would be characterized as llvlng In extreme poverty (deflned as 
havlng less lncome than requlred for securlng a dlet based on 
mlnlmum nutrltlon standards, and zero lncome for any other 
expenditure) Should poverty be deflned In terms of access to an 
adequate dlet, and in addltlon access to baslc houslng, health, 
education and other essential services, then not less than 70% of 
the Bollvlan populatlon llves below the poverty threshold Use of 
thls latter deflnltlon would place around 90% of the rural 
populatlon below the poverty threshold 

The flnanclal collapse of the Bollvlan economy In the mld- 
1980s was devastating The severlty of the flnanclal collapse 
lmpoverlshed many, and lt was not easy to change expectations and 
lnltlate sustained recovery. The economy continued to shrlnk for 
more than a year after approprlate correctlve actions were begun. 
By the end of 1986, per caplta lncome had declined an estimated 17 
percent, the brunt of whxch was experienced In the country's urban 
areas In the absence of the correctlve actlons begun In August, 
1985, or had the ostensibly gentler heterodox approach then belng 
pursued by some nelghborlng countrles been taken, the devastation 



could have been much worse, and the country would llkely be much, 
much poorer than ~t 1s today It IS to the credlt of the designers 
and lmplementers of the econornlc pollcles pursued slnce 1985 that 
malnly posltlve results have been evldent, and, apart from 
temporary dlslocatlons resulting from the necessary repression of 
organized labor and ratlonallzatlon of flscal budgets In 1985 and 
1986, there have been few of the adverse consequences on the poor 
sometimes associated wlth programs deslgned to stablllze 
macroeconomlc flnanclal structures 

Slnce 1986, Bollvla' s steady adherence to coherent programs of 
llberal economlc pollcles wlth progresslve appllcatlon of 
consistent , meaningful structural adjustment, has resulted In 
sustained, 'though not spectacular, GDP growth averaging more than 
3% a year Per caplta Income growth has exceeded 1% a year 
prlvate, formal sector salarles In the country's prlnclpal urban 
areas have recovered nlcely from the troughs to whlch they fell In 
1985 and 1986 There has not bee? a slgnlflcant recession In any 
of the country's prlnclpal urban areas slnce 1986 

Unfortunately, due to masszve decllnes In the prlce of 
Bollvla's mlneral exports, mlnlng areas have not shared In the 
economlc recovery sustained over the past nlne years In the 
country's pr~nclpal urban areas In general, non-mlnlng rural 
areas lost llttle durlng the flcanclal collapse, malnly because 
they had llttle to lose Slnce rural areas, lncludlng mlnlng 
areas, have not generally part lclpated In the economlc expansion of 
recent years, the condxtxon of mcst of the rural populatlon today 
1s about that of the rural populatlon 13 years ago In real per 
caplta Income terms, the countq may be poorer In 1995 than 13 
years ago Ttls 1s because t,?e resource losses durlng the 
f lnanclal collapse of the mld-1380s were masslT~-el and prlTJate 
lnvestcrs have been slow to reco:rr the confidence to lnvest enough 
to place the country on a hlgher growth path than the modest but 
sustainable path the country htis achleved Thls 1s the case 
desplte perseverence of the autTorltles In lmplementatlon of 
exemplary macroeconomlc and stnctural adjustment programs that 
have resulted In szeady, slgnlflca?t progress on ralslng the level . 
of the country's econornlc and soclal development compared to the 
sorry state of affalrs In the early to mld-1980s 

Offlclal adherence to orthodox macroeconomlc fxnanclal * 
programing and broad-based structural adjustment ob jectlves 1s now 
generally accepted as necessary and desirable by all major 
polltlcal partles Thls adherence 1s not a substantive polltlcal 
lssue slnce nobody rellshes even the posslbllxty of a return to the 
polltlcal and economlc barbarxsms of 10-15 years ago that nearly 
destroyed the country Although there have been three changes In 
admlnlstratlon slnce the new econornlc pollcles went Into effect xn 
1985, there has been approprxate dedxcatlon to efforts to build a 
sound, competltlve economlc system and obtaln the concomitant 
improvements In socxal welfare anherent In the success of such 



dedlcatlon This framework has been validated by a wllllngness to 
Implement the klnds of ad~ustment measures requlred for deslred 
outcomes to come to frultlon Flexible, fresh approaches to 
previously Intractable problems are now proposed and embraced by 
prescient government authorltles wlth levels of enthusiasm and 
comrnltment that could only be fleetingly lmaglned by the countryls 
purported polltlcal radlcals (rlght thlnklng, loglcal, neo-llberal, 
progresslve) as recently as 15 years ago 

I There 1s general consensus that the reason for Bollvlals 
underdevelopment and the near collapse of the flnanclal system In 
the early 1980s 1s pervasive lnstltutlonal weakness across 
practlcally all areas that make up modern, progresslve, developed 
socletles Slnce 1985, Bollvla has been more successful than most 
developlng countries In puttlng together and lmplementlng the klnds 
of sustalnable economlc and flnanclal sector reforms necessary to 
underpln sustalnable, broad-based economlc growth and soclal 
development Recognlzlng that approprlate rnacroeconomlc ad~ustment 
IS necessary, but not sufflclent to sustaln deslred long term 
lmproveortents In economlc and soclalwelfare, successive governments 
have become lncreaslngly reform mlnded In recent years 

ltModernlzatlon, lief f lclency, "partlclpatlon, neducatlonw 
and related concepts are key components of the mantra of the 
nlnetles ln Bollvla The new government that took offlce In 
~ugust, 1993, campaigned on an eclectic, ambltlous program of 
extenslyel fundamental reforms christened by ~ t s  creators as a 
"Plan for Everybody" (Plan de Todos) Although the reach and 
dlverslty of the components of thls plan are unprecedented for 
Bollvla (and practlcally any other developlng country) , and many 
are Eon the oblect of refinement and ~mproved def~nlt~on, the 
go-<ernreat 1s convinced of the need for and complemeztarlty of all 
of the plan's compcnents, whlch are belng aggressively promoted 
wlth tke lnternatlonal donor comrr,Jnlty In addlt~on to numerous 
~nstltuzlonal ref o m s  that are uncontroverslal ard may not hayre 
hlgh up-front costs such as reform of the Central Bank, operational 
1nproveTent of the customs servlce, and the llke, the GOB 1s now 
also sln~ultaneously promoting clvll service refom,, an extensive 
popular partlcipatlon lnltlatlve, comprehenslve educatlon reform, 
chlld development and health sector reform, penslon reform and 
capltallzatlon cum prlvatlzatlon that involves near term sacrlf Ice 
of substant la1 amounts of buslness Ancome and no dxvestlture 
revenues 

The government's package of comprehenslve reforms 1s deslgned 
to prepare Bollvla for the exlgencles of the 21st century by the 
time lt arrlves The near term polltlcal costs and expected budget 
~mpacts, however, are large Labor unlons don't much llke 
capltallzatlon and penslon ref o m ,  even though workers wlll be b ~ g  
wmners once these reforms are implemented Many school teachers 
don't want educatlon reform (especially those who don't, won't or 
can't teach), and large numbers of publlc employees n e w  clvll 



servlce ref o m  as threatening Many polltlclans oppose the 
empowerment of local Interest groups and lndlvlduals expected to 
result from the government's popular partlclpatlon lnltlatlve 

On the polltical front, the government 1s llstenlng, and then 
proceeding Dolng otherwise would jeopardize the government's 
strategy to lnltlate and make these reforms lrreverslble by the 
tlme of the next natlonal elections The expected budget Impacts, 
however, are more daunting, and have the greatest potentlal for 
deralllng, or dllutlng the content of, the reforms A 

The reform package now belng promoted carrles a prlce tag on 
the order of $1 5 blllxon The budget lmpact of these reforms, of 
course, depends on the tlme frame selected for carrylng them out 
The tlme frame for effective, assured lmplementatlon of the total 
package may requlre that some two thlrds of the actlvltles and as 
much as three quarters of the budget lmpact occur over the next 
flve years The nomlnal budgetary lmpact 1s expected to average 
3%, or more, of GDP for the f lrst f lve years, decllnlng by the turn 
of the century to less than 1% of GDP 

The lnternatlonal donor community appears to be enthuslastlc 
about the range and breadth of the GOB'S reform program, especially 
education reform and the new popular partlclpatlon lnltlatlve, 
slnce these are the components wlth the greatest potentlal lmpact 
on the country's future economlc and soclal development The GOB 
1s relylng on thls perceived enthusiasm to secure donor flnanclng 
of up to 80% of the costs of the total reform package, smce 
w~thout substantla1 donor asslstance the GOB 1s unllkely to be able 
to carry out all of ~ t s  plans In n e w  of the certaln unavallablllty 
of a publlc sector budget large enough to flnance such an ambl,, +lous 
program and also contlnue to provlde baslc publlc servlces and 
afford mlnlmum flnanclng of essential publlc investment projects 
Addltxonal revenues from needed tax lncreases wlll not 
substantially change thls scenarlo 

Donors have been heavlly commlted to Bollvla In recent >ears 
Net financial flows (after deducting scheduled amortlzatlon and 
accrued rnterest) from xnternatlonal donors durlng the 1991-1994 
perlod averaged some 4 5 percent of GDP Total gross donor 
asslstance, lncludlng debt restructuring and forgiveness, exceeded 
10 percent of GDP during the perlod Bollvla has not encountered - 
large dlfflculties In absorbing the relatively high levels of donor 
assistance provlded in recent years Any Increases over present 
levels, however, should be carefully evaluated In terms of expected 
soclal returns, cost effectlveness, and the country's continued 
ablllty to absorb and sustaln them It 1s expected that donor 
prloritles wlll include specla1 consideration of approprrate 
lnterventlons in support of all or most of the GOB1s ambltlous, 
necessary reform program 



B RECENT ECONOMIC DEVELOPMENTS AND PROSPECTS 

The Bollvlan economy has been relatively robust In recent 
years, although the modest average 3 7% GDP grodth expected over 
the f lve year perlod endlng In 1995 1s lower than could be expected 
glven the conslstently favorable pollcy frame~ork promoted by 
successive goverzments Nevertheless, Bollvla's measured economy 
In 1995 1s 20% larger than flve years ago and per caplta lncomes 
are on the order of 6% hlgher Assumlng contlnuatlon of current 
government pollcles and tlmely lmplementatlon of the bulk of 
planned reforms, the economy should grow by nearly two thlrds over 
the next ten years Assumlng average population growth of around 
2 2% a year over the next decade, per caplta Income could rlse by 
about one thlrd An opt~mlstlc scenario, ohlch would lnclude 
conslstently favorable lnternatlonal condltlo~s, could result In an 
economy 75% larger and per caplta lncome some 40% h~gher On the 
other hand, a 104 growth scenarlo 1s conceivable, although the 
results of a dlsaster scenarlo are very unllkel) Our low growth 
scenarlo results In an economy about 50% larger In 2005 than In 
1995, wlth corresponding per caplta lncome scFe 20% hlgher 

All of the above scenarios assume contlnued progress In 
moblllzlng Investment resources, contlnued expansion of the 
external sector and a dynamlc m~croenterprlse sector The 
reallzatlon of these requirements are lnterde2endent and mutually 
relnforclng 

In 1990, total lnvestment In Bollvla arrour?te3 to a meager 
13 1% of GDP, of whlch only 55% bas new flxeci prl-.ate ln-restment 
In 1990, nearly 50% of total ~nvestment, public a~3.  prl -ate, was 
externally flnaxced, as lndlcated by a currert accaunt deflclt 
equlvalfnt to 6 3% of GDP Durlng the three ;.ear _=srlod from 1990 - 

to 1993, total LC-estment rose In real terms at an arnual average 
of 12 5% Flxed private Investment lncreased a r3dest 9 1% a year, 
and publlc lnvestnent a respectable 15 7% Ic 1993, 65% of total 
flxed lzvestment aas flnanced wlth forelgn sa--lras, rruch of whlch 
was prey-lded by donors 

In 1994, the supply of forelgn savlngs dezllned, In real 
terms, nearly 43%,  as a surge In export proceeds substituted, to 
some extent, for lncreased debt flnanclng of the balance of 
payments Desplte a nomlnal 32% growth In exports of goods and non 
factor servlces In 1994 (over 1993) , however, lmport growth was 
negllglble (less than 1%) and total lnvestment decllned about 3% In 
real terms Fxxed prlvate lnvestment decllned an estimated 1.1% 
Total flxed lnvestment In Bollvla ln 1994 amounted to 15 6% of GDP, 
compared to 16 8% in 1993 

current lndlcations are that flxed lnvestment wlll lncrease by 
around 6% In 1995, to 16% of pro]ected GDP Publlc and prxvate 



shares of total flxed lnvestment are expected to be roughly equal 
Forelgn savlngs will flnance less than 40 percent of projected 1995 
flxed lnvestment By 2005, flxed lnvestment spendlng 1s expected 
to exceed 20% of GDP Less than 5% of thls Investment wlll require 
net external flnanclng as the country's balance of trade In goods 
and non factor servlces 1s expected to be posltlve 

Based on surveys and analyses of the mlcroenterprlse sector In 
recent years, the number of self employed and lnformal workers I n  
Bollvla In mld-1995 1s estlmated at some 875,000, equivalent to 
31 5% of the economically actlve population Sectcr employment 1s 
growlng at around 2 9% a year and 1s expected to average growth on 
the order of 2 6% a year throughout the comlng decade The sector 
1s made up of 68,000 production enterprlses enploylng 175,000 
workers (~ncludlng owners) and 394,000 ccmerclal and senTlces 
enterprlses employlng 700,000 workers (~ncludlng o~ners) By 2 005, 
we project no fewer than 85,000 productlcn enterprlses employlng 
275,000 workers and 490,000 comrnerclal and sty-lces enterprlses 
employlng 835 000 workers 

The sector at present contributes the eql--alent of 28% of 
measured GDP, although substantla1 amounts of ssctor value added 
may not be captured by the estlmatlon methcdolcgies employed to 
measure formal GDP Appropriate lncluslcn of the value added of 
the lnformal sector In Bollvla could be expecte5 t:, ralse natlonal 
lncome estlmates very slgnlflcantly Glven tl-sly and appropriate 
access to credlt and savlngs facllltles, sectcr --alue added can be 
expected to grow faster than the formal ec~r,a~y (7% vs 5%) and 
double In slze by 2005 

Average value added by lnformal sectcr ~,-r<crs lr 1995 1s 
estlmated to be on the oraer of Bs 10,700 a _rar, some 88% of the 
average value added by the natlonal labor forct filth aFprcprlate 
access to credlt facllltles , lt 1s estlrnazea : rat  =nfor,al sector 
value added per worker could lncrease oT-er tne ?z>r ten years at an 
annual a-rerage of around 5% a year, suqasslc? the a-erag-. 
productlvlty of the natlocal labor force cr 22C3 

Tables 1 and 2 detall recent ard e-qected economlc 
developments in Bollvla that provlae the context for 
mlcroenterprlse development and progress Table 1 provldes values 
for selected lndlcators durlng the period 1990-1994 Table 2 
details basellne projectlons for crltlcal lndlcators for the perlod 
1995-2004 Table 3 presents indlcat~ve extrapolations of the 
evolution of mlcroenterprlse In the bollvlan economy, based on 
recent sector surveys and analyses of Prodem and Banco Sol client 
profiles and other sources The table presents h~storxcal 
estlmates of selected lndlcators for the perlod 1990-1994, and 
projectlons of a llkely scenario for sector employment and income 
growth over the period 1995-2004 The pro~ectlons assume 
realization of the baseline scenarxo projected for the economy as 
a whole and a favorable environment for mxcroenterprise that 



Includes substantlal access to formal and lnformal sources of 
flnanclng Growth In sector Incomes 1s expected to slgnxflcantly 
exceed employment growth 

C PROFORMA ILLUSTRATIVE ANALYSIS OF A PROPOSE3 MICROENTERPRISE 
PROJECT 

USAID1s proposed new mlcroenterprlse project 1s expected to 
provide a total of $10 mllllon over the flve year  perlod 1996-2000 
for sector technical assistance and equzt: Investments In 
mlcroenterprlse lendlng lnstltutlons An addlt~mal $3 3 mllllon 
In counterpart avallabllltles 1s expected Of the USAID budget, $6 
mllllon wlll be programmed for equlty lnvestrrsnts that In turn may 
generate on the order of $66 mllllon In decaslts and other 
llablllty flnanclng for use In bulldlng sector lczdlng portfolios 

The ob~ectlve of thls analysis 1s not to calculate an IRR or 
demonstrate cost effectiveness by means of az e--zaustlve analysls 
and comparisons with alternatives Should ths grqect perform as 
designed, any IRR calculation would be explosl--el- uosltlve, and no 
feaslble alternat~ve for the use of $13 3 n--ilon dollars In 
planned prolect flnanclng approxlmates the xcc-e and employment 
beneflts thls project 1s expected to accomplls? The objective of 
thls analysls 1s to lndlcate what the eqecte5 lmpact of the 
project wlll be as the pro)ectls deslgn ~mperatl--es are reallzed 

Table 4 detalls profonna mlcroenterprlse oFeratlng parameters 
and aggregates that provlde the basls for ~rzj.ectlng project 
lmpacts These Include estlmates of sector sa-ss, value added, 
em~lcyment , korklng capltal requlrements, LZ -esiment In f lxed 
assets and resulting proforma credrt require-rr=s 

Credlt demand estlmates e x c l ~ ~ e  all ere=-= reqxlrerlnts, 
whetner or not met, prlor to 1946 Estlpates zf zre5lt demard for 
1996 through 2006 Include only cred~t r e s  needed to 
facllltate or sustaln prolected sectcr growth c -er  the perlod, that 
IS, f lnanclns requlred for new 1n7-estnents I.-, f :xed capltal and 
Increases In sector worklng capital as the s r z z z z  groa It 1s 
lmpllclt In the estlmates of credlt demand thaz :=rerest rates and 
other flnanclng terms are typlcal or more fay-orakle than generally 
available to the sector, and that reliable and desrndable access IS 
a more sensxtlve determinate of sector credlt use than Interest 
rates 

Total sector credlt requlrements In 1996 1s estimated at BS 
291 milllon, rlsing rapldly over the perlod to Bs 2 5 billlon In 
2006 In 1996, some 44% of new credlt demand wlll be for production 
enterprise needs for new Investment In f lxed cap1 tal and worklng 
capltal Commerce and servlces enterprises are expected to require 
568 of total credlt By 2006, the relative needs of these two 
subsectors are expected to be roughly reversed 



USAID equity Investments are expected to be disbursed over the 
flve year perlod 1996-2000 Each investment wlll leverage 
additional flnanclng avallablllties equlvalent to 11 tunes any 
equlty amount wlthln flve years of disbursement Over the perlod 
of disbursements, USAID1s $6 mllllon of equity lnvestments amount 
to, In nomlnal terms, about Bs 30 5 mllllon, whlch, by 2004, wlll 
have prcnded the basls for generating Bs 335 mllllon In savlngs 
and other llablllty instruments for needed sector lendlng By 
2006, cu~ulatlve sector lendlng facllltated by the project s modest - 
$13 mllllon program, lncludlng lendlng of all reflows, 1s prolected 
to amount to nearly Bs 4 5 bllllon, equlvalent to 650 rnllllon 1995 
dollars 

Value added resulting from the cred~ts generated by the project 
1s expected to grow rapldly and be veri substantla1 by the end of 
the ten year perlod analyzed By 2006, ancual value added 
generated or sustained by project leveraged flnanclng 1s expected 
to exceed Bs 1 8 bllllon, equlvalent tc 4O% of c~mulatlve credlt, 
and equ~valent to 5% of total sectGr value added Project 
associated credlt IS expected to generate or sustaln 29,000 jobs by 
2006, eq~ivalent to 4 4% of total sector employment 



8ol1v1a Rewnt Ecomm~ Devdopmentr Selected lnd~caton 

TABLE I 

mmlrv l  GDP Im~llIom of Bs I 
m m  GDP IMF ref ImJlwm 01 L I 
p r r  CJPIIJ GDP /current 6s I 
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TABLE 2 

Bollvla Expected Economlc Developments Selected Indtcators 1995 2004 

Dascrlptlon 1990 1991 1992 1993 1994 
BASELINE GROWTH SCENARIO 
expoctbd approxlmata growth path 
lCOr 
red GDP growth (%I 
real per capita GDP growrh (%I 
Invmtment ftxed capltrl (%GOPI 
investment chg stocks (% GDPI 
mvastrnent total gross 1% GDPI 
exports got8 I%GDPI 
Imports gnfs I%GDPI 
resource balance BOP % nom GOP 
aggregate expenditure % GDP 
GDP deflator lndax 
GOP deflator 1% annual change) 
rveraga Inflat~on USA 1%) 
average exchange rate 6s  I 1  US$ 
nomtnal GDP rnkt prtces I m m  of Bs I 
norntnal GDP mkt prlces lmnr of US$) 
per caplta GDP IUSCI 
exports gnf8 lmns of US$) 
export growth gnfs I %  anrual chgl 
Imports gnf8 (mm of USI l  
Import growth g n b  I% mnual chgl 
resource balance BOP lrnm of US$) 
resource balance conmstency chsck 
rmourcm balance BOP (mm of Bs I 
qgreg nominal expend l rnm of Ba I 

commptlon 
WbllC 
private 

mvsmtrnent 
flxed onvestment 

pubflc 
prtvate 

change In  etocks 
commptton I% of GDPl 
conarmptton lmns of 9 0  8s I 
cormumptlon real growth 1%) 
per caplts corn real growth 1%) 
factor servocer balance lmns of USI l  
factor servlces balance 1% of GOP) 
goods and nfs balance lmns of US I l  
goods and nfs balance I% of GOPI 
curr rcet bal -for savings (rnm of US$) 
curt rcct b r l  - for saviqs I% of GDPI 
GNP I m m  of current US$) 
per caplta GNP lcurrent US$) 871 
per capita GNP Iconstant 1905 USI l  901 
per capttr comr US$ GNP (96 chgl 



Evolution of Mlcroenterprlse i n  the Bollvlan Economy 1990 2004 USAIDIBIECON Prolectlonr 

population Ithousandml 
population growth rate I % l  
urban population 1thouaadml 
urban pop growth (%I 
urban populat~on I %  total populatlonl 
rural populat~on Ithousandsl 
ru rd  pop growth 1%1 
econ actlve popul~t lon Ithoumandd 
econ actlve populatron growth I%)  
econ actlve popl lat~on (% tot pop1 
urban econ octave pop lthourmdsl 
urban econ active growth 1961 
urban econ actlve I %  urban pop1 
rural econ actlve pop Ithouaedsl 
rural econ actlve growth 1%) 
rural econ acttve f % rural pop) 
malf empll~nformal urban Ithouaands) 
ralf empll~ntormal growth (%I 
melt empll~nformal urban I %  urb actl 
self emplllnflnontrad rural Ithouaandsl 
self srnpl/mr/nontrrd growth 1%) 
self empllinflnontrad wral 1% ~r actl 
aelf empll~nformal total Ithousandsl 

product~on 
commerce and servlcem 

*elf smplhnformal total growth I%) 
salt empll~nformal total I %  tot soon actl 

~nformal enterprimen ave number empl 
product~on 
commerce and mervlces 

number of mformal anterprrsas 
production 
commerce and servlcas 

ave value added Inf entarplyr IBs) 
product~on 
cornmerce and #etv~csm 

tot value added lnf entarp Imnn of 8s I 
producl~on 
commerce and servlcee 

tot v#IUe added ~ n f  enlarp 1% GDP) 
product~on 
commerce and services 

eve value rddadl~nformal worker IBm I 
w e  value addsdlBol labor force IBs 1 
ave value added lnform wkr 1% natll 
avo value added Inf workar I 90 base) 
ave value added growthl~nf wkf 1%) 
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ANNEX V 

TO: Eirrahelh Rlij ne, Rlrcr oerilcr prlsc Office, USAIDtW 

FRORI* 
t&' 

St eve Snii11r, f io r~o~arc  Opporlrr~i~tj Offlce, USAlDtBolrv~n 

SUBJECT* A Jtrst~ficatrori ancl Reqrrest for A GC Rrrllrrg on Eqrrlly 
Donat io~~s as a11 Allowable Use of USAID Frrnds 

TIIROUGII* Car l Leoaar f i ~ ~ l ~ l l o l i r i a  

DATE. Jrrrie 8, 1994 

As yorr probably know, we rn USAlDIBolrvra are develop~ng a new mlcrofinance project The 
New Actrv~ty Descrrpt~on (NAD) for $ I0 mrllron, whrclr I Iiave attached, has been approved by 
the Mlsslon Unfortunately, drle to budget cuts aritl the riiany "dlrecttves" applrcable to USAlD 
appropriated funds, frlndrng for the project may not be avarlable ilntrl FY 1996 Therefore, we 
have decrded to amend our current Mrcroenlerprrse Developnrenl project rn order to begin 
rmplenientatron of tlie new actlvtty as soon as psslble We thrnk we can prrll together between 
$2 to $3 mllhon of extstlng project funds for tlirs actrvrty 

The prrnclpal component of tlils new acttvlty worllcl rrivolve eqrtity irtvcst~rienls In solid mlcro 
finance tnstrtuttons In drscussrons w~th tlie Mtssron RLA and Controller the qrtestton arose as 
to whether or not eqrrrty rnvestrnents are In allowable rrse of USAID ftlnds 7 lie prrrpose of thrs 
niemo IS to ask that your Office reqtresl a rnll~ig from GC on tlie allowabrllty of AID donattons , 
for equtty We provtde below a progranimatlc jnsblicalron (*) for dolng th~s, trsrng Bol~vra as 
the prototyp~cal case The prellrnrnary vrew of RLA/I3oIrvra as to tlie legalrty of st~ch eqrrtty 
rnvestments IS prov~ded as an attaclirnent 

Mtcrofinance toclay faces a prcd~cament wlitch ~711  be cl~aracterlzed s~rnply and wjth l~ttle risk 
of controversy 

(1) Successf111 programs In wrdely scattered coulitrtes have shown that we now have at 
our d~sposal new firiancral leclrliologres wlilch are capable of br~ngrng efficrent rormal 
financ~al tntermedlat~on wrthrn the reach of very large riumbers of poor households 

* Much of (lie progratnrnattc justlricatton cleqcrtkd liereln has been extracted from Rtchard 
Rosenberg's "Beyond Self-suffic~ency Lrcensed Leverage and M~crofiriance Strategy " 



(2) In no country have we yet succeeded in reaclilng anythrng llke the ~najorlty of those 
poor Iiouseholds, market penetralrrjn by rtitcrofinance seldom exceeds five percent, 
~ndeed, few countrtes liave achieved ac; much as one percent 

(3) Even the roughest calculat~ons of potentral market srze reveal a need for r~lrcrofinance 
assets far tn excess of donor fundtng avarlable for the prrrpose I 

The Issue of financtal self-sufficrency has obv~otls relevatice for the pred~cament described 
above But tlie predrcament calls for an analysis of mrcrofinance that goes beyond self- 
sufficrency If we have the techntcal tools to brrng effictent finance to rnassrve numbers of the 
poor, and we don't have tlie funds lo satrrrale that market, then leverage has to be the lrnchprn 
of oirr qtrategy Tlirtc;, the followrng typology of ti~rcrofinance programs 1s based on a stmple 
"bottom lrne" qtrestton 

If' donors put one dollar into a progl anr todag , ho~v rnr~cli in microfinance 
nssels will tlrat dollar have getieralecl ;lfler, say, five years' 

The five levels of leverage lard out below are riot atrtrglit coti~parttnents They don't form an 
exhaa~st~ve taxonomy some programs fall between the cracks But these levels do clanfy the 
dynamics of financtal leverage, and thtts speak cltrectly to a progra~n's ab~l~ty to respond to oirr 
real l~fe predicament 

Level One. At this level, a mrcrofinance progratn does not break even or1 a cash flow basts r e 
more cash drains out as expendtture tlian flows In as revenue (even w~tlioirt rnclud~ng any 
rmputed cost for the program's soft fundrng) 111e vast rnajorrty of mrcrofinance programs fall 
Into t h ~ s  category Tlle bottom lrne at thrs level IS that t f  a donor pr~ts one dollar In today, by 
Year Ftve tliere wtll be less than a dollar st111 available to provtde ongorng finance for p o r  
people Y 

Level Two, A program at Chts second level has achreved a breakeven in cash flow revenues are 
at least equal b expendttures The prograrn may even lrave gone on to a fuller self-srtfficrency, 
a state In whrch income covers all expenses, includrng non-cash expenses Irke deprecratton, 1 

~nflatron, and the opprtunrty cost of 11s fitnds B t~ t  for a program at tll~s second level, most of 
rts microloan portfolro ts financed by money the program has borrowed from donors Thus rt 
has l~ttle or no equtty (equrly = net wort11 = assets tiirlirls Iiabtltbes = the drfference between 
what a program owns and what 1t owes) Sricli a prograrn cannot leverage its dorror funds by 
further borrow~ng from comnierctal sources Becairse of [he absence of an "eqitrty cushron", 
even a modest loss In the inst~tutlon's mrcroloan portfol~o assets wotlld rmperrl rts ab~ltty to 
honor its debts 

Thits, the bottotn lrne h r  a Level Two program IS lliat for each dollar tlonors put tn toclay, the 
program wtll contlnue to have about one dollar avatlable In later years for m~crofinance 



Level Tliree. L ~ k e  a Level Two program, a prograrn at thts thtrd level llas reached breakeven 
or better But rn contrast to the previous level, tlie program has substanbal eqr~ity ftrndrng, 
which some developme~lt agency has granted, rather than lent, lo tlie program On the basis of  
t h ~ s  posltrve net wortli, the program can then finance expanston o f  rts pr t fo l lo  by borrowrng 
from commerctal sources, sircll as banks Experrence around the world srrggests that commerctal 
lenders wrll not lend mucli rnore than $1 00 or at tiiost $ 1  50 for each dollar of eqr~rty wlilch lhrs 
klnd o f  program has avarlable to back up the loan Therefore, at Level Three a dollar of 
donor's grant money leads to about two dollars of  total mrcrofinance resources avarlable for poor 
clrents (The assrrmpt~on liere IS that [lie program's profits are not lirgli enough to produce a 
raptd mrrlt~plrcatron of rts eqrrl ty cap1 tal) 

Level Four. A program reaches thrs rotrrtli level when rt has, not only a self-sufficrent cash flow 
and a s~gntficant eqrrrty base, brrt also a license as a bank or otlier iorriial financial tnst~tutron 
Because the prograrn IS cert~fied as rneet~rig tlie requrrementc; of a credible regulatory atrthorrty 
whrch tna~tita~ns ongotlig supewlstoli, ortts~de parttes are w ~ l l ~ n g  to loati or clepos~t money Into 
the rnstrtt~tlon tn alnorlnts up to eleveti trmes the r~ir!~trrt~o~i 's eqrltty hare Wliy eleven? Because 
thrs l~n i r t  IS the rnternatronal stanclard wlircl~ riiore ant1 Inore countries are adopt~ng More 
precrsely, the ratto cornes from tlie "Basel Convent~on" rule that an ~nst~trttion's equity mrrst be 
no less than erght percent of  tts risk-werglrted assets Tlie orrtsrde sources of funds for a Level 
Four ~ntermedtary can be drverse e g deps~ts  fro111 mrcrocl~ents, depsrts from larger 
commercral Investors, rnterbank loans, or Central Bank credtt ractlrtles 

The bottotii lrne for <lotiors after five years, a Level rorrr prograin wrll have leveraged each 
dollar of equtty they have donated rnto as much as twelve clollars of  assets avarlable for 
contrnued mrcrofinance 

[Level Ftve Thrs level IS rn brackets becattse no one lias reached 11 yet, anywhere in the world 
A program would arrive at t l i~s level wlien, rn addttron to meeting all the requrrements of  the 
prevrous levels, tt IS riialung profits that are so htgli tl~at other Investors begtn to start their own 
microfinance tnstttutrons, for tnotrves whrch are not socricl but purely financtal We already 
know that i t  is possible to operate a mtcrofinance bank profitably But we do not yet know 
whether rt ts pssrble to generate profits that are rtcll enortgli to attract a lot o f  prrrtly 
commerc~al com pet1 tron I f  this level can be acfirevecl, the clonor 's orrgrnal dollar would catalyze 
an tndefinrtely large amorlnt of  resotrrces gotng to serve the nitcrofinance clrentele A revtew 
o f  the present state of  tlie art suggests that nilcrofinance IS unlrkely to reach 1111s level tn most 
conntnes, over the niediurn tertil at 1eac;t ] 

131. Core St I atepic Considerations, witl i lllrtstratio~ls from I l le 
Bolrvian Case 

k v e l  Fo11r is Real The prospect o f  massrve leveragrtig of  donor mrcrofinance resources, up 
to eleven lo  one, IS not a pipe dream Nearly all of Bollvta's comrnercral banks leverage thew 
equity at a ratlo of  close to eleven to one, as do banks tn most cortntrres around the world 
Regarding mlcrofinance, Bar~co Solwlarro rn Bolrv~a obta~ned rts bankrng l~cense rn 1991 wrth 



about $5 nirllror~ in equrty, provrded by US AID, other clonor grortps and soctally mottvated 
investors Drawtng deposrts from a wrde variety of sources, by mrd 1994 ~t had parlayed that 
eqitlty rnto a mrcroloan prtfolro of about $30 r~i~llron In another year or so, i ts  prtfolro W111 
have grown to about $60 mrllron, representrng the maxrnium legal leverage of tts origrrlal $5 
m~llton eqtttty caprtal Bank Rakyat Indonesra's Unrt Desa program provtdts adothef 
demonstratton of tlie practlcal~ty of tlits krnd of leverage (although the Unrt Desa systt?mis status 
as a department of a state bank compltcates tlie accountrng presentatton ) 

While real, Level Four IS not easy lnstrtrrtrons of th~s sophrsttcatton do not develop 
spontaneotrsly Some condttrons for burltlrng programs at tlits level are dtscttssed below, 

If bot i o r~  Rely on Programs Below Level Four, They Ifaoe Little Chance to Satisty the 
Demand for Poor Peoples' Finance Talong the Boltvran example, somethrng like $300 million 
rn assets are estrmated to be necessary to saturate tlie market for nircrofinance Assumlng that 
donors tn Bolrv~a rely on superb Level Three programs, and further assumtng that donors 
provrde all thew funds to these programs as equtty (donations) rather than loans, the market can 
be saturated only t f  the supply of donor funds IS about $150 mrllton Thrs would be imposs~ble 
to attarn gtven budget levels for Bollvta and other demands on donor funds The results of 
srmilar calculattons for other countries are unlrkely to be broadly different 

If  Donots can Strrtctr~re Level Four Prograars, Sataralir~g the Market is Well Within 
Rench A Level Fortr Program, because I t enjoys the crdlbrlr ty stenim~ng from cert~ficatton 
and superv~s~on by a capable financial regr~latory autliority, can borrow trp to $1 1 of  
commerc~ally sourced (and prrced) funds for every $ l of equtty ~t starts orit wrth In the 
Bolrvran case, tlie $300 mrllton rn assets needed to respond to the demand for poor people's 
finance can be rased on an equrty base of as little as $25 millron Thrs figure i s  wtthrn easy 
reach for Bolivia's donors Almost half thrs amount 1s already lodged 111 the equity capital of 
BancoSol and forrr olher sound Bolivtan mtcrofinance programs, and the rematnder 8s rtnltkely 
to stratn the budgets of USAID and the Interhmer~can Development Bank Group over the next 
three or four years 9 

Another tmportant difference between a Level Three and a Level Four instrtullon IS the abtlrty 
to provrde savlngs services Altliortgh savrngs services are not central to the subject hen, i t  IS 
worth mentlontng tlietr ~nseparable role tn nitcrofinance Asrde from berng a major source o f  I 

portfolto financrng for the lnstltutlon, savrngs are crrttcal to liqurclrty management for the 
mrcroenterprtse or poor household Savtngs Increase equity by provtd~ng rticreased securlty and 
returns for the saver, and encourage cllent self-financrng for Investments They benefit the 
economy as a whole by increasing funds avatlable for productive investment Contrary to 
poprrlar bellef, poor people will save 1f good savtng servlces are available In Bank Rakyat 
Indonesia (BRI), for example, where savlngs services were introduced years after the c d ~ t  
program, total custonrer depsrts are now more than double the value of  the loan portfolio For 
every oiitstandrng loan, BRJ has approxrmately four savtngs accottnts BancoSol's pilot savings 
program has demonstratecl that tlie deriiand for mrcro savtngs 111 BoIrvla IS also s~gntficant 



Therefore, another rtiiportant difference betweeti a Level Three and a Level Four rnstrtutron IS 

the abilrty to ppfvrde savtngs servrces 

1V. Three Cond~troris for Market Satural~on 

If we accept the proposltton that rnarket saturalron requtres rnstrtutrons wllose abrlrty to leverage 
commerc~al funds IS at tevel Four, then three requlrernents emerge as conditrons for the 
development of such Instrtutlons These rnstitutrons must have a substantral eqrrity base They 
must have access to l~censrrig by a credrble and cornpetent financral regrrlatory agency And, 
srnce many rf not most of tliese rnstrtutrons wrll have begrtn ltfe looktng more lrke a socrally 
or~ented NGO than a bank, they will ttsually reqlttre Ireavy lecliiiirrrl iripltl to support thew 
transformatron into a professronal and efficrent financral rntermedrary 

V. Wliat Bol~v~a Needs to Satisfv llie Condil~otis for Market 
Satriratiori 

Eqtlity: We esttmate that, atliong Bolivia's tirtcrofinatrce intermedrarre~ tliat have reached Level 
Three, there IS about $12 riirllron in equrty cap; tal Assutntng an eventual leverage ratro of 1 1 1, 
the system would requtre another $13 to $15 mtllton to achteve market satitratton As a srde 
polnt, only about $5 tiirll~on of tlie eqrt~ty currently tn the syste~ir IS betng leveraged at a ratto 
greater than 1 1 (by Banco Solrdarto, whrcli IS at almost 6 1) 

USAlD's new Mtcrofinance project (5 1 1-0637) proposes to rnfirse another $8 to $10 mrllton Into 
the system The Interhmerrcan Development Bank Grortp also has expressed cons~derable 
rnterest rn contributtng eqrtrty caprlal to Bol~vtan tnicrofinance rn~erhedrartes 

lndepe~tdent L1cetisi1tg arrd Sirpervision: Banco Soltdarto has already proved that m~crofinance 
can be done with a regular commercral bank lrcense Brtt the nrrnlrnum equity requtrement for 
sucli a license (about $5 rnrllion) 1s much tw steep for the other sound prograrnc; USAID, w~th 
support from tlie !DB and the World Bank, has convtnced the Srrperrntendent of Banks to open 
ttp a separate lrcensrng w~ndow for non-bank mrcrornternied~ar~es For a number of reasons, 
wh~ch we will not enter Into here, tlie requlrernents that need to be rnet tn order to acqirlre a 
lrcense must be very strtngent Here are a few of tlie key elements proposed for Bol~vta 

+ a rnlrirtiitrm equ~ty requtrernent of about $2 trrrllroti 

4 a track record of three years or sirccessful oyeratrons and a coricrete, detruled buslness 
plan 

4 under the new wrndow, a mlcrofinance ~ntermedrary wrll not be allowed to leverage at 
a ratro of I I 1 at the outset nley w ~ l l  be restrrcted to perliaps five-to-one for the first 
two or three years, wrtli later gradual increases toward 1 I 1 



4 ownershtp of tlie rlltcrofinance rnstttr~tto~is wtll be lttnr(ed to noti-profit etitrtres Any of 
these rnstttutrons cor~ld convert at a later potnt In tttne to for-profit ownershtp by 
qual~fy~ng for a regular bank Ircense 

4 wrth the exceptton of tlie eqrttty requrrenient, licensed nitcrotntertiiedtartes wrll oe 
governed by most of the same reporting and pntdenttal reqrrrrenients that are ~tnposed on 
commercral banks 

Technlcnl Strpportb All of Bolrv~a's m~crotnter~iiedrar~es began lrfe ar socrally or~ented NGOs - 
The transrtton to an efficrent financral rtilerniedtary 1s drfficult, psychologtcally no less than 
techn~call y 

Banco Solrdario already recerves cons~derable orrtsttfe leclirircal srrpport, rilarnly from Acctdn 
Internattonal All [lie other rnstttt~t~ons w ~ l l  reqrllre srgrirficaril technrcal support, not as a one- 
shot affatr, brrt as an ongorng process for !he first five years or so The ktnd of teclintctans who 
are needed are people who not only have extensive nuts-and-bolts expertence wtth real 
m~crofinance programs, bill also have tlie financral and systems expertrse to translate therr 
expertence Into the reqrrrreinents of a successrul tnrcro-banking operatton 

USAlD/Bol~vta has begirn a prograiii of semtnars and technrcal asststarice to assist the 
tiircrorntermedtartes The new Mrcrofinance project will expand tlirs prograni, rnclttdrtig more 
rntenstve assistance for the tnstrtutlons recervtng eqrrtty coritrtbutrons 

VI. Slow the Ea~rrtv Contribrrtion Wortld Work 

USAID IS generally prolilbrted fro111 lioltlitig eqrtlty shares In any rtrst~luttoti by Section 635(g)(3) 
of the Forergn Assistance Acl (Tlie restrictron refers only lo wloansw made under the FAA, and 
not to "grants ") Under [lie new project, we plan to grant ftincls to a tlirrd party whrch, tn turn, 
would buy eqrrrty shares rn one or more mrcrornterriietltartes USAlD's grant to the thtrd party 
woirld be made under a cooperattve agreement Tlie thrrd party would be a development agency 
or NGO wtth constderable rnterest arid experrerice tn nircrofit~ance developrlient Its role woiild 
be to purchase shares, and [lien acttvely provrde slrateglc and operattonal guidance to the 
mtcro~ntermed~ary I t  would have access to the techn~cal assrstance necessary to achleve thts, 
whether prov~ded with USAID's or rts own frrnclrng 

We know of several rristrtrrttons capable of carrylng 0111 thts tlirrd party role efrecttvely This 
model has already been successfirlly rested Accibn Intertiattonal, for exariiple, owns eqtr~ty rn 
BancoSol Over [lie pas! year hcc1611 has effecttvely assrstecl In steertrig DancoSol tn the rtght 
direction Accrcin has even provrded crrtrcal teclinrcal assrstance where rt was needed 
Other NGOs and donors have srmrlar relatronslirps wrth other tntcrofinance rnstttttttons tn Bollvta 
and tn other coitntrres 



Before any grant IS niade to the llirrd party, USAlD atirl [lie tli~rd party woirlrl have agreed upon 
the final rnstttutronai destlnatton of the equrty funds Obvtously, at1 tntenslve instrtt~tronal 
analysts would be perfornied on the microttiterinedrary whtcli would, at a rntnlmuni, evaluate 
the followrng 

4 Management and lnstrlutlonal Stnrcture 
4 Instrtut~onai Strategy and Goals 
4 Frnancrat Pohctes 
4 Dellvery Mechatirsms 
4 Frnanctal Performance 
4 Potential to Expand Outreach 

The purcliase of equlty shares would be negotrated and execrrted between the thrrd party and the 
mlcro~ntermedlartes It would be subject to USAlD approval USAID's monltorrng 
responsrbtlities would not end once the purchase IS executed Through the Cwperattve 
Agreement wlth the thtrd party, USAID would regularly rnonrtor tlie tnlcrofinance rnstttut~on's 
progress in expandrng services to a greater number of poor houseliolds USAID would also 
rnonrtor the areas ltsted In the prevrotrs paragraph rn order to ensure the long-term health of the 
lnstrtutlon (Srnce USAlD may not have all the reqrrtred monttorrng capabrlrty rn-house, the frrll- 
trme servtces of an expert rn th~s field would lrkely be rieecled ) On tlie other hand, USAID 
would not track the use of each dollar donated as it does wrth ttad~tional grants for loans and 
opemt~ng expenses 

VII. The Argtrmertl for Eqt~ity instead of  Traditional USAID Grants for Loan Porttolios 
snd Operating Costs: 

Tradrt~onal USAID donations for loans and operattng costs have, over recent years, been 
appropriate for the developnient of microcred~t rnstrttrttons The extensrve accotinttng procedures 
and oversrght were necessary as these AID-supported tnstrtutlons got on therr feet Practmdly 
speahng, USAID/Bollvra cotrld carry out the project descrtkd above ustng the same 
dlsbursement meclian~sms The problem IS that ~t would be a dtstant second best alternatrve 
We are no longer concerned as to whether mrcrofinance lnstrtutlons can deltver cred~t servrces 
on a sustarnable basrs Our concern now IS that the strong Inst~tutions rn Bolrvra expand therr 
services to srgnrficantly greater numbers of poor liouseliolds We klreve tlie way to do th~s 1s 
through equlty Investments It IS not Important to us what the rntcrorinance lnstrtutrons use these 
funds for, prov~ded they are used for costs and acbvlttes normally assoc~ated w~th a financral 
rnstltutton, and provrded they are not used In ways prolirbrted under the FAA On the other 
hand, we will closely monitor the rnstrtutron's progress towards the project's maln goal 
outreach We will also monrtor the rnstttuttonal and financial health of the mtcro~ntermedrary, 
and prov~de cntlcal technrcal assistance wherever needed Below are some of the key reasons 
why lmplementatron of such a program would be more srtccessful ustng eqrrtty Investments than 
tradrtronal USAID d~sbursement mechantstns 



(1) kvcram Tlre potentrat of the rnoclel descrrbed above ltes tn lire abrltty lo leverage equrty 
capitat These ate d~e only assets we can be sure Ilve Strpertntendency wtll permrt to be 
leveraged Microintermcd~ary assets provtdett by USA1D or !he lhrrcl party for loan portfolros 
could not be leveraged vntrl they were retrrrned to the mrctotntermedrary from the tnrcroclrent 
as reflows It i s  posstble that an exception to thrs conld be made by qaalrfying the loan funds 
as subordinated debenture Under srrclr an arrangement, the donor or thrrd party makes a long- 
term loan to the mtcro finance rnstrtulton, and agrees that I ~ S  rtghts to the repayment of the loan 
wtll be subordinated to the rtghts of the rtrst~titfton's other credttors Brrl there IS no gtraranttc 
the Supetintefidency would b t  willing lo treat !Iris as eqrtity .. 
(2) Control* Wrth tlre prrrclrase of shares, !lie tlrrrd party would be grven management control 
of the microlntermediary qua1 to its proportion of ownetshtp We vtew thrs as crrtlcal to the 
project's sticcess Altl~ough we belleve that an agreement conld be reactled between the third 
party and the microintermdrary to corrrit frrnds tred to loan portfolio as ownership eqtrtty, the 
rrccotlnting responstbrl~tres of the Clr~rd party worrlcl clrverl 11s attention fro111 rts crttrcal tole, 
which wotrld be to provrde slralegic and operabonal guidance rurtherrnorc, the thrrd patty's 
percentage of ownerslrcp would be constratned by the rate at whrch loan pottfolto rrtnds a n  
disbursed 

(31 Timeliness W~th eqrrlty donations, strong Dolivran tn~cro~ntermedraries cot~ld qualify 
quickly for licensing and begin to leverage eqrrrty capital thereaRer The full teclrntcal asststance 
component cortld also be implemented rrght away rrnder the ownershrp control of the third party 
Under A trad~tional USAlD loan prtrolro arrarrgement, frrnds wotrlrl be allocated to the 
micmintermediary incrementally, based nn a dernnndratron of loan drqbt~tsetnents This would 
slow the rate at which otlrerwise qaat~tied mrcrorntcrmecltarres recerve lrcenses I t  wcnrld also 
slow the tate at wflicli tlte Bolrvian p o t  rece~ve ~rtrcrofitrance sewices 

That GC prov~de a rrrlrng tliat donalrons as clescrthed above conqhltrte an allowable trse of 
USAfD frrnds, both under [he TAA and recent Appropnalrons Acts, and rrnclcr the cost prrncrples 
staled in OMB Circrrlars wpplrcablc to HD 13 Grants and Cooperalrve Agrernents to U S and 
non-U S NGOs 

E0.SSmith 
Clmtances* 
RLA:SA!len (in draf't) 
PDI PNaticlIor (in draft) 
CONT 



ATTACHMENT 

PRELIMINARY VIEW OF RLAIBOLIVIA 

1 The question of whether the purchase of equity by a Grantee or Recipient of 
n a Cooperative Agreement IS an allowable cost under the applicable laws and 

regulations (under the FAA, recent Appropriations Acts, HB 13, OMB Circular A-1 22, 
etc ) IS of Agency-wide sign~ficance, and should be thoroughly discussed among G, 
OP, and GC If thls is the best way to expand microfinancing, we should support 
grants and C A 4 wh~ch expressly permit and authorlze the granteetrecipient to 
purchase equity in microfinance institutions The following are thoughts on whether 
this is legally permissible t 

2 FAA 635(a) gives USAlD broad authority to furnrsh asslstance on a grant basis 
on such terms as are "determined to be best surted to the achievement of the 
purposes of this Act " FAA 635(b) echoes this broad authority FAA Sec 103(b)( l)  
("organization of a system of financial lnstitutlons which provide both savings and 
credlt services to the poor)" and Sec 106(d)(5) ("programs of urban development 
with particular emphasis on small, labor Intensive enterprises, marketing systems for 
small producers, and financial and other lnstltutlons whlch enable the urban poor to 
participate in the economic and social development of their country") authorlze 
mlcrofinance activities In both urban and rural areas 

3 FAA 635(g)(3) prohibits only acquisition of equity by the USG (by USAID) 
through USAID-direct loans It does not forbid the recipient of a grant from USAlD 
from purchasing equity (Nor does this Section prohibit USAlD from directly making 
equity investments with arant funds, although for pollcy reasons, including 
organizat~onal conflicts of interest, USAlD would probably never decide to do so ) No 
other section of the FAA nor of any recent Appropriations Act (e g FY 93 and FY 94) 
bears directly on this subject, nor prohibits grants to NGOs for equity investments to 
st~mulate microf~nance Congress has expressed, however, In recent Appropriations 
Acts and Committee Reports, a substantlal interest In expanding microloans to poor 
people (See, e g Title II of the FY 94 AA, Sen Report 102-419 (September 23, 
1992), pp 97-98, Sen Report 103-1 42 (September 14, 1993), p 77 

4 Handbook 13 Grants and Cooperative Agreements generally refer (in a note to 
the Standard Provision on "Allowable Costs", HB 13, App 4C and 4D) to OMB 
Circular A-1 22 The latest version of C~rcular A-1 22 available to the RLA IS dated July 
8, 1980 (45 FR 46022) In Attachment A to the Circular, "General Principles," 
factors affecting the "allowability" of a cost are its reasonableness and jlllocability to 
a particular cost objective If a grant were written with the express purpose of 
purchasing equity In microfinance institutions to expand credit available to the poor 



through leveraging, these criteria would be satisfred Attachment B to the Circular are 
"Selected Items of Cost " The f~ rs t  paragraph provides that, "Failure to mention a 
particular item of cost is not intended to imply that it is unallowable, rather 
determination as to  allowab~lity in each case should be based on the treatment or 
principles for sim~lar or related items of cost " Equity investment is not listed In 
Attachment B The most similar item lrsted IS No 13, "Equipment and Other Capital 
Expenditures, which are generally "unallowable except w ~ t h  the Drior a ~ ~ r o v a l  of the 
awardin9 aaency " (Emphasis added ) Hence, it appears that equity investments, 
slm~lar to  caprtal expenditures, may be determrned to be an allowable cost by USAlD 
as awarding agency, by so stating in the Schedule of the Grant or Cooperative 

I 

Agreement 

As a last resort, not needed here, Attachment C to Circular A-122 provides that an 
award~ng agency may negotiate the non-applicability of the C~rcular to a partrcular 
organlzatron 
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From Paul Weisenfeld@GC SAZ@AIDW 
Subject Equity for Mlcro Finance 
Date Wednesday, August 31, 1994 17 02 47 BOL 
Attach I 

Certlfy N 
Forwarded by 

Gentlemen - 
R ~ c h  Rosenberg and Beth Rhyne asked me to respond to an inquiry from USAID/La 
Paz regarding the use of USAID grant funds to acquire equity In mlcro flnance 
institutions As I understand it, the proposal 1s to extend a grant to an 
NGO that would, in turn, use the grant funds to purchase shares of a Bollvlan 
mlcro flnance lnstitution The two concerns we've been asked to address are 
(1) whether there are any legal prohibitions on a grantee uslng USAID funds 
to acqulre an equlty interest in a flnanclal ~ntermediary, and ( 2 )  what 
tracklng requirements apply to the use of the dollar funds 

(1) On the first Issue, we agree with the analysls in the legal memoramdurn 
prepared by Steve Allen, the former RLA from La Faz Although USAID cannot 
directly acquire equlty interests for its own account, there are no legal 
prohlbltlons on a grantee uslng USAID funds to acquire an equity interest In 
a micro flnance lnstitution As noted ln Steve Allen's memorandum, we thlnk 
~t would advisable to indicate clearly In the grant agreement and project 
documentation that the purpose of the grant is to allow the NGO to capitalize 
or strengthen the equlty of the micro flnance lnstltutlons 

( 2 )  As long as the purpose of the grant is clearly stated as allowing the NGO 
to capitalize the financial intermedlary, our opinlon is that USAID/La Paz ' 
need not track the dollars beyond the acqulsitxon of an equity xnterest In 
the financial intermedlary, for the purpose of ensurlng compliance with the 
host of legal and policy restrlctlons applicable to USAID funds (e g , 
abortion equipment, citrus for export, luxury goods, pestlcldes, etc ) 
We've razsed thls issue with others In GC, and our experience is that IG 
audits focus on whether the purpose of the grant has been met and do not 
track dollar funds beyond the achievement of that purpose If the purpose of 
the grant were to fund micrcloans, however, we believe the mlsslon would have 
to track the dollar  fund^ to each disbursement to a qualified borrower, and 
arguably to the use by each borrower 

of course, these types of tracklng requlrments are entxrcly d~fferent from 
the monltorlng and evaluation of the pro3ect's performance that the pro3ect 
manager deems appropriate For Instance, In order obtaln data for project- 
level ~ndlcators, the pro3ect manager may requare the NGO or mlcro finance 
~nstltution to supply lnformatlon on borrowers receiving micro loans 

One last point, ~ t s  probably a good idea to deal wath the Issue of dividends 
- J C  and c a p ~ t a l  qarnc r h a r  w ~ l l  arrrrrr to Phe No0 hv vlrt110 of t h  r r  -h -r  - 1 1- 



suggest ~ncludlng a provlslon In the grant agreement that says something 
along the following llnes consistent with the non-proflt status of the NGO 
dlvldends accrulng to the NGO shall be used for the agreed purposes of the 
grant 

Hope thls 1s helpful 

Paul 
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UNTTED STATES GOVERNMENT 

action memo to the director 
April 18, 1995 

Stephen H Sm~th, EO 

Posslble Partic~patron of non-U S Flrst World Inst~tutlons 
In the Microfinance Program 

BACKGROUND* USAID/Bolivia has played an important role in the development of Bol~vla's 
mlcrofinance sector slnce PRODEM was ln~trated In 1986 By the end of 1994, almost 100,000 
permanent mlcrofinance clients were served by US AID asslsted instttut~ons 

The Economic Opportunity Office has recently destgned a new mlcrofinance program in an 
effort to massively expand the number of poor people wtth access to financral servlces The 
program will begln under the current Mlcroenterpr~se Project (5 1 1-0596) and be conttnued under 
the Microfinance Project (51 1-5637) It will conslst of three major components (1) equrty 
Investments In microfinance instrtutlons, (2) technical assistance and trarnlng to mlcrofinance 
institutions and (3) support to the Superintendency of Banks and Flnanclal lnstttut~ons The 
equlty component In particular is state-of-the-art in this field By takrng a sector-w~de approach, 
I e developing intensive worlung relat~onshlps w~th as many as half a dozen of Bolivia's 
strongest microfinance ~nst~tutions, the program could potentially have a major impact on 
mtcrofinance in Bollvia and even worldwide The program IS very ambrtlous In that rt will try 
to bulld licensed, formal bank-llke financ~al rntermed~anes out of NGO cred~t programs 

We expect to provide asslstance to a slngle rnst~tutlon, whrch wrll have overall respons~bllrty for 
implementing the equlty and T A components of the program under a cooperative agreement 
with USAID The eshmated value of th~s asslstance could reach $9 mlll~on, most of whlch 
would be used for equity investments In mlcrofinance ~nstltutlons Success for thls program wrll 
requlre an implementing unlt w~th extenslve capabllltles and experlence In m~crofinance, 
particularly wrth experlence on the ground In Bolrv~a On March 21, 1995, a PIO/T was signed 
~nstructlng the Contract~ng Office to solic~t Requests for Ass~stance from two qualified 
rnshtut~ons, Accrdn Internat~onal and FUNDA-PRO Planned cotnpetitlon was l~m~ted to these 
two lnstltuhons because of thelr considerable m~crofinance experlence In Bollvia Each 
lnstltuhon had also expressed Interest In ~mplernen tlng the progralii 

DISCUSSION* Slnce my Office drafted the PlO/T In February, the probablllty that Acc16n or 
FUNDA-PRO could Implement the program has been severely reduced Acc16n, although 
interested In the program, has stated that ~t would lrmrt ~ t s  partictpat~on masmuch as it would 
relate to BancoSol and PRODEM only FUNDA-PRO, on the other hand, has experienced 
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several internal problems that would appear to make it a less qualtfied candrdate 

In order to ensure that we find the best possible implement~ng instltutton, we Intend to broaden 
the lrst of sollclted organizations Unfortunately, there IS a very short llst of institutions 
worldwide with proven mlcrofinance expertence that would be capable of effectively 
implementing our program Sim~larly, the ltst of capable mtcrofinance experts IS very short 

Through our Office's experience in this sector, we have become famlltar wtth these institutions 
We have also discussed the issue of posstble implementing rnstttutions wlth several of the most 
knowledgeable microfinance representative In USAID/W, rncludlng Elrzabeth Rhyne, Director 
of the Mlcroenterprlse Office We agree on which lnstitutlons may be qualified to implement 
the program All have at least several years experlence in the field of mlcro and small 
enterpnse finance In several countnes, and possess considerable lnternal financial capabilitres, 
whlch will be cnttcal to the Mlcrofinance project Apart from Accrcin and FUNDA-PRO, both 
of which will still recetve an RFA, the llst rncludes the followrng organrzations 

Calmeadow Foundation - Canada 
FUNDES - Swrtzerland 
Opportunity Internabonal - U S 
Seed Capital Development Fund - U S , w~th French Parent Organrzation 

Three of the four msbtuhons above are based in first world countries outsrde the Un~ted States 
All are familrar with Bollvlan microfinance, particularly FUNDES and Calmeadow Foundatron 
FUNDES operates a small enterpnse support program out of Cochabamba, whr le Calmeadow 
has provided financral and technical assistance to BancoSol and PRODEM, and 1s planning to 
open its first fore~gn office In Bol~vla Experrence tn Bolivra and knowledge of Boliv~an 
microfinance is an important part of the teclinlcal select~on cnteria It IS also important because 
we expect that the chosen instltutton wtll commrt rtself to Bollvian mlcrofinance over the long 
term, well beyond the PACD of the Microfinance project 

As you know, USAID has strrngent restnctions on the source, orlgln and nationality of goods 
and services ~t procures and, m Bohvla, procurement IS generally l~mlted to the U S and defined 
categories of local goods and servlces These rules do not apply to NGO assrstance 
arrangements, and we frequently fund assistance through NGOs based In other Laon Amencan 
countries Nevertheless, ass1 stance to an NGO from an advanced ~nd  ustr~al I zed colmtry such 
as Canada or Sw~tzerfand, could present pol~cy Issues, partlcl~larly In ltght of the growrng 
number of U S NGOs rnvolved tn microfinance throughout USAID supported countrres We 
w~ll  make every effort to provlde RFAs to all qualified U S m~crofinance NGOs and w~ll 
conslder the nationality of the entrty in the selectrori process For example, should two NGOs 
provide the strongest proposals of nearly equtvalent technical quality, preference wlll be glven 
to the U S NGO However, glven the advanced state of Bolivlan microfinance and the small 
number of inshtut~ons capable of adminrsterrng htglily focussed technical assrstance and of talung 
equity positrons an several microfinance rnstrt~rtlons, EO cons~ders rt essentral that the non-U S 
organlzahons ~denhfied a b ~ v e  be allowed to compete 
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ACTION* The Economlc Opportuntty Office intends to tnstrr~ct the USAID Contracttng Office 
to extend sol~cltattons for RFAs to the tnst~tuttons l~sted above, and posstbly addttlonal U S 
NGOs, as well Your agreement IS requested to Issue these sollc~tat~ons, knowing that 
competition could result In support to a non-U S , first world tnstrtutton 

APPROVED 

DISAPPROVED 

DATE 
EO SHSmith 
Clearances 
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NEW ACTIVITY DESCRIPTION 

1. Basic Data 

(a) Prolect Tltle 
I 

(b) Proyect Number* 
(c) Fundlng Source 

(d) Duration* 
(e) LOP Funding 

Mlcrof inance 
511-0637 
To be determined 
Shelf 1995 FY 1996-1997 
$10 milllon 

2.  Stratesic Fit with AqencyfBureau Goal 

Micro enterprise development has been glven prlorlty emphasis In the 
Agency's new "Economic Growth1@ policy This project is directed at 
microenterprlses and poor households USAID/Bolivia supports the 
Agency policy guidance which Indicates financial servlces as the 
most successful means of assisting microenterprlses. The pro~ect 
directly supports two Program Outcomes, (1) Increased employment 
opportunities In non-coca industries, and (2) broadened access to 
financial markets 

3. Consistency with Mission Strateqy 

(a) Project Goal: The proyectts goal is to increase income and 
employment of the Bolivlan poor by significantly broadening access 
to financlal services. Thls prolect supports the Mrssionfs "Expanded 
Economic Access and Opportunitya@ strategic objective. 

(b) Project Purpose: To enhance the capacity of a small group 
of microfinance institutions to deliver financlal services to the 
poor 

( c )  Project Description: In the last decade, new financial 
technologies developed In varrous countries have provided efficient 
financial services (credit and savings) to poor households, 
including those householdst income-producing activities 
(microenterprise). These technologies have been proven and refined 
in Bollvia over the last slx years. The challenge is to extend 
these services to the massive numbers of poor households who would 
find them valuable 

Rough estimates suggest a potential reachable clientele for such 
services in Bolivla of perhaps 600,000 poor households Assumlng an 
average loan balance rislng over the years to $500 per household, 
the capital requirement will be around US$300 million. Only 102 of 
this demand is being 'served right now ($30-35 million reaching about 
60-70,000 poor households), mainly by PRODEM and Banco Solidario, 
both of which sprang from USAID/Boliviafs Mlcro and Small Enterprise 
Development Prolect 

Donor agencies fund microfinance programs with donations (equity) 
and loans (debt). Generally donor debt flnance in such programs 



cannot leverage additional commercial-source funding, and equlty 
finance (including guarantee authorities) rarely leverages more than 
two dollars of total f~nance for each dollar of donor input. At 
this rate, $150 million in donor funds would be requlred for 
adequate service of Bolivia's market for poor people's finance 

.x 

However, once a microfinance program reaches the stage of being able 
to qualify for a banklng llcense or its equivalent, ~t can qulckly 
leverage twelve dollars in poor peoplesf finance for each dollar of 
equity (i e , donated) input Operating on this basrs, the required 
$300 million of mlcrolendlng can be flnanced from commercial sources 
if an equlty base of $25 million can be assembled Banco Solldario 
is already leveraging its $5 mlllion in equity capital (principally 
from USAID and other development agency sources) There are several 
other good Bollvian mrcrofinance programs, who account for 
approximately another $5 milllon In equlty at t h e m  disposal, but 
none of them has yet been able to get a banklng llcense 
Individually they do not have the $5 million required for a full 
bank license, and the Superintendency of Financial Institutions is 
reticent to openlng a new window to license them on a lower equity 
capital basls 

Thus, there 1s a double gap whrch needs to be filled In order to 
spread efficient new microflnance technologies to all the poor 
Bolivians who can practically use them: 

Funding: Additional equity of perhaps $15 mlllion, principally from 
donations, wlll be needed; 

Licensing: Banking licenses, or some equivalent whlch allows 
commercial leveraging, must be structured for a few more 
microfinance programs ( ~ n  addition to Banco Solidario) 

The proposed project could go a long way to f lliing these gaps Most 
of the requested resources would be donated to sound microfinance 
NGOs, on the condltlon that they be invested by those NGOs as equity 
in licensed microfinance intermediaries (including Banco Sol and 
other intermediaries which would complement ~t and compete with it), 
Each dollar so invested will predictably leverage twelve dollars of 
microlendlng. We have llttle doubt that other development agencies 
would be wllling to add equlty funds to those provided by the USAID 
prolect, based on past successes In attracting such matching funds * 

Perhaps 5-10% of the requested resources would be used to flnance 
technical assistance and trarning to help a very few good NGO 
programs raise themselves to the level of operations controls 
necessary to comply with the Superlntendencyfs licensing 
requirements, and perhaps to subsidize, for a very few years, the 
Superlntendency8s supervrsion costs for mlcroflnance institutions. 

The key objective against whlch the pro3ect will be designed and 
managed is providing a major improvement in the efficiency and cost 



of financial services available to the maloritv of Door Bolivian 
households, including their income producing activities In terms 
of the qual~ty of servlces, the principal indicator wlll be 
reduction in the cost of flnanclal intermediation The higher- 
level purpose of improvement in financial intermediation is to 
better the efficiency of poor people's economlc activities, thereby 
raising incomes and reducing poverty. Rigorous measurement of these 
latter changes and their dependable attribution to project 
interventions is extremely expensive if not impossible. Whether the 
project attempts to measure these variables directly will depend on 
the outcome of current AID/W research on monitoring methodology. In 
the meantime, we are satisfled with the beneflts of a project which 
accomplishes a massive lowering of costs of financlal intermediation 
for poor people who have formerly been excluded from the formal 
finance system The existence of such benefits is attested by the 
massive numbers of poor people who rush to take advantage of such 
services when they are offered, even though they are charged the 
full cost of the servlces (Banco Sol's client base is already at 
50,000 households, and is doubling every year.) 

In addition to measuring the quality of the financial services in 
terms of intermediation costs, we will also measure the extension of 
those services in terms of the percentage of poor Bolivian 
households which have access to them 

(d) Anticipated impact on poverty alleviation, access and 
participation, including gender level impact: In the economic area, 
Agency strategies focus on growth and access The impact of the 
proposed pro~ect on poor people's access to the economic and 
financial systems of their country is too obvious to require 
analysis As to the growth aspect, it should be sufficient to 
observe that in any country, sector, or economic level that 
economists have ever studied, growth is always strongly correlated 
with the efficiency, cost, and volume of financlal intermediation. 

A s  of the end of 1993, about 702 of Banco Sol and PRODEMfs 60,000 
customers were women, thanks to systems which respond well to their 
particular needs. We would expect the majority of customers served 
by this project to be women. 

(e) Dialogue Agenda: Bolivla8s macroeconomic framework requires 
no change to make this prolect viable. The important policy 
component will be a dialogue with, and possible support to, the 

For example, before pR0DEMlBan~o Sol began operations, the cob* of ~ n t e r d ~ a t l a n  In r typrul p o r  
wmmuntty would be abut 500% the effectrve annuat cost of a loan from m tnformal moneylender (my, 500%), 
mtnus the effectwe annual return on the usual savtngs ~nstrunwnt(O% on cash under the muttrw) But u n ~ v  the 
same communrty hds access to I fbll-serv~ce Bmnco Sol office, loans are mvrllahle rt m effactrva annual rate of about 
35%. wh~la save, Irqt~tJ mvtngs c k p s r t s  pay rhuut 10%. for r ~ o s t  of mterd~r t run  whrch IS one twent~dh of tl~rt 
whlch prevarled prevrously 



Superintendency of Banks to smooth the way for licensing of a few of 
the better NGO mrcrofinance programs The availabrlity of 
significant resources to put these programs on a solid financial 
footing should be an Important factor rn convrncing the 
Superrntendent 

(f) Donor coordination: Durlng the pre-design USAID/Bollvia 
has already coordinated wlth the World Bank, the German bilateral 
donor agency, and about a half dozen NGOs. The ID9 also will be 
brought into the process. Other donors and NGOs will be involved 
throughout the project, either rn coordinating roles or direct 
project participation 

4. policy and ~esiun Issues 

(a) Sustainability of Proposed Activities: Financial self- 
sufficiency of participating rnstitutions would not be an outcome of 
this project; on the contrary, ~t would be a precondrtion for 
participation. Bolivia, fortunately, has several microlending NGOs 
who are already at this stage, in addition to Banco Sol 

(b) Potential Issues: The excessive ndirectivesw assigned to 
USAID/Bolivia do not permit the flexibility to start this activity 
in FY95 unless the OYB is increased (possibly from the 
Administrator's Microenterprise Fund) Therefore, it is submitted 
as a "shelfn activity for FY95 and firm start in FY96 

(c) Linkages to and Utilization of Global Resources and LAC 
Regional Programs: Because non-directed Mission resources are 
severely limited, the Mission may request access to the 
Microenterprise Fund. USAID/Bolivia has actively participated in 
the centrally funded GEMINI project. We will contlnue to do so, 
especially to access key technical assistance and to keep abreast of 
new developments in the micro flnance field. 

(d) Management and support Requirements: The staff of the 
Mission's ~conomic Opportunity office is unusually well-versed in 
microfinance Issues, and already has established close working - 
relationships with several of the best microfinance experts in the 
world who are applying in Bolivia the lessons learned in hundreds of 
microfinance programs all over the world. The additional staff tine 
necessary to manage this project will be available through the 

-. 
termination of other pro~ects. 

(8) Timetable and Resource Requirements for Developing the 
~ssistance Proposal: We expect to complete the project design 
during the first quarter of FY 1995, ft $lowed by a second quarter 
authorization and obligatron of funds. This requires AID/W to 
provide an increased OYB for FY95 or rellef from the mdirectivesn of 
USAIDfs DA OYB and an early FY 95 budget allowance. 

(f) ~ecommendations on Delegation sf Authority for Further 



Review and Approval: ~ i v e n  the ?41ssion8s experience and success in 
this area, a complete delegation of all subsequent stages of project 
design and approval is appropriate. 
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SUBJECT \\! 

1 THE FY 95-96 ACTION PLAN FOR BOLIVIA WAS REVIEWED ON 
MAY 25, 1994 THE DAEC WAS CHAIRED BY AA/LAC MARK 
SCHNEIDER. IN ATTENDANCE WERE REPRESENTATIVES FROM G I  M I  
PPC, LPA, STATE AND ALL APPROPRIATE LAC OFFICES THE 
AA/LAC AND DAA COMPLIMENTED THE MISSION ON THE QUALITY OF 
THE ACTION PLAN THE USATD DIRECTOR, CARL LEONARD, AND 
STAFF MEMBERS LEWIS LUCKE AND GENE SZEPESY PRESENTED THE 
ACTION PLAN. THE ACTION PLAN WAS APPROVED BY THE BUREAU, 
SUBJECT TO THE GUIDANCE PROVIDED BELOW 

2. POVERTY ALLEVIATION. AA/LAC QUESTIONED THE APPARENT 
LARGE NUMBER OF USAID/BOLIVIA PROJECTS AIMED AT ECONOMIC 
GROWTH WHICH SEEM TO WORK ONLY INDIRECTLY TO ALLEVIATE 
POVERTY. THE MISSION EXPLAINED THAT MANY OF THE PROJECTS 
WITH AN INDIRECT APPROACH REFLECT AN EARLIER STRATEGY 
*FOCUSSING ON TRADE AND INVESTMENT AND ARE NEARING 
COMPLETION USAID/BOLIVIA POINTED OUT THAT ITS ENTIRE 
PROGRAM EMPHASIZES POVERTY ALLEVIATION DIRECTLY, EVEN 
THOUGH SOMETIMES ACHIEVEMENT OF THE OBJECTIVES REQUIRES 
INDIRECT MEASURES 

r 

3. GOB POPULAR PARTICIPATION/DECENTRALIZATION DAEC 
REVIEWERS WERE VERY SUPPORTIVE OF MISSION PLANS TO ASSIST 
THE GOB IN ITS AMBITIOUS POPULAR PARTICIPATION PLAN 
-PARTICIPANTS WERE, HOWEVER, CONCERNED THAT MANAGEMENT OF 
THE 20 PERCENT OF GOB RESOURCES TO BE MADE AVAILABLE TO 
301 MUNICIPALITIES STARTING IN 1995 MIGHT OVERWHELM 
MUNICIPALITIES WHICH HAVE LITTLE EXPERIENCE OR EXPERTISE 
IN DEVELOPING AND MANAGING CAPITAL PROJECTS THE MISSION 
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EXPLAINED THAT THE GOB AND MISSION STAFF ARE WELL AWARE 
OF THE RISKS ASSOCIATED WITH THIS MASSIVE AND COMPLEX 
UNDERTAKING, AND THAT THIS IS WHY THE MISSION HAS 
PROPOSED THE FY 95 NEW ACTIVITY ENTITLED DEMOCRATIC 
DEVELOPMENT AND CITIZEN PARTICIPATION THEY WILL ALSO BE 
COORDINATING CLOSELY WITH OTHER DONORS THE DAEC 
RECOMMENDED THAT THE MISSION REVIEW THE EXPERIENCE OF 
OTHER COUNTRIES IN THE REGION WHICH HAVE DECENTRALIZED 
GOVERNMENT FUNCTIONS SUCH AS EL SALVADOR AND CHILE 

4 COUNTERNARCOTICS* IN RESPONSE TO A QUERY FROM AA/LAC ON 
THE DIFFICULTY THE GOB IS HAVING IN MEETING THE COCA 
ERADICATION TARGETS, THE MISSION EXPLAINED THAT PART OF 
THE PROBLEM WAS DUE TO LACK OF POLITICAL WILL DURING THE 
1993 ELECTIONS, AND THE CHANGE OF ADMINISTRATION IN 
BOLIVIA, AS WELL AS TO THE INCREASING PRICE OF COCA THE 
MISSION POINTED TO THE SUCCESS ALTERNATIVE CROPS ARE 
HAVING IN THE PRIME COCA GROWING AREAS AND EXPRESSED THE 
HOPE THAT STEPPED-UP INTERDICTION EFFORTS AND ENHANCED 
POLITICAL WILL WILL CONTRIBUTE TO REDUCING THE PRICE TO 
FARMERS FOR ILLICIT COCA AND RENEWING INTEREST IN THE 
ERADICATION PROGRAM. 

5 .  BUDGET: THE MISSION WAS MADE AWARE OF THE FURTHER 
STRESS WHICH IS LIKELY TO BE PLACED ON THE ESF BUDGET AND 
ADVISED TO CONSIDER WHICH ESF-SUPPORTED PROGRAMS ARE MOST 
CRITICAL TO THE ACHIEVEMENT OF MISSION OBJECTIVES IN 
RESPONSE, THE MISSION STATED THAT IN SUPPORTING THE USG'S 
COUNTERNARCOTICS OBJECTIVES, IT WOULD BE PARTICULARLY 
IMPORTANT TO ENSURE CONTINUANCE OF SUPPORT TO 
AND THE COCHABAMBA 
REGIONAL DEVELOPMENT PROJECT ( CORDEP) . THE MISS ION 
EXPRESSED ITS DEEP CONCERN ABOUT THE CONSTRAINTS PLACED ON 
THE MISSIONIS FLEXIBILITY BY VARIOUS FUNDING "DIRECTIVES" 
IT RECEIVES EACH YEAR THE DAEC NOTED THE LIMITATIONS 
THESE DIRECTIVES PLACE ON THE MISSION'S ABILITY TO RESPOND 
CREATIVELY AND EXPEDITIOUSLY TO PROGRAM NEEDS AS THEY 
ARISE. IN RESPONSE TO THE ACTION PLAN PLEA TO PROVIDE 
FUNDING ALLOCATIONS IN A MORE TIMELY AND PREDICTABLE 
MANNER, THE MISSION WAS ADVISED TO TAKE FULL ADVANTAGE OF 

LAC/DPPIS ANNUAL OFFER TO MEET URGENT FIRST QUARTER 
FUNDING NEEDS. 

6. TRAINING FOR SUSTAINABLE DEVELOPMENT: THIS PROJECT WAS 
QUESTIONED ON THE GROUNDS THAT IT DID NOT APPEAR TO HAVE 
ANY DIRECT LINK TO ACHIEVEMENT OF USAID/BOLIVIA8S PROGRAM 
OBJECTIVES. THE MISSION CLARIFIED THAT, WHILE INDIVIDUAL 
PROJECTS DO HAVE THEIR OWN TRAINING ELEMENTS, THERE ARE 
INEVITABLY GAPS IN THE MISSIONIS ABILITY TO FUND TRAINING 
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NEEDED TO IMPLEMENT T H E  OVERALL SUSTAINABLE DEVELOPMENT 
P O R T F O L I O  I N  B O L I V I A  A L L  T H E  P R O J E C T I S  TRAINING W I L L  
S U P P O R T  THE STRATEGIC O B J E C T I V E S  

E 0 
S U B J E C T .  

7 .  FEMALE EDUCATION CONCERN WAS EXPRESSED ABOUT THE 
E X T E N T  O F  M I S S I O N  A C T I V I T I E S  SUPPORTING EDUCATION, 
E S P E C I A L L Y  FEMALE EDUCATION T H E  MISSION STATED THAT 

' EDUCATION OF GIRLS, PARTICULARLY AT THE PRIMARY AND 
SECONDARY LEVELS, IS  V I T A L  T O  ACHIEVEMENT O F  DEMOCRACY, 
HEALTH,  POPULATION AND ECONOMIC GROWTH O B J E C T I V E S  
HOWEVER, AS AGREED I N  USAID/W'S  APPROVAL O F  
U S A I D / B O L I V I A f  S STRATEGY, SUPPORT TO EDUCATION WOULD BE 
L E F T  T O  OTHER DONORS WITH USAID/W AND THE M I S S I O N  
PROMOTING POLICY DIALOGUE INVOLVING THE GOB, OTHER DONORS 
AND C I V I C  ORGANIZATIONS, AND MONITORING PROGRESS O F  
REFORMS THE M I S S I O N  B E L I E V E S  THAT THE SUBSTANTIAL 
EDUCATION PROGRAMS PLANNED BY THE GOB WITH OTHER DONOR 
S U P P O R T ,  ESPECIALLY LED BY T H E  WORLD BANK, SHOULD DEVOTE 
PARTICULAR ATTENTION T O  FEMALE EDUCATION REDOUBLED 
POLICY/PROGRAM D I A W G U E  ON KEY I S S U E S  TO ENSURE ADEQUATE 
A T T E N T I O N  TO FEMALE EDUCATION AND MONITORING EFFORTS AT 
BOTH T H E  USAID/W AND U S A I D / B O L I V I A  LEVEL WILL BE NEEDED TO 
ENSURE THE DESIRED OUTCOME OF INCREASING THE QUANTITY AND 
Q U A L I T Y  O F  FEMALE EDUCATION AND CLOSING THE GAP BETWEEN 
BOYS AND G I R L S .  A S  A F I R S T  S T E P ,  USAID/W (LAC/DR/EHR) WAS 
A S K E D  T O  REVIEW THE WORLD BANK PROJECT DOCUMENTATION T O  
E N S U R E  THAT T H I S  I S S U E  IS R E C E I V I N G  APPROPRIATE ATTENTION 
F O R  ITS PART, U S A I D / B O L I V I A  W I L L  DIALOG WITH A P P R O P R I A T E  
G O B  AND LOCAL WORLD BANK EDUCATION PLANNING S T A F F  ON THE 
CRITICAL IMPACT O F  FEMALE EDUACTION I N  ATTAINING 
SUSTAINABLE ECONOMIC GROWTH AND OTHER KEY S T R A T E G I C  
O B J E C T I V E S  

8- A L L  MEMBERS O F  THE DAEC AGREED THAT THE 
P P O S E D  MICROFINANCE A C T I V I T Y  COULD PLAY A MAJOR ROLE I N  
POVERTY ALLEVIATION AND ECONOMIC GROWTH WHILE THE 
ENVIRONMENT FOR T H I S  T Y P E  O F  INTERVENTION IS R I G H T  FOR AN 
IMMEDIATE NEW START, T H E  M I S S I O N  EXPLAINED THAT THE 
' S U B S T A N T I A L  PROPORTION O F  ITS PROGRAM WHICH MUST BE 

DEVOTED TO MEETING NUMEROUS AGENCY " D I R E C T I V E S f m ,  LEAVES I T  

VERY LITTLE ROOM TO MANEUVER T O  TAKE ADVANTAGE O F  EVEN 
T H I S  VERY PROMISING OPPORTUNITY.  ALTHOUGH THERE ARE 
CURRENTLY NO CENTRALLY HELD FUNDS FOR MICROENTERPRISE 
PROMOTION, THE DAA A D V I S E D  T H E  M I S S I O N  TO GO @#FULL STEAM 
AHEAD" WITH DEVELOPMENT O F  T H E  PROGRAM SO THAT I F  A 
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FUNDING SOURCE CAN BE I D E N T I F I E D ,  THE M I S S I O N  CAN HAKE A 
PROPOSAL PROMPTLY 

9 PL 480. A THE MISSION NOTED ITS EXTREME DISAPPOINTMENT 
WITH USAID/WIS PROPOSED ABRUPT DROP I N  THE P L  480 T I T L E  
IIX LEVEL FROM FY 9 4  TO FY 95 (DOLS 20  MILLION DOWN TO 
DOLS 7 MILLION) AND THE POTENTIAL HARM THE LOSS O F  LOCAL 
CURRENCY WILL DO TO COUNTERPART CONTRIBUTIONS FOR ONGOING 
P R O J E C T S .  THE BUREAU WILL TRY TO OBTAIN ADDITIONAL FUNDS 
FOR T H E  PROGRAM THE MISSION INDICATED THAT I N  THE EVENT 
A D D I T I O N A L  T I T L E  I11 RESOURCES W NOT BECOME AVAILABLE, 
THE M I S S I O N  WILL CONCENTRATE THE RESOURCES THAT ARE 
AVAILABLE ON A C T I V I T I E S  DESIGNED TO ALLEVIATE POVERTY AND 
IMPROVE FOOD SECURITY 

NOTE: NOTWITHSTANDING THE ABOVE, M I S S I O N  SHOULD BE 
PREPARED TO ADDRESS ANY D I S I N C E N T I V E  ISSUES (BELLMON) 
CREATED AS A RESULT O F  THE RECENTLY SHIPMENT O F  BULK 
WHEAT BEING PROVIDED BY THE EUROPEANS, AND POSSIBLY BY 
U S D A I S  E E P  I N  FY95, BEFORE ANY T I T L E  I1 OR I11 
MONETIZATION PROGRAMS CAN BE AUTHORIZED I N  FY95 

B. REGARDING USE O F  LOCAL CURRENCY NOTE THE RECENT T I T L E  
I11 GUIDANCE REQUIRES THAT QUOTE M I S S I O N  W I L L  BE EXPECTED 
TO U S E  TITLE I11 RESOURCES TO SUPPORT INTERVENTIONS WITH 
D I R E C T  LINKAGES TO INCREASED AGRICULTURAL PRODUCTION AND 
CONSUMPTION WHICH CAN DEMONSTRATE V I S I B L E  PROGRESS OVER A 
THREE TO FIVE-YEAR TIME PERIOD PROPOSALS SHOULD INCLUDE 
A PLAN TO ENHANCE FOOD SECURITY THROUGH POLICY REFORMS 
WHICH ADDRESS SECTORAL I S S U E S  AFFECTING FOOD PRODUCTION 
AND CONSUMPTION, INCLUDING NUTRITION,  AND LOCAL CURRENCY 
SUPPORT OF A C T I V I T I E S  ADDRESSING SMALL FARMER AGRICULTURAL 
PRODUCTION (PARTICULARLY FOOD PRODUCTION) AND CONSUUPTION 
PROBLEMS I N  THAT COUNTRY UNQUOTE 

C. I N  ACCORDANCE WITH RECENTLY ISSUED POLICY GUIDANCE, THE 
TITLE III PROGRAM WILL BE AUTHORIZED I N  USAID/W 

D. BHR/FFP  RAISED THE QUESTION O F  THE DEGREE TO WHICH . 
FOOD FOR DEVELOPMENT RESOURCES ARE INTEGRATED INTO THE 
M I S S I O N I S  PROGRAM. THE MISSION STATED THAT, ALTHOUGH THE 
ROLE PL 480  RESOURCES PLAY I N  THE M I S S I O N I S  PROGRAM I S  NOT 
TREATED I N  EVERY ELEMENT OF THE ACTION PLAN, PL 480 
PROGRAMS ARE COMPLETELY INTEGRATED I N T O  ITS APPROVED 
S T R A T E G I C  OBJECTIVES.  I N  A SUPPLEMENTARY DOCUMENT 

( D I S T R I B U T E D  TO DR AND BHR/FFP AND WHICH W I L L  BE INCLUDED 
I N  T H E  O F F I C I A L  ACTION PLAN F I L E )  THE M I S S I O N  DETAILED THE 
INTEGRATION OF THE P L  480 PROGRAM I N T O  ITS PROGRAM BHR 

E X P R E S S E D  ITS SATISFACTION WITH THIS C L A R I F I C A T I O N  OF THE 
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PL 480 PROGRAMIS ROLE 

f 0 RENEWABLE ENERGY I N  THE ACTION PLAN THE M I S S I O N  
REQUESTED ADDITIONAL RESOURCES S O  THAT I T  CAN COMPLETE 
FUNDING O F  BOTH THE RENEWABLE ENERGY AND RURAL 
E L E C T R I F I C A T I O N  PORTIONS O F  I T S  ENERGY PROJECT THE 
BUREAU ADVISED THAT I T  HAS NO ADDITIONAL FUNDS T O  RESPOND 
T O  T H I S  REQUEST SIMILARLY, THE G E F  HAS NO MORE FY 9 4  
FUNDING AVAILABLE G/R&D/E I S  FAVORABLY IMPRESSED WITH 
T H E  RENEWABLE ENERGY PROJECT, BUT ALSO HAS L I M I T E D  FUNDING . AVAILABLE.  A G/R&D/E REPRESENTATIVE WILL V I S I T  B O L I V I A  I N  
J U N E  T O  REVIEW P O S S I B I L I T I E S  FOR COLLABORATION 

11. VOTER REGISTRATION AS A MEASURE O F  POPULAR 
P A R T I C I P A T I O N .  GIVEN THE SUCCESS O F  THE VOTER REGISTRATION 
PROGRAM, AND THE GOB'S AND AGENCY'S EMPHASIS ON LOCAL 
EMPOWERMENT, THE MISSION WILL NOW MOVE TO EMPHASIZE AND 
MEASURE OTHER ASPECTS OF POPULAR PARTICIPATION WHILE THE 
M I S S I O N  WILL CONTINUE VOTER REGISTRATION A C T I V I T I E S  FOR 
T H E  REMAINING ONE MILLION RURAL UNREGISTERED P E O P L E ,  VOTER 
R E G I S T R A T I O N  WILL BE DROPPED AS AN INDICATOR T H E  NATIONAL 
ELECTORAL COURT WILL MONITOR VOTER REGISTRATION 

12 .  COUNTERNARCOTICS AND ALTERNATIVE DEVELOPMENT TWO 
Q U E S T I O N S  WERE RAISED 1) BY RESHAPING I T S  STRATEGIC 
O B J E C T I V E S ,  I S  USAID SIGNALLING A MOVE AWAY FROM ITS 
COMMITMENT T O  T H I S  EFFORT3 AND 2 )  IS  FOLDING 
COUNTERNARCOTICS EFFORTS INTO THE ECONOMIC GROWTH 
O B J E C T I V E  APPROPRIATE7 THE MISSION EXPLAINED THAT I T  I S  
A S  COMMITTED AS EVER TO THE SUSTAINABLE ALTERNATIVE 
DEVEIDPMENT APPROACH OF CREATING J O B S  AND INCOME 
THROUGHOUT THE BOLIVIAN ECONOMY AND REDUCING THE OVERALL 
MACROECONOMIC EFFECT OF COCA PRODUCTION AND T R A F F I C K I N G ,  
BUT THAT THE DRASTIC CUT THE BOLIVIA PROGRAM HAS TAKEN I N  
E S F  RESOURCES MAKES I T  IMPOSSIBLE TO CONSIDER 'THAT 
T M S F O R M A T I O N  O F  THE ENTIRE BOLIVIAN ECONOMY IS WITHIN 
U S A I D I S  MANAGEABLE INTEREST THE M I S S I O N  S T I L L  HAS A 
MAJOR CONCENTRATION O F  DEVELOPMENT RESOURCES I N  I L L I C I T  
COCA PRODUCING AREAS (COCHABAMBA) , AND IS FULLY COMMITTED 

w T O  F O S T E R I N G  SUSTAINABLE DEVELOPMENT I N  THE CHAPARE AND 
A S S O C I A T E D  AREAS. 

WITH RESPECT TO THE IMPACT OF ALTERNATIVE DEVELOPMENT 
E F F O R T S  ON ECONOMIC GROWTH, THE M I S S I O N  ARGUED THAT AN 

ECONOMY SIGNIFICANTLY RELIANT ON I L L I C I T  PRODUCTION, 
CANNOT, BY D E F I N I T I O N ,  BE CONSIDERED SUSTAINABLE THE 
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M I S S I O N  INTENDS T O  CONTINUE I T S  PROGRAM I N  T H I S  AREA AND 
WILL PURSUE T H I S  SUSTAINABLE ALTERNATIVE DEVELOPMENT 
COUNTRY WIDE, SUBJ'ECT T O  THE AVAILABILITY O F  FUNDS 
HENCE, I T  MAINTAINS A PLACE I N  THE OBJECTIVE TREE I N  
SUPPORT OF THE ECONOMIC GROWTH OBJECTIVE 

13.  IMPROVED FAMILY HEALTH STRATEGIC OEUECTIVE* I T  WAS 
P O I N T E D  OUT BY DR/HPN THAT THE STATEMENTS O F  PROGRAM 
OUTPUTS UNDER T H I S  OBJECTIVE DO NOT LEAD DIRECTLY TO 
ACHIEVEMENT O F  THE STRATEGIC OBJECTIVE O F  IMPROVED HEALTH 
I N  CONVERSATIONS BETWEEN LAC/DR/HPN AND USAID/BOLIVIA 
FQPULATION/HEALTH PERSONNEL OUTSIDE THE FORMAL REVIEW 
MEETINGS,  USAID/ B O L I V I A  AGREED THAT ACHIEVEMENT O F  THE 
THREE PROGRAM OUTCOMES AS PRESENTLY STATED I N  THE ACTION 
PLAN TOGETHER WILL LEAD TO THE STRATEGIC O B J E C T I V E  O F  
"IMPROVED FAMILY HEALTH" THROUGH AN INTERMEDIATE STAGE O F  
"INCREASED U T I L I Z A T I O N  O F  HEALTH AND FAMILY PLANNING 
INTERVENTIONS" T H I S  INCREASED U T I L I Z A T I O N  L I N K S  THE 
P R E S E N T  PROGRAM OUTCOMES WITH THE PROPOSED STRATEGIC 
OEUECTIVE I T  WAS AGREED THAT THE FAMILY HEALTH STRATEGIC 
O B J E C T I V E  TREE WILL BE REVISED TO REFLECT T H I S  
R E L A T I O N S H I P ,  AS  DESCRIBED I N  THE EHMER-DABBS MEMO O F  MAY 
1 7 ,  1994. 

1 4 .  DECLINE I N  NON-TRADITIONAL AGRICULTURAL EXPORTS THE 
ACTION PLAN SHOWS A DROP I N  EARNINGS FROM NON-TRADITIONAL 
AGRICULTURAL EXPORTS THE MISSION EXPLAINED THAT SOME O F  
THE DROP WAS DUE TO A DETERIORATION I N  THE TERMS O F  TRADE, 
AND SOME FROM A CRACK-DOWN BY THE GOB ON OVER-INVOICING 
WHICH HAD INFLATED REPORTED EXPORT EARNINGS I N  EARLIER 
YEARS. HOWEVER, THE VOLUME O F  EXPORTS IS  INCREASING AND 
T H I S  SHOULD LEAD T O  HIGHER EARNINGS AS COMMODITY P R I C E S  
RECOVER ON WORLD MARKETS 

15. NEW ACTIVITY DESCRIPTIONS.  THE FOLLOWING NEW ACTIVITY 
D E S C R I P T I O N S  WERE REVIEWED BY THE DAEC 

P R O J E C T  PROJECT LOP AMOUNT RECOMMENDED 
ACTION 

FY94 
511-0568 REPRODUCTIVE 4 0 , 3 0 0  APPROVE/ DELEGATE 

HEALTH S E R V I C E S  

511-0594 CBMMUNITY & 2 6 , 0 0 0  APPROVE/DELEGATE 
CHILD HEALTH 
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511-0634 DEMOCRATIC DEV 5,000 APPROVE/DELEGATE 
C C I T  

511-0630 BALANCE O F  PAYMENTS 18,000 APPROVE/USAID/W 
SUPPORT 

N/A PL 4 8 0  T I T L E  I11 6 0 , 0 0 0  APPROVE/USAID/ W 

511-0637 MICRO-FINANCE 10,000 APPROVE/DELEGATE 

511-0636 TRAINING FOR S U S T .  5,000 APPROVE/DELEGATE 
DEVELOP. 

511-0638 INDIGENOUS RESOURCE 5 ,000 APPROVE/DELEGATE 
MANAGEMENT 

511-0639 BALANCE O F  PAYMENTS 30,000 APPROVE/USAID/W 

N/A P L 4 8 0  T I T L E  I1 2 0 , 0 0 0  APPROVE/USAID/W 

NOTE: ALTHOUGH AUTHORITY TO DEVELOP AND APPROVE THE 
T R A I N I N G  FOR SUSTAINABLE DEVELOPMENT AND THE INDIGENOUS 
RESOURCE MANAGEMENT PROJECTS IS DELEGATED TO THE M I S S I O N ,  
F U N D I N G  P R I O R I T I E S  W I L L  BE REVIEWED AGAIN NEXT YEAR 

BASED ON CONVERSATIONS BETWEEN LAC/DR/HPN AND M I S S  ION 
P E R S O N N E L  OUTSIDE THE FORMAL REVIEW PROCESS,  THE FOLLOWING 
C L A R I F I C A T I O N S  WERE OFFERED. FOR THE REPRODUCTIVE HEALTH 
PROJECT, CONSIDERATION WILL BE  GIVEN T O  MAKING T H E  
I N D I C A T O R S  FOR THE GOAL AND PURPOSE LEVELS PARALLEL TO THE 
I N D I C A T O R S  FOR THE STRATEGIC O B J E C T I V E  AND PROGRAM 
OUTCOMES O F  THE STRATEGY, ESPECIALLY U S I N G  CONTRACEPTIVE 
PREVALENCE AS AN INDICATOR O F  THE GOAL, NOT THE PURPOSE 
LEVEL. FOR THE CHILD AND COMMUNITY HEALTH PROJECT,  ACUTE 
R E S P I R A T O R Y  INFECTIONS INTERVENTIONS WERE CONFIRMED TO BE 
A PART OF THE REVISED PROJECT 

16. PROGRAM BUDGET: THE CURRENTLY AVAILABLE DA BUDGET 
'LEVELS FOR USAID/BOLIVIA ARE DOLS 19.598 MILLION I N  FY 9 4  
AND DOLS 29.16 MILLION I N  FY 95. THESE LEVELS ARE 
C O N S I S T E N T  WITH THOSE REQUESTED I N  THE ACTION PLAN, AS 
AMENDED PRIOR TO THE REVIEW THE E S F  LEVEL CURRENTLY 
*EXPECTED TO BE AVAILABLE I N  FY 9 4  DOLS I S  32 MILLION 
DOLS 4 0 . 4  MILLION I S  REQUESTED FOR FY 95. ANTICIPATED P L  
4 8 0  TITLE I1 AVAILABILITY IS 22 055 M I L L I O N  I N  BOTH FY 9 4  
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OR 

February 14,1992 

FROM Rich Rosenberg, TI r 
SUBJECT TI Sector Basls Counterpart Contribution -- J 

As you are aware, we Ilave been d~scussrng the posslblllty of measurrng the 25% 
host-country contributlon to our projects (requued by FAA 110 for DA projects) on a TI 
portfol~o baas, rather than on a project-by-project basls We have discussed this at length 
with Steve Allen (who lnd~cates that this can be done wltlmi the context of the AID 
Handbook 3, App 2G) and with Tom Johnstone 

There are two reasons for resortmg to thls approach 

I Some projects, more specifically the INTRA project, cannot meet the 25% 
requrrement (or 33% of DA funds) So, d we take a sector approach, other projects can 
cover this shortfall 

2 We would like to sunphfy tile of counterpart bang tracked The PROCAF 
element of the SFM ploject, for example, was to derive dbout $1 nullroll froin the value of 
the tune students spent at the PROCAF courses To track th~s would have been a n~ghtmare 
for PROCAF and for the USAID Controller's office Other projects, such as the MSED 
project, had counterpart related to salaries and other operatmg expenses FENACRE was 
havmg to present on a quarterly basis the salaries of the people that were worhig wrth the 
project, and the actual percentage of tune they spent on the project Th~s  was a n~ghttnare 
for them, and probably a waste of tune for all of us So, what we have suggested IS to track 
the DEAD amounts arid the private sector counterparts to our various loan program (what 
has been called m various project papers "owner's equity") This represents the 
contributions of pnvate sector borrowers to the productive activities for whlcll the loans are 
made 

We have revrewed each project m the TI portfolio with Steve Allen ulcl Tom Jollnstonc and 
have defuled the extent a11d type of counterpart to be offered by each, and the way to 
momtor it Obviously, some projects have more, others less But taken as a whole, the 
counterpart offered by the TI projects as a sector far exceeds the requued 33% of DA 
funds Meetulg the host-country contributlon requrrement 1s easy by the sector method 

The attached spreadsheet shows the proposal for each TI project, with the exceptton of the 
Low Cost Shelter project (whch Steve suggests we take out sulce it will be endmg thls year) 
and the rnonitormg plan for each The lded is to meet the counterpart wtth real numbers, but 
without burdemg the unple~nentmg agencles or our Controller's office 
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To proceed wrth tlus, Steve lias suggested tile following 

2 That as we fuld ou~selves havrng to amend project agree~nents or Cooperatrve 
Agreements, that we lnclude a pardgrdph ~i~odlfyu~g the counterput to be provlded by the 
ploJeLt I 

We thllzk tlus IS a good proposal and hope you thlnk so too! 

Approved &ed 
Date 2 / 1 4 / 9 2 -  

C 1 m w  
CON1 TJolu~stone (UI draft) 
RLA SAlle~i (m dr 
DD OUavldso.& 

cc CONT DFernandez 
PDI LBar ash 
T1-Project Officers 
Clearsng Officers 
DP WTdte 
DD GDavldson 
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Erpqect Locatiog : Bolivia 

 TOY act Titla : Microf inance Pro] ect 

Number 

Lzfa of Project  : Five Yaars (FY 1995-2000) 

. Stephen Smith 
USAID/La PaZ 

R e c o e  -Threshold Declsm Categorical Exclu~ion 

BWrsau Threshold nerzszon : Concur w i t h  Recommendation 

a e n t s  None 

Copy to 

copy to 

copy to 

Copy to 

Copy to 

-a6d 'the Caribbean 

: Lew~s W Lucke, Acting 
Director, USAID/La Paz 

: Stephen Sm~th, Director, 
EO Off~ce, USAID/La Paz 

: Patrlcla Ramsey, RLA 
USAID/La Pa2 

: Olivler Carduner, D~rectar, 
PDCI, USAID/La Paz 

: Michael Yates, Environmental 
Officer, USAID/La Pa2 
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Copy to 
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: Bruce Kornan, REA/SA 
USAID/Ecuador 

: Gordon Bertolln, LAC/SPW/SAM 

: Dan Lesmee, LAC/SAM 

: I E E  File 
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ENVIRONMENTAL DETERMINATION 

Prolect Locatlon 
Pro] ect Tltle 
Pro] ect Number 

Bollvla 
Mlcroflnance 
511-0637 

Proiect Descrl~tlon The goal of the Mlcroflnance prolect 1s to 
broaden and dlverslfy poor peoples1 access to flnanclal servlces 
The prlnclpal lndlcator for measuring success wlll be the number 
of poor households recelvlng flnanclal servlces from USAID 
asslsted lnstltutlons The prolect purpose 1s to support the 
sustalnable growth of efflclent, vlable mlcroflnance 
lnstltutlons Impact wlll be measured through tracklng 
lnstltutlonal performance In a number of areas, lncludlng servlce 
quallty, efflclency and flnanclal vlablllty The prolect wlll 
conslst of three ma-~or components 

(1) Hlghly focused technlcal asslstance and tralnlng to 
Bollvlals strong mlcroflnance ~nstltutions, 

(2) Equlty investments In a selective group of mlcroflnance 
lnstltutlons wlth the capablllty of masslve expansion on a 
sustalnable basls, and 

(3) Admlnlstratlve and technlcal support to Bollvlals 
Superlntendency of Banks and Flnanclal Instltutlons 

Statement of Catesorlcal Exclusion It 1s the oplnlon of 
USAID/Bollvla that the pro-ject does not requlre an lnltlal 
envlronmental examlnatlon because ~ t s  actlvltles are wlthln the 
class of actlons described In Sectlon 216 2, paragraph (c)(2)(1) 
and paragraph (c) (2) (x) of 22 CFR part 216 on "Categorical 
Excluslonsn, whlch read as follows 

Sectlon 216 2 (C) (2) (1) 
Education, technlcal asslstance or tralnlng programs 
except to the extent such programs lnclude actlvltles 
dlrectly affecting the environment (such as construction 
of facllltles, etc ) 

Section 216 2(c)(2)(x) Support for lntermedlate credlt 
lnstitutlons when the ob-~ectlve 1s to asslst In the 
capltallzatlon of the lnstltutlon or part thereof and when 
such support does not lnvolve reservation of the rlght to 
revlew and approve lndlvldual loans made by the 
instltutlon. 
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Concurrence of Mlsslon Director 

I have revlewed the above statement and concur In the 
determlnatlon that the Mlcroflnance project does not requlre an 
Inltlal Envlronmental Examlnatlon 

DATE 

Clearances 
PRamsey RLA (ln draft) 
OCarduner PD&I (draft) 
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Asslstance Checklist for the 
Nlcrof lnance Pro j ect (USAID Pro j ect 
:\o 511-0637) 

Llsted below are statutory crlterla 
appllcable to the asslstance 
resources themselves, rather than to 
the ellglblllty of a country to 
recelve asslstance Thls sectlon 1s 
dlvlded lnto three parts Part A 
lncludes crlterla appllcable to both 
Development Asslstance and Economlc 
Support Fund resources Part B 
lncludes crlterla appllcable only to 
Development Asslstance resources 
Part C lncludes crlterla appllcable 
only to Economlc Support Funds 

C90SS REFERENCE IS COUNTRY 
CIECKLIST UP TO DATE3 

A CRITERIA APPLICABLE TO BOTH 
DEVELOPMENT ASSISTANCE AND 
ECONOMIC SUPPORT FUNDS 

1 Host Country Development 
Efforts (FAA Sec 601 (a) ) 
Informatlon and conclus~ons on 
whether asslstance wlll encourage 
efforts of the country to 
(a) Increase the flow of 
lnternatlonal trade, (b) foster 
prlvate lnltlatlve and competltlon, 
(c) encourage development and use of 
cooperatives, credlt unlons, and 
savlngs and loan assoclatlons, 
( d )  discourage monopollstlc 
practices, (e) lmprove technical 
efflclency of ~ndustry, agriculture, 
and commerce, and (f) strengthen free 
labor unlons 

Yes Country checklist for Bollvla 
was updated for FY 1995 In the 
Project Paper for Democratic 
Development and Cltlzen Partlclpation 
(US9ID Project No 511-0634) 

Project encourages efforts In (a), 
(b) and (c) by provldlng f lnanclal 
sewlces to Bollvlals small and 
mlcroenterprlses and by strengthening 
Bollvla's mlcroflnance lnstltutlons 

2 U.S Prlvate Trade and Project may lndlrectly foster 
Investment (FAA Sec 601 (b) ) increased U S exports 
Informatlon and conclusions on how 
asslstance wlll encourage U S 
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srlvate trade and investment abroad 
a?d encourage prlvate U S 
part~clpatlon In forelgn asslstance 
programs (~ncludlng use of prlvate 
trade channels and the servlces of 
Y S prlvate enterprise) 

3 Congresszonal Not~fzcatzon 

a General requzrement (FY 1995 
Approprlatlons Act Sec 515, FAA Sec 
534A) If money 1s to be obllgated 
for an actlv~ty not prevlously 
justlfled to Congress, or for an 
amount In excess of amount prevlously 
justlfled to Congress, has Congress 
been properly notlfled (unless the 
4ppropr~atlons Act notlflcatlon 
rsqulrement has been walved because 
of substantlal rlsk to human health 
or we1 f are) 3 

b Special notzfzcation 
requzrement (FY 1995 Appropwtatlons 
4ct Sec 520)  Are all act,vltles 
groposed for obllgatlon sublect to 
prior congresszonal notlf lcatlon7 

c Notzce of account transfer 
(FY 1995 Approprlatlons Act Sec 
509) If funds are belng obllgated 
under an approprlatlon account to 
whlch they were not appropriated, has 
the President consulted wlth and 
provlded a wrltten justlflcatlon to 
the House and Senate Approprlatlons 
Committees and has such obllgatlon 
been sub-~ect to regular notlflcatlon 
procedures' 

d Cash transfers and 
nonproject sector asszstance (FY 1995 
Approprlatlons Act Sec 536 (b) ( 3  ) ) 
If funds are to be made available In 
the form of cash transfer or 
nonprolect sector asslstance, has the 
Congressional notlce lncluded a 
detalled descrlptlon of how the funds 
wlll be used, w ~ t h  a d~scuss~on of 
U S Interests to be served and a 
descrlptlon of any economlc pollcy 
reforms to be promoted3 

4 Engzneerzng and Fznanczal 

Congress has been not~fled In 
accordance w ~ t h  standard Agency 
procedures I 

No speclal notlficatlon 1s requlred 
for obllgatlons for Bollvla 

Not appllcable 

Not appllcable 

Yes 
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Plans (FAA Sec 611 (a) ) Prlor to an 
obllgatlon In excess of $500,000, 
will there be (a) englneerlng, 
flnanclal or other plans necessary to 
carry out the asslstance, and (b) a 
reasonably flrm estlmate of the cost 

" to the U S of the assistance' 

5 Leg~slat~ve Act~on (FAA Sec No specla1 actlon 1s requlred 
611 (a) (2) ) If leglslatlve actlon 1s ' requlred wlthln reclplent country 
wlth respect to an obllgatlon In 
excess of $500,000, what 1s the basls 
for a reasonable expectation that 
such actlon wlll be completed In tlme 
to permlt orderly accomplishment of 
the purpose of the assistance? 

6 Water Resources (FAA Sec Not applicable 
611 (b) ) If project 1s for water or 
water-related land resource 
construction, have beneflts and costs 
been computed to the extent 
practicable In accordance wlth the 
prlnclples, standards, and procedures 
established pursuant to the Water 
Resources Plannlng Act (42 U S C 
1962, et seq ) 7 

7 Cash Transfer/Nonpro]ect Not applicable 
Sector Assistance Requ~rements (FY 
1995 Approprlatlons Act Sec 536) 
If asslstance IS In the form of a 
cash transfer or nonproject sector 
asslstance 

a Separate account Are all Not applicable 
such cash payments to be maintamed 
by the country In a separate account 
and not commingled wlth any other 
funds (unless such requirements are 
walved by Congressional notlce for 
nonproject sector assi~tance)~ 

b Local currenc~es If 
ass~stance 1 s  furnished to a fore~gn 
government under arrangements whlch 
result In the generation of local 
currencles 

Not appllcable 

1 Has A I D (a) requlred 
that local currencles be deposited in 
a separate account established by the 
reclpient government, (b) entered 
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-?to an agreement wlth that 
zovernment provldlng the amount of 
-ocal currencles to be generated and 
tne terms and condltlons under whlch 
t q e  currencles so deposited may be 
~tlllzed, and (c) established by 
asreement the responslbllltles of 
k I D and that government to monltor 
and account for deposlts lnto and 
dlsbursernents from the separate 
account' 

( 2 )  Wlll such local currencles, 
or an equlvalent amount of local 
currencles, be used only to carry out 
tne purposes of the DA or ESF 
cnapters of the FAA (depending on 
wnlch chapter 1s the source of the 
asslstance) or for the admlnlstratlve 
requirements of the Unlted States 
Government' 

( 3 )  Has A I D taken all 
appropriate steps to ensure that the 
equlvalent of local currencles 
disbursed from the separate account 
are used for the agreed purposes? 

( 4 )  If asslstance 1s termlnated 
to a country, wlll any unencumbered 
balances of funds remalnlng In a 
separate account be dlsposed of for 
purposes agreed to by the reclplent 
government and the Unlted States 
Government' 

8 Cap~tal Asslstaace (FAA 
Sec 611(e)) If project 1s capltal 
asslstance (e s , construction), and 
total U S asslstance for lt wlll 
exceed $1 mllllon, has Mlsslon 
Dlrector certlfled and Reglonal 
Assistant Admlnlstrator taken lnto 
conslderatlon the country's 
capablllty to malntaln and utlllze 
the project effectively? 

9 Multzple Country 
Objectives (FAA Sec 601 (a) ) 
Information and conclus~ons on 
whether projects wlll encourage 
efforts of the country to 
(a) Increase the flow of 
lnternatlonal trade, (b) foster 

Not applicable 

See ltem 1 above 
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?rlvate lnltlatlve and competltlon, 
c) encourage development and use of 
cooperatives, credlt unlons, and 
savlngs and loan assoclatlons, 
id)  discourage monopollstlc 
practices, (el lmprove technical 
efflclency of ~ndustry, agriculture 
a ~ d  commerce, and (f) strengthen free 
labor unlons 

C 10 U S Pr~vate Trade (FAA 
Sec 601 (b) ) Information and 
conclusions on how prolect wlll 
eqcourage U S prlvate trade and 
investment abroad and encourage 
prlvate U S partlclpatlon In forelgn 
asslstance programs (~ncludlng use of 
prlvate trade channels and the 
servlces of U S prlvate enterprise) 

11 Local Currencies 

a Reclp~ent Contrlbutlons 
(FAA Secs 612 (b) , 636 (h) ) Descrlbe 
steps taken to assure that, to the 
rnaxlmum extent possible, the country 
1s contrlbutlng local currencles to 
meet the cost of contractual and 
other servlces, and forelgn 
currencles owned by the U S are 
utlllzed In lleu of dollars 

b U S -Owned Currency (FAA 
Sec 612 (dl ) Does the U S own 
excess forelgn currency of the 
country and, lf so, what arrangements 
have been made for ~ t s  release3 

12 Trade Restrlctaons 

f 
a Surplus Commodaties (FY 

1995 Approprlatlons Act Sec 513 (a) ) 
If asslstance 1s for the production 
of any commodlty for export, 1s the 
commodlty llkely to be In surplus on 
world markets at the tlme the 
resulting productive capaclty becomes 
operative, and 1s such asslstance 
llkely to cause substantlal Inlury to 
U S producers of the same, slmllar 
or competxng commodlty3 

b Textlles (Lautenberg 
Amendment) (FY 1995 Approprlatlons 

See ltem 2 above 

The USG owned local currencles are 
not available However, the host 
government wlll contribute certaln 
operating expenses of the 
Superintendency of Banks and local 
organlzatlons wlll also provlde 
counterpart fundlng 

No, not appllcable 

Not appllcable 
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Act Sec 513 (c)) Wlll the 
asslstance (except for programs In 
Caribbean Basln Inltlatlve countries 
ander U S TarlEf Schedule "SectLon 
807 , "  wh~ch allows reduced tar~ffs on 
artlcles assembled abroad from 
., S -made components) be used 
zi~rectly to procure feaslblllty 
studles, prefeaslblllty studles, or 
project proflles of potentlal 
 vestment In, or to asslst the 
establishment of facllltxes 
specrf~cally deslgned for, the 
manufacture for export to the Unlted 
States or to thlrd country markets In 
dlrect competltlon wlth U S exports, 
of textiles, apparel, footwear, 
handbags, flat goods (such as wallets 
or coln purses worn on the person), 
work gloves or leather wearlng 
a~parel7 

13 Troplcal Forests (FY 1991 
Approprlat~ons Act Sec 533 (c) (3) (as 
referenced In sectlon 532 (dl of the 
VY 1993 Approprlatlons Act) Will 
funds be used for any program, 
project or actlvlty whlch would (a) 
result ln any slgnlflcant loss of 
troplcal forests, or (b) lnvolve 
lndustrlal tlmber extractron In 
prlmary troplcal forest areas? 

14 PVO Asslstance 

a Audzting and regzstration 
(FY 1995 Approprlatlons Act Sec 
560) If asszstance IS belng made 
available to a PVO, has that 
organlzatlon provlded upon tlmely 
request any document, flle, or record 
necessary to the audltlng 
requ~rements of A I D , and 1s the 
PVO reglstered wlth A I D 

b Fundang sources (FY 1995 
Approprlatlons Act, Tltle 11, under 
headlng "Private and Voluntary 
Organlzatlons") If asslstance 1s to 
be made to a Unlted States PVO (other 
than a cooperative development 
organlzatlon), does lt obtaln at 
least 20 percent of ~ t s  total annual 
fundlng for lnternatlonal actlvltles 

Asslstance may be provlded through 
and to local, U S and posslbly third 
country NGOs Any NGO that 1s 
determined to be a PVO wlll be 
registered before dlrect assistance 7 

1s provlded by USAID 

If asslstance 1s provlded to a U S 
PVO, steps w ~ l l  be taken to ensure 
that the PVO complles wlth the 20% 
llprlvatenessn requirement 
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from sources other than the Unlted 
States Government' 

15 Pro) ect Agreement No agreement covered by the Case- 
Documentat~on (State Authorlzatlon Zablockl Act guldance 1s ant~clpated 
Sec 139 (as lnterpreted by 

" conference report)) Has 
conflrmatlon of the date of slgnlng 
3f the project agreement, lncludlng 
the amount ~nvolved, been cabled to 

" State L/T and A I D LEG wlthln 60 
gays of the agreement's entry lnto 
force wlth respect to the Unlted 
States, and has the full text of the 
agreement been pouched to those same 
offices' (See Handbook 3, Appendlx 
SG for agreements covered by thls 
provlslon) 

16 Metrlc System (Omnlbus The metrlc system wlll be used to the 
Trade and Competltlveness Act of 1988 extent practicable 
Sec 5164, as lnterpreted by 
conference report, amendlng Metrlc 
Conversion Act of 1975 Sec 2, and as 
implemented through A I D pollcy) 
3oes the asslstance actlvlty use the 
metrlc system of measurement In ~ t s  
procurements, grants, and other 
busmess-related actlvltles, except 
to the extent that such use 1s 
lmpractlcal or LS llkely to cause 
slgnlflcant lnefflclencles or loss of 
markets to Unlted States firms? Are 
bulk purchases usually to be made In 
metrlc, and are components, 
subassembl~es, and seml-fabricated Bulk purchases are not antlclpated 
mater~als to be speclfled In metrlc 
unlts when economically available and 
technically adequate' Wlll A I D 
speclflcatlons use metrlc unlts of 
measure from the earllest 
programmatlc stages, and from the 
earllest documentation of the 
asslstance processes (for example, 
pro J ect papers ) lnvolvlng 
quantlflable measurements (length, 
area, volume, capacity, mass and 
welght), through the lmplementatlon 
stage? 

Glven the nature of the project, 
deslgn documents do not descrlbe 
procurement speclflcatlons In terms 
of physlcal measures 

17 Abortzons (FAA Sec No 
104 (f) , FY 1995 Approprlatlons Act, 
Tltle 11, under headlng uPopulatlon, 
DA, " and Sec 518) 
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a Are any of the funds to be No 
dsed for the performance of abortlons 
as a method of famlly plannlng or to 
-3tlvate or coerce any person to 
~ractlce abortions' (Note that the 
term "motivate" does not lnclude the 
crovlslon, consistent wlth local law, 
sf lnformatlon or counseling about 
all pregnancy optlons lncludlng 
abortlon ) 

b Are any of the funds to be No 
used to pay for the performance of 
,nvoluntary sterlllzatlon as a method 
of famlly plannlng or to coerce or 
provlde any flnanclal lncentlve to 
any person to undergo sterlllzatlons' 

c Are any of the funds to be No 
made avallable to any organlzatlon or 
program whlch, as determined by the 
Presldent, supports or partlclpates 
-n the management of a program of 
coerclve abortlon or lnvoluntary 
sterlllzatlon3 

d Wlll funds be made Not applicable 
ava~lable only to voluntary famlly 
plannlng projects whlch offer, elther 
dlrectly or through referral to, or 
lnformatlon about access to, a broad 
range of famlly plannlng methods and 
services' (As a legal matter, DA 
only 

e In awardlng grants for 
natural famlly plannlng, wlll any 
applicant be dlscrlmlnated agalnst 
because of such appllcantts rellglous 
or consclentlous commitment to offer 
only natural famlly planning' (As a 
legal matter, DA only ) 

Not appllcable 

f Are any of the funds to be No 
used to pay for any blomedlcal 
research whlch relates, In whole or 
In part, to methods of, or the 
performance of, abortlons or 
lnvoluntary ster~llzatlon as a means 
of famlly plannlng3 

g Are any of the funds to be No 
made avallable to any organlzatlon I£ 
the Presldent certlfles that the use 
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cf these funds by such organlzatlon 
would vlolate any of the above 
provlslons related to abortions and 
involuntary sterlllzatlon' 

* 
18 Cooperatives (FAA Sec 

L1l) W ~ l l  asslstance help develop 
cooperatlves, especially by technical 
asslstance, to asslst rural and urban 
poor to help themselves toward a 
better life? 

a Use of currencles (FAA 
Secs 612 (b) , 636 (h) , FY 1995 
Approprlatlons Act Secs 503, 505) 
Are steps belng taken to assure that, 
to the maxlmum extent possible, 
forelgn currencles owned by the U S 
are utlllzed In lleu of dollars to 
meet the cost of contractual and 
other servlces 

b Release of currencles (FAA 
Sec 612 (dl ) Does the U S own 
excess forelgn currency of the 
country and, lf so, what arrangements 
have been made for ~ t s  release' 

20 Procurement 

a Small busmess (FAA Sec 
602 (a) Are there arrangements to 
permlt U S small buslness to 
partlclpate equitably In the 
furnlshlng of commodltles and 
servlces financed' 

c b U S procurement (FAA Sec 
604(a) Wlll all procurement be from 
the U S , the reclplent country, or 
developing countries except as 
otherwise determined In accordance 
wlth the crlterla of thls sectlon' 

c Mar~ne xnsurance (FAA Sec 
604(d)) If the cooperating country 
dlscrlrnlnates agalnst marlne 
insurance companies authorized to do 
buslness In the U S , w ~ l l  
commodltles be lnsured In the Unlted 
States agalnst marlne rlsk wlth such 

Assistance wlll be provlded through 
WOCCU, whlch generally supports 
development of cooperatlves In 
Bollvla 

See answers to prevlous questlons 
relatlng to local currencles, above 

No, not appllcable 

Any requlred procurement wlll be 
conducted by reclplent organlzatlons 
under standard HB 13 provlslons 
U S small buslness wlll not be 
excluded 

Yes, see answer to prevlous Item 

Not appllcable 
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a company' 

d Ineurance (FY 1995 
Approprlatlons Act Sec 531) Wlll 
any A I D contract and sollcltatlon, 
and subcontract entered lnto under 
such contract, lnclude a clause 
requzrlng that U S lnsurance 
companies have a falr opportunity to 
nld for lnsurance when such Insurance 
1s necessary or appropriate' 

e Non-U S agracultural 
procurement (FAASec 604(e)) If 
non-U S procurement of agrlcultural 
commodlty or product thereof 1s to be 
flnanced, 1s there provzslon agalnst 
such procurement when the domestlc 
prlce of such commodlty 1s less than 
parity' (Exceptlon where commodlty 
flnanced could not reasonably be 
procured In U S 1 

f Constructzon or 
englneerang eervaces (FAA Sec 
504 (g) 1 W111 constructlon or 
englneerlng servlces be procured from 
51rms of advanced developing 
countrles wh~ch are otherw~se 
ellglble under Code 941 and whlch 
have attalned a competltlve 
capabll~ty In lnternatlonal markets 
In one of these areas? (Exceptlon 
for those countrles wh~ch recelve 
dlrect econornlc asslstance under the 
FAA and permlt Unlted States flrms to 
compete for constructlon or 
englneerlng servlces flnanced from 
asslstance programs of these 
countrles 1 

g Cargo preference ehappzng 
(FAA Sec 603)) Is the shlpplng 
excluded from compliance wlth the 
requirement In sectlon 901 (bl of the 
Merchant Marlne Act of 1936, as 
amended, that at least 50 percent of 
the gross tonnage of commodltles 
(computed separately for dry bulk 
carriers, dry cargo llners, and 
tankers) flnanced shall be 
transported on privately owned U S 
flag commercial vessels to the extent 
such vessels are available at falr 

No USAID dlrect contracts are 
antlclpated under the program 

Procurement of agrlcultural products 
IS not antlclpated under the Project 

Procurement of constructlon and 
englneerlng servlces 1s not 
antlclpated under the Prolect Any 
such servlces that are requlred would 
llkely be procured from local or U S 
sources 

Project wlll comply wlll cargo 
preference requirements In accordance 
wlth relevant standard provlslons of 
USAID Handbook 13 instruments 
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and reasonable rates? 

h Technical asslstance (FAA 
Sec 621 (a) 1 If technical 
asslstance 1s flnanced, wlll such 
asslstance be furnished by prlvate 
enterprlse on a contract basls to the 
fullest extent practicable' Wlll the 
facllltles and resources of other 
Federal agencles be utlllzed, when 

C they are particularly suitable, not 
competltlve wlth prlvate enterprlse, 
and made avallable wlthout undue 
interference wlth domestlc programs' 

1 U S alr carrlers 
(International Alr Transportation 
Palr Competltlve Practices Act, 
1 9 7 4 )  If alr transportation of 
Fersons or property 1s flnanced on 
grant basls, wlll U S carrlers be 
used to the extent such servlce 1s 
avallable' 

3 Consult~ng servlces (FY 
1995 Approprlatlons Act Sec 559) 
If asslstance 1s for consultlng 
servlce through procurement contract 
pursuant to 5 U S C 3109, are 
contract expenditures a matter of 
publlc record and avallable for 
publlc lnspectlon (unless otherwise 
provlded by law or Executive order)? 

k Metr~c conversion (Omnlbus 
Trade and Competltlveness Act of 
1988, as Interpreted by conference 
report, amendlng Metrlc Conversion 
Act of 1975 Sec 2, and as 
Implemented through A I D pollcy) . Does the asslstance program use the 
metrlc system of measurement in ~ t s  
procurements, grants, and other 
buslness-related actlvltles, except 

s to the extent that such use 1s 
lmpractlcal or 1s llkely to cause 
slgnlflcant lnefflclencles or loss of 
markets to Unlted States flrms? Are 
bulk purchases usually to be made In 
metrlc, and are components, 
subassemblies, and seml-fabricated 
materials to be speclfled In metrlc 
unlts when econornlcally avallable and 
technically adequate7 Wlll A I D 

Yes 

Project wlll not utlllze facllltles 
and resources of other Federal 
agenc le s 

Yes, In accordance wlth standard 
provlslons of applicable USAID 
Handbook 13 Instruments 

Expenditures under any dlrect 
contract for consultlng servlces 
flnanced under thls Pro-~ect wlll be a 
matter of publlc record and avallable 
for publlc lnspectlon 

See prevlous answers to questions 
relatlng use of metrlc system above 
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speclflcatlons use metrlc unlts of 
measure from the earllest 
programmatic stages, and from the 
earllest documentation of the 
asslstance processes (for example, 
project papers) lnvolvlng 
quantlflable measurements (length, 
area, volume, capacity, mass and 
welght) , through the implementation 
stage' 

1 Competitive SelectLon 
Procedures (FAA Sec 601 (el ) Will 
the asslstance utilize competltlve 
selectlon procedures for the awardlng 
of contracts, except where appllcable 
procurement rules allow otherwise' 

m Notlce Requirement (FY 
1 9 9 5  Approprlatlons Act Sec 5 6 8 )  
Wlll project agreements or contracts 
contaln notlce consistent wlth FAA 
sectlon 604(a) and wlth the sense of 
Congress that to the greatest extent 
practlcable equipment and products 
purchased wlth appropr~ated funds 
should be Amerlcan-made' 

2 1 Cons truc t ~ o n  

a Capztal project (FAA Sec 
601 (dl ) If capltal (e s , 
constructlon) project, will U S 
englneerlng and professional servlces 
be used' 

b Cons truc tzon contract (FAA 
Sec 611(c)) If contracts for 
constructlon are to be financed, w ~ l l  
they be let on a competltlve basls to 
maxlmum extent practlcable' 

c Large projects, 
Congresstonal approval (FAA Sec 
620(k)) If forconstructlonof 
productive enterprise, will aggregate 
value of asslstance to be furnished 
by the U S not exceed $100 mllllon 
(except for productive enterprises In 
Egypt that were described In the 
Congressional Presentation), or does 
asslstance have the express approval 
of Congress' 

No dlrect contracts are contemplated, 
but cooperating agencles wlll use 
competltlve procedures to the extent 
required by standard HB 13 
procurement provlslons 

Yes, In accordance wlth standard 
provlslons on procurement In USAID 
Handbook 13 instruments 

Not appllcable 

Not appllcable 

Not appllcable 
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22 U S  Audlt Rzghts (FAA 
Sec 301(d)) If fund 1s established 
solely by U S contrlbutlons and 
adrnlnlstered by an lnternatlonal 
organlzatlon, does Comptroller 
General have audlt rights' 

4 

23 Colnmun~st Ass~stance (FAA 
Sec 620(h) Do arrangements exlst 
to lnsure that Unlted States forelgn 

* a l d  1s not used In a manner whlch, 
contrary to the best Interests of the 
Unlted States, promotes or asslsts 
the forelgn ald projects or 
actlvltles of the Communist-bloc 
countries' 

a Cash relmbursements (FAA 
Sec 483) Wlll arrangements 
preclude use of flnanclng to make 
relmbursements, In the form of cash 
payments, to persons whose llllclt 
arug crops are eradicated' 

b Ass~stance to narcot~cs 
traffickers (FAA Sec 487) Wlll 
arrangements take "all reasonable 
stepsM to preclude use of flnanclng 
to or through lndlvlduals or entltles 
whlch we know or have reason to 
belleve have elther (1) been 
convicted of a vlolatlon of any law 
or regulation of the Unlted States or 
a forelgn country relatlng to 
narcotics (or other controlled 
substances), or (2) been an llllclt 
trafficker In, or otherwise lnvolved 
In the llllclt trafflcklng of, any 
such controlled substance' 

25 Expropr~atlon and Land 
Reform (FAA Sec 620 (g) ) Wlll 

z asslstance preclude use of flnanclng 
to compensate owners for expropriated 
or natlonallzed property, except to 
compensate forelgn nationals In 
accordance wlth a land reform program 
certlfled by the President' 

26 Pol~ce and Prlsons (FAA 
Sec 660) Wlll asslstance preclude 
use of flnanclng to provlde tralnlng, 

Not applicable 

Yes 

Yes 

Yes, new regulations under FAA 
Sectlon 487 wlll be implemented as 
soon as they are lssued 

Yes 

Yes 
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advlce, or any flnanclal support for 
collce, prlsons, or other law 
e-forcement forces, except for 
?arcotlcs programs' 

27 CIA Act~vltles (FAA Sec 
5 5 2 )  Wlll asslstance preclude use 
sf flnanclng for CIA actlvltles' 

28 Motor Vehicles (FAA Sec 
5 3 6  (1) ) Wlll asslstance preclude 
use of flnanclng for purchase, sale, 
~ong-term lease, exchange or guaranty 
cf the sale of motor vehlcles 
manufactured outslde U S , unless a 
walver 1s obtained? 

29 Export of Nuclear 
Resources (FY 1995 Approprlatlons Act 
Sec 506) Wlll asslstance preclude 
tse of flnanclng to flnance--except 
for purposes of nuclear safety--the 
export of nuclear equipment, fuel, or 
technology? 

30 Publ~city or Propaganda 
:FY 1 9 9 5  Approprlatlons Act Sec 
554) Wlll ass~stance be used for 
publlclty or propaganda purposes 
deslgned to support or defeat 
leglslatlon pendlng before Congress, 
to Influence In any way the outcome 
of a polltlcal electlon In the Unlted 
States, or for any publlclty or 
propaganda purposes not authorized by 
Congress? 

31 Exchange for Prohzblted 
Act (FY 1995 Approprlatlons Act Sec 
533) Wlll any asszstance be 
provlded to any forelgn government 
(lncludlng any lnstrumentallty or 
agency thereof), forelgn person, or 
Unlted States person In exchange for 
that forelgn government or person 
undertaking any actlon whlch IS, I£ 
carrled out by the Unlted States 
Government, a Unlted States offlclal 
or employee, expressly prohlblted by 
a provlslon of Unlted States law? 

Yes 

Yes 

Yes 

32 Conmutment of Funds (FAA No 
Sec 635 (h)) Does a contract or 
agreement entall a commitment for the 
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efpendltufe of funds durlng a perlod 
-7 excess of 5 years from the date of 
t y e  contract or agreement? 

33  Impact on U S Jobs (FY 
-995 Approprlatlons Act, Sec 545) 

a 
a Wlll any flnanclal No 

lncentlve be provlded to a buslness 

r 
located In the U S for the purpose 
of lnduclng that buslness to relocate 
outslde the U S In a manner that 
would llkely reduce the number of 
LI S employees of that buslness? 

b Wlll assistance be provlded No 
for the purpose of establlshlng or 
aeveloplng an export processlng zone 
3r designated area ln whlch the 
country's tax, tarlff, labor, 
environment, and safety laws do not 
apply' If so, has the President 
determined and certlfled that such 
zsslstance 1s not llkely to cause a 
- 9 s ~  of jobs wlthln the U S 3 

c Wlll assistance be provlded No 
for a project or actlvlty that 
contributes to the vlolatlon of 
lnternatlonally recognized workers 
rlghts, as deflned ln sectlon 
502 (a) ( 4 )  of the Trade Act of 1974, 
of workers In the recipient country, 
or wlll asslstance be for the 
lnformal sector, mlcro or small-scale 
enterprlse, or smallholder 
agriculture? 

B CRITERIA APPLICABLE TO 
DEVELOPMENT ASSISTANCE ONLY 

.. 
1 Agr~cultural Exports 

(Bumpers Amendment) (FY 1995 
Approprlatlons Act Sec 513(b), as 

r interpreted by conference report for Not applicable 
orlglnal enactment) If asslstance 
1s for agrlcultural development 
actlvltles (speclflcally, any testlng 
or breedlng feas~blllty study, 
varlety improvement or ~ntroductlon, 
consultancy, publlcatlon, conference, 
or tralnlng), are such actlvltles 
(1) speclflcally and prlnclpally 
deslgned to Increase agrlcultural 
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erports by the host country to a 
c~untry other than the Unlted States, 
where the export would lead to dlrect 
competltlon In that thlrd country 
w-th exports of a slmllar commodlty 
grown or produced In the Unlted 
States, and can the actlvltles 
reasonably be expected to cause 
substantla1 ~n-~ury to U S exporters 
cf a slmllar agricultural commodlty, 
or (2) In support of research that is 
lntended prlmarlly to beneflt U S 
producers' 

2 Tied Aad Credats (FY 1995 No 
Approprlatlons Act, Tltle 11, under 
headlng "Economic Support Fund1') 
Will DA funds be used for tzed ald 
credl ts? 

3 Appropraate Technology 
(FAA Sec 107) Is speclal emphasls 
placed on use of approprlate 
tschnology (deflned as relatively 
smaller, cost-savlng, labor-using 
technologies that are generally most 
approprlate for the small farms, 
snall bus~nesses, and small lncomes 
of the poor)' 

4 Indagenous Needs and 
Resources (FAA Sec 281 (b) 
Descrlbe extent to whlch the actlvity 
recognxzes the particular needs, 
deslres, and capaclt~es of the people 
of the country, utlllzes the 
country's intellectual resources to 
encourage lnstltutlonal development, 
and supports clvlc education and 
tralnlng In skllls requlred for 
effective partlclpatlon In 
governmental and polltlcal processes 
essential to self-government 

Not applicable 

Prolect w ~ l l  dlrectly support the 
provlslon of permanent, formal 
flnanclal servlces to Bollvla's 
lowest economlc groups These 
groups, comprised manly of 
lnd~genous people, have been 
hlstorlcally excluded from Bollvla's 
flnanclal systems 

5 Economac Development (FAA Yes 
Sec 101(a)) Does the actlvzty glve 
reasonable promlse of contributing to 
the development of economlc 
resources, or to the lncrease of 
product~ve capacltles and 
self-susta~n~ng economlc growth? 

6 Specaal Development 
Emphases (FAA Secs 102 (b) , 113, 

Project strongly supports (a) through 
(dl access to flnanclal servlces WLLA 
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281 (a) 1 Descrlbe extent to whlch 
actlvlty wlll (a) effectively 
-nvolve the poor In development by 
extending access to economy at local 
level, lncreaslng labor-lntenslve 
production and the use of approprlate 
technology, dlsperslng investment 
from cltles to small towns and rural 
areas, and lnsurlng wlde 
2artlclpatlon of the poor In the 
~eneflts of development on a 
sustained basls, uslng approprlate 
U S ~nstltutlons, (b) encourage 
democratic prlvate and local 
governmental ~nstltutlons, (c) 
support the self-help efforts of 
developlng countrles, (d) promote the 
partlclpatlon of women In the 
natlonal economies of developlng 
countrles and the improvement of 
womenf s status, and (e) utlllze and 
encourage reglonal cooperatlon by 
developlng countrles 

7 Rec~plent Country 
Contr~but~on (FAA Secs 110, 124 (dl 
Wlll the reclplent country provlde at 
least 25 percent of the costs of the 
program, project, or actlvlty wlth 
respect to whlch the assistance 1s to 
be furnished (or 1s the latter 
cost-sharlng requirement belng walved 
for a "relatively least developedn 
country) 3 

enable Bollvla's mlcroenterprlses to 
Increase, lmprove and dlverslfy thelr 
buslness operatlons It wlll 
contrlbute to increased jobs and 
Income Notably, the flnanclal 
lnstltutlons supported wlll be 
sustainable and play an important 
role In Bollvla's flnanclal sector 
Flnally, women wlll be major 
beneflclarles of these servlces 
Several of the mlcroflnance 
~nstltutlons' cllent base 1s more 
than 60% women 

Counterpart contrlbutlons for the 
Economlc Opportunlty Offlce portfolio 
are belng calculated on a sector-wlde 
basls and equal more than the 
requlred 25% In-klnd and recurrent 
costs contlbut1ons will be made by 
the GOB to operatlons of the 
Superlntendency of Banks, Cooperating 
Agencles wlll also contrlbute 
counterpart 

8 Benefzt to PoorMajorzty The actlvrty will support the 
(FAASec 128(b)) If the actlvlty expansion of mlcroflnance 
attempts to lncrease the opportunltles for the poor majorlty 
lnstltutlonal capabllltles of prlvate 
organlzatlons or the government of 
the country, or ~f lt attempts to 
stimulate sclentlflc and 

G technological research, has ~t been 
deslgned and wlll it be monitored to 
ensure that the ultlmate 
beneflclarles are the poor majorlty3 

9 Contract Awards (FAA Sec No direct contracts are antlclpated 
601 (e)) Wlll the project utlllze under the Project 
competltlve selection procedures for 
the awardlng of contracts, except 
where applicable procurement rules 
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10 Disadvantaged Enterpr~ses 
'FY 1995 Approprlatlons Act Sec 
5 5 5 )  What portlon of the funds wlll 
De available only for actlvltles of 
economically and soclally 
dlsadvantaged enterprises, 
blstorlcally black colleges and 
Lnlversltles, colleges and 
Lrlversltles havlng a student body In 
wn~ch more than 40 percent of the 
students are Hlspanlc Amerlcans, and 
pr~vate and voluntary organlzatlons 
whzch are controlled by lndlvlduals 
wno are black Amerlcans, Hispanlc 
Amerlcans, or Natlve Amerlcans, or 
who are economzcally or soclally 
dlsadvantaged (~nclud~ng women) 

11 Baologacal Diversaty (FAA 
Sec 119(g) W ~ l l  the assistance 
( a )  support tralnlng and education 
efforts whlch lmprove the capaclty of 
reclplent countrles to prevent loss 
3f  blologlcal dlverslty, (b) be 
crovlded under a long-term agreement 
In whlch the reclp~ent country agrees 
to protect ecosystems or other 
wlldllfe habitats, (c) support 
efforts to ~dentlfy and survey 
ecosystems Ln reclplent countrles 
worthy of protection, or (dl by any 
d~rect or ~ndlrect means 
slgnlflcantly degrade natlonal parks 
or slm~lar protected areas or 
xntroduce exotlc plants or animals 
lnto such areas' (Note new speclal 
authority for blodlverslty actlvltzes 
contalned In sectlon 547(b) of the FY 
1995 Approprlatlons Act ) 

12 Tropical Forests (FAA Sec 
118, FY 1991 Approprlatlons Act Sec 
533 (c) as referenced In sectlon 
532 (d) of the FY 1993 Approprlatlons 
Act 

a A 1 . D  Regulataon16 
Does the ass~stance comply wlth the 
envlronmental procedures set forth In 
A I D Regulation 163 

b Conservatzon- Does 

No speclflc portlon of prolect funds 
has been set aslde for HBCUs 

Not appllcable 

Yes, a negatlve threshold 
determlnatlon was approved by the LAC 
Bureau envlronmental coordinator per 
attached PP Annex 

Not appllcable 
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the asslstance place a hlgh prlorlty 
sn conservation and sustalnable 
management of troplcal forests? 
Speclflcally, does the asslstance, to 
the fullest extent feaslble (1) 
stress the importance of conserving 

* and sustalnably managlng forest 
resources, ( 2 )  support actlvltles 
whlch offer employment and lncome 
alternatlves to those who otherwise 

* would cause destructlon and loss of 
forests, and help countries ldentlfy 
and implement alternatlves to 
c~lonlzlng forested areas, (3) 
support tralnlng programs, 
educational efforts, and the 
establlshment or strengthening of 
lnstltutlons to lmprove forest 
management, ( 4 )  help end destructive 
slash-and-burn agriculture by 
supportlng stable and productive 
f armlng practlces , ( 5 )  help conserve 
forests whlch have not yet been 
degraded by helplng to increase 
production on lands already cleared 
or degraded, ( 6 )  conserve forested 
watersheds and rehabllltate those 
whlch have been deforested, (7) 
support tralnlng, research, and other 
actlons whlch lead to sustalnable and 
more environmentally sound practlces 
for tlmber harvesting, removal, and 
processing, ( 8 )  support research to 
expand knowledge of troplcal forests 
and ldentlfy alternatlves whlch wlll 
prevent forest destructlon, loss, or 
degradatlon, ( 9 )  conserve blologlcal 
dlverslty In forest areas by 
supportlng efforts to ldentlfy, 
establlsh, and malntaln a 
representatlve network of protected 
troplcal forest ecosystems on a 
worldwide basls, by maklng the 
establlshment of protected areas a 

9 condltlon of support for actlvltles 
lnvolvlng forest clearance or 
degradatlon, and by helplng to 
ldentlfy troplcal forest ecosystems 
and specles In need of protection and 
establlsh and malntaln appropriate 
protected areas, (10) seek to 
lncrease the awareness of U S 
Government agencles and other donors 
of the lmmedlate and long-term value 
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of troplcal forests, (11) utlllze 
the resources and abllltles of all 
relevant U S government agencies, 
(12) be based upon careful analysls 
of the alternatives available to 
achleve the best sustalnable use of 
the  land, and (13) take full account 
of the envlronmental lmpacts of the 
proposed actlvltles on blologlcal 
dlvers~ty7 

c Forest degradation Wlll 
asslstance be used for (1) the 
procurement or use of logglng 
equipment, unless an envlronmental 
assessment lndlcates that all tlmber 
harvesting operations lnvolved wlll 
be conducted In an envlronmentally 
sound manner and that the proposed 
actlvlty wlll produce posltlve 
economlc beneflts and sustalnable 
forest management systems, ( 2 )  
actlons whlch wlll slgnlflcantly 
degrade natlonal parks or slmllar 
protected areas whlch contaln 
troplcal forests, or introduce exotlc 
plants or anlmals lnto such areas, 
( 3 )  actlvltles whlch would result In 
the conversion of forest lands to the 
rearlng of livestock, (4) the 
constructlon, upgrading, or 
maintenance of roads (lncludlng 
temporary haul roads for logglng or 
other extractive ~ndustrles) whxch 
pass through relatlvely undergraded 
forest lands, (5) the colonlzatlon 
of forest lands, or (6) the 
constructlon of dams or other water 
control structures whlch flood 
relatlvely undergraded forest lands, 
unless wlth respect to each such 
actlvlty an envlronmental assessment 
lndlcates that the actlvlty wlll 
contribute slgnlflcantly and dlrectly 
to lmprovlng the llvellhood of the 
rural poor and wlll be conducted In 
an envlronrnentally sound manner whlch 
supports sustalnable development' 

d Susta~nable forestry. If Not applicable 
asslstance relates to troplcal 
forests, wlll project asslst 
countries ln developing a systematic 
analysls of the appropriate use of 
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znelr total troplcal forest 
:esources, wlth the goal of 
zeveloplng a natlonal program for 
s~stalnable forestry' 

e Env~ronmental ampact 
statements Wlll funds be made 
available In accordance wlth 
provlslons of FAA Sectlon 117(c) and 
appllcable A I D regulations 
requlrlng an environmental Impact 
szatement for actlvltles 
s,gnlflcantly affecting the 
envlronment 7 

13 Energy (FY 1991 
Approprlatlons Act Sec 533(c) as 
referenced In sectlon 532(d) of the 
FV 1993 Approprlatlons Act) If 
asslstance relates to energy, wlll 
such asslstance focus on (a) end- 
use energy efflclency, least-cost 
energy planning, and renewable energy 
resources, and (b) the key countrles 
wnere asslstance would have the 
greatest Impact on reduclng emlsslons 
from greenhouse gases? 

Actlvlty wlll not slgnlflcantly 
affect the envlronment 

Not appllcable 

14 Debt-for-Nature Exchange Not applicable 
(FAA Sec 463) If project wlll 
flnance a debt-for-nature exchange, 
descrlbe how the exchange wlll 
support protectlon of (a) the 
world's oceans and atmosphere, (b) 
anlmal and plant specles, and (c) 
parks and reserves, or descrlbe how 
the exchange wlll promote (dl 
natural resource management, 
(e 1 local conservatlon programs, 
(£1 conservatlon tralnlng programs, 
(g) publlc commitment to 
conservatlon, (h) land and ecosystem 

I management, and ( 1.1 regenerative 
approaches In f armlng, forestry, 
flshlng, and watershed management 

1 15 Deobllgat~on/Reoblagatlon Not appl~cable 
(FYI995 Approprlatlons Act Sec 510) 
If deob/reob authority 1s sought to 
be exercised In the provlslon of DA 
asslstance, are the funds belng 
obllgated for the same general 
purpose, and for countrles wlthln the 
same reglon as orlglnally obllgated, 
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and have the House and Senate 
Approprlatlons Committees been 
sroperly not~fled' 

16 Loans 

a Repayment capacaty (FAA 
Sec 122 (b) ) Information and 
conclusion on capaclty of the country 
zo repay the loan at a reasonable 
rate of lnterest 

b Long-range plans (FAA Sec 
~ 2 2 ( b ) )  Does the actlvlty glve 
reasonable promlse of asslstlng 
long-range plans and programs 
aeslgned to develop economlc 
resources and Increase productlve 
capacltles' 

c Interest rate (FAA Sec 
:22(b)) If development loan 1s 
repayable In dollars, 1s Interest 
rate at least 2 percent per annum 
curlng a grace perlod whlch 1s not to 
exceed ten years, and at least 3 
percent per annum thereafter' 

d Exports to Untted States 
(FAA Sec 620(d)) If assistance 1s 
for any productlve enterprise whlch 
wlll compete wlth U S enterprlses, 
1s there an agreement by the 
reclplent country to prevent export 
to the U S of more than 20 percent 
of the enterprise's annual production 
durlng the llfe of the loan, or has 
the requirement to enter Into such an 
agreement been walved by the 
President because of a natlonal 
securlty lnterest' 

17 Development Object~ves 
(FAA Secs 102 (a) , 111, 113, 281 (a) 
Extent to whlch actlvlty wlll (1) 
effectively lnvolve the poor In 
development, by expanding access to 
economy at local level, lncreaslng 
labor-lntenslve productlon and the 
use of appropriate technology, 
spreading investment out from cltles 
to small towns and rural areas, and 
lnsurlng wide partlclpatlon of the 
poor In the beneflts of development 

Not applicable Thls project wlll 
grant funds to cooperating 
lnstltutlons 

Yes 

Funds will be granted 

Project lndlrectly supports 
productlve mlcroenterprlses, but 
these do not generally compete wlth 
U S enterprlses 

Pro J ect strongly supports (a) through 
(dl Access to flnanclal servlces 
wlll enable Bollvla's 
mlcroenterprlses to Increase, lmprove 
and dlverslfy thelr buslness 
operations It wlll contribute to 
increased jobs and lncome Notably, 
the flnanclal lnstltutlons supported 
wlll be sustainable and play an 
lmportant role In Bollvla's flnanclal 
sector Flnally, women will be malor 
beneflclarles of these servlces 
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on a sustained basls, uslng the Several of the mlcroflnance 
appropriate U S ~nstltutlons, ( 2 )  ~nstltutlons' cllent base 1s more 
nelp develop cooperatives, especially than 60% women 
by technical asslstance, to asslst 
r~ral and urban poor to help 
themselves toward better llfe, and 
otherwise encourage democratic 
prlvate and local governmental 
~nstltutlons, ( 3 )  support the 

.A 
self-help efforts of developlng 
countrles, ( 4 )  promote the 
partlclpatlon of women In the 
natlonal economies of developlng 
countrles and the lmprovement of 
women's status, and ( 5 )  utlllze and 
encourage reglonal cooperation by 
developlng countrles' 

18 Agr~culture, Rural 
Development and Nutr~t~on, and 
Agricultural Research (FAA Secs 103 
and 103A) 

a Rural poor and small Not applicable 
farners If asslstance 1s belng made 
avallable for agriculture, rural 
development or nutrltlon, descrlbe 
extent to whlch actlvlty 1s 
speclflcally deslgned to lncrease 
productlvlty and lncome of rural 
poor, or lf asslstance 1s belng made 
avallable for agricultural research, 
has account been taken of the needs 
of small farmers, and extensive use 
of fleld testlng to adapt baslc 
research to local condltlons shall be 
made 

b Nutr~tlon Descrlbe Not applicable 
extent to whlch asslstance 1s used In 
coordlnatlon wlth efforts carrled out 
under FAA Sectlon 104 (Population and 
Health) to help lmprove nutrltlon of 
the people of developlng countrles 
through encouragement of increased 
production of crops wlth greater 
nutrltlonal value, lmprovement of 
planning, research, and education 
wlth respect to nutrltlon, 
particularly wlth reference to 
lmprovement and expanded use of 
lndlgenously produced foodstuffs, and 
the undertaklng of pllot or 
demonstration programs explxcltly 
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addressing the problem of 
malnutrlt~on of poor and VL srable 
people 

c Food securlty Descrlbe 
extent to whlch actlvlty Increases 
natlonal food securlty by lmprovlng 
food pollcles and management and by 
strengthenlng natlonal food reserves, 
wlth partlcular concern for the needs 
of the poor, through measures 
encouraging domestlc production, 
bulldlng natlonal food reserves, 
expanding avallable storage 
facllltles, reduclng post harvest 
food losses, and lmprovlng food 
dlstrlbutlon 

19 Populat~on and Health 
(FAA Secs 104 (b) and (c) If 
asslstance 1s belng made avallable 
for population or health actlvltles, 
descrlbe extent to whlch actlvlty 
emphasizes low-cost, integrated 
aellvery systems for health, 
nutrition and famlly plannlng for the 
poorest people, wlth partlcular 
attention to the needs of mothers and 
young children, uslng paramedical and 
auxlllary medlcal personnel, cllnlcs 
and health posts, commercial 
dlstrlbutlon systems, and other modes 
of community outreach 

20 Educatzon and Human 
Resources Development (FAA Sec 105) 
If asslstance 1s belng made avallable 
for educatlon, publlc admlnlstratlon, 
or human resource development, 
descrlbe (a) extent to whlch actlvzty 
strengthens nonformal educatlon, 
makes formal educat~on more relevant, 
especially for rural famllles and 
urban poor, and strengthens 
management capablllty of lnstltutlons 
enabllng the poor to partlclpate In 
development, and (b) extent to whlch 
asslstance provldes advanced 
educatlon and tralnlng of people of 
developing countries In such 
dlsclpllnes as are requlred for 
planning and lmplementatlon of publlc 
and prlvate development actlvltles 

Not appllcable 

Not appllcable 

Project wlll provlde ongolng economlc 
beneflts through flnanclal servlces 
to thousands of poor Bol~vlans 
Project wlll help integrate these 
people lnto the country's formal 
lnstltutlons As savlngs cllents of 
formal flnanclal ~nstltutlons, poor 
people will have a stake In how the 
lnstltutlons perform, and wlll 
partlclpate In monltorlng thls I 

performance L 
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21 Energy, Pravate Voluntary 
Organxzatlone, and Selected 
Development Actavztaes (FAA Sec 
,106) If asslstance IS belng made 
available for energy, prlvate 
voluntary organlzatlons, and selected 
development problems, descrlbe 
extent to whlch actlvlty 1s 

fl 

a concerned wlth data 
collection and analysis, the tralnlng 
~f skilled personnel, research on and 
aevelopment of sultable energy 
sources, and pllot projects to test 
new methods of energy production, and 
facrlltatlve of research on and 
development and use of small-scale, 
decentralized, renewable energy 
sources for rural areas, emphaslzlng 
development of energy resources wh~ch 
are environmentally acceptable and 
requlre mlnlmum capltal Investment, 

b concerned wlth technical 
cooperation and development, 
especlally wlth U S prlvate and 
voluntary, or reglonal and 
l~ternatlonal development, 
organlzatlons, 

c research lnto, and 
evaluation of, economlc development 
processes and techniques, 

d reconstructlon after 
natural or manmade dlsaster and 
programs of dlsaster preparedness, 

e for speclal development 
problems, and to enable proper 
ut~l~zatlon of Infrastructure and 
related projects funded wlth earller 
U S asslstance, 

5 f for urban development, 
especlally small, labor-~ntens~ve 
enterprises, marketing systems for 
small producers, and flnanclal or 
other lnstxtutlons to help urban poor 
partlclpate In economlc and soclal 
development 

22 Capatal Projects (Jobs 
Through Export Act of 1992, Secs 303 

Not appllcable 

Project will work largely through 
non-governmental organlzatlons, some 
of whlch may be PVOs 

Prolect wlll asslst development and 
expanslon of new mlcroflnance 
technologies 

Not appllcable 

Project 1s closely llnked to prlor 
U S asslstance ln the area of 
mlcroflnance 

Project w ~ l l  Increase the 
avallabllxty of credlt and other 
flnanclng mechanisms to small and 
mlcroenterprlses 

Not appllcable 
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and 306 (dl 1 If asslstance 1s belng 
provlded for a capltal project, 1s 
:he project developmentally sound and 
b111 the project measurably allevlate 
:?e worst manlfestatlons of poverty 
or dlrectly promote environmental 
safety and sustalnablllty at the 
community level' 

(3 CRITERIA APPLICABLE TO The Mlcroenterprlse Project 1s fuqded 
ECONOMIC SUPPORT FUNDS ONLY wlth Development Assistance funds 

Thus all of Sectlon C 1s 
1 Economlc and Pol~t~cal lnappllcable 

Stab~llty (FAASec 531(a)) Wlll 
thls asslstance promote economlc and 
polltlcal stablllty7 To the maxlmum 
extent feasible, 1s thls asslstance 
conslstent wlth the pollcy 
alrectlons, purposes, and programs of 
Tart I of the FAA7 

2 Malitary Purposes (FAA 
Sec 531 (e)) Wlll thls asslstance 
be used for mllltary or paramllltary 
purposes7 

3 Commod~ty Grants/Separate 
Accounts (FAA Sec 609) If 
commodltles are to be granted so that 
sale proceeds wlll accrue to the 
reclplent country, have Speclal 
Account (counterpart) arrangements 
been made' (For FY 1995, thls 
provlslon 1s superseded by the 
separate account requlrements of FY 
1995 Approprlatlons Act Sec 536(a), 
see Sec 536 (a) (5) ) 

4 Generation and Use of 
Local Currencies (FAA Sec 531(d)) 
W ~ l l  ESF funds made avallable for 
commodity Import programs or other 
program asslstance be used to 
generate local currencles3 If so, 
w ~ l l  at least 50 percent of such 
local currencies be avallable to 
support actlvltles conslstent wlth 
the objectives of FAA sect~ons 103 
through 1067 (For FY 1995, thls 
provlslon 1s superseded by the 
separate account requlrements of N 
1995 Approprlatlons Act Sec 536(a), 
see Sec 536(a) (5) ) 
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5 Capatal Pro)ects (Jobs 
Through Exports Act of 1992, Sec 
306) If asslstance 1s belng provlded 
for a capltal prolect, wlll the 
pro~ect be developmentally-sound and 
sustalnable, 1 e , one that 1s (a) 
environmentally sustalnable, (b) 
wlthln the flnanclal capaclty of the 
government or reclplent to malntaln 

* from ~ t s  own resources, and (c) 
responsive to a slgnlflcant 
development prlorlty lnltlated by the 
country to whlch asslstance 1s belng 
provlded (Please note the 
aeflnltlon of "capital project" 
contalned In sectlon 595 of the FY 
1993 Approprlatlons Act Note, as 
well, that although a comparable 
provlslon does not appear In the FY 
94 Approprlatlons Act, the FY 93 
provlslon applles to, among other 
thlngs, 2-year ESF funds whlch could 
be obligated In FY 94 ) 

Quest lons 
Drafter GC/LP BLester 10/17/94 chekll 
st 95 

Answers, Inltlal Draft 
RLA/LAPAZ PRamsey 7/6/95 
H \DIR\RLA\PAT\MICRO CHE 


