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EL PROGRAMA DE C R E D I T O  P A R A  L A  REACTIVACION A C R O P E C U A R I A  

- 
' FOND0 N A C I O N A L  P A R A  LA PRODUCCION Y LA V I V I E N D A  

CRA Colonia Lomas del  Guijarro / ~ d i f i c i o  Plaza Guijarros, Primer Piso _ . _ _  .:::. _""/ ..; .YY+ . . .-:F 
Tegucigalpa, Honduras  - Telefono (504) 235-7594 y 235-7598 

Date: April 24,2001 

To: John Caracciolo, Banking and Financial AdvisorJANRO 

From Warren Gerber, COPIARC Program 

Subject: Annual Report: USAID Contract No. PCE-1-00-99-00006-00, Task Order 
No. 806 Agricultural Reactivation Credit Project 

According to the Agricultural Reactivation Credit (ARC or CRA) program work plan and 
budget, the contractor is obligated to submit an annual report to USAID, through 
FONAPROVI, due March 3 1,200 1. This annual report includes a summary of the 
accomplishments beginning April 3 1,2000 and ending on March 3 1,200 1, plans for the 
upcoming period, a description of any changes that might affect the performance of the 
project in achieving the desired results, and any other information that pertains to the 
management and oversight of the project. 

Accomplishments 

In the preceding year the CRA program accomplished the following: 

1. Set up a Management Oversight Unit on first floor of the FONAPROVI 
premises located in Lomas del Guijarro. All of the office furniture and 
equipment needed to set up the MOU office was ordered and installed. 

2. Delivered Workplan and Budget. The Workplan and Budget was submitted and 
approved by FONAPROVI and USAID. Part of the Workplan involved negotiating 
with FONAPROVI for counterpart support staff they are contributing to the CRA 
effort. Carlos Alvarez was assigned by FONAPROVI to head their support effort 
and manage the shadow organization in FONAPROVI that provides support 
services to the CRA program. 

3. Completed job descriptions for the MOU personnel and hired CRA staff. 
Three professional positions including the Credit Officer, the Internal Auditor, and 
the Loan Administration were defined in job descriptions and filled with very - 
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qualified candidates. The office bookkeeper position was combined with the office 
'administrator position and filled with an experienced office administrator. . 

4. Developed operations and procedures manuals for the credit and internal 
audit functions. Four manuals, two covering credit issues and two covering audit 
issues were developed and approved by MOU and FONAPROVI. The credit 
manuals define the philosophy, policies and guidelines for credit operations and 
managing problem loans. The audit manuals cover loan review and internal audit. 

5. Complied with the required Conditions Precedent, Special Covenants and 
Implementation Letters. A series of agreements, contracts and memorandums of 
understanding were negotiated with the Ministry of Finance and FONAPROVI as 
part of the implementation process. The first advance of CRA funds was deposited 
in the special CRA account in the Central Bank on June 13. 

6 .  Marketed the program to banks and agricultural producers. MOU personnel 
met with all the participating bank officers in Tegucigalpa as well as with their 
branch officers in San Pedro Sula, and Choluteca. Several field trips were made to 
visit producers of the four qualified crops, and to complete site visits on the loan 
applicants. 

7. Developed and implemented the CRA internal audit plan and check sheets, 
established the executive committee of the CRA Dropram. and comaleted the 
first PriceWaterhouseCoopers external audit of ;he h A ' p r o g r a m . * ~ h e  audit 
manuals define the loan review, audit procedures and implementation process for 
the internal audit. The CRA Executive Committee approved the internal audit 
program after several revisions were incorporated in the final version. 
PriceWaterhouseCoopers also audited the CRA program during the year and their 
findings and recommendations have been presented to USAID. 

8. Opened the CRA program up to include other crops and livestock enterprises. 
The crops that qualify for CRA funding were expanded beyond the four export 
oriented crops that were included in the original project design. Currently virtually 
all crops and livestock enterprises qualify for CRA funding except African palm 
oil, citrus crops, sugar cane and cotton. The livestock sector has been the most 
aggressive of the newly eligible production enterprises in applying for CRA project 
funds, but other funded enterprises include melon, vegetables, ornamentals, coffee, 
and tilapia. 

9. Developed a policy to provide financing for land. A CRA loan policy was 
developed to provide funding for qualified producers who want to purchase land to 
replace their property that was damaged by Mitch. The loan purpose can be to 
replace land that has been damaged or destroyed by Mitch, or land that has lost 
productive value because of the changing environmental conditions surrounding the 
land. 



10,'Hired loan originators based outside of Tegucigalpa Memorandums of 
understanding were signed with 6 loan originators to help the local borrowers and 
banks complete the CRA loan applications. The loan originators work directly with 
the borrowers and the banks to complete the loan application form, the cash flow 
projectioh, the investment plan, and the loan amortization schedule. Other tasks 
include securing the required signatures, advising CRA of the strengths and 
weaknesses of the loan application, and servicing the loan under the direction of the 
CRA program. 

11. Implemented the training and technical assistance program for bank 
personnel. Training programs on cash flow analysis were presented during the year 
in San Pedro, Juticalpa, Danli, Choluteca and El Zamarano. The course evaluations 
indicate that the participants found the information will be useful in their job 
situation and that they will be able to apply the concepts that were taught. 

12. Improved system for measuring the CRA program impact. The CRA program 
made substantial improvements in the system used for measuring the impact of the 
orozram. In addition to the volume and number of loans that have been disbursed to . - 
producers, the CRA program also reports on the employment generated and the , 

value of farm production that result from the loans to the producers. 

13. Completed a strategy meeting with the loan originators. The CRA Tegucigalpa 
based staff and the locally based loan originators met to discuss the direction of the 
CRA program and the implications of changing the future lending focus. General 
guidelines for new loan applications included discouraging additional loans to 
banana producers, reducing the marketing of loans to livestock and coffee 
producers, increasing emphasis on loans that will diversify the portfolio or lead to 
increased vertical integration, and encouraging additional loans to shrimp 
producers. 

14. Measured the CRA program impact. In addition to the volume and number of 
loans that have been disbursed, the CRA program also reports on the employment 
generated and the value of farm production that result from the loans to the 
producers. Through the first year of operations, CRA financing resulted in the 
creation of 1,708 full time jobs, and produced over $15 million annually in 
increased sales of agricultural products. 

In addition to the direct labor added to the workforce as a result of the CRA loans, 
the project financed the restoration of 1,086 kilometers of livestock fences, 
provided funds for the production or purchase of 155,528 chickens, and 3,323 head 
of livestock. CRA funds were also used to rehabilitate, replace or improve 
$321,954 in water systems, $5,626,568 in buildings and installations, and 
$1,088,075 in machinery and equipment. 



15,Processed loan applications and disbursed loan funds. As of March 3 1, the CRA 
program disbursed 146,967,15 1 Lempira in loan funds ($9,797,8 10). Ten banks 
have participated in the CRA program and have disbursed loans to 309 agricultural 
producers. Banhcafe is the most active bank with 41% of the number of loans, 
followed_by BGA with 20%. Both BGA and Banhcafe have about 34,000,000 
Lempira in loan volume representing nearly 50% of the total volume of loans. 

Plans for the Upcoming Periods 

1. Expand the training program for participating banks and borrowers. The 
legislation being considered by the Honduran congress involves a financial 
restructuring plan for agricultural producers. The features of the new legislation 
include total debt forgiveness in some cases and partial debt forgiveness in others. 
The amount of debt forgiveness will be related to the ability of the producer to pay 
based on his projected cash flow. The process to determine the projected cash flow 
is likely to be very controversial because it will determine the amount of debt that 
will be forgiven. We have been training bankers and producers in cash flow 
management since September and have demonstrated the advantages of the CRA 
format. We have been asked by the Minister of Agriculture to help them develop a 
program to train their personnel in cash flow analysis if this becomes a feature that 
survives the legislative process. Though training non-CRA borrowers in cash flow 
analysis is beyond the scope of the project, we are looking for ways to be 
responsive to the training needs that might result from the new legislation. 

2. Improve the accuracy of the information included in the loan application. The 
PriceWaterhouseCoopers audit identified a large number of whiteout and 
corrections in the supporting documents that make up the loan application package. 
The large number of corrections in the supporting documents requires a labor- 
intensive effort to review the application and to make sure the key corrections are 
made before the loan is submitted to the credit committee. CRA is working with the 
FONAPROVI computer department to develop a data base driven loan document 
system that will greatly reduce the number of errors and corrections and the amount 
of labor needed to analyze and complete the documentation. 

3. Submit the Post-Completion Date monitoring plan for the CRA program to 
USAID. The plan for the Post-Completion Date monitoring of the CRA program . . 

will be submiited to USAID in ~une .  In the meantime, the cRA staff is reviewing 
the options to make sure the program objectives are achieved and the long-term 
effectiveness of the program is maximized. There are two components of CRA that 
are being considered, one component is the process that will monitor and collect 
the capital and interest on the CRA loans, and the other component is the future of 
the Management and Oversight Unit (MOU) and the products and services 
associated with the MOU. 



Changes that might affect the performance of the project 

The legislation that deals with the financial crisis in agriculture has passed congress and is 
awaiting publication in the Gaceta. The legislation is designed to provide assistance to 
agricultural producers who have severe debt repayment problems. The assistance will be in 
the form of debt forgiveness and preferential lending rates depending on the size of the 
debt, the principal crop being financed, and other factors. 

The final draft of the legislation is not available at this time, most likely because there are 
several items that are still being negotiated with the banks, producers, the legislators and 
whoever is going to be paying for the bailout. The rules and regulation that will determine 
how the legislation will be implemented will probably be available within three months of 
the publication of the legislation. The legislation may have an impact on the CRA 
program. One possibility is that CRA borrowers may attempt to qualify for debt relief, 
even if they can meet the loan payments, by not paying the interest that is due on their 
loans. This will increase the bank's delinquent loan volume but will not affect the loan 
repayments received by the CRA program because we always debit the bank's account on 
the date the loan payments are due, irrespective of the receipt of payment by the bank from 
the borrower. 

Other management and oversight information 

The personal services contracts of ail but one of the loan originators have expired and will 
not be renewed by the CRA program. The program will continue to pay for the loans that 
are in their current pipeline until the remaining project funds are all disbursed. However, 
the loan originators can only bill for loans that are approved and disbursed by CRA, 
therefore we are not obligated to pay for any of their applications that arrive after all funds 
have been disbursed. The CRA program is projected to run out of funds in July or August, 
2001. With approximately $5 million in funds remaining to be disbursed as of April 1, the 
volume of loans the loan originators have in the pipeline plus the loans that are received 
directly from the banks are expected to use up the $5 million. 
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Colonia Lomas del Guijarro / Edificio Plaza Guijarros, Primer Piso 
Tegucigalpa, Honduras 

Telefono (504) 235-7594 Y 235-7598 - 

Date: July 12,2000 

To: John Caracciolo, Banking and Financial AdvisorIANRO 

From Warren Gerber, COPIARC Program 

Subject: . Quarterly Report 

In accordance with the approved work plan and budget, the Management Oversight Unit 
(MOU) is obligated to submit quarterly progress reports to USAID, through FONAPROVI, 
beginning June 30,2000. This quarterly report includes a summary of the recent 
accomplishments, plans for the upcoming quarter, a description of any changes that might 
affect the performance of the project in achieving the desired results, and other information 
that pertains to the management and oversight of the project. 

Recent Accomplishments 

The ARC program began operations in Honduras on April 3,2000 with the arrival in 
Tegucigalpa of Warren Gerber, COP of the program and Michael McNertney, the project's 
short-term technical advisor. Since their amval the MOU has accomplished the following: 

1 .  Set up a Management oversight Unit on first floor of the FONAPROVI 
oremises located in Lorna del Guiiarros. All of the office furniture and . " 
equipment that is needed to set up the MOU office has been ordered. We expect the 
procurement process, including the delivery and installation of all equipment, will 
be completed by the end of July 

2. Delivered Workplan and Budget. The Workplan and Budget was submitted and 
approved by FONAPROVI and USAID. Part of the Workplan involved negotiating 
with FONAPROVI for countemart suuvort staff they are contributing to the Credito 

A - 
para la Reactivacion Aglopecuaria (CRA) effort. Carlos Alvarez has been assigned 
by FONAPROVI to head their support effort and manage the shadow organization 
in FONAPROVI that provides subport services to the &A program. 

- 

3. Completed job description for the MOU personnel and hired CRA staff. Two 
of the positions included in the project design, the credit analyst and the office 
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.bookkeeper, have not been filled. The office bookkeeper position has been 
combined with the office administrator position. The current office administrator 
will assume the responsibilities of both the bookkeeper and the office 
administrator. The credit analyst position will not be filled in the MOU 
Tegucigalpa office. We are currently recruiting candidates in San Pedro Sula and 
~holuteca who will serve as part time loan originators for the MOU. Two 
candidates from Choluteca have been interviewed, and one of the candidates is 
currently being offered a position. 

4. Developed operations and procedures manuals for the credit and internal 
audit functions. Four manuals, two covering credit issues and two covering audit 
issues were developed and approved by MOU and FONAPROVI. The credit 
manuals define the philosophy, policies and guidelines for credit operations and 
managing problem loans. The audit manuals cover loan review and internal audit. 
These manuals combine credit and audit oolicies that aoolv to both the MOU and 

.A . 
participating banks. Operating procedures for managing loan applications and 
disbursements in the MOU have also been established in close cooperation with 
FONAPROVI. 

5. Complied with the required Conditions Precedent, Special Covenants and * 

Implementation Letters. A series of agreements, contracts and memorandums of 
understanding were negotiated with the Ministry of Finance and FONAPROVI as 
part of the im~lementa~ion process. The first advance of CRA funds was deposited 
in the special CRA account in the Central Bank on June 13. 

6. Marketed the program to banks and agricultural producers. MOU personnel 
have met with all the participating banks main offices in Tegucigalpa as well as 
with their branch offices in San Pedro Sula, and Choluteca. Several field trips were 
made to visit producers ofthe four qualified crops, and to complete site visits on 
the loan applicants. In addition, marketing presentations were made to Tegucigalpa 
based bank managers under the auspices of the National Bankers Association 
(AHIBA), and the producers, bankers and businessmen in Choluteca under the 
auspices of the local Chamber of Commerce. 

7. Processed loan applications. Assistance was provided to the participating banks to 
help them understand and complete applications for the CRA funded loans. 
Generally the assistance included an explanation of the relationship between the 
CRA program and FONAPROVI, and the unique eligibility rules for participants in 
the CRA program. Though the project received about $1 million in loan 
applications by the end ofJune, none of them were submitted conectly, and most 
were missing a signed promissory note. Loan disbursals were not made on these 
loan applications prior to the end of the quarter because of the lack of proper loan 
documentation. 



Plans for the Upcoming Quarter 

In order to achieve the projected rate of disbursal of ARC loan funds over the next 90 days 
the project's short term technical advisor, Michael McNertney, will be spending much of 
the upcoming quarter in Honduras. The agricultural base of the loan portfolio that has a fall 
seasonal Ioan demand will require disbursement within the next few months. The 
continued accrual of interest on non performing loans also makes rapid resolution of the 
producers' credit problems a high priority. The complexity of the loan packages that 
include amended interest rates and loan terms, loan guarantees, interest rate subsidies, and 
the problems associated with managing loans that are in default all have an impact on the 
rate at which the loan applications can be approved and disbursed at the MOU. Specific 
plans for the upcoming quarter include the following: 

1. Work with FHIA and Zamorano to support their crop expansion program 
using CRA financing. Both institutions have programs designed to increase the 
production of plantain in Honduras. Last quarter MOU personnel attended producer 
meetings organized by Zamorano in Danli, Orica, Juticalpa, and Catacamas. The 
ARC program was presented to current and prospective plantain producers, 
focusing on the features and benefits of financing their plantain expansion with 
ARC funds. In addition, three meetings were held with FHIA personnel to identi@ 
ways to collaborate in the promotion of plantain production. Meetings have been 
scheduled in San Pedro on July 7, in Olancho on July 14, and in Choluteca on July 
2 1 to introduce the ARC financing program for plantain producers. The MOU 
would like the promoters of plantain in Zamorano and FHIA to help producers 
develop their financing plan, and if necessary, serve as intermediaries between the 
producers and banks. 

2. Open lending program up to other crops. The most likely next crops for 
consideration for CRA funding include those that are also supported with technical 
assistance by FHIA, Zamorano or other USAID cooperators. These crops include 
melon, vegetables, and livestock. We have been in contact with Land 0' Lakes 
project personnel in La Ceiba and San Pedro, and will be meeting with them to help 
design the technical assistance and financing program for the dairy producers on 
the North Coast. 

3. Implement training program for participating banks. Our experience working 
with the borrowers, the banks and FONAPROVI provides an insight into some of 
the factors that contributed to the problems the MOU encountered in achieving the 
projected loan volume of $1 million by the end of June, 2000. Although eight loans 
for the total amount of $979,000 were approved by the credit committees of the 
MOU and FONAPROVI by June 30, no disbursements were made because the loan 
documentation was not completed correctly. 

During our May and June visits to the loan officers and branch bank managers in 
Tegucigalpa, San Pedro and Choluteca they appeared to understand the 
FONAPROVI program and how CRA fits into the restructuring and rehabilitation 



package for eligible producers. The procedures and forms the banks use to submit 
applications to CRA are essentially the same as the procedures they have used in 
the past with FONAPROVI programs. However, given their performance in 
submitting applications that were properly supported with analysis and legal 
documents, our assessment of their skills was probably overly optimistic. This 
might berelated to the complexity of the application forms, the lack of training of 
loan officers, or confusion over the program features and qualifying conditions. 
Each crop has its own interest rate, and alivio characteristics, in addition to 
different features for loans that are financed by the banks own funds or from 
FONAPROVI funds. 

FONAPROVI recently implemented a training program for bank loan officers to 
increase their knowledge and skill base, especially as it relates to filling out forms 
and supporting documentation. This one day seminar was presented to 60 
Tegucigalpa based loan officers on June 30. The seminar will be repeated in 
Choluteca and in San Pedro during July. This seminar will help the loan officers 
understand the program better and mitigate some of the problems related to 
incomplete documentation. 

The loan officers are also having trouble working on restructured loans and 
developing the cash flow projection, especially when the borrower has both a 
restructured loan and a new investment loan. Many loan officers have been relying 
on cash flows prepared by outside consultants. The consultants prepare cash flows 
on investment "projects" that include the cash sources and that are used for only the 
project being financed. They do not include the cash flow associated with other 
loans the borrower might have already with the bank. This was an adequate 
approach for generating cash flows when most of the loans were short term and 
consist primarily of working capital. However, the CRA program is primarily a 
long term lending program that is usually combined with other working capital or 
restructured old debt. Expecting outside consultants to generate meaningful cash 
flows that include all the outstanding loans in these situations is not realistic. 

A training program on cash flow preparation and analysis will be developed and 
implemented in the upcoming quarter by the MOU for the benefit of the bank loan 
officers. In addition to the practical application of cash flow analysis, a computer 
program that will facilitate the preparation of cash flows will be developed and 
distributed as part of the training program. 

4. Distribute the manual on Managing Problem Loans. One of the operating 
manuals that have been developed by the MOU covers problem loan management 
and bank policies related to managing these loans. The MOU will work with the 
Bankers Association to revise the manual (probably in a drafting committee 
environment) so that it can uass the "built in Honduras" test. Once the manual is 
revised and approved for publication, a distribution and training program will be 
developed to introduce the manual to the participating banks. 



Changes that might affect the performance of the project 

The changes that might affect the performance of the project have been addressed in the 
other sections oifthis report. The most significant change will be opening the CRA 
program to additional crops. However, this change was contemplated in the design phase 
of the project and is included in all subsequent negotiations and documents with the 
Government of Hondurans and USAID. 

Other management and oversight information 

The MOU is developing a policy that will provide financing to qualified producers who 
want to purchase land, either to replace land that has been damaged or destroyed by Mitch, 
or has lost productive value because of the changing environmental conditions surrounding 
the land. The loan will allow producers to finance land to replace real estate that was 
damaged or destroyed, or will allow the producer to move their farming enterprise to an 
area that is less subject to flooding. The program will also help to maintain or support land 
prices that have been under pressure lately as the amount of land entering the market has 
increased, and the demand from new buyers has been weak. Falling land values will hurt . 
current burrowers who are using their land as a guarantee on bank loans because the value 
of the guarantee will fall with the appraised value of the land. 
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' Colonia Lomas del Guijarro / Edificio Plaza Guijarros, Primer Piso 
, I \ :  ' 

._ _. . Tegucigalpa, Honduras 
- Telkfono (504) 235-7594 Y 235-7598 

Date: October 10,2000 

To: John Caracciolo, Banking and Financial AdvisorIANRO 

From Warren Gerber, COPIARC Program 

Subject: September Quarterly Report 

According to the Agricultural Recovery Credit (ARC or CRA) program work plan and 
budget, the Management Oversight Unit (MOU) is obligated to submit quarterly progress 
reports to USAID, through FONAPROVI, beginning June 30,2000. This quarterly report' 
includes a summary of the accomplishments between June 30 and September 30, plans for 
the upcoming a description of any changes that might affect the of 
the project in achieving the desired results, and other information that pertains to the 
management and oversight of the project. 

Recent Accomplishments 

The ARC program began operations on April 3,2000 with the amval in Tegucigalpa of 
Warren Gerber, COP of the program and Michael McNertney, the project's short-term 
technical advisor. In the most recent quarter the ARC program has accomplished the 
following: 

1. Signed memorandums of understanding with 5 loan originators to help the 
local borrowers and banks complete the CRA loan applications. Five loan 
originators have been hired on a iiecemeal basis in ~ a n k d r o  Sula, Choluteca, and 
La Cieba to facilitate the loan origination process. The loan originators work 
directly with the borrowers and the banks to complete the loan application form, 
the cash flow projection, the investment plan, and the loan amortization schedule. 
Other tasks include assisting with the appraisal of property, securing the required 
signatures, advising CRA of the strengths and weaknesses of the loan application, 
and servicing the loan under the direction of the CRA program. 

2. Completed the set up of the Management Oversight Unit on the first floor of 
the FONAPROVI premises located in Loma del Guijarros. All of the furniture, 
equipment and vehicles that support the MOU office have been delivered and - 
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.installed. The ownership of these commodities will pass to FONAPROVI at the 
end of the CRA project. 

3. Developed and implemented the CRA internal audit plan and check sheets, 
established the executive and audit committees of the CRA program, and 
completed the first PriceWaterhouse external audit of the CRA program. The 
audit manuals define the loan review, audit procedures and implementation process 
for the internal audit. The CRA Executive committee approved the intemal audit 
program after several revirions were incorporated in the final version. 
PriceWaterhouse also audited the CRA program during the quarter and their 
findings and recommendations have been presented to USAID. 

4. Opened the CRA program up to include other crops and livestock enterprises. 
During the quarter the crops that qualify for CRA funding were expanded beyond 
the four export oriented crops that were included in the original project design. 
Currently virtually all crops and livestock enterprises qualify for CRA funding 
except African palm oil, citrus crops, sugar cane and cotton. The CRA personnel 
are directing the new funding toward the crops or livestock enterprises that are 
supported with technical assistance by FHIA, Zamarano, Land 0 Lakes, and The 
Agribusiness Development Center. Meetings were conducted in San Pedro on July 
7, in Olancho on July 14, and in Choluteca on July 21 to introduce the CRA 
financing program to producers who are working with FHIA and Zamarano. The 
livestock sector has been the most aggressive of the newly eligible production 
enterprises in applying for CRA project funds, but other funded enterprises include 
melon, vegetables, ornamentals, coffee, and tilapia. 

5. Developed a policy to provide financing for land. A CRA loan policy was 
developed to provide funding for qualified producers who want to purchase land to 
replace their property that was damaged by Mitch. The loan purpose can be to 
replace land that has been damaged or destroyed by Mitch, or land that has lost 
productive value because of the changing environmental conditions surrounding the 
land. So far the CRA program has not received any requests for land financing. 

6. Marketed the program to banks and agricultural producers. MOU personnel 
have continued to meet with all the participating banks central offices as well as 
with their branch offices throughout the country. Much of the marketing effort has 
been focused around San Pedro Sula, and Choluteca. However, CRA marketing 
events have been completed in La Cieba, Comayagua, Julticalpa, Danli, and Yoro. 

7. Processed loan applications and disbursed loan funds. As of September 30 the 
CRA program disbursed 39,323 600 Lempira in loan funds ($2,622,000). Six banks 
participated in the CRA program and have disbursed loans to 54 agricultural 
producers. Table 1 shows the amount of funds disbursed by each bank and the crop 
or livestock enterprise that was financed. Bahncafe is the most active bank with 
slightly over half of the total number of loans and one-fourth of the total loan 
volume. 



Table 1. CRA Loan Disbursements and Number of Loans by Bank as of September 
30,2000 (in thousand Lempira) 

Plans for the Upcoming Quarter 

1. Measuring the CRA program Impact. The CRA program is developing a system 
to measure the impact of the program on the agricultural producers who constitute 
the part of the Honduran agricultural sector being rehabilitated through the use of 
USAID funds. In addition to the volume and number of loans that have been 
disbursed to producers, the CRA program's impact on employment generation as 
well as the volume of assets that are being rehabilitated, replaced or improved will 
be measured and reported on a periodic basis. 

Measuring the direct and indirect employment that results from the rehabilitation of 
an agricultural enterprise must be based on assumptions about the amount of direct 
and indirect employment that is required to plant, harvest, process and market the 
crop. Unfortunately the amount of labor involved in these activities in not readily 
available from published sources. The original project proposal for the CRA 
program used secondary source data gathered by the USAIDIANRO that estimated 
the direct and indirect labor demand for four crops, banana, plantain, watermelon 
and shrimp. Using these per hectare estimates of direct and indirect labor 
requirements for the four crops, the CRA loans disbursed through September 30 
have had the impact of adding 1,256 direct employees and 6,242 indirect 
employees to the labor force. (See Table 2). 



Table 2. Employment Impact of CRA Financing Through September 30,2000 

In addition to the estimates of the direct and indirect labor added to the workforce 
as a result of the CRA loans, the project financed the restoration of 237 kilometers 
of livestock fences. CRA funds were also used to rehabilitate, replace or improve 
$3 1,854 in water systems, $1,850,503 in buildings and installations, and $243,016 
in machinery and equipment. The CRA financing has also financed the production 
of 22,500 chickens, 435 head of livestock and a pond full of tilapia. 

2. Implement training program for participating banks. A review of the loan 
a~~l icat ions  that have been submitted to CRA for ao~roval indicates that the loan ' 

.A . . 
officers are having trouble developing the cash flow projection to support the loan 
application. Many loan officers are not identifying problems with the cash flow 
projections, suggesting that they are either poorly trained, or they are not using the 
cash flow projection to guide their credit decision. Often the cash flow is provided 
only for the project being financed and does not include the cash flow associated 
with the producer's other sources and uses of cash. The CRA loans are generally 
for a long-term financing need and are usually combined with other working capital 
loans. The loan officers are much more familiar with short term loans, and are 
probably not well trained in analyzing cash flows over longer periods of time 

A CRA training program on cash flow preparation and analysis for farms was 
developed and implemented by CRA in this quarter to help the loan officers better 
understand the sources and uses of cash in a farm operation. The course was 
presented to the dairy extension personnel in Zamorano to test its usefulness and 
practicality for the Honduran agricultural community. Several revisions were made 
based on the feedback and the experiences CRA personal encountered when 
presenting the seminar 

Changes that might affect the performance of the project 

Michael McNertney, the project's short-term technical advisor, spent most of the past six 
months in Honduras assisting with the setup of the CRA management structure and 
explaining the features and benefits of the CRA loan program to bankers and agricultural 
producers. Very intensive marketing of the CRA program has been required. The banks 
were slow to respond to the needs of their clients, and the producers are slow to commit to 
this new initiative that offered long term credit to match their credit needs and repayment 



capacity. The complexity of the FONAPROVI loan package that included amended 
interest rates and loan terms, loan guarantees, interest rate subsidies, as well as the 
problems associated with managing loans in default all had an impact on the rate at which 
the loan applications were submitted, approved and disbursed by CRA. 

Michael will beinding his short-term consultancy in Honduras at the end of October. The 
CRA program is well positioned to achieve the results anticipated in the work plan, in part 
because Michael helped to recruit and train the CRA staff, and in part because he helped to 
promote'the business of CRA to producers, bankers, and FONAPROVI staff. The CRA 
staff will miss his input on the substantive issues, his insistence on a bottom line focus, his 
ability to persuade the banks to send in their loan applications, and his friendship. 

The performance of the project will be greatly affected by the decision to open the program 
to include additional crop and livestock enterprises. The livestock industry in Honduras 
will be particularly well sewed by having access to medium term loans with repayment 
terms that match the repayment ability of the producer. 

Other management and oversight information 

The provision of financing, especially medium term financing that has been a scarce , 

commodity in Honduras is a very important program result. However there is also an 
intangible "value added" result that is derived from the approach the CRA program takes 
in assessing and structuring loans. This lending approach requires qualifying producers to 
take a rational, systematic and market driven approach to the management of their 
activities, and especially their finances. The objective is to get the producers to make better 
and more efficient use of their cash flow, as well as to generally manage their production 
activities more effectively. 

Similarly, the CRA lending approach requires the banks to consider the loan application on 
the basis of the economic viability of producers as opposed to looking primarily at the 
value of collateral. It is the cash flow analysis that is used to determine producer viability, 
and debt repayment capacity that will make both the producers and the banks better 
financial managers in the future. 

The CRA program will be training the banks and the borrowers on analyzing and 
managing cash flow during the course of the upcoming quarter. The long-term impact of 
the CRA project will likely be related as much to the results of the training program as to 
the financial rehabilitation achieved through the lending program. 



EL PROGRAMA DE CREDITO PARA LA REACTIVACION AGROPECUARIA 

1 FONDO NACIONAL PARA LA PRODUCCION Y LA VIVIENDA 
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Colonia Lomas del Guijarro / Edificio Plaza Guijarros, Primer Piso 
Tegucigalpa, Honduras 

Telbfono (504) 235-7594 Y 235-7598 

Date: January 10,200 1 

To: John Caracciolo, Banking and Financial Advisor/ANRO 

From Warren Gerber, COP/ARC Program 

Subject: . December Quarterlypeport: USAID Contract No. PCE-1-00-99-00006-00, 
Task Order No. 806 Agricultural Recovery Credit Project 

According to the Agricultural Recovery Credit (ARC or CRA) program work plan and . 
budget, the contractor is obligated to submit quarterly progress reports to USAID, through 
FONAPROVI, beginning June 30,2000. This quarterly report includes a summary of the 
accomplishments between September 30 and December 31 2000, plans for the upcoming 
quarter, a description of any changes that might affect the performance of the project in 
achieving the desired results, and other information that pertains to the management and 
oversight of the project. 

Recent Accomplishments 

In the most recent quarter the ARC program has accomplished the following: 

1. Signed memorandums of understanding with 6 loan originators to help the 
local borrowers and banks complete the CRA loan applications. Five loan 
originators have been hired on a piecemeal basis in San Pedro Sula, Choluteca, and 
La Cieba to facilitate the loan origination process. The loan originators work 
directly with the borrowers and the banks to complete the loan application form, 
the cash flow projection, the investment plan, and the loan amortization schedule. 
Other tasks include securing the required signatures, advising CRA of the strengths 
and weaknesses of the loan application, and servicing the loan under the direction 
of the CRA program. 

2. Implemented the CRA internal audit program and completed the first 
PriceWaterhouseCoopers external audit of the CRA program. The internal 
audit function was implemented under the direction of the C-RA Executive 
Committee, and guided by the Internal Audit Manual and the CRA Operations 
Manual. The Executive Committee approved the audit plan and the corrective - 
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.procedures for loans that have been reviewed and found to have deficiencies. 
PriceWaterhouseCoopers completed their initial audit of the program during the 
quarter and presented their findings to CRA and USAID on December 4. 

3. Implemented the training and technical assistance program for bank 
personnel. Three training programs on cash flow analysis were completed during 
the quarter, one in San Pedro, one in Juticalpa, and one in Danli. Approximately 65 
agricultural credit officers participated in the three-hour training sessions. The 
course evaluations indicate that the participants found the information will be 
useful in their job situation and that they will be able to apply the concepts that 
were taught. Summaries of the course evaluations are attached to this report. 

4. Improved system for measuring the CRA program impact. The CRA program 
made substantial improvements in the system used for measuring the impact of the 
program. In addition to the volume and number of loans that have been disbursed to 
producers, the CRA program also reports on the employment generated and the 
value of farm production that result from the loans to the producers. 

Assumptions must be made about how much labor is required to plant, harvest, 
process and market the crop in order to determine the amount of direct employment 
that results from the rehabilitation of an agricultural enterprise. Unfortunately the 
amount of labor, either direct or indirect, involved in Honduran agricultural 
production is not readily available from published sources. The original project 
proposal for the CRA program used secondary source data gathered by the 
USAIDIANRO that estimated the direct and indirect labor demand for four crops, 
banana, plantain, watermelon and shrimp. The per hectare estimates of direct labor 
requirements for these four crops as estimated by USAIDIANRO are shown in 
Table 1. The direct and indirect labor used in the production for the other crops that 
were later approved for the CRA program were not available from USAIDIANRO, 
nor from other published sources. Therefore CRA had to develop another system to 
estimate labor input coefficients for all the crops and livestock enterprises that are 
approved for CRA financing. 

To develop the alternative system, the CRA staff estimated the direct labor 
requirement for the crops and livestock enterprises using the labor expense data 
submitted by borrowers in their cash flow projections. Each cash flow projection 
includes a line item expense for the total annual labor costs. The annual labor costs 
were converted to the number of employees by dividing the labor costs by the 
average annual salary of the farm workers. The number of employees divided by 
the total farm hectares yields the employees per hectare, shown in Table 1. 



.Table 1. Direct Employment Impact of CRA Financing, Estimates by 
USAIDIANRO and by CRA. 

Generally the estimate of the amount of direct labor required to produce the above 
four crops is lower if it is based on the cash flow budget (the CRA system) than the 
estimates that were developed by USAIDIANRO. There might be several reasons 
for the differences in direct labor estimates. One likely explanation is that the CRA 
borrowers do not represent the same population that was included in the USAIDI 
ANRO estimate. For example, the CRA estimate in the shrimp sector does not 
include any "artisan" producers, (non CRA borrowers), who will have a much 
higher employment per hectare number than the "commercial" producers (who are 
CRA borrowers). 

Source of Employment Estimate 
USAIDIANRO Direct Employment 1 Ha 
CRA Direct Employment I Ha 

Using the cash flow budgets,from the loan applicants, the estimates of direct labor 
requirements were also calculated for the remaining crop and livestock enterprises 
financed by CRA. The estimate for the direct labor requirement for coffee is 0.55 , 
employees per hectare per year, 4.81 employees per year per 100 milk cows, 0.92 
employees per year per 1000 chickens, and 1.31 employees per year per hectare of 
tilapia pond. 

The cash flow budget data are also used to estimate the value of farm production 
that result from the CRA loans. The value of farm production is roughly equivalent 
to the annual gross sales that are generated by the enterprise being financed. Table 
2 shows the number of direct employees and the value of farm production for each 
of the farm enterprises financed by the CRA program. 

Banana 
1.43 
1.00 

Through the end of the year 2,000 the CRA financing has resulted in the creation of 
1,230 full time jobs, and has produced nearly $1 1 million annually in increased 
sales of agricultural products. The CRA loans will be recovered without incumng 
any loss due to lack of repayment, and in addition, will be receiving interest 
payments at 16% annually. Therefore the labor and other direct costs of 
administering the CRA program are the actual costs of achieving the above 
employment and farm sales results. The CRA labor and other direct costs were 
$716,000 through the end of December, so the cost per full time job created by the 
CRA investment was about $580 and each dollar spent by the program in labor and 
other direct costs yielded $15 in annual farm sales. 

Plantain 
0.41 
0.55 

Melon 
1.18 
0.66 

Shrimp 
1.08 
0.22 



Table 2. Direct Employment and Value of Farm Production by Crop and Livestock 
Enterprise Through December 2000. 

In addition to the estimates of the direct labor added to the workforce as a result of 
the CRA loans, the project financed the restoration of 770 kilometers of livestock 
fences, provided funds for the production or purchase of 58,269 chickens, 2,106 
head of livestock and 10,000 tilauia. CRA funds were also used to rehabilitate. 
replace or improve $97,337 in witer systems, $3,621,486 in buildings and 
installations, and $723,906 in machinery and equipment. 

5. Processed loan applications and disbursed loan funds. As of December 31 the 
CRA program disbursed 94,370,681 Lempira in loan funds ($6,291,000). Eight 
banks participated in the CRA program and have disbursed loans to 185 
agricultural producers. Bahncafe is the most active bank with 43% of the number of 
loans, followed by BGA with 24 % of the loans. However, BGA leads all banks 
with 26% of the loan volume, followed by Banhcafe with 22% of the loan volume. 

'Plans for the Upcoming Quarter 

1. Expand the training program for participating banks and borrowers. The 
CRA staff initiated the cash flow training program in September in San Pedro with 
all of the qualifying banks sending representatives to the session. One of the 
impacts of the training program was demonstrated when the Banco Sojerin office in 
San Pedro began using the CRA cash flow format in the loan applications they 
submitted for financing. The CRA cash flow has an advantage over the traditional 
Honduran format because it includes all the sources and uses of cash in the analysis 
of repayment. The training program will be provided to the agricultural 
in the coming quarter and to more of the analysts from the participating banks 



2. Improve the FONAPROVI website that is the homepage for the CRA project. 
FONAPROVI manages a web site that carries information on their own lending 
programs as well and the programs that are sponsored by others. The CRA program 
is included in this website as one of the cooperating programs. The CRA portion of 
the FONAPROVI website will be enhanced to better reflect the nature of the 
program-and to make it more useful to report on the progress of the program. 

3. Improve the accuracy of the information included with the loan application. 
The PriceWaterhouseCooners audit identified a large number of whiteout and 
corrections in the supporting documents that makeup the loan application package. 
CRA does not allow corrections or whiteouts on the two legal documents in the 
loan package, therefore there is no credit risk associated with the corrections in the 
supporting documents. However, because the number of corrections in the 
supporting documents is very high, it reflects a labor-intensive process to review 
the application and the lack of an adequate system to record and report the 
supporting loan information. CRA will develop a data base driven loan document 
system that will greatly reduce the number of errors and corrections, and the 
amount of labor needed to analyze and complete the documentation 

Changes that might affect the performance of the project 

Michael McNertney, the project's short-term technical advisor, ended his short-term 
consultancy in Honduras at the end of October. Michael spent most of his time in 
Honduras assisting with the setup of the CRA management structure and explaining the 
features and benefits of the CRA loan program to bankers and agricultural producers. 
Michael also helped to recruit and train the CRA staff, and helped to promote CRA to 
producers, bankers, and FONAPROVI staff. 

Other management and oversight information 

The CRA program has promised the participating banks that their loan applications will be 
approved and disbursed within a 5-day period after sufficient and correct loan 
documentation has been received in the CRA office. This rapid turnaround of loan 
applications has been one of the primary benefits of the CRA program mentioned by the , 

banks, and is the most important characteristic that distinguishes the CRA program from 
other similar lending managed by FONAPROVI. The rapid turnaround is CRA's 
most important competitive advantage and one of the factors that contribute to our ability 
to achieve the objectives of the program. 

The program has experienced delays in receiving new funds from USAID to replenish the 
CRA account in the Central Bank. For example, as of January 9,2001 the project had a 
backlog of nearly 19,000,000 lempira in loan volume representing 48 loan applications 
pending disbursal. The loan disbursals could not be made because there was no money in 
the CRA Central Bank account, although the request for reimbursement of funds was sent 
to the Ministry of Finance on December 18. The slow turnaround on requests for 



replenishment of the Central Bank account is not making a positive contribution to the 
smooth operation of the CRA program. 

The CRA program is projected to run out of funds before the end of June 2001 if the 
current rate of loan applications and disbursals continue through the first half of the new 
year. At the s&e time in June, the plan for the post-Completion Date monitoring of the 
CRA program will be submitted to USAID. In the meantime, the CRA staff will be 
reviewing the options for the program with USAID to make sure the program objectives 
are achieved and the long-term effectiveness of the program is maximized. 
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Colonia Lomas del Guijarro / Edificio Plaza Guijarros, Primer Piso 
Tegucigalpa, Hondwras 

Telbfono (504) 235-7594 Y 235-7598 

Date: April 24,2001 

To: John Caracciolo, Banking and Financial AdvisorlANRO 

From Warren Gerber, COPIARC Program 

Subject: March 31,2001 Quarterly Report: USAID Contract No. PCE-I-00-99- 
00006-00, Task Order No. 806 Agricultural Reactivation Credit Project 

According to the Agricultural Reactivation Credit (ARC or CRA) program work plan and, 
budget, the contractor is obligated to submit quarterly progress reports to USAID, through 
FONAPROVI, beginning June 30,2000. This quarterly report includes a summary of the 
accomvlishments between December 3 1.2000 and March 3 1.2001. vlans for the , . 
upcoming quarter, a description of any changes that might affect the performance of the 
proiect in achieving the desired results, and any other information that pertains to the 
management and oversight of the project. 

Recent Accomplishments 

In the most recent quarter the CRA program accomplished the following: 

1. Completed a strategy meeting with the loan originators. The CRA Tegucigalpa 
based staff and the locally based loan originators met to discuss the current 
direction of the CRA program and the implications of changing the future lending 
focus. Topics also included procedures to improve the consistency of the 
origination process and the introduction of a new computerized loan application 
software package that is under development. General guidelines for new loan 
applications include discouraging additional loans to banana producers, reducing 
the marketing of loans to livestock and coffee producers, increasing emphasis on 
loans that will diversify the portfolio or lead to increased vertical integration, and 
encouraging additional loans to shrimp producers. The loan application software 
that is being developed under the direction of CRA will improve the consistency 
and accuracy of the loan applications that are submitted for approval and will 
greatly reduce the time required to underwrite the loans. 

- 
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2. Managed the CRA and Barents audits. During the last quarter we entertained 
several auditors including our own internal audit program, the third quarterly 
PriceWaterhouseCoopers external audit, the GAO audit of one of our projects, and 
the Department of Defense Audit of the Barents contract management. We reported 
on one finding by PriceWaterhouseCoopers on FONAPROVI's loan guarantee 
program: We have only 14 loans that are covered with the loan guarantee program, 
and because the program ended on March 3 1, we expect that there will be no 
additional requests for loan guarantees on CRA applications. During the quarter we 
collected one loan where the borrower did not use the loan funds for the purpose 
specified in the investment plan. 

3. Expanded the training and technical assistance program for borrowers. Three 
training programs on cash flow analysis were completed during the quarter. Two 
sessions were held in Zamorano for approximately 65 beekeepers and their 
advisors. The beekeepers are participating in a technical assistance program 
sponsored by USAID and other donors. The other session on cash flow analysis 
was given to the CRA loan originators at the strategy meeting so they will have a 
similar approach on all the loan applications they submit to CRA for approval. 
CRA also provided a training program to 55 producers affiliated with the Irrigation 
Association in Choluteca, emphasizing the CRA lending program and the loan , 

application requirements and procedures. 

4. Measured the CRA program impact. In addition to the volume and number of 
loans that have been disbursed, the CRA program also reports on the employment 
generated and the value of farm production that result from the loans to the 
producers. Through the first quarter 2001, CRA financing has resulted in the 
creation of 1,708 full time jobs, and has produced over $15 million annually in 
increased sales of agricultural products, as shown in Table 1. 

Table 1. Direct Employment and Value of Farm Production by Enterprise Through 
March 2001. 



In addition to the direct labor added to the workforce as a result of the CRA loans, 
the project financed the restoration of 1,086 kilometers of livestock fences, 
provided funds for the production or purchase of 155,528 chickens, and 3,323 head 
of livestock. CRA funds were also used to rehabilitate, replace or improve 
$321,954 in water systems, $5,626,568 in buildings and installations, and 
$1,088,675 in machinery and equipment. 

5. Processed loan applications and disbursed loan funds. As of March 31, the CRA 
program disbursed 146,967,151 Lempira in loan funds ($9,797,810). Ten banks 
have participated in the CRA program and have disbursed loans to 309 agricultural 
producers. Banhcafe is the most active bank with 41% of the number of loans, 
followed by BGA with 20 %. Both BGA and Banhcafe have about 34,000,000 
Lempira in loan volume representing nearly 50% of the total volume of loans. 

6. .Continued construction of the CRA website on the FONAPROVI homepage. 
FONAPROVI manages a web site that cames information on their own lending 
programs as well and the programs that are sponsored by others. The CRA program 
is included in this website as one of the cooperating programs. The CRA portion of 
the FONAPROVI website was enhanced to better reflect the nature of the program 
and to make it more useful to report on the progress of the program. However, the. 
new CRA information did not load correctly on the FONAPROVI web site. We are 
now helping to redesign the FONAPROVI web page to make it more visually 
attractive and easier to navigate. 

Plans for the Upcoming Quarter 

1. Expand the training program for participating banks and borrowers. The 
legislation currently being considered by the Honduran congress involves a 
financial restructuring plan for agricultural producers. The features of the new 
legislation include total debt forgiveness in some cases and partial debt forgiveness 
in others. The amount of debt forgiveness is expected to be related to the ability of 
the producer to pay based on his projected cash flow. The process to determine the 
projected cash flow is likely to be very controversial because it will determine the 
amount of debt that will be forgiven. We have been training bankers and producers 
in cash flow management since September and have demonstrated the advantages 
of the CRA format. We have been asked by the Minister of Agriculture to help 
them develop a program to train their personnel in cash flow analysis if this 
becomes a feature that survives the legislative process. Though training non-CRA 
borrowers in cash flow analysis is beyond the scope of the project, we are looking 
for ways to be responsive to the training needs that might result from the new 
legislation. 

2. Improve the accuracy of the information included in the loan application. The 
PriceWaterhouseCoopers audit identified a large number of whiteout and 
corrections in the supporting documents that make up the loan application package. 



.The large number of corrections in the supporting documents requires a labor- 
intensive effort to review the application and to make sure the key corrections are 
made before the loan is submitted to the credit committee. CRA is working with the 
FONAPROVI computer department to develop a data base driven loan document 
system that will greatly reduce the number of errors and corrections and the amount 
of laborneeded to analyze and complete the documentation 

Changes that might affect the performance of the project 

The legislation that deals with the financial crisis in agriculture has passed congress and is 
awaiting publication in the Gaceta. The legislation is designed to provide assistance to 
agricultural producers who have severe debt repayment problems. The assistance will be in 
the form of debt forgiveness and preferential lending rates depending on the size of the 
debt, the principal crop being financed, and other factors. 

The final draft of the legislation is not available at this time, most likely because there are 
several items that are still being negotiated with the banks, producers, the legislators and 
whoever is going to be paying for the bailout. The rules and regulation that will determine 
how the legislation will be implemented will probably be available within three months of 
the publication of the legislation. The legislation may have an impact on the CRA 
program. One possibility is that CRA borrowers may attempt to qualify for debt relief, 
even if they can meet the loan payments, by not paying the interest that is due on their 
loans. This will increase the bank's delinquent loan volume but will not affect the loan 
repayments received by the CRA program because we always debit the bank's account on 
the date the loan payments are due, irrespective of the receipt of payment by the bank from 
the borrower. 

Other management and oversight information 

1. The personal services contracts of all but one of the loan originators have expired 
and will not be renewed by the CRA program. The program will continue to pay 
for the loans that are in their current pipeline until the remaining project funds are 
all disbursed. However, the loan originators can only bill for loans that are 
approved and disbursed by CRA, therefore we are not obligated to pay for any of 
their a~~l icat ions  that amve after all funds have been disbursed. The CRA Dromam 
is to run out of funds in July or August, 2001. With approximate& $5 
million in funds remaining to be disbursed as of April 1, the volume of loans the 
loan originators have in the pipeline plus the loans that are received directly from 
the banks are expected to use up the $5 million. 

2. The plan for the post-Completion Date monitoring of the CRA program will be 
submitted to USAID in June. In the meantime, the CRA staff is reviewing the 
options to make sure the program objectives are achieved and the long-term 
effectiveness of the program is maximized. There are two components of CRA that 
are being considered, one component is the process that will monitor and collect 



.the capital and interest on the CRA loans, and the other component is the future of 
the Management and Oversight Unit (MOU) and the products and services 
associated with the MOU. 


