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PREFACE
 

This paper was prepared to assist USAID/Guatemala in designing the 

Cooperative Strengthening Project, with particular emphasis on 

developing the cooperative sector of Guatemala's financial markets. 

Many of the analyses presented here are based on detailed institutional 

assessments of the federated cooperative systems prepared in 1984 and 

1985 by the World Council of Credit Unions and the National Cooperative 

Business Association. 

The design was a collaborative effort of staff members and consultants 

of USAID/Guatemala, USAID/Honduras, the World Council of Credit Unions 

(WOCCU), Agricultural Cooperative Development International (ACDI) and 

the Latin American Confederation of Credit Unions (COLAC). The design 

would not have been possible without the strong contributions of 

USAID/Guatemala staff members Harry Wing, Gary Vaughn, Cecil MacFarland 

and Richard Goughner, and USAID/Honduras staff member Barry Lennon. 

The external design team included Peter Marion and David Richardson of 

WOCCU, David Fledderjohn of ACDI and Alfredo Echegaray of COLAC. 

Primary authorship of the chapters is as follows., 
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Peter Marion: I, III, V, VII, VIII and Appendix
 

David Fledderjohn: II. VI 

David Richardson: IT
 

The World Council of Credit Unions wishes to express its appreciation
 

to USAID/Guatemala Director Charles Costello and Rural Development 

Officer Harry Wing for their outstanding support and to Herb Wegner of 

the Private Enterprise Bureau of AID Washington for providing funding 

for this design activity. 
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I. SUMUARY PROJECT DESCRIPTION 

A. Goal and Purpose 

The goal of the Project is to increase rural family incomes and 

productivity by strengthening the institutional capability of the 

Guatemalan cooperative system to provide its members and their 

conmunities with improved services. 

The purpose of the Project is to strengthen selected cooperative 

federations and affiliated cooperatives by improving their managerial 

and service capabilities and their performance as profitable 

enterprises. 

B. End of Project Conditions
 

By the end of project, the Guatemalan cooperative movement will have
 

achieved significantly improved effectiveness and efficiency in its 

operations and services to the rural membership. Specific project 

outcomes are examined in detail in chapter VII and are summarized below: 

Institutional capabilities to deliver services will be 

strengthened by improving the professional skills and knowledge of 

federation, cooperative and credit union staff and leadership at 

both the national and local levels. 
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The movement's financial position will be stabilized and technical 

and institutional conditions will have been created for sustained 

future growth and profitable operations. 

Improved credit management systems and skills will be installed in 

the participant organizations, leading to reduced loan delinquency 

and increased levels of financial intermediation. 

The Technical Development Unit (TDU) created to implement institutional 

development activities in concert with the participating federations 

will have transferred its skills to them and will be phased out. The 

Funds Management Unit (FMU) established as a Trust account in FEZACOAC 

to disburse grant, operating and credit funds will absorb the technical 

elements of the TDU and evolve into one or more successor institutions; 

these are summarized in Exhibit A and will be the subject of design 

activities during the latter years of the Project. 

C. PROJECT COMPONENTS AND PROCESSES 

The Project will be implemented incrementally, beginning with the 

leading federations and their stronger affiliates, and will provide 

technical and financial resources to them through three key components: 

institutional development, capitalization and credit. These components 

are discussed in detail in chapters I, IV and V, respectively. A 

summary description of each is provided below: 
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Exhibit A
 

PROJECT PARTICIPANTS
 

EVOLUTIONARY STRATEGY 

Post Project (institutional alternatives) 

TechicalDevlopmnt Uit mproved federation staff and services 
Technical Development Unit disappears, some functions transferred 

to FMU 

-Stabilization Fund (corporation, central, 
cooperative, federation departments) 

Savings Protection Fund (corporation, 
central, cooperative, federation department)
 

Funds Management Unit 
*Coop. Financial Institution (bank, 

financiera, central, cooperative, federation 
departments) 

Central credit reference bureau
 

.. (corporation, central, cooperative,
 
federation department)
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Institutional Development component 

The institutional development component will provide technical 

assistance and human resource development services to the 

federations and their affiliates. Participation will be offered 

to all federated systems with the primary condition that each 

federation and its affiliates design and implement with TDU 

assistance a sound institutional development plan. Institutional 

support grants will be provided to qualified federations, 

CONPECOOP and INACOP to enhance their development service and 

regulatory functions. Staff incentive program grants intended to 

increase personnel remuneration and thus attract and retain better 

managers and staff, will be supplied to cooperatives, credit 

unions and-federations implementing recommended pricing, policy 

and operational changes. 

Capitalization Component 

The capitalization component will provide financial stabilization 

grants and funding for a savings deposit insurance program to a 

more restricted group of federations and cooperatives which meet 

specified institutional and economic viability criteria. The 

design and implementation of improved savings mobilization and 

capitalization systems is a key element of this component. 
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Credit Component 

The credit component will supply wholesale loans to a select group 

of creditworthy federations and their affiliates to finance 

income-generating activities primarily at the member level b'ut not 

excluding productive investments by federations and cooperatives 

themselves. The development of improved loan making and 

collections systems in federations and their affiliates is a 

central element of this component. 

The Project will be implemented interactively with the federations and 

their affiliates through a process of diagnostic study and analysis 

leading to the identification of problems and opportunities followed by 

the design and implementation of development plans including key action 

steps intended to resolve the problems and capitalize on the 

opportunities. Modification of policies and procedures inhibiting 

growth and earnings will be a key focus of the Project. This 

development process is summarized graphically in Exhibit B. 

D. ORGANIZATIONAL STRUCTURE 

The Project will be implemented through the two distinct yet closely 

related organizational elements noted previously, the Technical 

Development Unit (TDU) and the Funds Management Unit (FMU). They will 

be established by written agreement (convenio) between USAID/Guatemala, 

FENACOAC, and a contracted Cooperative Development Organization (CDO).
 

-5



txibit B 

PROCESS DIAGRAM 

Diagnostic study of managment. financial condition and market 

-of Federations by TDU and federation counterparts 
-of Coops/credit unions by TDU/Analysts and federation field 
officers 

-Produces critical recommendations for operational and policy 
adjustments 

Written agreement between TDU. federations and cooperatives 

-Specifies participation conditions 
-Includes specific program objectives to be achieved through 

development plan 
-Indicates types of assistance to be provided by TDU and FMU 

Development Plan of Participant federations, cooperatives and credit unions 

-Operational plan (management, services and structure) 
-Institutional development activities (training and systems 
development) 

-Policy adjustments (pricing, capitalization and credit) 
-Financial plan (capitalization, credit, debt restructuring, 
projections) 

ImpLementation
 

-Institutional support grants (federations, CONFECOOP, INACOP)
 
-Training and technical assitance
 
-Staff incentive program (federations, coops and credit unions)
 
-Capitalization (phased disbursement of cash and certificate
 
investments) 

-Credit disbursement 

fonitoring and control 

-Audits and inspections 
-Development plan follow-up 
-Periodic progress review (operating performance, plan 
implementation, agreement compliance) 

-Renewal/modification/supervision of assistance 

Continued/modified Imolementation
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Chapter V summarizes in outline form the recommended administrative and 

operational structure of the Project and the key functions of each 

institution. The following discussion summarizes key operating aspects 

of the TDU and FMU. 

Technical Develovment Unit 

The TDU will be established as a division of FENACOAC, with all 

Guatemalan staff formally employed by the federation, but hired 

under the direction of USAID/Guatemala and the CDO. 

Management of the TDU will be specifically delegated by FENACOAC
 

to the USAID-CDO, in effect granting it autonomy. The written 

project agreements between USAID, FENACOAC and the CDO will need 

to clearly define this delegation, create procedures for problem 

resolution and establish limits of institutional liability. 

International technical assistance will be provided through the 

TDU by the contracted CDO selected by USAID/Guatemala. The CDO 

will provide four expatriate technical advisors (one designated as 

the Team Leader) plus short-term consultants who will work in 

close collaboration with AID/PASA the Project Manager. Guatemalan 

staff will be employed by the TDU to act as counterparts and/or 

understudies to the expatriate advisors and progressively assume 

operating and management responsibilities. , 
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The TDU will approve all capitalization and other grants to the
 

federations (including FENACOAC), cooperatives and credit unions.
 

Awards will be appropriately documented and will support payment 

orders issued to the FMU for disbursement. 

Establishment of a Project Operations Committee comprised of 

senior TDU staff is also recommended to advise the CDO Team Leader 

an the award of grants and assure adequate intersectoral 

coordination. 

FENACOAC will provide office facilities and logistical support to 

the expatriate and Guatemalan personnel of the TDU. All direct 

and a portion of the indirect.costs of the TDU's operations 

incurred by FENACOAC and the technical team will be fully 

reimbursed to FENACOAC by the Project through the FMU on an AID 

direct pay basis. The Project Manager or his delegate(s) will 

approve all TDU expenses. 

Funds Management Unit 

The FMU will operate as a Trust Account within FENACOAC, created 

by the cooperative agreement between USAID/Guatemala and the 

federation and operated in strict accordance with that agreement. 

Overall direction and policy-making authority for the FMU/Trust 

account, within the parameters of the cooperative or Trust 

agreement between USAID/Guatemala and FEMACOAC, would be vested in
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-aBoard of Directors (Junta Directiva) composed of federation 

representatives and others. The specific composition, methods of 

election, authority, responsibility and amendment procedures would 

be included in the agreement. 

Day-to-day management of the EMU/Trust account and its 

disbursements,' accounting transactions, recordkeeping, loan 

analysis and other functions, would be the responsibility of 

FENACOAC as Trustee. FENACCAC would name a senior Trust 

Management Officer who would direct operations of personnel 

assigned to FMU/Trust activities and would report to the Board of 

Directors on implementation of the Trust agreement. 

The FMU/Trust account will act as administrator of Project Funds 

prior to disbursement; FENACOAC per se will have no authority to 

utilize the funds but would have investment and custodial powers 

assigned to it to assure optimum utilization of funds. 

Disbursements by the FMU/Trust account would be primarily of three 

types: 

Operating Cost Reimbursements
 

All local operating costs incurred by FENACOAC in 

administering the FMU/Trust account, in providing logistical 

support to the TDU and in reimbursing TDU expatriate and 

local staff for Project-related expenditures would be 

reimbursed to FENACOAC by the FMU/Trust account upon approval 

of the Project Manager or his delegate(s). 
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Grants to Particigants 

Stabilization, institutional support, staff incentive program 

and other grants to participating institutions would be 

disbursed by the FEM/Trust account upon approval of the TDU. 

Credit Operations 

Loans would be disbursed by the FMU/Trust account upon 

approval by the FMU Board of Directors (or its Credit 

Committee) to federations previously qualified in writing by 

the TDU as creditworthy and in compliance with their project 

agreements. 

Given the limited level of operations other than disbursements and 

financial reporting, most personnel assigned by FENACOAC to the 

FKU/Trust account would work on a part-time basis only, and 

FENACOAC would be reimbursed only for those costs actually 

incurred on a time-billing basis. As operations of the unit 

increase, so would the time allocations of personnel assigned to 

it.
 

FENACOAC personnel would perform credit analysis and underwriting 

for the FHG/Trust account, in accordance with the terms of the 

Trust agreement and with the technical support of the TDU staff. 
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E. IMPLEMENTATION PLAN 

The Project will be implemented over a 5.25 year period beginning on or 

about Oct. 1, 1986, or sooner if possible. The projection of principal 

events and activities of the Project is presented in chapter VI. -

The first year of the Project will involve start-up, installation of 

personnel, establishment of operating systems, development of training 

methods and materials, preparation of model systems, implementation of 

the diagnostic studies of the federations and initiation of their 

development plans. 

Years two through four will involve intensive implementation of the 

development programs of the federations and their affiliates, with the 

support and participation of the TDU and FMU staffs. Most development 

programs will begin in year two. These will include all three 

components of the Project, but high-volume operations in the 

capitalization and credit components are not really expected to begin 

until years three and four, respectively. 

Year five will see a gradual phase-down of TDU activities with primary 

emphasis on the development of successor institutions to the FMU/Trust 

account. -Evaluations in years three and four will assist both ongoing 

adjustments to implementation as well as provide guidance in developing 

appropriate follow-on arrangements. 
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F. PROJECT FINANCE 

Implementation of the Project will require $11 million in 

USAID/Guatemala funds, $5.7 million for institutional development, $2.5 

million for capitalization and $2.8 million for credit. The analysis 

behind these budget estimates and a variety of summaries are included 

in chapter VIII; the budget working papers and notes are contained in 

the Appendix to this document. 

Three basic methods of finance ace recommended: direct pay 

intragovernmental transfer for the PASA Project Manager; Federal 

Reserve Letter of Credit (FRLC) for international technical assistance 

provided by the CDO; and, direct pay for local currency costs-incurred 

by the Guatemalan program operations .disbursed through the FHU/Trust 

account in FENACOAC. 

Audit and control of these expenditures would be effected through the
 

regular audit programs of AID for the PASA and CDO financing, as well
 

as their own internal and external audit programs. External audit of
 

local expenditures is included in both the TDU/FMU budgets as well as
 

the institutional support sub-grants to federations for auditing their
 

affiliates.
 

Financial analysis of FENACOAC, the implementing agency, suggests that 

the federation has sufficient institutional capabilities, financial 

strength and qualified personnel to administer the FMU/Trust account 

and provide logistical support to the expatriate and Guatemalan Project 

advisory staff. 

- 12 



The volume of credit resources ($2.8 million) to be managed by the 

FMU/Trust account is projected to generate sufficient earnings on a 3% 

spread to cover recurring costs after AID disbursements are scheduled 

to end (see chapter VIII). The proposed interest rate structure -(see 

chapter IV) will provide credit on a non-subsidized basis to bothz

end-users (cooperative members) and intermediaries (federations, 

cooperatives and credit unions). The recommended 18% retail rate 

approximates urban market rates and will permit sufficient spreads to 

intermediaries to cover operating costs and reserve formation. It is 

recommended that the FMU/Trust account capitalize as an implicit cost 

of capital the first 5% of its projected 8% wholesale lending rate.
 

The Project will establish three capitalized funds: a credit fund 

placed in the FU/Trust account which will form the initial capital 

base,of its successor organization; stabilization funds-placed in 

qualified federations which will restore the value of members' shares
 

at the affiliate level and produce new earning assets to improve
 

profitability; and, a savings protection fund in PENACOAC to guarantee
 

members' savings deposits in the credit union system.
 

A financial impact analysis of the Project shows substantial
 

improvements in earnings and business volume due to AID and counterpart
 

investments in the movement. Balance sheets are strengthened and 

yields to investing members are improved. Conditions for continued and 

sustained growth are created. 
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Since the focus of the Project is on strengthening existing services 

and operations rather than creating new ones, the host country 

contribution has been defined as the local funding currently provided 

by the federations for their ongoing administrative costs as well as 

additional capitalization and personnel costs at the affiliate level 

attributable to Project implementation; the estimated total is $8.7 

million. in effect, the counterpart of the participant organizations 

is their maintenance and operation of the national cooperative system. 

In the case of FENACOAC, its projected counterpart contribution is 

continuation of its current level of indirect administrative costs and 

mobilization of additional external credit resources, primarily from 

COLAC. 

All operating costs of the TDU/FMU are projected as fully AID-financed; 

neither FEMACOAC nor the other federations are expected to finance 

these new units. Rather FEXACOAC and the other federations will be 

offered the opportunity to utilize the TDU/FMU technical and financial 

resources, provided they effect appropriate policy and operational 

modifications and implement agreed-upon development programs. 
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II. INSTITUTIONAL DEVELOPMENT COMPONENT 

The Institutional Development Component of the project will, in most 

instances, precede interventions of capitalization, financial 

restructuring and credit with the cooperatives. Rather than a discreet 

activity, institutional development will take place during the entire 

Life of the project in a series of events and activities designed to 

strengthen the client institutions. The developmental process will 

entail reference to the past history of the firms, diagnoses of their 

current situation, plans and projections for the future, as well as 

varied specific interventions designed and agreed upon between 

participating cooperative systems -- federations and their affiliates

during project implementation. 

Based on the descriptions and analyses of the cooperative institutions 

undertaken in the PID stage, it is clear that their degree of
 

development varies, their problems and opportunities are different as
 

well as the nature of their businesses, membership groups, geographic
 

location, goods, services and interpretations of the cooperative
 

technique. Although uniform interventions in training will be applied
 

to different institutions and programs, the development efforts will be
 

largely tailored to fit the needs and opportunities of each cooperative
 

system.
 

The following presents the guidelines and norms which will employed in
 

the complex process of institutional development.
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1. Specific Objeetives 

a. Determine the actual or rotential viability of votential 

Participating cooveratives
 

Prior to assigning the project's resources, each prospective,
 

participant cooperative will be examined to assess the economic 

realities in which it operates. Assumptions used to justify 

that cooperative's organization will be examined while the 

markets in which it operates will be evaluated for potential 

growth and expansion. Parameters of profitability will be 

established and estimates made as to the sustainability of the 

enterprise from its own operations and as part of a federated 

system. 

b. Resolve existing problems 

The majority of the institutional development effort will be 

directed to solving problems, alleviating constraints or resolving 

issues which inhibit the cooperatives from realizing their potential
 

and satisfying the service needs of their member-owners. Rarely 

will the "quick fix" be found; this objective will usually be met
 

only through a methodical, tenacious, process, hopefully
 

instilling permanent aptitudes for problem-solving in cooperative
 

staff and leadership.
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c. Improve operations 

Efficiency is the principal objective here, but the establishment of 

patterns, policies and attitudes directed at such survival -

characteristics.as profitability, capitalization, administrative 

discipline, staff improvement and member relations, are also an 

important component of this aspect of development. 

d. Instill a growth mentality
 

Given the economic adversity and political stress in rural Guatemala 

in recent years. attitudes of fatalism, disillusionment, withdrawal 

and defeatism are common. 

An objective of this developmental process is to change or modify 

these attitudes, especially as they relate to the cooperatives' 

mentality toward growth, expansioh, diversification and promotion of 

membership.
 

e. Preserve and perfect the federated systems
 

Recognizing that federation-cooperative relationships and operations
 

have been strained by various forces, the development effort will
 

work toward resolving differences and maintaining the advantages -of 

effectively integrated cooperative systems. 

- 17 
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f. 	 Institute a continual evaluationgrecedure 

Not only should the development activity be constantly reviewed for
 

results, but it should also seek to implant the evaluative mentality
 

as a permanent feature of the institutions it assists. Information 

systems must be improved and more attention paid to such activities 

as-management audits by federations of their affiliates. Training 

of managers and directors in the area of measurement and evaluation 

will 	also contribute to achieving this objective. 

2. Participation Criteria 

The participation by different cooperative systems in the project 

will be guided by several procedures, determinations and 

principles. These are:
 

a. 	 Diagnostic studies, prepared jointly by the TDU technicians and 

by staff of interested federations and their affiliates, will 

comprise the first step of participation. In these studies, 

the 	overall, potential viability of the enterprise will be
 

examined closely as well as the identification of key problems 

and areas of opportunity, including suggestions for priority
 

actions.
 

b. 	 Concurrence between the federations and the TDU on the major 

problems, issues, probable remedial measures to be taken and 

agreements on cost, cost-sharing and authority for actions, 



will be items of discussion and negotiation. 

Directors must ratify or approve an outline 

development at this stage. 

Boards of 

of a program of 

c. Participation by federations will be formalized in a wrfttei 

agreement between them and the TDU. This document, written as 

a development plan, should include objectives or goals, primary 

actions to be taken, commitment of resources, standards of 

measurement of results and conditions of renewal or extension 

of participation. 

d. Continued participation by the federations will be contingent 

upon results, compliance and general completion of development 

plans, normally drawn up on yearly terms. 

e. In negotiating with and selecting participating federations. 

preference will be given to the following considerations: 

(1) All actions with base-level cooperatives will be 

undertaken by agreement with their parent federations; 

rarely will the project work only with base-level firms 

excluding the federations. Likewise, the project will 

emphasize programs which include activities with both 

federations and their affiliates concurrently. 
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(2) 	 Cooperatives-operating outside of the urban complex of 

Guatemala City or providing services to members whose 

pursuits are basically rural in character. 

(3) 	 Cooperative services directed at members' enterprises 

which produce regular income. Although not an 

all-inclusive list, services supporting agriculture, 

artisanry, cottage and small enterprise, commerce, trades 

and professions, are preferred. 

(4) 	 Cooperative services or programs-which neither compete 

directly with the government nor depend heavily on-public 

or other subsidies.
 

3. 	Participant Summary
 

The 	salient characteristics of the seven cooperative federated
 

systems studied during project preparation, are presented in the
 

following two tables. Also included are sketches on each
 

organization extracted from diagnostic assessments commissioned by 

USAID/Guatemala as background research for the project and contained 

in Mission -files. 
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FENACOAC-NATIONAL CREDIT tUNION FEDERATION 

Principal Strengths 

FENACOAC's principal strength lies in its skilled, well-educated and 

experienced management and staff, and the managers, staff and leadership 

of the federation's leading affiliated credit unions. The Federation's 

management team is complemented by actively involved elected leadership 

and a strong regional chapter system to provide feedback on member needs 

and quality of services. 

FENACOAC has developed effective management systems, including 

delegation, information'flow, planning, control and budgeting as well as 

internal and external audit programs. Over two decades of operating and 

development experience provide the organization with perspective and 

maturity in serving the needs of its affiliates. 

A major strength of FENACOAC is its financial condition (including 

substantial "hidden" reserves) and prudent financial policies. As a 

result, it has a positive image in the financial comnunity of 

Guatemala. The relative financial strength of its core of type A credit 

unions provides a sound economic base for the movement. 

The movement has'access to external technical and financial resources 

through COLAC in the Latin American region and WOCCU on the world 

level. FENACOAC's General Manager has been a past president (elected 

leadership) of both COLAC and WOCCU. 
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Prinninal Waknenasn 

The FENACOAC system's main weakness lies in the group of type C credit 

unions and lack-luster type Bs. Continued growth of the movement is 

hindered by the affiliates' resistance to raising of interest rates and 

inappropriate lending and savings policies, particularly at the credit 

union level.
 

Development is also hindered by insufficient technical expertise in the
 

technical assistance staff and elected leadership. Over-involvement of
 

elected leadership in management affairs and a non-business mentality in
 

some components of the leadership also have a negative impact on
 

operations.
 

Probable Areas of Participation in Prolect
 

The key institutional development activities in which FENACOAC and its
 

affiliates will participate include: staff and leadership training at
 

both federation and credit union levels; computerization and systems
 

development; development of standardized savings and loan products and
 

management systems for credit unions with accompanying training 

materials; management incentives program. 

In the capitalization component, FENACOAC and its affiliated credit
 

unions will participate in the following areas: recapitalization of
 

selected credit unions; adoption of market-oriented interest rates;
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implementation of revised financial management, pricing and 

capitalization policies and procedures; savings protection program 

design and implementation; savings mobilization program implementation; 

improvement of regulatory functions. 

Credit component participationby FENACOAC and its affiliates will 

include development of new lending policies, analysis procedures, and 

loan programs (including rediscount facilities, preapproved credit 

lines, examination of group lending, microenterprise lending); expansion 

of lending operations with qualified credit unions; establishment of a 

central credit reference bureau; enhancement of central liquidity 

deposit and loan services for credit unions participating in the savings 

mobilization, stabilization and deposit insurance programs. 

ARTEXCO-FEDERATION OF ARTISAN COOPERATIVES 

Principal Strengths 

The major strength of the ARTEXCO system lies in its earlier experience 

in operating a national retail store network and international export 

operations. Its network of weak but surviving affiliated cooperatives 

provides an institutional base which may be reactivated by growth in 

tourism and demand for Guatemala's artisan products, principally 

textiles. The federation's access to generally high quality products 

and reasonably secure sources of supply may give it a slight competitive 

advantage in the export market. Ownership of its building provides 

access to credit and a locus for administrative and marketing 
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operations. New management offers a chance to rebuild-relations with 

affiliates and revitalize their operations. 

Principal Weaknesses 

The major difficulty facing ARTEXCO and its affiliates is continued 

weakness of the tourism and export trade in textiles. Price competition 

from member cooperatives struggling to serve a very limited market 

inhibits increasing the federation's margins. The limited 

administrative, product development and marketing skills of affiliated 

cooperatives constrains their ability to meet the stringent requirements 

of high volume/high margin foreign clients. As a result, the 

cooperatives must deal primarily with importers able to buy directly in 

Guatemala, usually at lower prices and in smaller volumes. The past 

history of ARTEXCO's operating losses inhibits new investment by members 

in its capital shares.
 

Probable Areas of Participation in Project
 

ARTEXCO and its affiliates will probably participate in the Project's
 

institutional development activities focussed on improving management of 

affiliated cooperatives. Management development would include both 

general and financial administration as well as improved sales, 

marketing and production. The project could provide the system with 

expanded .access to specialized marketing and production technical 

assistance directly through the project and indirectly by encouraging 

linkages with other development programs and USAID-financed projects. 
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Recapitalization grants may be made to selected affiliated cooperatives
 

based on the nature of their losses, projected viability and
 

participation in the institutional development component.
 

Credit may be provided for those cooperatives judged creditworthy,.
 

should tourism and textile exports rebound. 

FECOAR - FEDERATION OF REGIOAL AGRICULTURAL COOPERATIVES 

Principal Strengths: 

Five of the Federations.six affiliates are located in key market centers 

of the Western Highlands. Through a network of informal village 

organizations, the system has unique market coverage for agricultural 

services to small-scale farmers producing corn, wheat, beans, potatoes 

and vegetable crops. The scale of operations of each regional 

affiliate, permits professional administration, efficient utilization of 

centralized facilities, diversified services and an effective federated 

system. FECOAR achieved a dominant market position in fertilizers after 

5 years of exceptional growth in the seventies and continues direct 

importation and sales including wholesale operations with other 

cooperatives and farmer organizations. The federation is an effective, 

non-partison representative of small farmers interests and has 

maintained a good reputation with government throughout its life. 
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Princinal Weaknesses: 

The Highland affiliates are located in areas particularly affected by 

the political violence of 1979-82. Three regions were also bit heavily 

by the 1976 earthquake. These adversities, plus a generally declining
 

agricultural economy, have produced losses, eroded capital, reduced
 

volume of operations and shaken the organizational base of the system. 

Key staff, leadership and members have been lost, contributing to 

withdrawal, pessimism and conformity to negative circunstances by 

management. Due mainly to severe problems.in operating production 

credit programs, affiliate managers have been replaced by FECOAR 

"controllers" with limited authority and capability to fulfill the 

management role. At the same time FECOAR's capacity to support its 

affiliates in such areas as staff development, auditing, planning and 

promotion, is severely limited. 

Probable areas of Participation in Proiect: 

FECOAR is a prime candidate institution for full participation in the 

Project. Beginning with a major review of policies and staff 

requirements, major attention will be given to 4 affiliates which are 

currently insolvent. Recapitalization and revision of credit operations 

are important as well as revitalization of supply and marketing 

services. External credit needs are not envisioned as critical until 

operations volume is restored and growing. Mo major fixed investments 

are needed. 
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FEDECOAC - FEDRRATION OF ACRICULTURAL COOPERATIVES OF GUATEMALA 

Principal strengths: 

1N 

This federation mainly conceived as an organization-dedicated to the 

defense and representation of the small-scale, organized farmer, has 

been successful in attracting assistance from several sources, 

particularly following the 1976 earthquake. It is standardbearer of the 

cooperative philosophy, particularly in support of the marginal producer. 

Principal Weaknesses: 

With virtually no ongoing service capability nor inclination to become a 

wholesaler or supporter of its affiliates, FEDECOAG does not possess the 

elements of economic viability. Its affiliates are generally small, 

weak organizations of questionable potential and are widely dispersed 

and varied in the types of agriculture undertaken by members. The 

current financial position of the Federation plus unfortunate losses and 

administrative practices of the past do not inspire the membership to 

self-help initiatives nor make the organization attractive for external 

assistance. 
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Probable areas of-participation in project: 

Althrough the Federation may benefit from a detailed diagnostic 

assessment and opportunities for training of leadership and a few staff 

people, the Project will almost certainly be unable to instill financial 

discipline, recapitalize the system and develop profitable operations in 

FEDECOAG. At both the level of the Federation and that of the affiliate 

base, the organizations are so ill-conceived and in such a hopeless 

condition as to practically disqualify them from assistance in a project 

oriented toward sustainability and viability of cooperative enterprises. 

FEDECOCAGUA - COFFEE COOPERATIVE FEDERATION OF GUATEMALA -

Principal Strengths: 

The FEDECOCAGUA system is well adapted to serve the interests of 

small-scale coffee producers starting with village level organizations 

operating in supplies and marketing. They have a wet milling capacity 

for cherry and processing and grading facilities for meeting export 

demand. The Federation has experience in honey marketing and technical 

assistance in coffee production plus effective programs directed at 

youth and women's enterprises. It is recognized for its leadership in 

representing small-scale grower's interests in public policy issues. 

FEDECOCAGUA has an excelllent credit record with national and 

international lending institutions.
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Princival weaknesses:
 

The Federation is overextended to support its extensive network of
 

affiliates, many of which cannot maintain adequate administrative and 

management staff. Revenue from coffee marketing operations was cdt 

drastically during the past two years due to a commodity retention 

scheme imposed by government and lack of working capital for holding 

inventories. Although retention requirements have been removed, the 

system is still undercapitalized for commodity marketing, a significant
 

portion of which is done with non-members. Credit and supply operations
 

produce losses due to policies which make the organization heavily
 

dependent upon coffee marketing income to cover expenses of the
 

organization.
 

Probable areas of participation in project:
 

FEDECOCAGUA is the most likely Federation or first candidate for 

short-term credit for working capital in its marketing operations. In 

the area of policy reform, there appear to be good opportunities for 

modifications in pricing and credit norms plus refinements in 

relationships between Federation and affiliates. New areas of business 

in the marketing of spices may be developed as well as improvements in 

the accounting service provided for affiliated cooperatives. 
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FECOMERO- FEDERATION FOR AGRICULTURAL SERVICES AND MARKETING 

Princial strengths: 

Oddly, the strength of FECOMERQ lies not in its affiliates nor the 

Federation's cooperative character, but in its direct retail sales of 

farm inputs in the region of Chimaltenango. The Federation is 

philosophically committed to the cooperative technique and has a cadre 

of trained and inspired leadership in its organization. It has 

attracted considerable international support in past years and 

maintained a degree of loyalty in its membership through difficult times. 

Principal weaknesses: 

Subsidies and concessional credit have contributed to sloppy credit 

practices in the FECOHERQ system. Its disparate and dispersed affiliate 

base is generally composed of small, weak enterprises. The Federation 

has lost heavily in marketing ventures and is currently in a precarious 

financial position. Recent operations in fertilizers have caused the
 

organization to lose prestige with government. 

Probable areas of participation in the Project: 

The outlook for a viable FECOMERQ is not good; yet, the organization 

will probably welcome a thorough diagnostic examination initially. 

Follow-on interventions in the areas of policy adjustments, structural 

modifications and staff development will be difficult and depend on 
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arrangements with creditors and other donors. Recapitalization and 

credit activities are unlikely to occur during the life of the Project. 

FEDECOVERA - FEDERATION OF COOPERATIVES OF THE VERAPAZ REGION 

Principal strengths:
 

The Federation's affiliated cooperatives own and operate farms of
 

excellent potential in the production of coffee, tea and spices.
 

Infrastructure is in place for integrated operations including
 

processing, handling and export marketing. Recently gained independence
 

from government allows for flexibility in operations, particularly in
 

marketing.
 

Principal weaknesses:
 

Farms and supporting infrastructure are extremely decapitalized and
 

continue to be operated in a strongly paternalistic fashion.
 

Organization in the affiliates is only rudimentary and managerial 

capability is limited to nearly a caretaker status. Other than in 

coffee marketing, where the Federation competes mith FEDECOCAGUA, there
 

are few income producing services established.
 

Probable areas of participation in project: 

Although the Federation has existedfor some 10 years, it has never
 

developed a growing, evolutionary stance. The needs are nearly
 

complete: capitalization; credit for production, farm improvement and
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marketing; staff development; organization and structuring of the 

system; and setting up an administrative system for federation and 

cooperatives alike. Diagnostic and feasibility studies should determine 

just how large and long the process of making the system functional 

would be. The Project will have to determine whether or not it can take 

part or all of this formidable task. 

4. Implementation 

a. Procedures and Administration 

The institutional development process will begin with a series 

of diagnostic studies to be performed jointly between interested 

cooperative systems and technical staff of the TDU. These studies will 

be extensive in character and include such diverse considerations as 

structures of the institutions, internal decision making, staffing, 

efficiency of operations, financial position, 

member-cooperative-federation relationships, internal controls, 

situation with creditors, competitive position, situation with other 

donor agencies and perspectives of the future. The results of these 

studies, particularly as they define problems, will form the basis of 

subject matter for discussion and negotiations between the cooperatives 

and the TDU, which in turn should lead to agreements as to priority 

areas of action, levels of effort by both parties, types of 

interventions required, cost estimates and results expected. Once 

agreement is reached on the above, the TDU and the participating 

cooperative system will draw up joint development action plans which 
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will form the basis of specific work assignments for periods of
 

approximately one year. These work programs may be renewed, increased
 

or decreased in level, or discontinued, as the results obtained or the
 

nature of the interventions require. The maximum period of timethat 

the TDU will likely maintain development programs with any cooperative 

system will be about four years. 

Although the diagnostic studies will reflect a complete profile of 

the situation of each institution, the development and action plans may 

concentrate on only a portion of the problems or opportunities 

indicated in the studies. For example, a federation and the TDU may 

agree to work together only in staff training or to do a feasibility 

study. In these cases of partial or limited participation, the project 

staff would not likely approve the application of funds for capitalizing 

the enterprise and eligibility for loans under the Credit component 

would be questionable. 

In some cases, circumstances may merit a procedure in which staff of 

the TDU may be seconded to participating federated systemstfor periods 

of months or even years. Although technicians working under this 

arrangement will continue to be responsible to the TDU, they will be 

expected to become an integral part of a development team of the host 

institution. 

Whether working on a semi-permanent assignment or in a more 

conventional role of technical assistance, staff of the TDU will be 

expected to work with host institutions in a participative style, 
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sharing the responsibility for the completion of the work agreed upon
 

and the results obtained. The term "advisor" is not used intentionally 

in this context. However, a caveat is in order: TDU staff must not 

displace nor substitute for indigenous talent in the host institutions. 

The TDU will assume a major role in administering the resources to 

be appjLied in the development of the cooperatives. It will be 

responsible for such operations as procurement, sub-contracting, 

scheduling and supporting short-term technicians. The TDU will be 

depository and redistribution point for reports as well as monitor of 

funds from project sources for such items as per diems, travel, and 

reimbursed expenses of cooperatives, for which an accounting to USAID 

will be required. For this reason,,a small administrative staff 

component has been programmed as part of the TDU's operations. 

b. Content of Institutional Development 

From preliminary assessments of seven of the eleven federated 

systems operating in Guatemala, it is clear that the "one size 

fits all" approach to institutional development is not 

practical nor workable. To be effective, development programs 

must key on the major problem areas and opportunities present 

in the systems. Specific'interventions are presented here as 

an illustrative list: 
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(1) 	Policy - Pricing, credit and personnel policies or 

"traditions" in the cooperatives appear to be critical 

areas. TDU staff will examine these policies, check 

compliance or consistency of observation, measure their 

effects, and discuss modifications with staff and

directors. Cases will be found in which policies do not 

exist; improvised decisions or practices developed by a 

"seat of the pants" process are not uncommon. Some 

policies, particularly in the areas of pricing and 

capitalization, have been mistakenly included in by-laws. 

On the other hand, some firms, particularly in the area of 

credit, resist the imposition of policies and the 

restriction of decision that these imply. To bring 

discipline and order in cases such as these, the TDU may 

find it necessary to practice a kind of intervention which 

may be called "technical insistence." 

(2) 	 Staff Development - Typically, in periods of adversity, 

one of the principal areas of cost reduction is staff, and 

particularly staff training. Valuable staff people in the 

cooperatives have been lost and.many who remain have low 

morale and bleak expectations of careers in the 

cooperative movement. Training and upgrading of skills, 

together with incentives policies and compensation 

commensurate with staff performance and results of 

operations of the firms are areas for improvement in the 

development process. 
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Incentives 

The concept of incentives is somewhat innovative in 

Guatemalan cooperatives, even considered by a few to be 

unbecoming and that employees should not work under any 

motivation other than serving members at low cost. 

Recognizing the effectiveness of good incentive systems, 

the TDU will attempt to introduce the practice where 

considered appropriate and use project funds initially on 

a cost-sharing basis with participating organizations. 

These will be modest in amounts and conservative in 

application, based mainly on the criteria of: growth, 

profitability and adherence to credit operations 

discipline. During trial and perfection of systems, 

careful observations will be made relative to 

contributions to staff morale and productivity as well as 

the sustainability of incentives, wholly from the 

organizations' own operations. 

Training 

The Project will support both training by TDU staff and 

training programs operating by the federations for their 

affiliates. Upgrading of cooperative and credit union 

management and operation skills will be a key project 

element. 
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Training will be accomplished by several means, including: 

--	 Seminars and short courses on specific subject 

matter, conducted for staff and directors of similar 

responsibility within a cooperative system; 

--	 On-the-job or in-service training ("coaching") by TDU 

staff specialists; 

--	 Sponsorship of staff to attend specialized courses 

and seminars conducted locally by such organizations 

as the Chamber of Commerce, Association of Managers, 

the Manpower Institute and private firms; 

--	 Scholarships to international training and academic 

programs such as the Central American Business 

Administration Institute (INCAE); 

--	 Workshops on skill improvement in such areas as 

electronic data processing, office management, 

accounting operations, pesticide recommendations, 

interpretation of accounting data; 

--	 Correspondence courses, consultant linkages and 

referral services for highly specialized subject 

matter; 
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--	 Introduction of modern mass and group communication 

techniques for member information and promotion, 

including radio, video, graphics and written media, 

as appropriate; 

--	 Preparation and distribution-of standardized 

instructional materials such as manuals, check lists, 

guidelines and general recommendations. 

(3) 	 Consultations - One of the principal reasons for the 

inclusion of short-term technical assistance capability in 

the TDU, is to enable the project to respond to particular 

needs and problems which inevitably occur in the 

development process. In recognition that needs cannot be 

predicted and that requirements for specific technical 

expertise do not merit full-time staff positions in the 

TDU, provisions are made for the Unit to have the 

flexibility to draw upon national and international 

experts for consultancy services. 

5. 	Critical Issues
 

The institutional development process inevitably implies change, be
 

it in the area of structure, policies, practices, personalities,
 

attitudes or style of operations in the cooperatives. Many of the
 

issues foreseen in this project revolve around the general area of
 

how 	smoothly transition and permanent, positive changes can be
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effected both within the cooperative systems and in the regulatory 

and public environment in which they operate. The effectiveness of 

the institutional development effort will, in fact, be dependent in 

large part on the skill of the staff in introducing and 

institutionalizing modifications in cooperative thinking and 

practice. Issues considered important or critical are the following: 

a. 	 Government programs and policies must allow for reasonably free 

competition and market-oriented pricing. This is particularly 

important in the areas of production credit interest rates, 

agricultural supplies and marketing, and policies affecting 

import and export of agriculturally related products. 

b. 	 Public sector influence or intervention must not defeat project 

philosophy, objectives, and actions. Examples of this point 

may be found in the requirement for cooperative by-laws to be 

approved by government authority and restrictions on financial 

operations of cooperatives as an interpretation of law. 

c. 	 Project implementation must be conducted in awareness and
 

harmony with other development and donor agencies working with
 

the cooperative movement. The project does not intend to
 

compete with other sources of cooperative assistance, nor
 

should achievements in inculcating the business mentality of
 

cooperative institutions be defeated by interventions
 

encouraging subsidy or temporary advantage. Of primary concern 

in this area is a proposed program of massive production credit 
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to individual and organized farmers from the Interamerican 

Development Bank. 

d'. 	 Especially in those institutions facing the most serious 

problems, issues of the magnitude of changes that can or should 

be made, without upsetting the stability or credibility of the 

organizations, are present. This is particularly the case if 

diagnostic studies reflect needs for radical changes in 

structures, major policies or key staff. 

e. 	 Although the great strength of the Guatemalan cooperative 

movement is in the federated sector, there are probably 

advantages from integration for both federations and 

non-affiliated cooperatives in the movement. Federations 

sometimes act like closed families, and cooperatives resist 

affiliation for a variety of reasons, frequently non-economic. 

Perfecting and extracting the advantages of sound ooperative 

integration may be a delicate part of development. 

Apart from issues related to change from the past, an area of 

concern in the institutional development process is that of the 

basic economics of member pursuits and the ability of cooperatives 

to respond to their needs at costs they can afford. In periods of 

inflation/devaluation, changes in the tax structure, unpredictable 

economic and political conditions in neighboring Central American 

countries and price controls - phenomena likely-to occur during the 

life of the project - the proper posture of cooperatives, which not 
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only must be agile for survival but also be concerned for their 

member-owners, is a delicate question. Cooperatives cannot protect 

their members from deteriorating economic conditions, nor can they 

continually provide essential services at less than cost. Project 

implementation may be affected by serious doubts as to the viability 

of members' production and the service structures it requires to 

survive and prosper. 

6. 	 End-of-Proiect Conditions 

Project achievements in institutional development will be observed 

and measured periodically and incrementally during the life of the 

project through the process of review of development plans described 

in the "Implementation" section. The sum of achievements reflected 

in the status of the participating cooperative systems at the end of 

the project may, nevertheless, be summarized as indicators of
 

results expected from project inputs.
 

Institutions participating fully in the project will have:
 

a. 	 More realistic assessment of their potential and problems;
 

b. 	 Better trained staff and leadership;
 

c. 	 Improved structures to deal with their markets, service
 

delivery; and competitive forces;
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d. Restored and renewed confidence of their members; 

a. Policies in place and being observed, 

profitability and viability; 

contributing to growth, 

f. Exploited diversification and growth opportunities; 

g. Successful resolution of their most serious 

delinquency, profitability, solvency); 

problems (e.g. 

h. Harmonious, mutually beneficial relationships,and operations 

between base-level cooperatives and parent federations; 

1. Standardized and effective systems in place (e.g. audit, 

accounting, reporting, member information, by-laws; credit 

administration; savings mobilization); 

j. Introduced modern technology as appropriate (e.g. electronic 

data processing, business analysis, training techniques); 

k. Demonstrated attitudes and capability of self-reliance and 

independence from continued external assistance. 
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III. CAPITALIZATION COMPONENT
 

This project component will complement the institutional development 

activities designed to strengthen cooperative system operations by 

addressing the movement's capitalization and refinancing needs. The 

purpose of this component will be to develop innovative approaches to 

local generation of both paid-in and retained capital while stabilizing 

and strengthening cooperative balance sheets. 

Project resources estimated at US$2.S05 million will be supplied through 

the Fund Management Unit to qualifying cooperatives, credit unions and 

federations to rebuild net worth lost during the last ten years of 

political violence, economic disruption and natural calamities. 

Investments of cash and securities in qualified institutions will 

restore their economic service potential and lead to reestablishment of 

their creditworthiness and thus access to credit from both local sources 

and the project's credit component. 

Achievement of the specific objectives of this project component will be 

dependent on successful implementation of both the institutional
 

development and capitalization component activities. In some cases,
 

successful capitalization and restoration of local economic activity by 

cooperatives and credit unions will also depend on their access to 

additional external credit.
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Effective stabilization of the cooperative and credit union systems will 

bring members' shares back to par value (they will become unimpaired) 

and establish pricing and operating policies which will enable 

participant institutions to rebuild their reserves and retained earnings 

to adequate levels. This will necessarily be a slow process and will 

imply significant policy reform and managerial improvement. It is 

extremely important'in this process that USAID encourage the Government 

of Guatemala to reduce its subsidized interest-rate lending through 

BANDESA to rural areas. This non-economic competition severely distorts 

market pricing by private sector cooperatives and credit unions and 

inhibits both their profitability and capital generation potential. 

1. 	Specific Obiectives
 

This 	component has the following specific objectives for those 

institutions participating in the project: 

a. 	 Expand the economically beneficial operations of cooperatives 

(lending, input supply, marketing and distribution of members' 

output and other financial, commercial and production-oriented 

services of cooperatives and credit unions). 

b. 	 Increase the volume of available resources in the cooperative
 

system for lending and investment purposes through mobilization
 

of personal savings and share purchases by cooperative members.
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c. Strengthen the cooperative system's financial condition by
 

strengthening balance sheets and earnings. 

d. 	 Restore member depositor/shareholder confidence in the
 

financial soundness of their cooperatives and credit unions. 

e. 	 Restore lender/public confidence in the creditworthiness of the
 

cooperative system.
 

f. 	 Establish and maintain compliance with minimum operating 

standards and conditions which will contribute to safety and 

soundness of cooperative and credit union operations.
 

S. 	 Forestall and/or prevent possible intervention or liquidation 

of delinquent cooperatives and credit unions by INACOP, BANDESA 

or other creditors while appropriate stabilization programs are 

being implemented. 

2. 	 Participation Criteria 

Participation in this grant-funded component of the project will be 

open to all cooperatives, credit unions and federations which agree 

to meet the eligibility criteria listed below and implement the 

stringent operational stabilization policies appropriate to 

resolving their particular economic and financial difficulties. 
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The capitalization and stabilization component of the project will 

include two essential elements: first, a Stabilization Fund to 

effect investment of cash and securities in qualified institutions 

to restore earning asset levels and share values; and second, a 

Savings Protection (Guarantee) Fund to guarantee individual 

depositors' savings accounts in credit unions and other cooperative 

financial intermediaries. Eligibility criteria for participation in 

the Savings Protection Program (SPP) will be defined in the early 

stages of the project and will be based on actuarial analysis of 

risks and insurability. To become insured by the SPP, a credit 

union or cooperative would need to meet additional criteria to those 

established below for the Stabilization Fund. 

The TDU will work jointly with each federation and its interested 

affiliates to undertake a financial and institutional analysis of 

their operations, diagnose key problem areas and prepare an 

appropriate development'and financial stabilization plan. While the 

TDU will have final authority for determining compliance with the
 

plan and participation standards, the commitment of participating
 

institutions to resolving their own operating problems, applying
 

appropriate financial disciplines and generating local capital will
 

be key to the component's success.
 

Participation in the Stabilization Fund will be based on the
 

following criteria:
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a. Demonstrated economic potential 

initial diagnostic study. 

and financial viability during 

b. TDU-approved stabilization and recovery plan (including, but 

not limited to, annual operating plans and budgets and reserve 

formation and surplus distribution plans). 

C. Acceptable 

procedures. 

delinquency control system and collections 

d. Approved management. 

e. Acceptance of external audit, inspection, supervision and 

reporting requirements established by the Technical Development 

and Fund Management Units to verify both compliance with the 

stabilization plan and general performance. 

f. Implementation 

all operating, 

of realistic pricing policies designed 

reserve formation and capital costs. 

to cover 

g. Fidelity bonding. 

h. Implementation of sound investment, credit and asset/liability 

management policies and procedures. 
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i. Participation in on-going federation services (insurance, 

bonding, accounting systems, print shop, supplies, fertilizer 

sales, marketing, etc.) 

j. Participation In all TDU and federation supported institutional 

development programs (management training, specialized courses, 

adoption of recommended management practices, etc.) in 

accordance with the specific development needs identified in 

the diagnostic study. 

k.' Actively seek growth, development and expansion opportunities. 

1. Enter into agreements with other credit institutions to monitor 

and, if necessary, prevent multiple loans to members which 

might negatively affect their repayment capacity. 

M. Enter into non-disturbance agreements with creditors to 

restructure external debt and prevent foreclosure and. 

liquidation actions. 

n. Implement an appropriate capitalization system and reserve 

discipline to assure adequate capital growth in balance with 

asset and liability growth. 
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3. Institutional and Financial Analyses of Participants 

Preliminary financial and institutional analyses of seven national 

cooperative and credit union federations and a sample of their 

affiliates were prepared by NCBA and WOCCU under USAID/Guatemala 

guidance to determine, among other things, the capital strength of 

the cooperative movement. Key financial data from these studies are 

summarized for the federations in Table III-1 and for the primary 

level credit unions and cooperatives of the FENACOAC and FECOAR 

systems in Table 111-2. 

In general, these studies indicated that a significant sector of the 

Guatemalan cooperative movement suffers from: 

- High loan delinquency and weak credit administration 

- Low profitability and poor operational and pricing policies 

- Decapitalization due to asset losses, inadequate reserving and 

earnings retention policies, member withdrawals and debt
 

amortization
 

- High levels of risk in the system due to insufficient levels of 

retained earnings and reserves relative to members' shares and 

liabilities to third parties 
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- Declines in membership and market size 

- Poorly paid and trained staff and leadership, frequently 

employing only the most rudimentary techniques of financial and 

operational management 

- Inadequate external regulation of cooperatives and credit 

unions often combined with a lack of effective internal 

controls and financial discipline 

On the other hand, the studies showed that the movement offers both 

considerable strengths and resiliency in the face of nearly 

catastrophic circumstances. The goal of the capitalization 

component of the project is to enable cooperatives and credit unions 

to build on these social and institutional strengths while providing 

additional financial resources to help deal with their economic
 

difficulties. The major strengths of the system include:
 

- National network of organizations serving both urban -and rural 

constituencies largely beyond the reach of other private and 

public sector institutions or reachable only on a highly 

subsidized basis
 

- Strong community identification and in-depth knowledge of their 

markets and client-members 
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- A core of 'successful, solvent and profitable cooperatives and 

credit unions which provides both leadership and a development 

example to the rest of the movement 

- Experienced and at least minimally qualified staff in most 

cooperatives and credit unions 

4. Estimated Capital Adjustments 

a. Federations
 

The seven federations surveyed had total unadjusted capital at 

the end of 1984 of Q.4.284 million, as shown in Table III-1. 

This represented 13.61 of total assets of Q.31.497 million. 

Share capital totaled Q.2.731 million, or 8.7% of total 

assets. Total "pure" equity capital consisting of reserves, 

retained earnings, donations and other accounts unencumbered by 

members' individual claims was Q.1.355 million, or 4.3% of 

total assets. The federations' liabilities totaled Q.27.213 

million, or 86.4% of total assets.
 

The unadjusted book value of federation shares (calculated by 

dividing total capital by total shares) ranged from a high of 

1,184% of par in FECOMERQ to a low of 146% in FENACOAC. Only 

FEDECOAG had negative net worth, and thus fully impaired 

capital. 
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After adjusting for Q.6.263 million in estimated potential 

write-downs of non-recoverable loans and other losses (per the 

NCBA and MOCCU studies), the capital picture of the federations 

changes dramatically, as can be seen in Table 111-3. Share 

capital of affiliated cooperatives is entirely impaired 

(reduced to zero value) in FECOAR and FlCOMRQ. Inadequate 

data are available to determine possible write-downs in 

FEDECOCAGUA, but if potential losses there are of a similar 

order of magnitude as FECOAR's (29% of total assets), then its 

share capital may also be impaired. It is similarly difficult 

to assess the true asset value of ARTECO. Only FERACOAC 

appears able to absorb possible asset write-downs without 

impairing its share capital (in fact, the book value of its 

shares would increase slightly from 145% to 161% of par). 

This analysis suggests that increasing the level of reserves 

and retained earnings ("pure" equity capital available to 

absorb expected and unexpected losses) is an essential need 

which the movement must address on an ongoing basis. This pure 

capital can be obtained only from earnings and thus the 

importance of improving cooperative pricing, cost control and 

reserving policies. Share capital, on the other hand. 

represents investments by individual members in their 

cooperatives which, in the event of withdrawal, are normally 

redeemable at par. Thus, unlike corporate stocks, cooperative 

shares do not provide a loss cushion for the institution. 

Share capital is an important part of the cooperative's capital 
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of low-cost, long-term funds.structure because it is a source 

Guatemalan cooperatives have unfortunately tended to 

the value of share capital while underestimatingoverestimate 

protectthe need to build reserves and retained earnings to 

address thisthat share capital. The project will strive to 

critical deficiency. 

The project can make a critically important one-time injection 

resources to compensate for past difficulties, butof capital 

earnings strategies must be implementedappropriate pricing and 

that cooperatives andwith the assistance of the TDU to assure 

credit unions continue to build the financial "cushion" of 

earnings necessary for stability. The reserves and retained 


of 4.31 of total assets in unadjusted equity
overall average 

capital Is clearly inadequate to meet current losses and 10% 

would appear to be a minimally acceptable target level for 

future operations. 

b. Cooperatives and credit unions 

the capital structure of cooperatives and creditAnalysis of 


respectively, is
unions affiliated with FECOAR and FlACOAC, 

shown in Table 0 2 . At this level, the aggregate volume of 

and other unencumbered capital in reserves, retained earnings 

relation to total assets is significantly less than at the 

federation level. On average, credit unions have only 1.2%of 

in equity capital and FECOAR's cooperativestotal assets pure 
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only 3.2. Similar data are not available for other sectors of 

the movement, but all indications are that these capital ratios 

are significantly lower. 

Estimated capital adjustments for the FBC7AR cooperatives are 

the same as those of the federation, Q.2.033 million (see Table 

111-3). Estimated write-offs of the rural FEHACOAC affiliates, 

based on factoring of delinquent loans and reduction of 

offsetting share account balances (per the WOCCU report of 

2/85). total Q.1.911 million, or Q.106,000 more than the 

estimated losses of Q.1.805 million at the federation level. 

These preliminary estimates of potential write-downs were 

modified significantly on the basis of additional data provided 

by FEHACOAC during the design activity of Nay, 1986. The 

estimated losses increased to Q.4.4 million based on a wider 

sampling of rural credit unions and, the inclusion of 

accumulated deficits in the loss amounts. Detailed analysis of 

these revised figures, and their impact on both FEMACOAC and 

the credit unions' consolidated balance sheets is presented in 

the Financial Plan and Analysis chapter, section IX. A similar 

analysis is presented of FECOAR's financial position. 

Detailed analysis of delinquent accounts at the credit union 

level will be required to determine the share of these losses 

which is attributable to the death and disappearance of members 
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and the portion which is due to economic difficulties of the 

membership and other causes. 

c. Summary 

total estimated write-dom 	 of cooperative movement assets are 

Q.6.369 million (Q.6.263 million at the federation level and an 

credit union level). The amount ofadditional Q.106,000 at the 

US$ 2.5 million. orproject-financed capitalization of 

appears reasonable. It isapproximately Q.6.3 million thus 

of funding required for thisprobable that the actual amount 

component will be considerably less, as some federations opt 

and as cooperatives becomenot to participate in the program 

slow-pay accountsincreasingly successful at recovering 

receivable and loans outstanding. In some cases, such as 

notFEDKCOAG, the institutions 	may not be viable and thus would 

warrant capitalization grants. In the project budgets, 

capitalization grants have 	been initially estimated only for 

and fEDSCOCAGUA. amountsThe andFENACOAC, FECOAR, FBCOMERQ 

will probably change during implementation.recipients 

5. Federation Rankings 

The federations have been ranked according to the three criteria 

assess their probable participation in thelisted below in order to 

the project. The rankings are showncapitalization component of in 

stressed that these are preliminaryTable III-4. It should be 
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rankings only; their purpose is to estimate the types of 

which will likely be needed and theirstabilization instruments 

probable timing. 

of share capital imairment: type I federations area. 	 Dearee 

those which have the least degree of capital impairment and 

will 	require capitalization grants primarily not to stay 

solvent but to increase the volume of capital funds for their 

Type I1 institutionsaffiliates experiencing share impairment. 


are those which have a higher degree of possible impairment and
 

their affiliates are probably in greater difficulty. Type III
 

have 	negative net worth and their affiliates arefederations 


also considered to be in extreme difficulty.
 

b. 	 Ouality of management: Type 1 federations and affiliates will 

least managerial and operational changes toneed to make the 

fund assistance. Type 2 institutionsqualify for stabilization 

Type 	 3will require substantial improvement of operations. 

dramatic turn-arounds in their businessorganizations will need 

successfulactivities to assure their continued viability and 

use of capitalization 	resources. 

c. 	 Causes of caoital write-downs: Type A institutions have losses 

due to a variety of problems not directly tied to death and 

or radical reductions in their debtdisappearance of members 

to the rural depression in Guatemala.repayment capacity due 

Type B organizations have losses primarily due to the rural 
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economic depression. Type C cooperatives have-losses primarily 

due to the death and disappearance of their members. 

6. Current Capitalization Systems 

None of the surveyed federations nor their affiliates has explicit 

policies for the obligatory establishment of reserves and 

accumulation of retained earnings in relation to loans or other risk 

assets. Their reserving methods are based on setting aside a given 

percentage (usually 20% to 30%) of net income. Only FENACOAC has
 

set aside sufficient loan loss allowances to offset most of its
 

probable write-offs. The FECOAR system has accumulated substantial
 

pure equity capital, but it is clearly insufficient to cover
 

expected losses.
 

All federations require payment of membership shares, ranging from 

Q.25 to Q.500. In addition, FECOAR and FECOMERQ require loan 

capitalization, or obligatory investment, in the federation's share 

capital by the borrowing cooperative of 5% of the amount of the 

loans it receives from the federation. The cooperatives affiliated 

with these federations in turn require their own members to make 

share purchases in the amount of 5% to 10% of loans received. 

Credit unions also typically require this type of loan 

capitalization. FENACOAC, however, requires that its affiliated 

credit unions maintain 5% of their total share accounts invested in 

federation shares. 
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The effectiveness of loan capitalization depends on maintaining low
 

delinquency levels. In any event, share capital merely provides a
 

source of relatively low-cost, long-term funds for the cooperative 

or credit union. Unlike earnings, share capital is not available to 

meet losses suffered by the firm except in the event of liquidation. 

The level of dividends paid on share accounts is generally too low 

to attract voluntary capitalization by members or affiliates. The 

difficulty of withdrawing shares also inhibits voluntary investments 

by members beyond the minimum required for membership. 

7. Implementation of the Stabilization Fund 

a. Description of the process 

Financial stabilization of federations, cooperatives and credit 

unions will be a joint undertaking of the institutions 

themselves, their creditors, the TDU ahd the Fund Management 

Unit. It will be based on reaching a clear understanding of 

the institutional development needs which must be addressed, 

implementing appropriate remedial measures and effecting 

capital investments in those institutions which successfully 

improve their business operations and internal capitalization. 

The basic steps in the process are summarized below: 
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(1) Completion of a joint diagnostic study of the 

interested institution focussed on its financial condition and 

future prospects, management capability and competitive 

environment. A key aspect will be the evaluation of its.,assets 

and classification of accounts receivable and loans 

outstanding.- Loan classification categories will include: 

current accounts, delinquent but recoverable loans, 

non-recoverable loans due to death or disappearance of members 

and non-recoverable loans due to personal bankruptcy of members. 

(2) Written agreement between the interested federation, its 

affiliated cooperatives and credit unions, the FMU and the TDU 

to participate in the project which specifies precedent, 

current and subsequent conditions.
 

(3) Preparation of a development plan specifying activities 

and investments to be undertaken by the institution and its 

members to improve its operating performance, including
 

participation in project-sponsored institutional development
 

services.
 

(4) Installation of a capitalization system and discipline,
 

designed to increase both share and pure equity capital.
 

Successful generation of additional capital will be required to
 

qualify for project credit, not for initial acceptance into the
 

program. 
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(5) Implementation of the agreed-upon institutional
 

development program.
 

(6) Effect debt rescheduling and non-disturbance agreements. 

(7) Approval of stabilization investments by the TDU and 

their disbursement by the FMU and write-off of non-recoverable 

assets by participants. 

(8) TDU and FMU monitoring and technical support to
 

participants,
 

(9) Annual reviews and renewals of development plan 

implementation and stabilization investments. 

(10) Qualification of participants as creditworthy to 

participate in the credit component 

b. 	 Functional responsibilities
 

Following is a brief summary of the key functions of each 

element of the project's capitalization component. 

(1) 	 Cooperatives and federations will undertake complete 

institutional analyses and approve and implement required 

policy and procedural changes and their individual 

development plans. The federations will monitor their 
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participating affiliates' performance and provided needed 

technical support in concert with the TDU. 

(2) -The TDU will participate with the federations and 

cooperatives in the diagnostic studies, provide required 

technical guidance and facilitate preparation of -the 

development plans and financial projections. It will 

approve capitalization grants and pre-qualify loan 

applications. 

(3) 	The FMU will disburse capitalization grants either in cash 

or securities ("stabilization certificates" backed by 

investments in approved instruments and loans to 

creditworthy cooperatives) to TDU-approved federations and 

cooperatives and monitor their progress in executing their 

development plans. The FHU will receive and process loan 

applications which have been pre-qualified by the TDU and 

disburse loans to institutisns which have been approved by
 

the Credit Committee.
 

(4) 	IMACOP or other designated auditors will examine the books 

of participating institutions at least annually and will 

certify the asset write-downs to be offset by 

capitalization grants. 

(5) 	 The Superintendency of Banks will examine the books of the 

FMU, and its debtors if necessary, to certify that funds 

are properly managed. 

- 70 	 



C. Stabilization Illustration
 

The following illustration is provided to describe in 

simplified terms the operation of the project's stabilization 

component. As noted previously, stabilization is the process 

of providing additional earning assets to viable cooperatives, 

credit unions and federations to offset losses due to death and 

disappearance of members and the recent economic depression. 

Stabilization grants are not intended to substitute for 

collection of past-due accounts by participating organizations, 

but rather to assure their technical solvency during the 

recovery process. Members' share investments will be 

implicitly protected by the stabilization grants and earning 

asset levels will be restored, thus enabling the cooperatives 

and credit unionsto reactivate their service activities and 

attract additional member capitalization. 

Two cases are presented to clarify the stabilization process, 

including sample financial statements in Table 111-5. The 

first (Option #1) is one in which direct cash grants are made 

by the Stabilization Fund in the Fund Hanagement Unit through 

the federation to an affiliated cooperative which has 

non-recoverable loans due to death and disappearance of members. 

The second case (Option #2).is of a cooperative whose losses 

are due to economic or prior administrative problems, in which 

the Stabilization Fund first issues Stabilization Certificates 
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through the federation to the cooperative followed by a loan. 

solvencyreturn the institution to technicalThe certificates 

and add slightly to earnings, while the loan supplies needed 

operations.liquidity to restore economic 

In both cases, loans written off are not "forsiven." 'If the 

he will be expected to repay
maber returns to the 	cooperative, 

all shares and deposits held by thehis debt. Siailarly, 

are written off will first be
delinquent members whose loans 

loan balances. Stabilizationoffset against their outstanding 

grants (either in cash or certificates) will thus not protect 

shares of delinquent borrowers. These grants will only
the 

protect the shares of members who made good-faith investments 

their loans otherwise
in their cooperative and are repaying 	 or 

using its services. 

(1) Initial conditions 

the federation and cooperative
Sample balance sheets for both 


levels for pre-injection and post-injection conditions are
 

The initial, or

shown for the two options in Table Ur-5. 


to have total
the federationpro-injection, conditions show 

Q.30 and loans outstanding
assets of Q.100, including cash of 

are financed by debt (liabilities) of Q.60 and
of Q.70. These 

shares (capital) of affiliates totaling Q.40.
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The cooperative has gross loans outstanding totaling Q.100, of 

which Q.50 are non-recoverable (bad loans) for total net assets 

of Q.50. On the other side of the balance sheet, the . 

cooperative has total debt liabilities of Q.70, members' shares 

of Q.30 (at par) and retained earnings of minus Q.50 (due to 

the charge-off of non-recoverable loans). The cooperative has 

negative net worth of Q.20 and members' shares are fully 

impaired. 

These initial conditions are summarized below: 

Federation owes Q.60 to BANDESA. 

--	 Federation and BANDESA agree with cooperative to effect a 

non-disturbance agreement. 

--	 Audit confirms loan losses (recoverable vs.
 

non-recoverable).
 

--	 Loan losses are charged to retained earnings. 

(2) 	 Option No.1 

In this case, cash of Q.50 is supplied to the federation in the 

form of capital shown as its Stabilization Fund; on the asset 

side, this cash is paid to the cooperative and recorded on the 

federation's balance sheet as Stabilization Investments.
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Technically speaking, these Stabilization Investments have no 

net value until the cooperative increases its net worth 

(capital) through retained earnings or recovery of its 

charged-off loans. 

The Stabilization Investment appears on the cooperative's 

balance sheet as a capital item, the Stabilization Fund. This 

offsets the negative retained earnings of Q.50 and returns 

share value to par (Q.30). On the asset side, the investment 

is shown as cash, but this will be turned into earning assets 

(loans outstanding to members, inventories, etc.). 

These operations are summarized below: 

--	 This option applies to cooperatives whose losses are due 

to death and disappearance. 

--	 Cash is paid directly to the cooperative to be used to
 

make "new" loans and other productive investments or
 

operations (working capital).
 

--	 The Stabilization Fund has no claim on assets. 

(3) 	 Option No.2 

In this case, stabilization investments are used to restore the
 

value of members' share capital without making a direct cash
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grant to the cooperative. This approach is suggested for cases 

where losses are due to causes other than death and 

disappearance. The purpose is to restore the institution's 

technical solvency without directly rewarding possibly poor 

management with cash infusions. The cooperative is returned to 

a sound financial basis, but in order to restore the level of 

economic activity, it must borrow from the federation and be 

considered on the basis of its creditworthiness. 

These operations are summarized below:
 

--	 For cooperatives whose losses are due to economic problems 

and member insolvency. 

--	 Stabilization "certificates" are given to cooperatives in 

lieu of cash; the cash remains with the federation and is 

invested in loans to good cooperatives (Type A) and other 

instruments; stabilized cooperatives receive net earnings 

only (interest on certificates). Certificates may be
 

redeemed to meet BANDESA debt service requirements and
 

member withdrawals.
 

- Credit is provided to cooperatives based on the prospects 

and creditworthiness of new members or old borrowers who 

are current in their obligations with the cooperative. 
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8. Savints Protection Program
 

The Savings Protection Program (SPP) is expected to evolve from the 

operations of the Stabilization Fund in the credit union sector. 

Functioning in a manner analogous to deposit insurance in the 

industrialized nations, its purpose is to increase depositor 

confidence in the credit union system and thus generate significant 

additional capital for lending operations. While the bulk of this 

additional capital will be concentrated in the credit union sector 

at first, it is probable that an increasing share of these funds may 

be directed to other sectors of the cooperative movement as their 

creditworthiness improves. Directing this excess liquidity into new 

cooperative lending programs will be a major task of the successor 

organization to the FENACOAC Fund Management Unit. 

The SPP, if feasible and successfully implemented, can be expected 

to leverage significant amounts of additional savings. This will 

depend on careful program design and improved operating performance 

of participating credit unions. The Stabilization program will help
 

the movement to overcome its previous losses due to exogenous
 

conditions, but program success will depend largely on improved
 

management and earnings.
 

A feasibility and design study for the SPP will be undertaken during 

the project. Key items to be examined include: corporate structure; 

risk analysis and determination of required capitalization and 

premium rates; types of coverage; voluntary or obligatory 
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participation; policy and procedures; legal powers; and, reinsurance 

protection. 

The program will probably require an initial capital investment by 

insured credit unions which, depending on the results of the 

feasibility study, may need to be matched in some proportion with 

project funds. Upon completion of the project, the funds would be 

permanently vested in the deposit insurance organization's capital 

fund. 

The SPP fund would assume the role of financial stabilization of the 

credit union movement. It would facilitate mergers and liquidations
 

(if necessary) of credit unions experiencing financial
 

difficulties. Ultimately, it would protect the rural savings public
 

against default and thus enhance the efficiency of rural financial
 

markets by increasing the monetization of savings.
 

9. Related Poliev Development
 

Cooperative institutions participating in the stabilization
 

activities of the project wiil need to examine and improve their
 

capitalization policies. These include, but are not limited to, the
 

following areas of policy at both the federation and cooperative
 

levels: capital retentions; cash share investments; payment of share
 

withdrawals and system liquidity management to support such
 

payments; dividends paid on share capital; asset/liability
 

management (matching of sources and uses of funds by maturity);
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credit administration and delinquency control; reserve formation; 

and growth of retained earnings. 

Financial stabilization of the cooperative movement will require the 

development and implementation of capital and savings generation 

programs to complement project grants. These programs will be

tailored to the specific needs and potentials of each sector of the 

movement. Following is a sunmary of key program elements to be 

implemented in the credit union and agricultural cooperative sectors 

to increase total savings and capitalization. Their purpose is to 

preserve project-financed capitalization, to protect future 

internally generated capital andexternal indebtedness, and to 

permit sound operations providing needed services to the rural 

population.
 

a. 	 Credit unions
 

(1) 	Payment of dividends on share capital (capitalized in 

members' share accounts) 

(2) 	Creation of appropriate savings instruments
 

(3) 	Implementation of mechanisms to assure the liquidity
 

(redemption) of shares and deposits 1
 

(4) 	Improvement in the quality of services offered
 

(facilities, staff skills, service hours, physical
 

security of facilities, etc.)
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(5) 	 Increase in perceived safety of deposit and share savings 

through: 

-	 Deposit insurance (SPP)., if feasible 

-- Regular audits and inspections 

-- Aggressive loan collections 

-- Fidelity bonding 

(6) 	Implementation of a central liquidity facility in FENACOAC 

to support credit union savings mobilization, including: 

--	 Liquidity reserving, daily investments and 

limitations on credit union investment powers 

-	 Liquidity planning and analysis (cyclical and sedular) 

-	 Agile communications and transfer mechanisms 

(7) 	 Expansion of advertising,- promotion and sales 

(8) 	 Expansion of clientele (members and non-members; corporate 

accounts; non-cooperative business sector) 

(9) 	 Improvement of staff skills and training in savings 

mobilization
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(10) Establishment of policies and procedures to support growth 

of retained earnings and reserves, including: 

--	 Explicit reserve requirements based on risk assets 

and gross income 

--	 Explicit pricing requirements (interest rates on 

loans which cover operating costs, capital costs and 

transfers to reserves and retained earnings) 

--	 Regulatory enforcement of capital ratios (reserves 

and retained earnings in relation to total assets) 

and solvency 

- Establishment of minimumoperating standards for 

safety and soundness of operations and monitoring of 

compliance 

b. 	 Agricultural cooperatives
 

(1) 	Promote and communicate the capitalization concept to

members
 

(2) 	Establish mechanisms to generate share capital from the
 

following sources and in the following order of importance:
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-- Retained earnings from operations 

--	 Assessments on loans (loan capitalization) 

--	 Capital retentions (discounts) on transactions 

- Paid-in shares (cash from new members) 

(3) 	 Declaration of dividends on members' shares, capitalized 

in share accounts but not distributed in cash 

(4) 	 Increase perceived safety of members' shares through: 

- Deposit insurance (if feasible) 

-- Regular audits and inspections 

-- Aggressive loan collections 

-- Fidelity bonding 

,(5) 	 Specialized subscriptions of capital shares for 

specialized needs (investment in production facilities, 

for example) 

(6) 	 Expansion of clientele 
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10. Critical Issues 

A number of critical issues will be faced by the TDU, the Government 

of Guatemala and the cooperative movement in the implementation of 

the project which affect the degree of success achieved. These are 

summarized below. 

a. 	 Creation of a capital consciousness in cooperative leaders, 

staff and members focussed on: 

-- Profitability 

-- Reserve formation and use 

-- Accumulation of retained earnings and use 

-- Dividend payment 

b. 	 Creation of appropriate incentives at each level of the 

cooperative system to encourage better asset management, loan 

collections, etc. The need to assure that capitalization
 

assistance to different cooperative federations, individual
 

cooperatives and individual members.does not create
 

disincentives for positive performance (new capital investment,
 

loan repayment, accumulation of earnings).
 

c. 	 Avoidance of a grant-funded "bail out" mentality. 

d. 	 No debt forgiveness to surviving members (i.e., loans may be 

written off and not collected, but the member thereby loses his 
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own shares and/or deposits as well as his -eligibility for 

future credit or use of services on other than a cash basis. 

(In cases of forgiveness, on the other hand, the member 

receives a write off and still may come back for more. There 

may, however, be some sort of moratorium on interest or other 

treatment for cases of extreme hardship). 

e. Need for regulatory support (audit and examination, cease 

desist orders, delegated intervention powers, liquidity 

reserving, statutory reserve formation, etc.). 

and 

f. Need for appropriate legal powers for the movement for deposit 

insurance operations. 

g. Repayment of stabilization fund investments to the FMU. 

h. Management of the Stabilization Fund (especially the investment 

pool backing stabilization certificates, eligible investments, 

portfolio diversification, etc.). 

i. Avoidance of a pro-federation bias 

cooperatives which could and would 

whereas their federation does not. 

to the exclusion of 

qualify for assistance 

j. Implementation of better measures to fight administrative 

corruption and/or conflicts of interest by staff or elected 

leadership of cooperatives and federations. 
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k. Establishment of a business mentality and the provision of 

services on a financially self-sufficient basis as opposed to 

subsidized services to the poorest of the poor. 

1. 	 Strengthening of the base level cooperatives and credit unions 

to increase their absorptive capacity for both internally and 

externally generated capital. 

11. 	End-of-Proiect Conditions
 

The capitalization and stabilization component of the project, in
 

combination with the institutional development component, should
 

produce the following end-of-project conditions. Achievement of
 

these 	conditions is predicted primarily for those institutions fully
 

participating in the project, but itis also probable that other
 

cooperatives and credit unions will benefit indirectly even if their
 

level 	of participation is only partial. 

a. 	 Technically solvent cooperatives and credit unions.
 

b. 	 Safe and sound operations meeting minimum performance standards. 

c. 	 Regulatory structure and capability meeting minimum performance 

standards. 

d. 	 Increased savings and capital (shares and retained earnings)
 

throughout the cooperative movement.
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e. Functioning stabilization fund 

cooperatives). 

(primarily for non-financial 

f. Functioning deposit insurance 

unions). 

fund (primarily for credit 

S. Greater 

parties 

variety of investment instruments 

in the cooperative system. 

for members and third 

h. Appropriate mix of share capital versus retained earnings and 

reserves to assure an adequate level of pure equity capital in 

relation to both liabilities and total assets. 
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IV. CREDIT COMPONENT
 

The credit fund is the final stage in the overall implementation of the 

Cooperative Strengthening project building on the Institutional 

Strengthening and Capitalization/Stabilization activities. The 

objectives of this component are detailed as follows: 

1. 	Specific Objectives
 

a. 	 Help restore economic activity in the rural areas of Guatemala
 

by providing federations and their member cooperatives -with an 

adequate supply of funds for both short-term (production) and 

long-term (investment) loans; 

b. 	 Reactivate the service capability of federations and member 

cooperatives affected by recent natural disasters and political 

turmoil throughout the country; 

C. 	 Assure proper disbursement and recovery of credit funds by 

improving credit policies and procedures; 

d. 	 Improve financial statement analysis, budget and cash flow 

prepration, and repayment capacity analysis of the professional 

staff at both the federation and cooperative levels; 
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2. Participation Criteria 

It is 	 anticipated that many of the exisiting federations and their 

member cooperatives will want to participate in the benefits of the 

Credit component of this project. In order to qualify as an 

eligible candidate, the institutional applicants must first comply 

with 	the following general criteria; 

a. 	 Belong to a federation (if a cooperative borrower); 

b. 	 Have a rural membership orientation outside of Guatemala City; 

c. 	 Be current in all respects with membership dues and
 

capitalization requirements; .
 

d. 	 Be actively involved in financing income-generating projects 

such 	as agricultural production, marketing, small enterprise,
 

artisanry, etc.;
 

e. 	 Be bonded for all types of contingencies;
 

f. 	 Have an approved internal and external audit program;
 

g. 	 Have adopted operating and financial policies which will
 

contribute to the economic viability of the institution.
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hi. 	 Participate in the Institutional Development component of the
 

project, as determined by the initial diagnostic assessment;
 

and,
 

i. 	 Receive the prior written approval of the TDU if grant monies 

for institutional stabilization have been disbursed. It is 

assumed that approval will not be witheld if the federation or 

cooperative is in compliance with the operating plan as set 

forth by the TDU. 

If a federation or cooperative has demonstrated compliance with 

the general criteria mentioned above, a more in-depth review of 

the institution's strengths and weaknessesowill be conducted by 

the staffs of the TDU and FMU to determine the creditworthiness 

of the applicant for receiving new funds. The following key
 

areas to be analyzed are:
 

--	 Current financial condition 

--	 Met earnings and repayment capacity 

--	 Cash flow capacity 

--	 Collateral guarantees available, such as mortgages, 

chattels; and personal signature guarantees 

--	 Current loan programs, terms and conditions 
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--	 Current credit-oriented policies and procedures 

--	 Capitalization policies 

--	 Delinquency control policies and procedures associated 

with the reporting..monitoring, and resolution of problems 

--	 Current status of loans in foreclosure and/or liquidation 

and estimated loan losses 

--	 Quality and preparation of the professional staff 

3. Participant Sunnary 

Institutional profiles of seven cooperative federations have been
 

conducted and their relative strengths and weaknesses have been
 

identified. Based upon the reports submitted by NCBA, a matrix was
 

designed for comparative purposes to rank the institutions according 

to ten different credit-related measures defined as follows: 

Working Capital:	 The difference between current assets
 

and current liabilities. It is used
 

as a measure of short-term liquidity.
 

Solvency:	 The difference between total assets and 

total liabilities. It is a measure of the
 

equity or residual value of the assets
 

after all creditor's are paid off.
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Profitability:
 

Leverage:
 

Capitalization:
 

Repayment Capacity:
 

Credit Policies:
 

Delinquency Control: 

The residual income of a business operation
 

after all costs have been deducted. It
 

represents the return to ownership capital.
 

The degree to which assets are financed
 

with debt capital instead of equity
 

capital. The higher the percentage of
 

debts, the greater the leverage.
 

The ability of a business to generate
 

equity capital in the form retained
 

earnings or ownership contributions. 

The ability to a business to generate cash 

flow to amortize both short and long-term 

obligations. 

The existence and implementation of 

adequate policy guidelines for financing 

various types of income generating 

businesses. 

The effective implementation of delinquency 

reporting, monitoring, follow-up, and 

control. 
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Management Experience:	 The combined skill, talent, and experience 

of management personnel in providing 

effective leadership to the cooperative
 

membership.
 

Risk Assessment	 A subjective measure of rsk exposure, 

taking into consideration the collective 

smn of each individual indicator (Items 

1-9).
 

The following are the general conclusions of the matrix of credit

indicators detailed in Table IV-1. 

a. 	 Of the seven federations, only FERACOAC, and possibly 

FEDECOCAGUA, appear to be in rood enough condition to qualify 

for initial disbursements of credit. 
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b. 	 With the exception of FEDECOCAGUA, all of the federations have 

an excellent working capital position, in spite of the fact 

that other serious financial problems may exist. This 

condition may temporarily satisfy any short-term credit needs. 

c. 	 In many cases, the excellent working-capital position can be 

attributed to the-failure, on behalf of the federations, to 

keep current with their long-term lender (BANDESA). This 

continuing situation is totally unacceptable if new credit is 

to be disbursed to the federations. 

d. 	 After working capital, management experience of the federations 

is the next strongest asset. 

e. 	 The most-serious weaknesses of the federations are lack of 

adequate capitalization, low leverage, poor repayment capacity, 

and unacceptable delinquency control. 

Due to the limited number of qualified participants in the Credit, 

component of this project, it is estimated that a very nominal 

amount of credit funds will be needed in the first phase of the ,
 

project.
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4. Implementation 

The implementation of this component of the project will be divided 

into two phases. The first phase will deal with the establishment 

of credit policies and procedures which will be implementdd at the 

FMU, federation, and cooperative levels. In the initial stages, the 

TDU will be heavily involved with the Guatemalan staff of the FHU.
 

The establishment of coordinated policies-and procedures will be an 

area of critical importance in achieving a uniform, systemwide 

approach to credit analysis. 

The second phase of the project will encompass the actual loan 

analysis, approval and disbursement at each level of the cooperative 

sector. This area will be primarily the responsibility of the 

Guatemalan staff of the FMU, the federations, and the cooperatives
 

and credit unions. Since each level has some unique
 

characteristics, these will be discussed separately in the 

appropriate sections.
 

a. Phase I
 

The following operating policies and procedures need to be
 

defined and implemented before any new credit can be granted:
 

-- Pre-Credit Assessments 

-- Loan Purposes 
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-- Budget Information 

-- Standardized Loan Forms 

-- Lending Ratios and Guidelines 

-- Loan Approval Authority 

-- Interest Rate Policy 

-- Commitment Letters 

-- Loan Disbursement Procedures 

-- Delinquency Control Procedures 

Each of these areas have important issues which need to be 

addressed. In order to identify the specific areas of concern, 

they will be treated individually.
 

1) Pre-Credit Assessments
 

As mentioned earlier, the TDU personnel will initially assist 

the FMU personnel in conducting a pre-assessment of all 

federations desiring to borrow new money. In this phase, each 

organization will have a separate, custom-made development plan 

prepared which will enable them to be eligible for credit 
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funds. If the organization has already received project
 

stabilization funds, the new development plan will be
 

structured to enhance the earlier plan which was approved at
 

the time the stabilization funds were disbursed.
 

2) Loan Purposes
 

The FMU and the TDU will determine which income

generating enterprises will qualify for short and/or long-term 

credit. A major factor in the selection criteria will be the 

income-generating potential of each enterprise, compared to the 

risks associated with producing such income. Emphasis should 

be given to projects which generate good cash flow, as well as 

those which do not require extensive outlays of capital to get 

started. The level of management experience required must also 

be considered. 

3) Budget Information 

Once all the eligible loan purposes have been identified, the 

FfU, TDU and federation staffs will develop enterprise budgets 

for each qualified enterprise, in order to determine the 

correct amount of credit to be advanced and the amount of 

repayment expected. This information will have to be 

continually updated as the economics of each enterprise change, 

due to the changing market conditions of the different inputs
 

required.
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4) Standardized Loan Forms 

In order to improve the overall quality of credit analysis 

within the different federations, it is recommended that a 

complete set of standardized forms be used so that everyone can 

benefit from a uniform approach to credit underwriting. Many 

of the problems of poor credit analysis can be traced directly 

to poorly conceived forms that fail to pinpoint critical 

information necessary for correct credit analysis. Here, the 

TDU should take the primary responsibility in drafting forms 

which can be utilized by all the federations. The FM staff 

will also assist as needed to assure that nothing- important is 

omitted. 

5) Ratios and Guidelines-Lending 


Of critical importance in the underwriting process is the use 

of certain "rules of thumb" to assist the individual loan 

officers in properly analyzing the credit application. Credit 

should never be granted to either an individual borrower, 

cooperative, or federation on the basis of a multiple of share 

capital (e.g., three times the amount of member shares or 

savings certificates) or a fixed percentage of net earnings. 

As a basis for correct financial analysis, the following are 

several standard ratios used throughout the lending industry 

which focus on key areas of concern: 
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-- Working capital position (current assets - current debts) 

-- Current ratio (current assets/current debts) 

-- Debt/asset ratio (total debts/total assets) 

-- Debt coverage ratio (total debt payments/operating income) 

-- Loan collateral ratio (total collateral/total loan) 

While these ratios might change, depending upon the type of 

industry being financed, the following represents some rather 

broad parameters for financing agricultural-type enterprises: 

Working Capital: Usually a dollar amount sufficient to
 

margin short-term operating lines of 

credit. 

Current Ratio:	 Generally between 1.2 to 1.5 :1, but 

never less than 1.1 :1. The higher the 

ratio the better. 

Debt/Asset Ratio:	 Generally between 20%-40% but never
 

greater than 50%. The lower the 

percentage the better. 
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Debt Coverage Ratio: 	 Generally not greater than 83% and 

typically around 75%. The lower the 

percentage the better. 

Loan Collateral Ratio: 	 Generally never less than 1.6:1 and 

typically around 2:1. The higher the 

ratio the better. 

While ratios and guidelines can certainly help in the analysis 

of different loan applications, there is no substitute for the 

judgement factor which can only be acquired through 

experience. This is why it is so important that the FMU and 

Credit Managers have experience in lending through the good 

times, as well as the bad times. That type of experience can 

help-buffer the extremeprice variations that are so prevalent 

in the agricultural sector and prevent unseasoned lending 

officers from getting "caught-up" in the meteoric swings of 

the marketplace. 

In order to illustrate the application of these ratios in 

actual loan examples, three case studies are presented in 

Annex 1. 

These examples illustrate the need for proper credit analysis 

and sound judgement on behalf of the loan officers of the 

lending institution. The main point of the different examples 

is that each case must be treated differently, and what works 
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for one case does not necessarily work for the others. Therein
 

lies the critical component of training and institutional 

development which will play a key role in helping,the credit 

departments of each federation make sound credit decisions. 

6) Loan Approval Authority 

In conjunction with the pre-assessment phase of the Credit 

component, the staffs of the TDU and in the FMU should review 

the lending capabilities of the credit departments of each of 

the individual federations. After careful study, a 

determination should be made as to the proper level of loan 

approval authority that each federation should have with 

respect to the credit funds for this project. Loan approval 

authorities -are important, because weaker federations may be 

able to qualify for credit earlier than normal, if the credit 

approval decisions are made at the FMU. On the other hand, the 

stronger federations will be able to have more decentralized 

approval authority and allow a more timely disbursement of 

credit without excessive red tape. 

Loan approval authorities may be set on a certain dollar 

figure, or -based on a certain type of enterprise, or both. As 

institutions gain skill in proper credit analysis techniques, 

the levels of approval authority can be.easily raised. 
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7) Interest Rate Poliev 

After a loan proposal has been accepted and the approval 

granted, a market rate of interest should be charged which will 

cover the operating costs of the institution, cost of capital, 

additions to retained earning, and a reserve for bad debts in 

relation to the risk levels. 

A general interest rate structure for the entire project is 

proposed in Table IV-2. Where the interest ratesmay vary is 

at the federation and cooperative levels, which need to take a 

closer took at their own operating costs to assure that the 

items mentioned above are adequately taken into account. In no 

case, however, should the cooperative charge less than the 

market rate, simply because it is a cooperative or because it's 

costs may be believed to be less than they really are. It is 

recommended that the TDU assist the FHU in arriving at an 

appropriate interest rate level for each federatin. Different 

rates of interest may apply to different institutions, 

depending upon their own unique set of circumstances. 

8) Commitment Letter 

A standardized letter of commitment should be drafted by the 

FKU which will be issued to the borrowing institution at the 

time of loan approval. The commitment letter will outline the 

terms and conditions of the loan approval, and will require the 
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legal signature of the borrower,indicating its agreement to 

comply with all of the requirements. Typical conditions of 

approval are: 

-- Creditor's to be paid 

-- Assets to be bought or sold 
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-- 'Production or commercial techniques 

Inspection visits to be conducted 

-- Timely financial information to be 

The typical terms of approval are: 

-- Loan amount 

-- Interest rate 

-- Capitalization requirements 

-- Payment amount 

-- Frequency of'payments 

-- Collateral guarantees required 

-- Disbursement dates 

-- Disbursement schedule(s) 

-- Expiration date of the commitment 

to be implemented 

submitted 
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The connitment letter becomes the major document in the loan 

closing process. If it is done correctly, many problems and 

misunderstandings can be avoided between the lender and the 

borrower. If the terms and conditions are not complied with, 

the commitment becomes void and the obligation to disburse 

funds ceases to exist. 

9) Loan Disbursement Procedures
 

In order to facilitate an orderly disbursement of funds, the 

FMU should draft some standardized loan disbursement procedures 

for all borrowers. Of primary concern is the fulfillment of
 

certain -requirements prior to the disbursement of any loan 

funds. The loan officer in charge of the account should be 

responsible for the disbursement of funds. He should be 

required to initial the commitment letter conditions as they 

are satisfied. The cashier's department should not be 

permitted to disburse funds until the signatures have been. 

obtained. In addition, if operating funds have been approved, 

the loan officer should be required to follow a disbursement
 

budget to assure that funds are disbursed in accordance-with
 

the approved loan budget. If conditions change and it becomes
 

necessary to increase certain budgeted items, a separate letter 

of approval should be issued to the borrower, outlining the 

revised changes in the budget.
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10) Delinquency Control
 

It is obvious that a sound FMU credit department will not only 

be able to disburse the funds correctly, but also recover the 

money in a timely fashion. Effective delinquency control is a 

major problem that has been identified in almost all of the 

federations who will be beneficiaries of this project. It will 

be the responsibility of the FMU as well as the TDU to 

implement some much needed discipline in the reporting, 

monitoring, and control of delinquency. There are many 

effective ways of monitoring delinquent loan accounts. 

(Exhibit C shows a typical delinquency control sheet which may 

be used by the assigned loan officer.) In institutions where 

there is a high level of delinquency, it becomes imperative 

that someone is constantly monitoring the progress of the 

delinquent accounts to assure that their problems are resolved 

as quickly as possible. The proposed delinquency control sheet 

is good because a person can quickly determine the current 

status of the account and the last date of contact. Often 

delinquent accounts are left untouched for weeks because of
 

heavy work loads and inadequate follow-up.
 

As the institutions mature in their ability to control their
 

delinquent loans, a proposed computerization of all delinquent
 

loans into a useable database management format would be 

extremelyhelpful. This would provide management with all of 

the pertinent information it needs to stay on top of the 

delinquent accounts. The database management system 
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could also easily be expanded to contain a credit history of 

past and present borrowers of the project. This would 

certainly be helpful in approving new loan requests to old
 

borrowers with past credit histories in earlier projects.
 

b. Phase II
 

Once the issues identified in Phase I have been properly 

coordinated into standardized operating policies and 

procedures, Phase II can begin. The key components of Phase II 

are: (1) loan analysis, (2) loan approval, and (3) loan 

disbursements and collections. It will undoubtedly take some 

time for everyone to get accustomed to the new rules and 

regulations. Therefore, it is anticipated that considerable 

training and practice will take place before the respective 

institutions become proficient in the credit lending phase of 

the project. Since there are some unique areas of concern at 

each level of the cooperative sector in analyzing, approving, 

and disbursing loans, each level will be treated separately. 

1) FMU - Federation Lever 

At this highest level, the credit department of the FMU should
 

be primarily concerned with the federation's ability to
 

properly identify creditworthy cooperatives who have a good
 

track record of extending credit to their members. The
 

federation must also have enough liquidity to pay back the new
 

indebtedness as it becomes due and payable. The ability to
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properly analyze the cash flow of the federation is crucial in 

the repayment analysis. In conjunction with a new loan 

application, the federation should be required to provide the 

Credit Department with the following items: 

--	 Current financial statement 

--	 Current income statement 

--	 Current cash flow budget 

--	 Current delinquency report 

--	 Summary of the amount of new credit needed, the local 

cooperatives who will receive the money, the.purpose(s) 

for which the money will be lent, and the type of 

guarantees to be pledged. Loan documentation of 

individual borrowers may also be required, either for 

rediscounting- purposes or to assure adequate analysis. 

Upon receipt of these items, the assigned credit officer from 

the EMU should analyze the cash flows of the federation and 

determine an appropriate repayment schedule. The loan officer 

should also review the past credit history of the cooperatives 

to whom the credit will be extended to assure himself that the 

cooperatives have a good repayment record. Assuming that all 

of the above information and analysis is satisfactory, a 
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summary presentation should be drafted-and presented to the FMU 

Credit Committee for its approval. All loans to federations 

must be approved by the FMU, consisting of representatives of 

each of the participating federations in the project. 

The Credit Committee should render a written opinion on all 

loan proposals submitted, outlining the reasons for approval or 

rejection of each loan application. If the loan is approved, a 

commitment letter should be sent to the federation, outlining 

the basis of the approval and the terms and conditions to be 

fulfilled, prior to the disbursement of funds. If a loan 

application is rejedted, the Credit Committee should outline 

the reasons for the rejection, and the issues which need to be
 

corrected, prior to future consideration for new credit.
 

2) Federation - Cooperative Level 

At the next level down, the federation must intensify it's
 

efforts to correctly assess the loan making capacity of it's
 

member cooperatives. In order to achieve this, several actions
 

are needed. First, it is recommended that each affliated
 

cooperative or credit union be ranked once a year on the 

performance of their own loan portfolios. The loan portfolios 

of the cooperatives should be divided into the various types of 

enterprises financed (i.e., agriculture, commerce, housing, 

handicrafts, personal loans, etc.). Once divided, the
 

respective divisions can be ranked according to their volume,
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yield and delinquency rate. The rankings can be similar to the 

classifications used in the Capitalization component of the 

project. With this type of information, the federation can 

effectively stay abreast of the performance of its member 

cooperatives.
 

In conjunction with ranking the loan portfolio, there is a 

definite need to identify and write off all uncollectible 

loans. In order to avoid overstating earnings, it is 

recommended that all cooperatives cease to accrue interest for 

book purposes on loans'that are delinquent over'90 days. If 

loan recoveries are made or delinquencies resolved, interest 

can be easily readjusted. In addition,to thecessation of 

interest accrual, it is recommended that all loans over six 

months delinquentbe-placed in a separate liquidation account 

and adequate reserves be established to cover anticipated loan. 

losses. By doing these things, the cooperative will present a 

much more accurate picture of it's financial condition and 

portfolio quality when applying for new credit.
 

When a-member cooperative makes application for new credit, it 

should be-required to provide the federation with the following 

information: 

--	 A summary of the amount of new credit needed, the purpose 

of the funds, the anticipated loan term, the sources of 

repayment, and the types of guarantees to be pledged. 
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Individual loan documentation may also be required,
 

particularly in the Project's inital phases.
 

-- Current financial statement 

-- Current income statement 

-- Current portfolio ranking and delinquency report 

-- Current cash flow budget. 

The Credit Department of the federation must pay particular 

attention to the cooperative's ability to service long-term 

debt which must be paid out of the earnings of the 

cooperative. In many instances when earnings are insufficient, 

member capital is inadvertently used to-make the required 

payments. This situation can cause a-severe liquidity crisis, 

of the cooperative which ultimately will result in 

decapitalization of the institution. By factoring the loan 

portfolio as mentioned above, the federation can quickly see if 

there is a particular portion of the portfolio that is causing 

a drag on earnings or has excessive delinquency. 

If the information submitted is satisfactory, a line of credit 

can be approved by the federation for the cooperative to use. 

As a control measure, certain conditions can be specified in 

the commitment letter, based upon the composite ranking (A, B, 

- 116 



or C) of the cooperative. For example, if both production and 

investment credit is approved for a "B" cooperative, a typical 

condition could be as follows: 

--	 All production loans shall not exceed 70% of the total 

production cost. 

--	 All investment credit loans shall not exceed 50% of the 

total cost of the project. 

On the other hand, an "A" cooperative might be sufficiently 

strong so that the loan conditions read as follows:
 

-- All production loans shallnot exceed 90% of the total 

production cost. 

-- All investment credit loans shall not exceed 70% of the 

total cost of the project. 

In this manner, credit can be extended to different
 

cooperatives on a differential basis, requiring more
 

conservative loans for cooperatives-who have a higher level of
 

risk. 

3) 	 Cooperative - Member Level 

At the lowest or grass-roots level, there is a real need for
 

sound credit skills. Unfortunately, it seems that most of the
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talented loan officers rise to higher levels within the 

cooperative framework, leaving the actual credit analysis to 

inexperienced or unskilled personnel. In many cases, the level 

of sophistication of the farmer-borrowers is inadequate. This 

necessitates a greater level of skill on behalf of the loan 

officer in getting the necessary information from the farmer to 

properly process the loan application.The loan officers must 

have a sound understanding of credit, as well as the types of 

enterprises that they finance. As was pointed out in the 

Lending Ratios and Guidelines section previously, certain rules 

of thumb are necessary to help loan officers mature in their 

judgement and decision-making capability. The single most 

important quality is the ability to discern good borrowers from 

bad ones. In order to assist the loan officer in that 

decision-making process, a "good" borrower should be able to 

meet the following criteria: 

--	 Have a good credit history with the cooperative and be 

current on any existing loans. 

--	 Have a sufficient amount of assets that can be pledged to 

the cooperative as a guarantee for the new loan. 

--	 Have experience in managing the type of enterprise that 

will be financed by the cooperative. 

- 118 



Be willing to implement new ideas and techniques in 

maximizing net income. 

--	 Provide the cooperative with all of the necessary 

information and documentation to process the loan. 

In order to-properly strengthen the member cooperative credit 

department, it is recommended that all loan officers receive 

the 	support of the TDU. As part of the strengtheing process, 

the 	TDU and federation staffs should plan field visits to both 

review new loan applications, as well as dritique recently
 

approved applications with the local lending officers. Much of
 

the 	success of the-entire Credit component will hinge upon the 

ability of the TDU and federations to reach out and strengthen 

local leadership. 

5. 	 Critical Issues 

It is the intent of this project that the Credit component be
 

administered in a strict, business-like manner. Federations which
 

do not pass the eligibility criteria, as outlined in earlier 

sections of this report, will not receive credit funds. In essence,
 

political pressures will not influence the decision-making capacity
 

of the FMU. 
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With this framework in mind, the key issues -facing the FWU are as 

follows: 

a. The economic viability of the lending institutions who have 

serious problems at the present time. 

b. The capacity of the lending federations to adopt the new credit 

analysis techniques and underwriting skills. Specifically, 

this includes a differentiation of repayment capacity between 

short-term and long-term credit. It also includes a change of 

lending policy from a savings multiple orientation to a cash 

flow/repayment capacity orientation. 

a. The ability of the FMU to assess correctly the degree of risk 

in each of the credit intermediaries and ultimate borrowers, as 

-well as the eligible enterprises to be financed. 

d. The effective 

loans. 

reporting, monitoring, and-control of delinquent, 

e. The ability to 

employees with 

attract and keep experienced professional 

the requisite talents and skills. 

f. The ability of all the cooperative lending institutions 

compete against BANDESA in providing credit services at 

profitable interest rate margins. 

to 
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6. 	 End-of-Protect Conditions 

By the end of the project, it is expected that the participating 

institutions will have .acquired the following benefits from the 

Credit component: 

a. 	 Standardized credit management skills and techniques throughout 

the cooperative industry. 

b. 	 Expertise in lending to various income-generating enterprises 

which encompass a good' cross-section of the'different types of 

viable businesses in rural Guatemala. 

c. 	 Ability to correctly assess different levels of risk with.
 

different types of rural enterprises.
 

d. 	 Effective delinquency reporting, monitoring and control
 

resulting in a higher quality loan portfolio.
 

e. 	 Ability to use more flexible lending instruments, such as 

pre-approved lines of credit and rediscount windows, to gain 

greater efficiencies in the credit delivery system. 

f. 	 Increased participation in activities producing economic gain 

throughout the cooperative movement.
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5. 	 Credit is supplied to members at interest rates which cover 

costs of capital, operations, reserve formation and 

accumulation of retained earnings 
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ANNEX 1 SAMPLE LOAN ANALYSES 

The following examples all have unique characteristics which require 

more than a standard approach to loan underwriting. As will be seen, 

the ratios can pinpoint key problem areas. 

In Table IV-3, borrower "A" has a 2 acre apple orchard and wants to 

borrow $3,000 for his short-term operating expenses and another $3,000 

to refinance his carry-over with BANDESA over a five year period. He 

presents a budget which shows a net income (excess cash flow) of $1,530 

and through his outside work, he is able to cover his family living 

needs. As collateral for his loan, he is willing to pledge his crop, 

which will have a market value of $4,800, plus his land which has a 

current market value of $18,000. His main drawback is that he only has 

$200 of savings in the cooperative and wants to borrow $6,000. Using 

the standardized approach of three times share capital, this borrower 

would only qualify for a loan of $600. Alternatively, using'a 30% 

earnings factor on net income, the borrower would only qualify for a 

loan of $459. Utilizing the budget presented and subtracting the 

additional amount of debt service required to amortize a loan of $3,000 

@ 18% interest over 5 years ($959), you project that the borrower can 

still meet all of his obligations on a conservative basis and still have 

$571 left over after the crop year is over. The ratios indicate a good
 

working capital position, a good current ratio, a low debt/asset ratio,
 

a normal debt coverage ratio, and an excellent collateral margin.
 

Clearly, this loan request could be approved, if the loan officer felt 

comfortable with all other information presented. This is where the 

judgement factor becomes critical. 
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In Table' V4, *borrower "B" has 2 acres of row crop ground and wants to 

borrow $350 for his short-term production needs, as well as refinance 

his carry-over debt with BAWDhSA of $500 over a 5-year period. He 

presents a budget which show. a net income of $74, and through outside 

work, he can meet his family living expenses. For collateral, he is 

willing to pledge his crop, valued at $500 when marketed, plus his land 

which has a current market value of $3,000. He has $500 invested in his 

savings account with the cooperative, and utilizing the standardized 

loan factor of three times share capital, he would easily qualify for a 

loan of $850. Using 30. of not income however, he would only qualify 

for a loan of $22. 

Through a more disciplined approach to credit underwriting, the loan 

officer could see that if he lent the borrower $500 to refinance his 

BAJDESA debt, and $350 for crop production, the production interest 

would drop from $76 to $27 because of the refinance, but the annual 

amortization required on $500 would be $160, and the net income would be 

a negative $37. The borrower's cash flow would not be sufficient to 

service his long tern debt load. 

As an alternative, if the borrower took out $250 from his savings 

account and only borrowed $250 long term to pay off BANDESA, his loan 

amortization payments would drop to $80 and provide a positive net 

income of $43. Using this scenario as an acceptable approach, a review 

of all of the ratio indicators confirms acceptable margins of risk. The 

overriding issue, however, would once again be the judgement factor of 
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the loan officer. He might know that the borrower has some weak ground 

and that the projections might be too optimistic. In that case, the 

loan would be declined. However, if everything was in order, this loan 

application could also be approved as outlined above. 

In Table IV-5, borrower "C" has 2 acres of row crop ground and finds 

out that his neighbor next door is willing to sell his 2 acres for 

$3,000. The borrower is optimistic about the prospects of doubling his 

operation to achieve greater economies of scale. He presents a budget 

which shows how he has operated his existing 2 acres and he claims that 

he has continually generated a profit of $173 for the past several 

years. He has a savings account of $1,200 to add credence to his claims 

and is now requesting a long-ter 3-year loan of 3,000 to purchase his 

neighbors 2 acres, as well as an operating loan of $600 to finance his 

crop production needs for both his two acres, and the two acres he is 

purchasing. He is willing to provide adequate collateral in the fosn of 

a crop lien, as well as a mortgage on all of the real estate. 

In addition to the income generated from the farm, the borrower is also 

able to do odd jobs to provide income for family living expenses. He 

does not want to use his savings account money to purchase the land 

because he wants to keep some reserves on hand in case of a poor crop in 

the future. Assuming a typical lending approach of three times share 

capital, this loan request would be just enough to meet the limit of 

$3600. 
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The loan officer however, wants to do some more in-depth analysis on 

this request so be begins by projecting the borrower's total income, 

including the 2 acres he is going to buy. A pro-forma income statement 

reveals that the borrower will be able to generate an operating margin 

of $400 before any short term interest or long term loan amortization. 

The loan officer projects short term interest of $54, but finds that 

there is a real problem with the long-term loan amortization. The 

amount necessary to amortize a $3,000 loan for five years at 18% 

interest is $959. Plugging those figures into the borrower's cash flow, 

there is a deficit margin of $613. At that rate, the borrower would 

only last 2 years using his savings account money to make the required 

debt service. 

Alternatively, the loan officer looks at the possibility of using some 

of the borrower's savings.account money, as was done in Table IV-4 to 

improve the cash flow. He finds that even if the borrower applies 100% 

of his savings to help finance the land purchase, he still must borrow 

$1,800 ($3,000 - $1,200). The loan amortization payment on $1,800 is 

$576, which still produces a negative cash flow of $230. Clearly, this 

loan application must be declined because of poor cash flow, 

notwithstanding the borrower's excellent financial statement, earnings 

history, and working capital position.
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V. ADMINISTRATIVE AND OPERATING STRUCTURE
 

rnanizational Functions 

A. USAID/Guatemala
 

1. Supply funding 

2. Manage Mission support to project 

B. Technical Development Unit (TDU)
 

1. Provide technical services 

a. Diagnostic studies 

b. Technical assistance and training 

C. Analytical support 

2. Approve participation agreements
 

3. Approve participant development plans
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B. Technical Develooment Unit (cont'd.)
 

4. Approve development grants
 

a. Insitutional support (operating grants) 

b. Stabilization/Recapitalization (capital grants) 

C. Staff incentive program (operating grants) 

5. 	Monitor participant institutions
 

a. Compliance with participation agreements 

b. Development plan implementation 

C. Operating performance 

6. 	 Pre-qualify credit applicants 

7. 	 Participate in loan approval process by provision of 

technical assistance to EMU 

8. 	 Approve Staff Incentive Program (SIP) awards 

a. Salary Incentives (bonuses) 

b. Salary topping 
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C. Funds Management Unit (FMU) 

1. Manage financial resource deposited with FMU
 

a. Institutional support grants 

b. Stabilization and Savings Protection Funds 

C. Credit Fund 

2. Process qualified loan applications 

a. Underwriting analysis
 

b. Credit checks and verifications 

C. Approve credit terms and copditions 

3. Monitor current and potential borrowers 

a. Loan agreement compliance 

b. Financial performance 

4. Effect collections 

a. Routine collections 

b. Judicial collections 

5. Operate central credit reference bureau (CCRF)
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D. Partiiant Federations
 

1. Participatein diagnostic studies 

a. of federations themselves 

b. of interested affiliates
 

2. Prepare federation development plan
 

a. Objectives 

b. Policy and procedural adjuqtments 

a. Implementation schedule of activities 

d. Financial plan 

3. Assist affiliates to prepare development plan

a. Objectives 

b. Policy and procedural adjustments
 

C. Implementation schedule of activities 

d. Financial plan 

4. Pre-qualify development grants to affiliates (see B.4)
 

5. Effect non-disturbance agreements with external creditors
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6. Monitor affiliates and report to TDU and FMU 

a. 	 Grantees (see B.5)
 

b. 	 Debtors (see C.3) 

7. 	Effect collection (see C.4)
 

8. 	Supply credit data to FMU/CCRF (see C.5)
 

9. 	Execute federation development plans and report to TDU
 

10. 	 Provide plan-specified development services to affiliates
 

11. 	 Prepare loan applications to FMU
 

a. 	 Internal purposes
 

b. 	 On-lending purposes
 

12. 	 Pre-qualify SIP applications from affiliates; prepare own SIP
 

application
 

E. 	Cooperatives and Credit Unions
 

1. 	 Participate in diagnostic studies 

2. 	 Prepare institutional development plans (see D.3) 
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3. Prepare capitalization/stabilization grant proposals 

4. Process member loan applications (see C.2) 

5. Prepare loan applications to federations (see D.11) 

6. implement development plans and report to federation 

7. Implement stabilization plans and report to federation 

8. Supply credit data to federation for FMU/CCRF (see D.8) 

9. Effect collections (see-C.4) 

10. Prepare SIP applications
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Onerating Structure
 

I. Technical Development Unit 

A. Proiect Oerations Committee 

1. Functions 

Assist the CDU Team Leader in the following areas: 

a. Preparing project implementation policy 

b. Grant approvals 

c. Loan application approvals (pre-qualification) 

d. Participation agreement approvals 

a. Development plan approvals 

f. SIP award approvals 

g. Approval of annual project operating plans and budgets 
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2. 	 Composition 

a.	 CDO Team Leader 

b.	 Senior expatriate advisors 

a.	 Sr. Guatemalan staff of TDU 

B. 	 ooi rative Development Organizations 

1. 	 Functions 

a. 	 Provide specialized technical assistance for financial 

services development (credit unions and cooperatives) 

b. 	 Provide specialized technical assistance for 

agricultural cooperative development 

c. 	 Provide specialized technical assistance for staff 

development programs 

d. 	 Provide specialized short-term technical assistance 
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e. 	 Provide technical backstopping, research, recruitment, 

procurement, and operational support to on-site 

specialists 

2. 	 Comosition 

a. 	 Long-term specialists 

Term Counterwart(s) 

(1) Credit Union	 Sy FENACOAC manager 

Specialist	 CONFECOOP manager 

IRACOOP director 

(2) Finance & Credit	 Federation credit 

Specialist	 managers, controllers
 

and field officers
 

(3) 	 Ag. Coop. Operations 5y Ag. Federation managers 

Specialist and other personnel 

(4) 	 Staff & Institu- 4y Federation managers of 

tional Develop- development services, 

ment Specialist training and other 

personnel
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b. Short-term specialists
 

(1) 	Expatriate sources (U.S. and other cooperative
 

development organizations)
 

(2) 	Guatemalan sources 

-C. 	Personnel 

1. 	CD0 Team Leader (1) 

2. 	Other technical assistance specialists (3) 

3. 	 Guatemalan staff 

a. 	 Credit & FinanceOfficer 

b. 	 Auditor 

C. 	 Coop/Credit Union Analysts (4)
 

d. 	 Development Plan Monitor
 

a. 	 Promotion and Projects Specialist
 

f. 	 Office Manager
 

S. 	 Secretary/Word Processors (2)
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II. Funds Management Unit 

A. 	 Board of Directors 

1. 	 Functions 

a. 	 Policy-making body for credit disbursement and 

Fund/Trust account management 

b. 	 Loan application approval 

c. 	 Portfolio monitoring 

d. 	 Legal action against delinquent borrowers and 

participants in non-compliance 

e. 	 Approval of annual operating plans and budgets 

2. 	 Composition 

a. 	 AID/PASA Project Manager (in start-up phase only)
 

b. 	 Federation representatives (3 - 10) 

a. Ex officio non-voting position: Executive Secretary of
 

CONFECOOP
 

- 144 



2. 	 Technical Develotment Unit 

a. 	 Audit and examination of credit applicants
 

b. 	 Technical assistance to credit administration function 

(see 3.1.4.) 

c. 	 Pre-qualify loan applications 

e. 	 Secretarial and administrative support 

C. 	Personnel
 

1. 	 FENACOAC PERSONNEL (staff members assigned on a part-time 

basis to operate the Fund/Trust account Unit) 

a. 	 Trust Management Officer (senior FMU official; part-time) 

b. 	 Loan Officer (increase to full-time by year five)
 

C. 	 Accountant (full-time beginning in year two) 

d. 	 Secretary/word-processor (part-time)
 

e. 	 Messenger (full-time)
 

f. 	 Other functions, such as cashier, personnel
 
administration, etc., provided by FENACOAC departments
 

2. 	 TDU personnel would handle most voluminous record-keeping and 

documentation responsibilities-of project. At end of 

project, Credit and Finance Officer and Development Plan 

Monitor positions would be transferred to FMU or its 

successor organization. 
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Proiection of Principal Events and Activities of the Proiect
 

Events and Activities 

A. Start-up and Preparatory Phase
 
1. USAID/Guatemala Project
 

Manager on board
 

2. Conclude agreements for
 
external technical assis
tance
 

3. AID/FENACOAC Grant Agree
ment--FMU--concluded 

4. Administrative agreement ne
gotiated with FENACOAC-TDU
 

5. Expatriate staff placed:
 
-Finance and Credit
 
Specialist
 
-Credit Union System
 
Specialist
 
-Agricultural Cooperative
 
Operations Specialist
 
-Staff Development
 
Specialist
 

6. Guatemalan long-term staff
 
placed:
 

Technical Development Unit
 
-Credit & Finance Officer
 
-Auditor
 
-Coop/CU Analysts 
-Development Plan 
Monitor
 

1987 1988 - 1989 1990 1991 
Startup Year 1 Year II Year IIT Year IV Year V 
1986 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 1 2 3 4 

10/86 * ** * *** * * ** ** ****** ******Asnas sa akt eto 

9/86 

9/86 

10/86 

******** ** ** *** **** * * *** ** * ***** *** *** ******anak 



VI. IMPLEMENTATION PLAN 

This chapter presents the Project implementation plan in the form of a 

summary GANTT chart. The scheduling of principal-events and activities 

of the Project is shown for the start-up and preparatory phase, major 

Project interventions, each Project component and for review and 

evaluation. 

-- 148



Projection of Principal Events and Activities of the Project 

Events and Activities 

Startup 
1986 1 

1987 
Year 1 

2 3 

1988 
Year 14 

12 4 

1989 
YearS 4 

1234 

1990 
Year 

1234 

4 
1991 

Year 
1234 

L 

A. Start up and Prepratory (cont.) 
11. FMU administration agreements 

concluded: 
-General policies 
-Procedures 
-Control and auditing 
-Disbursement and ac

counting 

X 
x 

X 

B. Project Interventions 
1. Diagnostic studies of feder

ations 
-Group I (leading feder
ations) 
-Group II (other feder

ations), x 

2. Negotiate development plans 

with federations 
Group I (federations) 
Group II (federations) 

X 
X 

3. Implement federation 
development plans 
-Group I 
-GroupIl 

4 Diagnostic Studies of co

operatives and credit unions 

-Group I 
-Group II 



Prolection of Principal Events and Activities of the Praiet
 

Events and Activities 
Startup 

198R6 

1987 
Year 1 

1988 
Year II 

6 1 

1989 
Year III 

2 3 A 9 

1990 
Year IV 

4A 

1991 
Year V 

Technical Development Unit 
(cont.) 
-Promotion & Projects 
Officer 
-Office Manager 
-Secretary/word processor 

FENACOAC/Funds Management Unit 
-Fund Management Officer 
-Loan Officer 
-Accountant 
-Secretary/word processor 
-Messenger 

7. TDU office installed, 
equipped x 

8. Diagnostic studies formats, 
procedures complete x 

9. Policies and norms developed 
for interventions 
-Capitalization 
-Institutional Development 
-Credit 

x 
x 

x 

10. Tracking, reporting system 
established X 
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Projection of Principal Events and Activities of the Project 

Events and Activities 

Startup 
1986 1 

1987 
Year 1 

2 3 4 1 

1988 
Year II 
234 

1989 
Year III 
234 

1990 
Year 
23 

4 

1991 

Year V4 

C Institutional Development 
Component (cont,} 
5. Arrange scholarships, 

study programs (on-going) 

6. Train INACOOP auditors X X X K 

7. Prepare, refine savings mo
bilization strategies X 

8. Prepare and publish promo
tional materials 

9. Design staff incentive pro

grams 

10. Implement incentive programs 

D. Capitalization Component 
.1. Conduct capitalization 

seminars--federations and 

coops/credit unions 

2. Install capitalization sys
tems 

3. Effect debt rescheduling 
and non-disturbance agree
ments 



Projection of Principal Events and Activities of the Project 

-Events 

51987' 

and Activities 
Startup 
1986 1 

Year 1 
2 3 4 1 

1988 
Year II 
2 3 4 1 

1989 
Year III 
2 3 4 1 

1990 
Year IV 
2 3 4 1 

1991 
Year V 
2 3 4 

B. Project interventions (cont.) 
5. Development Plan implemen

tation (coops/credit unions) 
-Group I 
-Group II1 

6. Audit and review federation 
plans/performance XXX 

7. Monitor coop/credit union 
plan implementation (on-going) 

C. Institutional Development 
Component 
1. Conduct seminars and work

shops (annual program of each 
federation) 

2. Conduct specialized courses--
TDU staff (on-going annual 
program) 

-Computer training 
-Auditlexamination design 

3. Observation and orientation 
trips--key staff (through 
GONFECOOP) X X 

4. Prepare manuals, systems, 
policy drafts and model 
materials (on-going) sasn nts nessuunawsae 
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Projection of Principal Events and Activities 
of the Project 

Events and Activities 

Startup 
1986 1 

1987 
Year 1 
234 

1988 

Year II 
1 2 3 4 

1989 

Year TIH 
1 2 3 4 

1990 
Year IV 

12 3 4 1 

1991 

Year V 
2 3 

E. Credit Component (cont.) 
7. Perform credit review, loan 

monitoring 

F. Project Implementation 
Review/Evaluation 
1. Annual reviews 

2. Project evaluations X X 

I
 



ProJection of Princival Events and Activities of the Prolect
 

Events and Activities
 

D. 	Capitalization Component
 
(cont.)
 
4. Approve and disburse stabi

lization investments
 

5. Monitor and audit for
 
capitalization compliance
 

6. Annual reporting of federa
tion and coop/credit union
 
financial position
 

E. 	Credit Component
 
1. Conduct credit policy semi

nars--feds/coops/CUs
 

2. Conduct pre-credit asses
ments--federations ' 

3. Assist in preparation of
 
loan applications
 

4. Establish application pro
cessing, evaluation pro
cedures--FMS
 

5. Negotiate loan agreements,
 
contracts
 

6. Disburse loans
 

Startup 
1986 1 

1987 
Year 1 

2 3 4 

1988 
Year II 

1 2 3 4 

AAAAAAAAkAAk 

1989 
Year III 

1 2 3 4 

AA A AAA 

1 

1990 
Year IV, 
2 3 4 

1991 
Year V 

1 2 3 4 

A***AAAAA*AAAAtti 

x x x x 

assa** * *** * *AA*A *** *** *****A*** *A** * 

x 
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VII. END OF PROJECT INDICATORS 

Project achievements in institutional development will be observed and 

measured periodically and incrementally during the life of the Project 

through review of the development plans described in the "Implementition" 

section. Achievements in improved financial performance and operations of 

the participating cooperative systems at the end of the project may be 

measured by the following indicators of results expected from project 

inputs. 

I. INSTITUTIONAL 'DEVELOPMENT COMPONENT INDICATORS 

Narrative Sumnary	 output Indicators 

Institutions participating fully in 

the 	project will have:
 

a. 	More realisitic assessment of 1. Standard systems for appraisal 

-	 -their potential and problems; and rating of coops/credit
 

unions.
 

b. 	Better trained staff and Number Trained: 1,420
 

leadership; 1. Federation staff 150
 

2. 	Coop staff & leader

ship 1,250 

3. 	INACOP auditors
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Narrative summary 

c. 	Improved structures to deal with
 

their markets, service delivery,
 

and competitive forces;
 

d. 	Restored and renewed confidence
 

of their members;
 

e. 	Policies in place.and being
 

observed, contributing to
 

growth, profitability and,
 

viability;
 

ontout Indicators 

1. 	 Standard systems for internal 

Fed/coop/credit union evaluation. 

2. 	Staff-trained in basic market
 

analysis techniques.
 

1. 	Membership growth of 8,000
 

persons
 

2. 	Total members of participating
 

coops/credit unions: 130,000
 

1. 	Documented policies, confirmed

by auditors and INACOP
 

inspectors in 100% of
 

participants
 

2. 	Policies to include:
 

-break-even pricing
 

-capitalization/reserving
 

-prompt payment incentives
 

-personnel incentives
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Narrative Summarv Output Indicators
 

f. Exploited diversification and 1. Growth/diversification areas 

growth opportunities. identified. 

2. Pilot/other effortt underway to 

exploit identified opportunities. 

3. Feasibility analysis techniques 

devised, documented and 

implemented by all federations. 

g. Successful resolution of their 1. Delinquency: 90% of 

most serious problems (e.g. participants have reduced 

delinquency, profitability, delinquency* rate by 50% or more 

solvency); over average 1983-85 rate. 

*Delinquency defined as total 2. *Profitability: 75% of 

balance (not just past-due participating coops/credit 

payments) of delinquent loans unions are at break-even or 

divided by total loans out better. 

standing. 3. Solvency: 90% of participants 

have net share value at 100% or 

more of par, after factoring 

delinquency. 

h. Harmonious, mutually beneficial 1. Functioning 

relationships and operations feedback/intemediate 

between base-level cooperatives representational structures in 

and parent federations; place (where currently 

non-existent or dysfunctional). 
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Narrative summary 

i. Standardized and effective 

systems in place (e.g. audit, 

accounting, reporting, member, 

information, by-laws, credit 

administration, savings 

mobilization); 

j. Introduced modern technology as. 

appropriate (e.g. electronic 

data processing, business 

analysis, training,techniques); 

Outnut Indicators
 

1. 	 Standard systems designed, 

documented and implemented in 

each federation and model 

systems for each coop sector. 

2. 	 75% of participating. 

coops/credit unions adequately 

implementing model systems. 

1. 	 Federations operating basic 

microcomputer systems, including 

electronic spreadsheet and word 

processing applications at a 

minimum. 

2. 	 Computerized accounting systems 

in place (where feasible). 

3. 	 Standard performance monitoring 

systems in place in each 

federation. 

4. 	 Video and other mass media-based 

trainingpackages developed and 

implemented.
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Narrative Summary	 Outent Indientern 

k. 	 Demonstrated attitudes and 1. Feds, coops and credit unions 

capability of self-reliance and assume burden of recurrent costs 

independence from continued for training and institutional 

external assistance. development activities initially 

funded by project. 

2. 	 Federations technically 

self-sufficient to operate their 

own, improved systems. 

3. 	 75% of coops and credit unions 

technically self-sufficient to 

operate improved systems. 

1. 	 Improved cooperative/credit 1. 90% of participating 

union 	management. I feds/coops/credit unions have 

improved their performance 

ranking by at least 1 grade,
 

compared to the initial ranking
 

at 	time of diagnostic studies.
 

2. 	-90% of individual staff of
 

participant coops/credit unions
 

meet qualifications criteria
 

established by their federations.
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II. CAPITALIZATION 

Narrative Summary
 

The capitalization and stabilization
 

component of the.project, in
 

combination with the institutional
 

development component, should
 

produce the following end-of-project
 

conditions. Achievement of these
 

conditions is predicted primarily 

for those institutions fully
 

participating in the project, but it
 

is also probable that other
 

cooperatives and credit unions will 

benefit indirectly even if their 

level of participation is only 

partial. 

a. -Technically solvent cooperatives 

and credit unions. 

b. 	 Safe and sound operations 

meeting minimum performance 

standards. 

COMPONENT 


1. 


2. 


INDICATORS 

Outvut Indicators
 

90% of participating
 

coops/credit unions will have
 

share value greater than or
 

equal to par after factoring
 

delinquency and other losses.
 

75% of participating
 

coops/credit unions will meet
 

minimum standards per the
 

institutional rating systems.
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Narrative Summary 

c. 	 Regulatory structure and 

capability meeting minimum 

performance standards. 

d. Increased savings and capital 

(shares and retained earnings) 

throughout the cooperative
 

movement. 

outmnt Indienatern 

1. 	Standard audit/examination
 

system designed and-implemented. 

2. 	 INACOP personnel tfained in 

system application.
 

3. 	 75% of INACOP 

audits/examinations cover items 

defined in system. 

1. 	 50% increase in amount of 

absolute annual increments of 

deposits and members' shares 

over average annual increments 

in 1983-85 period. 

2. 	 Positive annual growth of 

reserves and retained earnings 

sufficient to increase the ratio 

of reserves and retained 

earnings to total assets towards 

a target level of 10%or 

maintain it at that level.
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Narrative Summary
 

e. 	Functioning Stabilization Fund 

(primarily for non-financial 

cooperatives). 

f. 	 Functioning Savings 

Protection/deposit insurance 

Fund (primarily for credit 

unions). 

Oubnut 	Indicators
 

1. 	Stabilization fund policies,
 

systems and procedures defined
 

and 	 implemented at FHU and 

federation levels (in at least 

FERACOAC and FECOAR). 

2. 	 90 of participating 

cooperatives/credit unions 

meeting stabilization fund
 

operating, performance and 

reporting standards. 

1. Feasibility study conducted.
 

-	 2. If feasible, deposit insurance 

fund established, capitalized 

and coverage extended to 

eligible credit unions. 

3. 	All insured credit unions
 

meeting qualification and
 

coverage requirements. 
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Narrative Summary Outout Indicators 

g. Greater variety of investment 1. Instruments defined and designed. 

instruments for members and 2. Policies, systems and procedures 

third parties in the cooperative defined and implemented. 

system. 3. Test marketing of new 

instruments completed. 

h. Appropriate mix of share capital 1. Minimum acceptable ratio values 

versus retained earnings and of reserved and retained earning 

reserves to assure an adequate to total and risk assets defined 

level of pure equity capital in for each sector. 

relation to both risk assets and 2. Model reserve formation policies 

total assets. and systems designed and 

implemented by 90% of 

participating coops/credit 

unions and 100% of federations. 

3. Model reserve/retained earnings 

systems are based on gross 

income (Cgross margin) set aside 

until minimum capital ratio 

(reserves and retained earnings 

to total assets) levels are met. 

4. Model loan loss allowance 

systems are based on factoring 

of delinquent accounts assuring 

adequate coverage of potential 

losses. 
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arrative Summary Outnut Indicators 

i. External debt of coops/credit 1. All participants in capitali

unions and federations zation component have negotiated 

restructured in accordance with non-disturbance agreements with 

estimated repayment capacity. their external creditors. 

2. 90%of loan agreements have been 

restructured. 

j. Interest and dividend rates paid 1. Competitive position of each 

on deposits and shares adjusted participant vis-A-vis rates 

to costs and market. offered on deposits and shares 

determined during diagnostic 

studies. 

2. 75% of participating institu

tions offering competitive rates. 

k. Liquidity management techniques 1. Cash position review systems 

in place to assure coop system's designed and implemented to 

ability to meet ordinary and permit maintenance and moni

extraordinary cash toring of liquid asset levels in 

withdrawal/loan demand. relation to shares and 

liabilities. 

2. Lines of credit established with 

external sources of liquidity 

adequate to meet massive cash 

demand at coop/credit union 

levels. 
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III. CREDIT COMPONENT INDICATORS 

Narrative Summary	 Outnt Indicators
 

By the end of the project, it is
 

expected that the participating
 

institutions will have acquired the
 

following benefits from the Credit
 

component:
 

a. 	Standardized credit management 1. Model credit administration 

skills and techniques throughout system'designed and implemented 

the cooperative industry. in each cooperative sector. 

2. 	90% of participating
 

institutions meet minimum
 

implementation standards of 

model system. 

3. 	 Model systemi includes 

determination and application of 

-risk- and cost-based interest 

rates for each loan type. 

- 167 



Narrative Summary 

b. 	 Expertise gained in lending to 

various income-generating 

enterprises which encompass a 

cross-section of the different 

types of viable businesses in 

rural Guatemala. 

a. Ability developed to correctly 

assess different levels of risk 

associated with different types 

of rural enterprises. 

d. Effective delinquency reporting, 

monitoring and control methods 

implemented, resulting in a 

higher quality loan.portfolio. 

aO*ut- Indicators 

1. 	 Standard enterprise budgets and 

credit appraisal techniques 

developed for each type of 

business financed by 

participating institutions. 

2. 	 90%of participating 

institutions using project 

credit funds are adequately 

Implementing the business and 

agricultural lending packages 

developed.
 

1. 	 90% of credit officers correctly 

applying loan appraisal/risk 

analysis techniques included in 

the business lending packages. 

1. 	 Standard delinquency measures 

defined and implemented by all 

participating institutions.
 

2. 	75% of participating
 

institutions meeting at least
 

quarterly delinquency reporting
 

standards.
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Narrative Summary	 Outvut Indicators 

e. Ability developed to use more 

flexible lending instruments, 

such as pre-approved lines of 

credit and rediscount windows, 

to gain greater efficiencies in 

the credit delivery system. 

f. Increased participation in 

activities producing economic 

gain throughout the cooperative 

movement. 

g. Credit is supplied to members at 

interest rates which cover costs 

of capital, operations, reserve 

formation and accumulation of 

retained earnings. 

1. 	 Lending instruments defined and 

designed.
 

2. 	Policies, procedures and systems
 

defined and implemented.
 

3. 	Test marketing of new 

instruments completed 

(particularly pre-approved lines 

of credit, rediscount lending, 

group lending and 

microenterprise lending). 

1. 	 75% of participating 

coops/credit unions increase the
 

percentage share of productive
 

lending in total lending.
 

1. 	Break-even interest rates
 

determined for each participant
 

institution during diagnostic 

studies.
 

2. 	 90%of participants are charging 

break-even or higher interest 

rates on loans to members. 
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VIII. FINANCIAL PLAN AND ANALYSIS
 

I. SUMMARY DESCRIPTION
 

The Cooperative Strengthening Project will be implemented over a period 

of 5.25 years at a total cost of $19,725,971 (see Table VIII-2). This 

includes total USAID/Guatemala financing of $11,000,000 (see 

Table VIII-1) and counterpart funding by the participating Guatemalan 

institutions of $8,725,971 (see Table VIII-5). 

The Project will be implemented by two closely coordinated units, the
 

Technical Development Unit (TDU) and the Funds Management Unit (FMU),
 

in conjunction with the participating private sector Guatemalan 

cooperative federations and the national cooperative confederation 

(CONFECOOP). In addition, the national cooperative institute (INACOP, 

a semi-autonomous governmental regulatory and promotional agency) is 

also expected to play a role. 

The TDU will be comprised of an AID-contracted core technical team of 

four full-time cooperative advisors, together with international and 

national short-term specialists (see Table VIII-4).. This Unit will 

provide on-site technical and administrative support to the 

participating federations and their affiliated cooperatives and credit 

unions. 
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BLE No,.VIII-1 

UDSET SUlMARY 

COOPERATIVE STRENSTHENIN PROJECT 
Financial Plan in U.S. olulars 
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The nRU will be administered by FENACOAC, the national credit union 

federation of Guatemala. This Unit will manage local currency-funded 

project operations, including local contracting, personnel management, 

logistical support and financial administration of subgrants and loan 

funds to the federations, confederation and IRACOP. 

The Project consists of three basic components, Institutional 

Development, Cpitalization and Credit. Funds will be provided by 

USAID/Guatemala to strengthen the cooperative movement's current and 

proposed internal development and member service activities in each of 

these areas. Over half of total AID funding will be directed to 

Institutional Development activities, with approximately one-fourth
 

each to the Capitalization and Credit components.
 

USAID/Guatemala funding of the project is summarized in Table VIII-1. 

This shows the amount of funding required to support each project 

component, with summary totals by major line iten. Table VIII-6 (in 

Annex 1) summarizes the detailed budget working papers included in the 

Appendix and shows expected AID-funded expenditures by sub-line item. 

Following is a brief discussion of each major budget component:
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Institutional Development 

Technical Assistance 

This includes international technical assistance costs for the 

project manager and advisory tea. Cost estimates are presented 

for personnel-related items as well as short-term consultants, 

specialized training to be provided by international instructors 

and U.S. sources, vehicles, microcomputers, office equipment and 

supplies, project evaluation services, international travel and 

transportation, project backstopping and technical support, other 

direct and indirect costs. 

Guatemalan Proaram Operations 

This includes personnel costs for both the TDU and THU staffs, as 

well as administrative costs incurred by FEKACOAC to support these 

project units. It also presents estimates for national 

consultants, domestic travel and transportation, microcomputers and 

office equipment and supplies, training and national instructors' 

costs, external audit of TDU/FHU and participant organizations and 

other direct costs. The total is reduced by net interest income to 

be earned on loans granted by the FHU to participating federations. 
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Federation Institutional Sunnort Crants 

These include grants to qualified, participating federations to 

cover additional personnel, travel and transportation, training, 

equipment, advertising and audit costs (of selected affiliated 

cooperatives and credit unions). These costs would be 

progressively assumed by the federations or phased out once the 

initial development activities had been completed, depending on the 

particular development requirements and strategy of each federation. 

IVACOP Regulatory Develoument Assistance 

This includes funding for INACOP to develop standard audit and 

examination guidelines for credit unions and cooperatives as well 

as train staff in their use. 

CONFECOOP Institutional Support Grant 

This includes financing for the confederation to provide 

observational travel (partial funding only) for selected 

cooperative movement leaders and staff, publish a newsletter on 

Project-supported and other cooperative development activities for 

distribution throughout the movement, purchase office supplies and 

equipment and finance pro-cooperative movement advertising. 
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Staff Inentive Proeram 

This includes funding to be provided by the FSV through the 

federations to qualified cooperatives and credit unions for salary 

increments to key management and operational personnel on a 

declining basis as well as performance incentives to selected 

federation staff. 

Capitalization 

This includes AID funding for the Stabilization and Savings Protection 

Funds. The former will provide cash and/or certificates to eligible 

cooperatives and credit unions to permit their write-off of 

non-recoverable loans and receivables without impairing members' paid 

in capital shares. The latter will farm the financial base for a 

deposit insurance fund which will be financed on a continuing basis by 

insurable credit unions' annual premium and capital contributions. 

The Guatemalan cooperative movement will generate additional debt and 

equity capitalization as a direct result of the project which will 

include increased retained earnings and capital reserves, members' 

paid-in share capital and savings deposits (credit unions only). 
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Credit 

This includes funds to be lent by the PHU to creditworthy federations 

for their internal investment and on-lending to eligible affiliated 

and credit unions for income generating activities ofcooperatives 

their membership. Estimates have been made of the credit absorption 

capacity of the federations and their affiliates besed on their current 

and projected sales and credit volumes; these are not reproduced in the 

summary budgets in order to avoid raising potentially false 

expectations regarding funding allocations. In any case, actual loan 

will only be made on the basis of in-depth financialdisbursements 


analysis of both end-users and credit intermediaries.
 

Expected increments in credit operations by the federations and their 

affiliates due to their own capital seneration activities are not 

included in the summary budgets. This Is because these funds are 

already accounted for as additional counterpart fundtng in the 

capitalization component of the Project. To include them also in the 

Credit component would be duplicative. 

II. REQUIRED FINANCING 

Total required financing by source, currency and major line items is 

Table VII-2. AID resources are budgeted at $3,670,208summarized in 


in U.S. dollar funds and $7,329,792 in local currency (Quetal)
 

equivalents. The U.S. dollar resources are required for the
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technical assistance line items of the Institutionalinternational 

Development component and for contingencies. These funds would be 

administered by the AID-contracted cooperative development organization. 

The AID-funded local currency equivalent in this component is budgeted 

for the Guatemalan program operations (TDU and FU) and subgrants to 

the federations. CONFECOOP. IRACOP and to cooperatives and credit 

unions participating in the Staff Incentive Program. The remainder of 

the local currency funding is programed for the Capitalization and 

Credit components. 

Host country contributions are budgeted exclusively in local currency 

and total $5,539,521 for Institutional Development, $2,286,450 for 

Capitalization and $900,000 for Credit. The nature and purpose of this 

counterpart funding is described in greater detail in section IV of 

this chapter. 

III. PROJECTION BY FISCAL TEAR 

Table VIII-3 sumarises projected expenditures by fiscal year, 

beginning in the first quarter of FM87 and ending in the second quarter 

of FY92. It will be noted that AID expenditures reach a peak in FY89 

and subsequently decline as technical assistance and other funding is 

reduced. The counterpart funding by uatemalan institutions increases 

steadily throughout the life of the Project, stabilizing at an annual 

rate of about $2.2 million in FY92. 
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IV. PERSONNEL REQUIRDENBTS 

The estimated personnel requirements for both international and 

staff are shown in Table VIII-4.national technical and administrative 

A total of 83.52 person-years are projected, including 23.24 

person-years of international short- and long-tern technical assistance 

services.and 60.28 person-years of Guatemalan TDU and FM personnel 

International Technical Assistance Personnel 

ideally would be provided byInternational technical assistance 

qualified staff from U.S.-based Cooperative Development Organizations 

through a cooperative agreement with USAID/uatemala. Personnel 

required include: 

Project Manager to provide liaison with USAID/GuatemalaAID/PASA 

and managem ission-related functions. 

Credit Union System Specialist to advise FERACOAC, its affiliated 

credit unions and other cooperatives and federations as required, 

particularly in the areas of savings mobilization, credit 

administration, financial management, deposit insurance operations 

and financial stabilization. 

Credit and Finance Specialist to provide specialized support to 

the other federations and to participatingthe FHU, FENACOAC and 


in the areas of credit
cooperatives and credit unions 


administration and financial management.
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to advise theseAgricultural Cooperative operations Specialist 

organization.organizations in the areas of marketing, production, 

sales, distribution, purchasing and other business activities. 

Staff Development Specialist to provide support to all 

participating organizations in the areas of staff remuneration and 

incentive programs, adult education and training methods. 

Short-term technical consultants and instructors will be required to 

support particular sub-objectives of the Project, such as developing 

audit and examination systems, the Savings Protection Program (deposit 

insurance), input supply and marketing strategies, etc., as well as 

responding to opportunities which present themselves in the course of 

Project iaplementation. 

The technical advisory team will be supported in the U.S. by project 

of the Cooperative Development Organizationsbackstopping officers 

providing field personnel. These staff will be responsible for 

consultant recruitment and placement, Project monitoring, research 

consultation.activities, technical analysis and on-site 

Evaluation consultants are programmed for years three and four to 

perform progress reviews and provide guidance to the implementation 

team on project modification. 
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International instructors are projected for year two to provide 

specialized computer training to Project and federation staff and for 

year three to assist IMACOP and the federations in designing audit and 

examination systems. 

Guatemalan Technical Develweent Unit Personnel 

The TDU will aploy specialized uatemalan staff both to implement the 

Project and to provide technical and administrative support to the 

participating federations and other institutions. The TDU will also 

provide critically important technical guidance to the credit staff of 

FENACOAC working in the PIM. In particular, the Credit and Finance 

Officer and Auditor of the TDU and the Credit Union System Specialist 

and Credit and Finance Specialist, will provide guidance to the PHU in 

evaluating loan applications and requests for capitalization and 

institutional support grants. 

Project implementation will be supported by an Office Manager 

responsible for daily administration of the TDU and coordination of 

administrative functions with the FMU and FENACOAC's designated Trust 

Management Officer. Support staff will consist of two Secretary/Word 

Processors; other administrative support will be provided by FIRACOAC's 

FMU personnel. 

Financial and operational evaluation of potential participant 

federations, cooperatives and credit unions will be the responsibility 

of the Cooperative/Credit Union Analysts in coordination with the 
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international specialists. Their evaluations will provide the basis 

for implementing specific development plans in each participant 

institution and awarding capitalization, operational support and staff 

incentive grants. Compliance and execution of these plans will be 

the thereviewed by the Development Plan Monitor throughout life of 

Project. A Promotion and Projects Officer will work with qualified 

to develop specific business activities to improve mumberparticipants 


services, growth and profitability.
 

by the TDUSpecialized consultants and instructors will be contracted 

to support training and other Project activities. This will include 

developing curriculum and implementing cooperative and credit union 

in conjunction withmanagement and operations training seminars 

federation training staff. 

Cuatemalan Punds Management Unit Personnel 

as local contractor andFEMACOAC will provide staff for the FM and act 


for the TDU. A senior level Trust Management
personnel administrator 

Officer will be named by FEfACOAC to direct the largely administrative 

the FM in accordance with directives from the FMU Boardoperations of 

of Directors (Junta Directiva. These administrative functions will 

accounting and financial reporting, funds management, filinginclude 


and messenger services.
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The only operational function to be performed by the FMU will be credit 

analysis of loan applications; this will be performed by a Loan 

Officer. By the end of Project, it is estimated that the FMS will have 

only three full tie positions, the Loan Officer. Accountant and 

Messenger. Net Interest revenues from FMi loans to federations and 

investments are expected to cover all administrative costs of the Unit. 

V. HOST COUNTRY COMTRZITIONS 

The purpose of the Project is to strengthen the ability of the 

Guatemalan federated cooperative movement to provide profitable. income 

generating services to its largely low income, rural membership. Thus 

its primary focus is on improving already existing services and 

operations rather than creating new ones. Accordingly, the host 

country contribution is measured as the local funding currently 

provided for these ongoing operations as well as increments in total 

capitalization attributable to Project implementation. 

The value of this counterpart funding is considerable and is summarized 

in Table VIII-S. The total amount of the funding presented in this 

table has been discounted by twenty-five percent froa actual estimates 

to minimize any potential errors on the high side. In general, these 

estimates have been derived from the financial statements of potential 

project participants obtained in the pre-project institutional 

assessment studies and from the financial impact analysis presented in 

section IX of this chapter. 
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The amount of the counterpart funding generated by the federations and 

their affiliates will be tracked during the life of the Project using 

their financial statements and related reports. The Development Plan 

Monitor in the TDU will have primary responsibility for this key 

activity. icrocomputer software will be developed and/or adapted and 

installed to monitor the performance of participating institutions and 

provide both individual and summarized data on counterpart 

contributions. 

Counterpart funding has been estimated for the Guatemalan Program 

Operations of the Institutional Development, Capitalization and Credit 

components of the Project. The nature and amounts of funding for each 

of the line items shotn in Table VIZZ-5 are described below. As noted 

previously, only 75% of the projected amounts discussed in this section 

have been explicitly budgeted as counterpart funding. Unless otherwise 

noted, all quetial amounts have been converted to U.S. dollars at the 

rate of Q2.50 per $1.00. 

Institutional Development
 

TDU/FMU Local Operations 

The counterpart funding defined for the AID-supported TDU/FMU 

operations is FEACOAC's indirect administrative costs, excluding its 

annual general meeting and other non-administrative indirect costs. 

The amount is derived from the financial analysis of FEMACOAC presented 

in the WOCCU assessment study. 
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FERACOAC's indirect administrative costs were Q222,612 in 1984. This 

amount was then inflated at five percent per year for the five years of 

Project implementation, converted to U.S. dollars and discounted by 25 

to calculate the counterpart contribution. 

Federation Institutional Support Grants
 

the total administrative
The counterpart for these grants is defined as 

costs incurred by each potential participant federation. with the 

In the latter case, administrative costsexception of FENACOAC. 


included in this section are net of the indirect administrative costs
 

already included as the counterpart for the TDU/FMU.
 

The sum of the administrative costs of the federations was inflated at
 

five percent annually, converted to dollars and discounted. Following 

are the reported 1984 administrative costs of each federation (other
 

operating costs such as marketing, sales, cost of goods sold, etc. are
 

excluded):
 

FEVAOAC 	 Q330,808
 
183,393
 

FECOMRQ 	 333,962
 
739,763
 

FECOAR 


FEDECOCAGUA 

FEDSCOAG 
 138,610
 

165.495
FEDECOVERA 

4,810
ARTECOD 

TOTAL 	 Q1.896,841
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ZNQ0P0 Reulatory Develoment Assistance 

The INACOP counterpart was estimated as the portion of the Institute's 

budget which is directed to cooperative audit and examination. It is 

the least precise of the counterpart estimates and is based on an 

assumed ten percent of IECOP's 1963 budget (Q2,855,677) allocated to 

audit and examination, or the approximate equivalent of thirty staff 

members at an annual cost of Q9,600 each (Q288,000). This amount was 

inflated annually at five percent, converted to dollars and discounted. 

CoDFZCOOP Institutional Sunwort Grant 

The CONFECOOP counterpart includes the confederation's basic 

administrative costs, which were approximately Q80,000 in 1983. This 

amount was inflated annually at five percent, converted to dollars and 

discounted. 

Staff Incentive Program 

This component includes incremental funding to cooperatives and credit 

unions to permit increases in managers' and other key staff's 

salaries. The counterpart is defined as that portion of these salaries 

which is paid by the local cooperatives themselves. go counterpart 

estimate is included for the federation staff incentive portion since 

these costs have already been allocated to the federation institutional 

support grant category. 
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The accompanying Table 5.1 shows how the counterpart funding was 

estimated. The total salary cost is based on an estimated 110 

potential participant cooperatives and credit unions, with an average 

of three staff sabers each eligible to participate in this component, 

for a total of 330 positions. The current and Project-supported 

average remuneration costs were determined on the basis of salary 

information provided in the assessment studies and estimates of 

appropriate local salary levels prepared by FERACOAC. 
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The current average salary cost was $1,185 and this was projected to 

reach $2,149 by and of Project. The maxima number of positions 

supported by.the Project is estimated to be 330. Of this total, no 

positions would be covered in year one, only 30L or 99 positions would 

be covered in the second year, 1007 would be covered in year three, and 

the number would decline by 331 in each of the folowing two years. 

Thus 671 of 330 positions would be supported in year four (221 staff 

members) and 331 in year five (109 positions). 

The average annual subsidy amount per position increases by five 

percent annually, from a base of $1,100 in year one to a maxiima of 

$1,335 in year five. The total salary cost for the 330 positions rises 

from $390,905 in year one to $709,170 in year five, while the amount of 

Project support goes from $114,345 in year two to a maxima of $399,960 

in year three and then declines to $145,515 in year five. Total salary 

costs for the Project period are estimated at $2,829,028, total AID 

support is calculated at $940,932 and total counterpart funding at 

$1,888,096. This amount is discounted for inclusion in Table lII-5. 

Capitalisation 

Retained Earnings
 

Incremental retained earnings generated by the primary level
 

FECAR-affiliated agricultural cooperatives and FUMMALC's affiliated 

credit unions comprise this portion of the counterpart funding for the 

Capitalization component. The estimates of additional retained 

- 193 



earnings (including reserves) generated by these cooperatives and 

credit unions are based on the financial impact analysis contained in 

section IX of this chapter. In effect, they represent the difference 

in annual retained earnings between the Base Case and the Ind of 

Project Case projected out for the life of the Project. This 

difference is the result of improvements in profitability rates 

combined with increases in earning assets provided by the Project's 

Capitalization investments In Stabilization and Savings Protection 

Funds In the cooperatives and credit unions and their federations. 

Member Shares 

Additional share investments by members is another element of 

counterpart funding of this component. Additional share purchases by 

members are estimated for FERACOAC's and FKCOAR's affiliates in 

response to improved yields on share account balances, automatic 

capitalization (reinvestment) of dividends on share accounts and the 

implementation of a sales retention system in the FKCOAR system. 

In the case of FEMACOAC's affiliates, total share growth is estimated 

at Q5,935,000 without the Project and Q8,905,000 with the Project; the
 

difference of Q2,970,000 is the counterpart funding.
 

In the case of FECOAR, share growth without the Project is estimated at 

Q145,000. Growth with the Project is projected at Q695,000, for a 

counterpart-funded difference of Q550,000. The sources of this 

additional capitalization are increased dividends (Q444,000) and a one 

percent retention of sales payments (Q251,000). 
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Member Deposits 

This counterpart funding is produced only in the credit union sector 

and it measures the expected difference in total savings deposit 

mobilization with and without the Project. With the Project, total 

additional deposits are estimated at Q5,170,000; without it, new 

savings deposits would be Q3,445,000. The counterpart-funded 

difference is Q1,725,000. 

Credit 

Additional credit resources obtained in addition to the new 

capitalization described above is defined as the counterpart 

contribution for the Credit component. Estimates are provided for 

FERACOAC only, since information on projected external indebtedness of 

the other federations was not provided in the assessment studies. The 

amount estimated for FEBACOAC is Q3.0 million from COLAC/IDB. 

Additional amounts are expected from the Cooperative Housing Foundation 

but have not been included. 

VI. METHOD OF FINANCING 

The Project will be implemented in two parts: (1) a contract or 

cooperative agreement between USAID/Guatemals and a Cooperative 

Development organization (CDO) responsible for providing international 

technical assistance and project management services; and, (2) a 

- 195 



contract or cooperative agreement between the Mission and FEMACOAC 

covering all local expenditures, including TDU/FMU operations and other 

Institutional Development activities and the Capitalization and Credit 

components. 

Both the designated CDO and FMACOAC will be non-profit PV0s and the 

optimal methods of financing are, respectively. FRLC and Direct Pay. 

The PRLC method will facilitate financing of dollar costs incurred by 

the CDO and the Direct Pay method will assure adequate control and 

flexibility for administering local currency costs incurred by the TDU 

and- FMU. 

The Team Leader employed by the CDO will be responsible for approving 

Direct Pay reimbursement requests prepared by FEMACOAC and for 

providing the Kission with quarterly fiscal reports covering all local 

currency and dollar expenditures. These reports will include for each 

major AID budget line item actual expenditures for the current quarter 

and year to date, total expenditures since start of Project, amount and 

percent of variance (annual and project to date basis), balance 

remaining and net advance position. Annual reports tracking 

counterpart funding will also be submitted, based on financial 

reporting received from the participating federations, cooperatives and 

credit unions. COMIFCOOP and INACOP. 

The accompanying Table VIll-8 shows the recommended methods of 

implementation and financing. 
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VII. AUDIT AND EVALUATION 

Audit of project expenditures will be accomplished in five ways: 

First, the contracted CDO will be audited annually by its external 

audit firm; these costs are covered by the CDO's indirect cost rate. 

Second, auditing of the CDO will also be performed by the Defense 

Contract Audit Agency (DCAA) in accordance with AID regulations; 

this audit cost is met by AID from non-Project funding. 

Third, external audit of all local currency expenditures 

administered by the PRU and participating federations will be 

undertaken by a firm contracted in Guatemala acceptable to the 

Mission; a total of $55,255 is included in line item 1.B.1.g to 

cover these costs during the life of the Project. 

Fourth. internal audit of all FM accounts will be performed by 

FENACOAC's Internal Auditor. Greater detail on the capabilities of 

this internal audit function in FPEACOAC is contained in the 1985 

WOCCU institutional assessment report. The internal audit 

departments of the other participating federations will also be 

required to prepare an opinion on all Project funds administered by 

them. 
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Fifth, external audit of selected participant cooperatives and 

credit unions will also be performed. This will be funded by line 

item I.B.2.e of the Project budget (in Federation Institutional 

Support Grants) which totals $120,119 for the five year period.
 

VIII. FINANCIAL ANALYSIS OF IMPLEMENTING AGENCY 

A. FENACOAC ANALYSIS 

FENACOAC is the recommended Project implementation agency because of 

its experience in wholesale financial operations, extensive rural 

outreach capability, sound management practices and qualified 

personnel. This federation and its national system of affiliated 

credit unions have continued to strengthen their financial position,
 

despite the financial and economic crisis currently affecting
 

Guatemala. Gains have been most pronounced in the area of savings 

mobilization, including both share and deposit accounts. The credit 

union system attracted nearly Q2.5 million in additional deposits and 

Q735,000 in shares during 1985. At the federation level, deposits 

nearly-quintupled, rising from Q106,000 to Q490,000. This is the 

direct result of FENACOAC's and the credit union's efforts to increase 

the level of saver oriented services and the movement's capital 

self-sufficiency. 

The following brief analysis of FENACOAC's financial position is based 

on the 1985 audited financial statements included in Annex 2 and the
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institutional assessment of FENACOAC prepared in October 1985. This
 

analysis focuses on six key areas of performance: capital adequacy,
 

asset quality, management, earnings, liquidity and growth. Amounts are
 

expressed in thousands of quetzales; the-period of analysis is Dec.
 

1982 through Dec. 1985.
 

Capital Adequacy 

Total capital, including affiliates' shares, has risen from 15% to 17% 

of total assets during the 1982-85 period. Equity capital reserves 

represented 5% of total assets; if bad debt allowances are.included in 

this equity ratio, 13.3% of total assets are available in unallocated 

funds to absorb potential losses.
 

The federation.is clearly in a relatively strong position by Latin 

American standards, where this "total equity" ratio averages around 

5%. Nevertheless, in comparison with the level of delinquency in 

FEMACOAC's loan portfolio, the federation's capital is only minimally 

adequate. The Project will have an important impact in reducing 

potential losses by strengthening the capital position of FENACOAC's
 

affiliatesthrough improved pricing and capitalization policies. 

A further capital strength of the federation is found in its "hidden 

reserves" or assets which have not been revalued in accounting terms 

although, if sold at today's market prices, they would show strong 
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capital gains. These include both the federation's fixed assets and
 

its U.S. dollar-denominated investments. The latter, if revalued to
 

market, would show net gains of Q705,900, more than offsetting the
 

probable loss of FENACOAC's investment in CECOMERCA of Q45,000.
 

Asset Ouality
 

FENACOAC's major problem is loan delinquency, both in its own portfolio
 

and more importantly, in the portfolios of its affiliated credit
 

unions. The level of slow-pay accounts of its member institutions to
 

FENACOAC has ranged from Q3.5 million in 1985 to Q5.5 million in 1983.
 

Overall, the total of these accounts has remained more or less stable,
 

with variations due mainly to rescheduling and refinancing operations.
 

The purpose of this refinancing has been to help the affiliates weather 

the extreme financial crisis experienced by many due to Guatemala's 

political and economic situation, as well as poor credit administration 

at the local level in several cases. The federation has implemented 

more flexible collection policies and procedures, intervened several 

credit unions in extreme difficulty and drastically reduced new credit 

extensions. 

Overall, delinquent loans (measured as all loans with one or more 

delinquent payments) as a percentage of total loans outstanding, have 

ranged from 35% to 53% (it was 43% at year-end 1985). At thesame 

time, bad debt allowances have risen significantly (doubling in the 

period), so that the ratio of total reserves to delinquent loans is 

nearly fifty percent (48.6%). 
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The true test of a federation's management is its ability to respond 

successfully to changing environmental conditions. FENACOAC has met 

this test, though not without difficulty. The federation has developed 

and implemented policies which are gradually leading to recovery of its 

delinquent loan portfolio and, perhaps even-moresignificantly, is 

actively aiding its affiliates to mobilize savings and develop the 

complementary financial and managerial policies and techniques required 

for expanded horizontal financial intermediation. It has clearly 

identified financial services as the primary focus of the national 

credit unions system and is working with its affiliates to encourage 

their specialization as financial intermediaries. 

Earnings 

FENACOAC has maintained a relatively high level of profitability during
 

the recent period. Gross interest spread has declined from an average 

of 5.40% in 1982-84 to 5.10% in 1985, as growth in the cost of capital 

has exceeded return on assets. This has, however, been somewhat offset 

by the fact that the-federation is now paying 3% in share dividends to 

members plus near market rates on deposit accounts. 

The major problem facing FENACOAC is escalating operating costs, which
 

have risen from 4.10% of average total assets to 6.41%. Even after
 

non-financial income is taken into account, the federation's net
 

operating costs have grown from 2.79% of average-assets in 1982 to
 

3.84% in 1985. As a result, the operating margin has fallen by over
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In response to this delinquency and the slackening of credit demand in 

rural Guatemala, FENACOAC's non-credit investments have risen to nearly 

Q4.5 million, or 35% of total assets. The federations investment 

ratio (earning assets to costing funds) has reached an exceptional 

116%, although if delinquent loans are subtracted from earning assets, 

the ratio falls to 86%. 

Management
 

Management is the most important factor in assessing the financial 

strength of an institution, and it is in this area that FENACOAC has 

demonstrated its qualifications to implement the Project. As examined 

in detail in the institutional assessment, the federation has 

well-developed internal management systems, including planning, 

budgeting, internal audit and control, financial operations and service 

delivery, which are defined and documented in FENACDAC's Operations . 

Manual and operating policies. 

The federation's operational and representational units are linked at 

both the headquarters and member credit union levels through operating 

committees of the Board of Directors and the Regional Chapters. The 

Board is elected by the affiliated credit unions at Regional Chapter 

meetings annually. The Regional Chapters link operations and 

membership representation by bringing together credit union staff and 

leadership and federation officers on a quarterly basis in each 

geographical region. These Chapters serve as a vital feedback link for 

monitoring and improving the federation's services. 
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gradually replace much of its external funding with local resources 

during the next decade. The Project will substantially accelerate this 

process. 

Growth 

The credit union system experienced substantial financial growth during 

the 1981-85 period. While membership increased only slightly, by 6.6% 

to 88,600, credit union members' share accounts grew by 22.1% to Q15.2
 

million and deposit accounts by 77% to Q5.5 million.
 

At the federation level, asset growth resumed in 1985, primarily due to 

growth in affiliates' deposit accounts. While total assets increased 

by 2% (after declines in the two previous years), shares were nearly 

constant while deposits grew by 361%. The federation's loans to credit 

unions, however, fell by 8%; fortunately, delinquency fell by even more 

(17%). Cash and investments grew by 46.9%, in response to both deposit 

growth and net reductions in other assets accounts.
 

On balance, FENACOAC and its affiliates are now poised to provide 

improved and expanded savings and credit services to rural Guatemalans, 

despite a decade of geological, political and economic catastrophes. 
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one'hundred basis points (from 2.35% to 1.26%). This decline has 

necessitated a reduction in additions to the bad debt allowance from an 

average of 2.29% of assets in 1983-84 to only 1.15% in 1985. 

Improved operating efficiency and profitability at the credit union 

level is clearly needed if FENACOAC is to reduce its relatively high 

technical assistance costs, the major element of its operating 

expense. The Project will play a key role in strengthening credit 

union operations and thus both reducing the need for FENACOAC to 

provide costly institutional development services to its rural 

affiliates while improving their ability to pay an increasing share of 

these costs.
 

Liquidity 

By nearly any measure, the federation is extremely liquid. Cash and 

investments-represent 38% of deposits, notes payable and affiliates, 

shares and 35% of total assets. This excessive level of liquidity is
 

due to reduced loan demand by affiliates (due in part to their
 

increased local savings mobilization and in part to reduced credit 

demand by members), to more stringent creditworthiness criteria and to
 

recent increases in the supply of loanable funds received from COLAC
 

and the Cooperative Housing Foundation. 

FENACOAC will be under increasing pressure to intermediate wholesale 

savings funds at reduced margins (interest spreads) as its affiliates
 

generate additional resources. It is probable that the federation will
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FMU 	 Recurrent cost estimate: 

TDU salaries (continuing personnel): 

Credit and Finance Officer 
Development Plan Monitor 


FMU salaries (all staff) 


Salary'sub-total 


Benefits (251 of salaries) 


Total personnel cost 


Other costs:
 

Depreciation ($21,500 for 5 years) 

Travel & transportation* 

Other direct cost* 

Audit 12,154
 

Total other costs 


Total direct cost 


Estimated indirect cost
 
(20% of direct costs) 


TOTAL RECURRENT COST 


Cost ($)
 

7,292
 
4,375
 

11,242
 

22,909
 

5,727
 

28,636
 

4.300
 
10,213
 
13,242
 

39,909
 

68,545
 

13,709
 

$82,254
 

* Estimated as 49.23% of total cost in these line items at end of 
project. This percentage represents the share in total personnel cost 
of continuing personnel in the TDU and FMU at end of project. 

Total recurrent cost of $82,254 represents 3% of the projected 

outstanding balance of FMU loans to federations of $2,750,000 at end of 

project. 
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B. RECURRENT COSTS 

The Project's financial operations have been designed to assure that 

the participating federations, cooperatives and credit unions have 

sufficient interest spreads to cover expected operating costs. This 

was examined more fully in the earlier section on financial impact. In 

contrast to earlier projects, due consideration has been given to 

actual and probable cost levels involved in providing financial 

services. As a result, this design includes interest costs at 

approximately market levels to cooperative members of 18%per annum, a 

spread of 6% to the cooperative or credit union and 12% per annum to 

the federation. The latter in turn have a 4% spread as they pay 8% to 

the FMU (which is close to the cost of local savings in Guatemala). 

The FMU is projected to capitalize 5% as an implicit cost of capital 

and operate on a gross spread of 3%. 

As shown in the impact analyses, the spreads shown above appear 

adequate to cover increased operating costs at the federation and 

cooperative/credit union levels. At the FMU level, 3% also appears to 

be sufficient to cover recurrent operating costs by the end of 

project. This estimate is based on the following analysis and 

assumption that the Project will have significantly strengthened the 

loan-making and collections capabilities of the intermediary 

federations. 
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disbursement, the funds would become capital donations to the
 

participating federations and would be recoverable by the FMU only if
 

the recipient institutions failed to fulfill their Project Agreements.
 

In such a case, the FM would proceed to take legal recovery action in
 

accordance with the written agreement between it and the federations or
 

cooperatives which failed to comply.
 

The Stabilization Funds would be invested at the local and/or 

federation levels as required to generate increased earnings and 

services for the membership, as described in the financial impact 

section-of this chapter and the Capitalization chapter. If, however, 

the number of qualifying cooperatives and credit unions is less than 

expected, or if the amount of Stabilization or Savings Protection Fund 

capital commitments needed to cover losses is less than expected, then 

it is possible that the FMU will have undisbursed balances at end of 

project. In such a case, it is recommended that the undisbursed 

balances be kept on deposit in the FMU and allocated either to its 

successor institution or to the federations in accordance with the
 

recommendations of the final Project evaluation.
 

At the end of project, each of the qualified federations would have as
 

capital funds in the equity section of its balance sheet, the amount of
 

Stabilization and/or Savings Protection Funds that it had teceived. In
 

addition, of course, it would have the additional paid-in capital
 

shares of its affiliates and retained earnings generated by improved
 

pricing and operational efficiency. In the liabilities section of the
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C. GUARANTEE FUND MECHANISMS 

The Project includes as a major element of the Capitalizationcomponent 

the establishment of a Savings Protection Fund designed to guarantee a 

given maximum value of share and deposit savings accounts invested by 

members in-their credit unions. It is expected that this will act as 

an important stimulus to savings mobilization in Guatemalan credit 

unions just as it has in the industrialized nations. The specific 

levels of coverage, premium rates, eligibility and capitalization 

requirements, organizational structure and legal powers will be
 

examined in depth in the course of the project and established on the
 

basis of actuarial soundness and operational efficiency.
 

The Stabilization Funds programmed for disbursement in either cash or 

securities to cooperatives and credit unions represent a second, albeit 

implicit, type of guarantee mechanism. These funds restore the level 

of earning assets in qualified cooperatives and credit unions while 

assuring their technical solvency and ultimate ability to repay both 

their restructured external debt and, if necessary, their 

member-owners' share and deposit accounts. The Stabilization Funds 

represent implicit guarantees of solvency rather than explicit 

guarantees of stated amounts deposited in the institution by members. 

It is expected that the full amount of the budgeted Stabilization and
 

Savings Protection Funds will be disbursed to the qualifying
 

federations and their affiliates. The FU would act essentially as a
 

payment agent for these funds under the direction of the TDU; upon
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The impact analysis presents three cases for FENACOAC, FECOAR and their
 

respective affiliates. Each case contains proforma financial
 

statements, the adjustments entailed in going from one case to the next
 

and detailed notes explaining the assumptions and parameters of-each 

case. The cases presented are:
 

Base case: actual or estimated balances at year-end 1984; 

Stabilized case: adjustments to the base case balances and income 

statement parameters showing the write-off of uncollectable loans
 

and the injection of Project capitalization funds;
 

End of projectcase: adjustments to the stabilized case balances
 

and income statement parameters including Project credit resources
 

and growth in member's deposits and share capitalization.
 

The three cases for the two sectors, credit unions and agricultural
 

cooperatives, and their respective federations are summarized below.
 

Detailed explanations are contained in the notes to each proforma
 

financial statement. Amounts are in thousands of quetzales.
 

Credit Unions
 

The base case in Table VIII-9.1 shows the consolidated movement balance
 

sheet at Dec. 1984. The movement had total assets of Q31,329, funded 

by Q16,072 in liability funds and Q15,257 in capital funds. Net loans
 

outstanding totaled Q20,994; cash and investments totaled Q1,584 and
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balance sheet, it would have the value of new external indebtedness
 

(including savings deposits in the case of credit unions) plus loans 

received from the FMU. 

The FMU at end of project would have on its balance sheet the quetzal 

equivalent of the $2.75 million received for Project credit. These 

funds would appear in the equity section of its balance sheet together 

with the capitalized 5% implicit interest cost and any retained 

earnings and other reserves generated through operations. The loans to 

federations would-be the FMU's principal assets, plus cash and 

investments of any surplus liquidity. 

The major task for the Project participants during year five will be 

the design of the successor agency to the FMU, whether it is a new 

cooperative financing institution or a new division of an existing 

institution (such as FENACOAC), and its ownership and capital structure. 

IX. FINANCIAL IMPACT ANALYSIS
 

This section examines the impact of Project resources and pricing 

policy changes on the financial condition of FEUACOAC, FECOAR and their 

affiliated cooperatives and credit unions. As expected, the proforma 

balance sheets and income statements prepared for these institutions 

show substantial improvements in earnings and business volume due to
 

AID and counterpart investments in the movement. Balance sheets are 

strengthened and yields to investing members are improved. Conditions
 

for continued and sustained growth are created.
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other assets were Q8,751. Return on assets was a disappointingly low
 

7.43% and the net margin was only 0.10%.
 

The stabilized case in Table VIII-9.2 shows the write-off of Q4,400 in
 

uncollectable loans against reductions in offsetting share account
 

balances of Q1,829 and charges to retained earnings of Q2,571.
 

Solvencyis-restored by theinjectionof Q2,565 in Stabilization Funds
 

and Q855 in Savings Protection Funds which are backed by Stabilization
 

Certificates and Savings Protection Certificates. These represent
 

claims on investment pools managed by FENACOAC potentially available to
 

the participating credit unionsto meet their liquidity needs. The
 

return on assets is increased to-9.31%,by raising the loan interest
 

rate to an effective 15% (arnominal 18%)-and obtaining 8% on the
 

certificates. The net margin remains approximately constant, but the 

new resources permit raising the yield on liability savings deposits to
 

8% (from 5%) and on shares to 4% (from 0.96%). This is expected to
 

have a major salutary effect on savings mobilization.
 

The end of project case in Table VIII-9.3 shows major growth of savings
 

deposits and share accounts plus substantial additional external
 

indebtedness from Project fundsand COLAC. As a result, loans
 

outstanding nearly double,-liquidity grows rapidly and additional funds
 

are available for capital investment in the-Savings Protection Fund
 

(Q653) and FENACOAC shares (Q445). Both return on assets and net
 

margin grow dramatically.
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FENACOAC
 

rn 
 The base case in Table VIII-9.4 shows the federation's balance sheet
 

ad income statement for Dec. 1985. 
 Assets Cotaled Q11,867. including
 

Q4,106 in investments and QS,024 in not loans outstanding. Most of the
 

funding was provided by credit union deposits (Q490), notes payable
 

(Q9.723) and affiliates' shares (01,452). Return on assets was
 

relatively low and so was the cost of capital. 
Net margin, on a
 

percentage basis, slightly exceeded the credit union rate (0.13% versus
 

0.10%).
 

The stabilized case in Table VIII-9.5 shows the injection of Q3,420 in
 

Project Capitalization component resources. These are invested in the 

Stabilization Investment Pool backing the Stabilization Certificates 

issued to participating affiliated credit unions and in the Savings
 

Protection Pool backing Savings Protection Certificates issued to
 

qualified (potentially insurable) type A credit unions. 
The gross
 

spread on these new resources is 4%, which just covers FENACOAC's 

estimated net operating cost rate of 3.59%. The net margin improves 

substantially to 0.35%. 

The end of project case in Table VIII-9.6 shows a near doubling of 

credit union deposits, an over 50%increase in notes payable to the FMU 

and COLAC and substantial additions to the capital accounts for 

affiliates' shares (0445), retained earnings (Q144) and Savings 

Protection Fund shares (Q653). These additional resources are 

primarily invested in loans outstanding to credit unions (Q4,625), cash
 

and investments 
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(Ql 021) and the Savings Protection Pool (Q653). While the interest 

and net margins decline from the stabilized case, they are still 

their deposits and shares arepositive and yields to credit unions on 

substantially increased. 

Agricultural Cooperatives 

The base case in Table VIII-9.7 shows the estimated consolidated 

balance sheet and income statement for FECOAR's affiliated agricultural 

cooperatives based on the sample of three cooperatives analyzed in the 

NCBA assessment study. These institutions had some Q6,301 in total 

assets, invested primarily in loans to members, fixed assets, other 

assets (including investments) and inventories. Their principal 

sources of funding were notes payable to FECOAR (Q4,293) and members' 

shares (01,434). Sales margins (Q185) made up less than half of the 

gross margin; its major component was interest income. Nonetheless. 

total interest expense exceeded interest income and the cooperatives 

had negative net income. 

case Table of Q2,345The stabilized in VII-9.8 shows the write-off in 

(Q195) anduncollectable loans balanced by reductions in share accounts 

charges to retained earnings (Q2,150). Solvency is restored by the 

infusion of Stabilization Fund capitalization (Q2,150) which is 

invested in liquid assets (Q215). loans outstanding (Q1,817) and
 

inventories (Q118). The income statement projection includes
 

substantial improvement in the interest yield, widening of the sales
 

margin to the Cuna del Sol cooperative's rate and increased yields on
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members' share accounts. As a result the net margin increases 

dramatically.
 

The end of project case in Table VIII-9.9 shows substantial additions 

in notes payable to FECOAR (Q2,250), members' shares (Q666) and 

retained earnings (Q1,219). As a result, total assets rise by
 

two-thirds to Ql0,241; funds are invested primarily in liquid assets
 

(Q1,577), loans outstanding (Q2,255), inventories (Q236) and FECOAR 

shares (Q67). The gross margin grows substantially but this is 

balanced by increases in interest costs including the dividend rate on
 

members' shares. The net margin improves by about 15%.
 

FECOAR
 

The base case in Table VIII-9.10 shows the FECOAR balance sheet and
 

income statement at Dec. 1984. Assets totaled Q8,084; most of the
 

federation's resources were invested in liquid assets (Q3,589) and
 

loans outstanding (Q3,675). These were primarily funded by notes
 

payable (Q5,463) and capital funds (Q1,995), including Q908 in shares. 

Over 90 of the gross margin was made up of interest income (probably 

largely accrued on delinquent loan accounts); the sales margin was a 

slim 2.1%. Ret income was about 10% of the gross margin. 

The stabilized case in Table VIII-9.11 shows a slight improvement in
 

net earnings due to increased sales volume related to higher total
 

assets. The injection of Q2,150 in Stabilization Fund resources has no
 

direct impact on FECOAR's earnings because the resources are passed
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:thrpgsh in cash to the affiliated cooperatives. Nevertheless, this 

inceement in resources in the affiliates will enable them to pay at 

least their interest in cash to the federation and thus improve its 

'cash flow. 

The end of project case in Table VIII-9.12 shows substantial increases 

in FECOAR's total funding due to Project credits (Q2,250), member 

cooperatives' shares (Q263) and retained earnings (Q322). These are 

invested primarily in loans outstanding. Liquid assets are, on 

balance, slightly decreased by the building up of inventories. 

Profitability remains constant despite improved operating efficiency; 

share yield to affiliates is improved and the sales margin as a percent 

of sales is kept constant, thus benefiting the membership.
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Annex I
 

Table VIII-6
 

DETAILED PROJECT BUDGET 

Financial Plan U.S.in Dollars 
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ANNEX 2 

FENACOAC, R. L.
 

NATIONAL CREDIT UNION FEDERATION OF GUATEMALA 

FINANCIAL STATEMENTS 

Balance Sheet December 31
 

Assets- 1985 1984 

Cash and Banks 

Cash Q. 5,025 Q. - 11,207 

Banks 2,999,990 1,606,750 

3,005,015 1,617,957 

Loans Outstanding - Net 8,023,693 8,926,306 

Investments 1.466.017 1.426,012 

Other Assets - Net 143,443 375,923 

Fixed Assets - Net 183,833 199,110 

Deferred charges 45.064 22 766 

TOTAL Q. 128709 Q. 12.568.074 
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Liabilities and Capital
 
December .31
 

1985 -1984Liabilities
 

Deposits Q. 489,797 Q. 106,338 

Accounts payable and 
contingent liabilities 475,753 402,276-

Notes Payable 

Banks 8,686,704 9,880,835 

Other financial institutions 1,000,000 0 

Agreements and contracts 36,158 41,380 

9,722,862 9,922,215 

Deferred Credits 3,336 1.152 

TOTAL 10.691,748 10,431,981-

Capital 

Credit 'Union Shares 1,452,201 1,458,905 

Reserves 706,540 672,498 

Retained Earnings 16,576 4A690 

TOTAL 2,175,317 2,136,093 

TOTAL LIABILITIES AND CAPITAL Q.1.6705 Q. 1 .6 .7 
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Income Statement
 
December 31
 

Income 1985 1984 

Interest Earned Q. 947.,722 Q. 978,421 

Insurance and Otber Income 327.746 287,319 

TOTAL INCOME 1,275,468 1,265,740 

Expense 

Interest Paid 299,019 252,405 

Insurance Expenses 243,188 173,182 

Provision for Loan Losses 146,868 282,689 

Administrative and Operating Costs 572,465 552,329 

TOTAL EXPENSES 1,261,540 1,260,605 

NET OPERATING INCOME 13,928 5,135 

Non-Operating Items 

Prior year income adjustments 3,899 361 

Prior year expense adjustments (1,251) (806) 

2,648 (445) 

UET INCOME Q. 161.567 4.690 
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