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MEMORANDUM FOR THE DEVELOPMENT LOAN COMMITTEE
SUBJECT: Colombia - Small and Medium Industry Development

Attached for your review are recommendations for authorization of

a loan to the Government of Colombia in an amount not to exceed
$5,000,000 to assist in finencing the United States dollar and

local currency costs of the Borrower's program to stimulate employment
expansion and technological transfer in small and medium sized
industrial enterprises by providing funds for credit activities

of the Popular Finance Corporation ("CFP") and by providing funds

to be administered by the CFP for technical assistance.

The DLSC reviewed and approved a proposal for a loan to Colombisn
for Small and Medium Industry Development on June 27, 197h. The
original proposal provided for a $5.5 million loan, with a GOC
contribution of $6.1 million, to support two institutions that
would be assisting Colombia's small and medium entrepreneurs. Due
to shortage of available funds, the Agency could not authorize

the loan during FY 74 and the loan proposal, therefore, was carried
forward into FY T75.

In the interim, however, and in preparation for a new government
which recently took office in Colombia, the Colombia Mission
undertook s review of the activities within the Colombian economy
which AID had been supporting. It determined that, given changing
AID priorities and emerging GOC strategies, one of the two provosed
implementing agencies under the loan, the Industrial Finance Fund
(FFI), shculd be limited to a supporting role utilizing past AID
assistance available from rollovers. The Mission's judgment was that
FFI's target clientele, which included a number cf medium-sized
industrialists, would largely be able to obtain additional rescurces
from other sources. This decision, which did not change the original
purpose or thrust of the approved loan, was confirmed in sonsultations
with both the new Colombian Government (installed in August) and
AID/%. The loan proposal has subsequently been modified to expand
AID support for the more innovative of the GOC institutions, the
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Popular Finance Corporation (CFP), while dropping the FFI
credit element. This revised DLC paper reflects these changes.

As noted above, the loan objectives, the project beneficinries

(to a large extent), and the estimated project beneflits nre
essentially unchanged. The amount of the original proposal

was $5.5 million with a GOC contribution of $6.1 million; the

revised proposal is for $5.0 million with a GOC contribution of

$5.8 million. The purpose of the loan remains the same: to generate
employment, both primary and secondary, by making funds available

to overcome the critical constraints which plague labor intensive
small and medium industries in Colombia.

The revised loan will support the same CFP credit programs and
transfers of technology appropriate to the small entrepreneur as the
original proposal, except on an expanded basis. The credit elem=nt
will assist a very innovative aspect of CFP's activi%fgé, the Special
Credit program, which provides "confidence," community and professional
‘credits to small entrepreneurs. The technology transfer element will
support the CFP's technical assistance programs to small entrepreneurs
for production, quality control and information dissemination needs.
A Mission analysis of the credit needs of CIFP shows
that the increased support to be made available Lhrough Lhe
loan is fully justified and is in keeping with the ceonomic prioritics
of the new government. Since the continued momentum of the progrim
depends on authorization of the loan, and since the new GOC has expressed
interest in proceeding with the program, we believe that the already
approved loan should now be authorized without delay.

No meeting is scheduled for this loan proposal. However, please
advise us of your concurrence or objections as early as possible,
but in no event later than close of business on Friday, December 6,
197k, 1Ir you are a voting member, a poll sheet has been enclosed
for your response.

Development Loan Committee
Office of Development
Program Review

Attachments:

Summary end Recommendsations
Project Analysis

ANNEXES I - V
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SUMMARY AND RECOMMENDA TIONS

A, Borrower and Implementing Entities

The Borrower will be the Government of the Republic of Colombia
(GOC), represented by the Ministry of Finance. The implementing agency
will be the Popular Finance Corporation (CFP), which will be a signatory
to the Loan. For purposes of coordination, the Director of the National
Planning Department (DNP) will also be a signatory of the Loan Agreement.
The CFP may contract with other public and private entities to carry out
portions of the loan activities.

B. The Loan
1. Amount: Not to exceed $5. 0 million

2. Terms: Interest in dollars at 2% during the first ten years; 3%
thereafter. Repayment in dollars over 40 years with a 10-year grace period.

C. Purpose

The proposed loan seeks to generate employment by attacking con-
straints on labor-intensive small and medium industry on three fronts:

- credit availability, particularly in geographical and functional
areas which currently suffer discrimination;

- development and refinement of institutions serving the small and
medium industrialist;

- transfer of technology appropriate to the small industrialist's
needs.

Successful implementation of the proposed loan should, then, result
in a technology transfer oriented development bank dedicated to small
industry operating at higher absolute levels as well as answering more
efficiently the small entrepreneur's credit needs.

D. Background

AID involvement in the small and medium industry sub-sector com-
menced with Urban/Regional Sector Loan 514-L-063 in August 1971, and
continued with Urban/Regional Sector Loan 514-1.-068, the operations



of which have not yet beewn completed. These loans made credit
available to small and medium industry through the Industrial Financial
Fund (FFI), and CFP -- the latter entity is involved in this loan.
During the course of the loans, two factors became clear:

l. While a continuing credit need existed, the limited resources
available to AID could not fill it, and, due to successful initiation of
the sectoral program, other donors were capable of and interested in
expanding ordinary credit provision to small and medium industry; and

2. There were a number of innovative, high-risk areas of benefit
to small industrialists -- both in special types of credit, and in com-
plementary technical services -- in which other donors were unable to
fill their needs.

The GOC has requested an AID loan in the amount of $5. 0 million for
Innovative credit activities and technological transfer initiatives within
the CIF¥. 7The Mission feels that this request represents an important
step frecm the broad sectoral approach into the specific and highly
innovative types of assistance appropriate to Colombia's now more
advanced stage of development.

Following extensive, well conceived macro-economic measures to
combat inflation and rationalize public finance, the new GOC adminis-
tration is turning its attention to development programming. One of
the first activities it is seeking to support is small industry, as a
means of employment expansion.

E. Description of Loan

The loan will provide AID assistance to the development of
Colombian small and medium industry through the following rmechanisms:

l. Funding of innovative credit activities within the CFP; and

2. Provision of funds to be administered by the CFP for technological
transfer activities,

F. Alternative Sources of Financing

The IBRD, DB and Eximbank have been advised of this proposged
loan, and have indicated no interest in financing its cornponents,
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G. LLoan Administration

l. Procurement: Local costs with the option for dollar procurcnient
of technical assistance services and training,

2. Disbursements: Local currency utilized under the loan shall be
Colombian pesos obtained by AID with US dollars utilizing the same
mechanisms as in previous AID loans to Colombia. (See Section V-A
for details).

H. Views of the Coratry Team

This loan will be the principal instrument of FY 1975 assistance to
industrial development in Colombia. It will materially aid the GOC's
capacity to assist the poorest levels of the urban population, and set
them on the road to increased productivity, hence, well-being. The
Country T:an' recommmends approval of the loan.

J. Statutory Criteria

All statutory criteria have been met. (See Annex I for detail.)
K. Issues

1. The necessity of additional concessional funds for a technical
assistance fund within the CFP,

2. The adoption of bona fide employment generation criteria as the
evaluation mechanism for credit aspects of the Loan.

L. Reconmmendations

Authorization of a loan to the Government of the Republic of Colombia
in an amount not to exceed $5. 0 million, subject to the following terms
and conditions prior to disbursement, in addition to normal AID loan
conditions:

I. CONDITIONS PRECEDENT

Prioy to the disbursement of any AID funds to the CF'}?, the Borrower
shall furnish on form and substance satisfactory to AID, cvidence that
CFF has acquired muiually agreed upon consultancy services,
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II. COVENANT

Prior to any disbursement of any AID funds to the CFP for
technological transfer activities, the Borrower shall furnish in
form and substance satisfactory to AID evidence that CFP has prepared
a detailed work plan and organizational framework outlining its tech-
nological transfer activities to be accomplished during the first two
years of the program,

The Borrower covenants to provide assurances that CFP will use
its own resources to continue to support the technology transfer
technical assistance activity supported under the loan for a period
not less ihan three (3) years after the loan is disbursed, and at a
level of activity no less than that attained in the second year.

M. SUMMARY FINANCIAL PLAN
Financial Targets (Millions of $)
1975 1/ 1976 2/ Total
Loan Elements AlID GOC AlID GOC AlID GOC
A, Credit Programs (2.0 (2.33) (2.0) (3.13) (4. 0) (5.46)
1. Guarantee Fund - 0.3 - 0.70 - 1.00
2. Confidence Credits 0. 6 0.4 0. 64 0.50 1,24 0.90
3. Community Credits 1. 2 0.8 1.12 0. 88 2.32 1,68
4, Professional
Credits 0,2 0.13 0. 24 0.19 0. 44 0.32
5. Marketing Company - 0.7 - 0.86 - 1.56
B. Technological Transfer
Activities (0.5) (0.13) (0. 5) (0.17) (1.0) (0. 3)
. Production-related
Technological
Transfer 0.5 - 0.5 - 1.0 -
2. Accountancy Centers - 0,13 - 0. 17 - 0.3
Total 2.5 2.46 2.5 3.3 5.00 5.76

1/1975 average 30,0 pesos = 31,00
2/ 1976 average 35,0 pesos = $1. 00

iV
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SMALL AND MEDIUM INDUSTRY

CAPITAL ASSISTANCE PAPER

BACKGROUND

A. Role of S5mall and Medium Industry in the Economy

By every measure, manufacturing industry is assuming an
increasingly important ro.e in the Colombian economy. Annual increased
value added to this sector l.as averaged 6.3% in real terms in the 1950-1970
period, 9% in 1971-1973, :.nd currently represents approximately 20% of
Colombian GDP. Manufactured exports have grown 500% since 1971.
Employment growth in manufacturing industry was estimated at 5. 5% in
1972. However. as the following table shows, small and medum industry
has not completely shared in this growth.

Small and Medium Manufacturing Industry in Colombia
(Col. $ million at 1958 prices)

Average Annua!l ‘v

1963 1969 crease 1963-09(.
% of % of Small and T
Amt. /No, Total Mfg. Amt./No. Total Mfg. Medium Mfg, Mg
Firms (No.) 7,314 93.9 6,528 91.3 1.7 “h
Workers (No.) 120,899 44.7 134,274 41.3 1.8 ' o
Gross Pro-
duction 4,555, 9 35.7 5,650.5 30,7 3.7 "
Gross Value
Added 1,476.2 26,3 l,905.8 23.7 4.4 e
Small and medium industry -- employing 5 - 99 workers -- repres.: -

91% cf all manufacturing firms, employs 41% of the industrial labor force,

and contributes 24% oi value added in manufacturing and approximately 337,

of nel industrial iavestment. From a developmental point of view, smali

aind medium industry has several marked advantages over large industry,
First and foremos! it s more labor-intensive. Secondly, it utilizes a lower
proportion of skilled lubor (57% versus about 40%) than large industry, thereny
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redistributing wealth to the poorer strata of the population and serving as

a training ground for new members of the labor force, and for entreprencuri.:|
talent, Thivdly, the fragmented nature of Colombian geography has led smaii
and medium industry to have a wider distribution than larger industries
needing larger markets to support them; hence, a regional development
justification also exists. Finally, the small entrepreneur himself generally
represents the middle rather than upper class -- often a workman made

good rather than an inheritor of wealth -- the strengthening of which can be
expected to have positive socio-economic effects,

B. Problems of Small Industry

Small and medium industry faces a series of obstalces in Colombia.
These may be divided into four categories:

- Financial difficulties;

- Raw materials shortages;

- Production difficulties; and
- Marketing difficulties.

1. Financial Difficulties

The small entrepreneur is in an unfortunate position in the
Colombian credit market. From 1967 to 1971, GOC monetary policies
and developm~ntal priorities caused the volume of commercial bank cred.t
flowing to industry to drop 31% in real terms, while the ratio of new
industrial credit to industrial value added feil from 25% to 13%. Sinm]-
taneously, internal generation of funds has been restricted by the failure
of the tax system to allow for compensations justified by inflation. As tic
money supply tightened, smaller borrowers were inevitably forced out of
the institutional lending market. Not only does the small entrepreneur repro
sent a less efficient use of the banker's time per amount loaned, but hig
capacity Lo provide adequate financial information -- simple accountancy
that 2 larger firm would have as a matter of coursc -- often makes the
banker reluctant to clean the Auvgean stables of the small borrower's hHonks
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in order to obtain adequate figures to justify a relatively small loan. The labor
intensivity of the small firm also is disadvantageous in the eyes of the banker as
such a firm has fewer fixed assets to present as part of the very stringent -- up
to 300% of the loan's value -- guaranty requirements of the Colombian capital
market. His inability to compete in the commercial credit market leaves the

small entrepeneur with twe mutually inclusive alternatives:

- the non-~institutional credit market;
- under capitalization.

Over 25% cf the small and medium industrialists interviewed
in a recent World Bunk survey had current loans from the extra-bank market
at annual rates ranging from 36%-65%. Another 50% had loans from non-insti
tutional scurces such as raw materials suppliers, family and friends, at 24%
to 60% interest. This degree of utilization of expensive non-institutional ¢ redit
sources provides a measure of the small inaustrialist's credit needs. s dlegreo,
of under-capitalization is indicated by the finding of the same survey that 42 o
the 45 small industrialists interviewed felt the pressing need for credit. The

macro side of the sume equation is presented in the following table.

Flows of Credit to Small and Medium Industry
1973
(million of current pesos)

Industrial Finance Fund (FIFI) through 580
the following intermiediaries:
Private banks 235
Investment Corporations {excluding IFI and the CFP) 103
IF1 -
Corporacion Financiera Populat (CFP) 137
Agricultural Hack (Caja Agraria) 7
Official and s nu-official banks (excluding
Ceda Agraro) 02
Foreign Dants 33
Consortiurn Banks and Corporations 3
Lorporaciéa Mincucirera Populas
rom own resources) 5¢
Agricultural Bank {Caja Agraria) +8
Sub-Total i
Ciranciad ot Yo Duding G oand
o Ad wriar own resoars es added to
P discounts fapprox. ) 190

Total Flow 874



As opposed to the 874 million pueso total flow figure, small industry deniand
16 estimated at 2 billion pesos.

2. Raw Materials Shortages

For much the same reasons that the small entrepreneur cannof
compete in the capital market, he is also at a disadvantage in the raw
materials market. Raw materials common to both small and large industry
are oftenin short supply, and consistent buyers in quantity clearly command
better service in this scarcity situation. The problem is aggravated by
advance deposit requirements and import licensing regulations with which
the small industrialist cannot cope. Export incentives for such items as
leather and fibers cause these products to leave Colombia with a minimum
of value added while the shoemarkers and clothing manufacturers do not
have materials with which to work. In addition, the small manufacturer
must often finance sales for more than three months to compete with big
industry while ne pays cash for raw materials since his purchases are not
of sufficient magnitude to demand better terms.

3. Production Difficulties

The small entrepreneur has already been characterized as a
successful workman come up through the ranks. He is unlikely to know of
the latest production techniques involving advances in technology, or much
about plant organization and management, or of quality control and standardi-
zation and their relation to expanded markets, It has been stated that what
the small Colombian industrialist needs is the advice of the dirty finger-
nailed engineer -- of the professional with academic background and of
extensive pructical expericnce who can sgize up a plant and make suggestions
affecting such varied production aspects as efficient space utilization,
eauipment placement, and the organization of 2 quality control program.
Seventy -iive percent of che IBRD interviewees indicated a need for technie
assistance, and gencral production assistance was first priority in the type-

of help required.

There are 'n existence 4 number of Culombian oificial and
privave inastituiion;, universitiecs, trade associaticns, as well as inter-
national arganizaticns, engaged in usel 1l techiiea! transfer,

The meue imporiant of tnese are detailed in Part D, However, considering
Coleinbia's technical assisiance resources in relation tou the needs of over



(0, 200 small entrepreneurs and countless artisans, il is evident that

a technelogical transfergap exists. There is an acute need for more direct

ana sustained techndogical wranstier 9f a type specifically conducive to the
individual needs of the entrepraneurs. This latter type of technological t: .asfer
is difficult to introduce on a national hasis owiny to its costly and highly
skillea, labor-intensive natu:«. The most comprehensive technical assistance
programmns are carried out by the Servicio Nacional de Aprendizaje (SENA),

a gove .nmental institution charged with raising the skill levels of Colombian
workers and increasing the 'nanay«vial competence of small and large industrial
entrepreneus and artisans. Th Caja and CFP provide some limited direct
techndogical transfer and coardiate and assist financially technological transfer
programs through oiher organisations. There are universities thai have

well developed regicnal techndopical transfer programs, such as the: Escuela
de Administrae Sny Finarsas in Nedellin, and the fnyversidad Industrial

de Santander. rhers sre just establishing such programs, such s the
Universidad Auvbnom. del Caribe in Barranquilla. There exists a nationally
known, private. non-prefit cons Jdring institution, the Fundacién Para el
Foment s de la Invertiga “ton Cue i v Tecnolégica (FICITEC), that has
earncd a ¢y ceputalicn tor providing win-depth managerial, marketing and
production assistan:e services, nonvithstanding the limited scope of its
operationg. [Despite th.s wide rarge of activities, it was estimated in

1972 that less thar 10% of Ceiombuian small industrialists were obtaining

in-depsh tectku ingica! iransfer.

. Marheting Dilficulil:g

Marketing is yet another area in which e ononiies of scale
milotate against the small indusirialist, It has alresdy becn mentionerl
that eroall firms find it diffi ult " compete with larger ones on sales
terms.  Of cuual bviportance, the sma (l industriaiist often cannot enter
the most lucia vy marcets due o nis inatility to supply in suff.ciant yaantity
and with sufficieniiy consistent quality. Moreover, the small indus's aliast
doeu mst Leve Loe apacity to perform marier researsh, particatarly for
che predt e export meciei, p oneod for cooperative iaik eting efforts

on the pavi of amall ranutacturers is evident.

Z. Previons AID fnve.viraesnt in wmall and Medium industry

1. Jidusirial Firan o und (FEI)

v FRL G O 2D ilie Xnpublic rediscounting facilivy
created e 1908 o charnel tunds v cu gk public ¢ private finan_ i« nter-
oo Marees to saoil and 1vediam arastry, FEL funds are available t


http:alre;.d7

manulacturing firms with at least five workers, total assets below 35 million
pesos, and capital/employment ratios ranging from 75,000 - 150, 000 pesos
The FFI provides financing for working capital, fixed assets (up to 20% of
applicant's net worth, but no more than 2 million pesos), and repayment

of accounts payable,

The maximum maturity of credits eligible for FFI rediscounting
is five vears, wending rates to final borrowers range from 14 - 16% per
annum, increusing with the term. 4 37 spread for the financial intermediaries
is pasyed to the ultimate borrower. I0 encourage better regional credit
distribution, loans to enterprises located in cities with less than 350, 000
inhabitants can be rediscounted wp to B0% as against 65% for clients in
iarger cities. inancial intermediaries finance the portion of the loan not
eligible for rediscounting.

The FFI has received %7.2 miilion {180 million pesos) from
Urban Sector Lean 514-1.-063, and is programmed to receive $4. 6 million
(115 million pesus) from Urban Secior Loan 514-1L-068. Performarnce of
this entity has been mixed.

a. Financial Performance

The FFI approved 1,012,0 mi!'... pesos worth of loans
from Augus:. 1971 through December 1673 represeuting FFI rediscounts
of 712, 2 millior pesos of which 497, § million pcsos were disbursed, 289, 2
million of which in 1973, 2gelns o Loan Agrecment target of 460 million
pesos, i.e., 63% of the Loan 51.4-1,.043 target. Much of the 0v3 shartfal]
must be attribuled to the general difificulties of wag sage of AID funds
through tiie budget which affected virtual’v all! 173 programs., Ir fact,
the FFI demonstrated « capacity for approvals of up te ¢4 million pesecs of
loans per month when sufficient furnds were on hand to allow full operations.
The 063 shortrall hay heen made Up i the first quarter of 1974, The FE?
has already avibrized the 740 mitllion peso total partialio target specidied
in Loan S14-1,-064, Disbursements to Znal recipienis should v comp:te
within threcs montis Irom the time wien 068 money is “inally received b
the FFILL

L. Program Accomplishments

{1 Loan 063

o ot s et mes =

Table I chiey that the FFI nas anproved ! mgilion

.

PRSOS I rediscounts foo iute rmediate «.iivs as opposed to the tar,«t o, =



million pesos, but that nly 145 millicn prgos has been disbursed. Two
hundred fifty-seven million pesos of loans to large cities have been approved,
and 221 million has been disbursed as opposed to loan target of 260 million.
In other words, loan targets are close to being met one year after the date
forescen in the Loan Agreement,

Of the 20 million pesos budgeted for regional industria
development organizations, 10.5 million pesos has been disbursed. This
low rate results nct so much from deficiencies in the disbursement mechanism
as from a dearth of worthwhile projects within the foundations. Negotiations
are under way to try to expand DNP involvement in the project selection
process to new foundations where more profitable work seems to be taking
place.

(2) Loan 068

Table 2 demonstrates that against the Loan Agreement
target of 230 million pesos to intermediate cities and 230 million pesos for
other activities, 56.7 million and 75. 3 million have been disbursed, and
111, 4 million and 166 million pesos worth of rediscounts approved. This
low level of performance is largely due to the aforementioned difficulties
in disbursement of ioan funds to the FFI. With resolution of thece problems,
Misgsion expacis prompt drawdowns and disbursener: of remaining funds.

TABLE 1
Industrial Finance Fund (FFY)
Toan 514-1.-0063
(CY 1972 - 1973}
(current pesns 000i

[.oan Armount FFI FFI Fending FFI
Approved Rediicuuni, Disbursement Disbursement
Intermediate
citics 223,005 178, 420 144, 565 35, 858
Large cilivs $47,005 236,753 220,947 35,306

TOTAL 018,036 435,173 195,512 69,061

it ¢ 02 2 e s




TABLE 2

Industrial Finance Fund (FFI)
Loan 514-1.-068
(As of December 1973)

Loan Amount FFI FFI Pending FFI
Approved  Rediscount Disbursement Disbursement

Intermediate
cities 139, 249 111, 399 56,674 54,725
Large cities 254, 749 165, 587 75,294 90,293
TOTAL 393!998 270!986 131!968* _l__5,0_1_§_

Loan 063 + 068

TOTAL 1‘012,028 712,159 497, 480 214,679

*Represents 75 rnillion pesos BOR loans plus 57 million pesos reflows.

(a) Extra-Loan Agreement Performance Considerations

Tables 3 and 4 reveal that, while the FFI may
have complied with Loan Agreement targets as to city size, activities have
been concentrated heavily -- over 40% -- around Bogota, and that another
approximately 30% of FFI activities took place in the other two large industri.
concentratione dominated by Medell.n and Cali. Although the FFI can be
expected to follow industrial concentrations, there are indications that the
extremealy heavy weighting in Cundinamarca is caused tc a large degree hy
FFI procedures rather than simply greater demand. Since all FFI
rediscounts are reviewed in Bogota -- even automatic rediscounts under
200,000 pesos are ultirnately reviewed there -- and since Bogota bankers
have more direct communication links with the FFI, a type of discrimination
exists sgainat other parts of the country. The complexity of FF{ forms
and procedures exacerbates this discrimination in less developed regions
where unsophisticated bankers and clients alike have difficulty coping
with FFI requirements. A simplifcation of procedures and system of
education would seem to be indicated to eliminate this discrimination.



To date, under loans 063 and 068, the FFI has
created 4200 jobs at an average cost of approximately US$3,000 per work.:,

TABLE 3
Industrial Finance Fund (FFI)
AID 514-1,-063 Credit Lines Approved by Departments
August 11, 1971 - June 30, 1973

Pesosg
Department No. % _(000) %

Antioquia 234 12.0 94, 837 15.3
Atlantico 109 5.9 39,134 6.3
Bolivar 33 1.8 9,471 1.5
Boyaca 51 2.7 7,161 1.2
Caldas 50 2.7 13,868 2.2
Cauca 4 0.2 1,860 0.1
Cesar 5 0.3 760 0.1
Cordoba 2 0.1 1,400 0.2
Cundinamarca 512 27.5 264,417 42,7
Choco 2 0.1 1,086 0.2
Guajira - - - -

Huila 8 0.4 065 0.1
Magdalena 5 0.3 955 0.2
Meta 4 0.2 417 0.1
Narifio 12 0.6 1,970 0.1
Norte de Santander 57 3.1 8,515 1.4
Quindio 39 2.1 4,718 0,8
Risaralda 17 9.2 3i, 658 5.1
Santander 212 11.4 25,801 4.2
Sucre 2 0.1 295 0.9
Tolima 57 3.1 12,813 £.01
Valle 292 15,6 97,252 18,7

TOTAL 1,862 100.0  £19,020 jyn. g




-10-

TABLE 4

Industrial Finance Fund (FFI)
ALD 514-1,-068 Credit Lines Approved by Departments
July 1 Through December 31, 1973

Pesos

Department No. % - {000) %
Antioquia 104 14,0 46,860 12.0
Atlantico 48 6.4 36,188 9.3
Bolivar 6 0.8 3,400 0.9
Boyaca 10 1.3 7,234 1.9
Caldas 11 1.5 7,163 1.8
Cauca 3 0.4 4,090 1.1

Cesar - - - -
Cordcba 1 0.1 314 0.1
Cundinainarca 227 30. 6 163, 324 42.0

Choczo - - - -

Guajira - - - -
Huila 7 0.9 1,999 0.5

Magdalena - - - -
Meta 2 0.3 307 0.1
Narifio 2 0.3 90 0.0
Norte de Santander 18 2.4 4,875 1.3
Quindio 11 1.5 3,876 0.9
Risaralda 64 8.6 18,850 4.8
Santander 91 12.2 17,533 4.5
Sucre 1 0.1 400 0.1
Tolima 26 3.5 6,914 1.8
Valle 108 14.5 64, 447 16,6
Caqueta 4 0.1 1,000 0.2
TOTAL 745 100.0 388,998 100.0

2. Popular Finance Corporation (C¥P)

The CFP was created in 1967 by the Banco Popular, 3 publi:
tastitution, ¢o provide credit to small industry. In the intervening vear.,
it hag developed a reputation for cornpetence and dynamism which i¢d to
suppore under Uz'ban/Reg'.onal Sector Loan 514-1.-068 in 1973. initiai
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experience with CFP In Loan 068 haus lod in turn to couiderntion of linking
future AID loan inputs to partiocular CFP programs. Support of 1he regular
lending activities of the GFP that started with Loan 068 is expected to Le
assumed by the IBRD, the Germans, and perhaps the British. The Mission and
other donors have been impressed by the capacity of the organization to
oarry out its program up to the limit of available resourcses, and to fight
within the government bursaucracy for its fair chare of those resources.
(For a detailed description of CFP's organization, reference is mado to the
IBRD small-soale industry project document). The CFP received 128 million
pesos of the 140 million pesos counterpart projected in 1973 but, due to the
AID/GOC budgetary contretemps, only 5 million pesos of the 60 million promised
ATID resources. Despite this shortfell, the CFP carried out an impressive
lending program of 210 million poesos uging reflows and rediscounts to make
up the difference. (See Annex III for complete financial information. )

TABLE 5

Corporacion Financiera Popular (CFP)

Development of Small and Medium Industry
Sources and Application of Funds
(pesos 000)

Y months
Sources 1973 1974
AID Loan Agreemnent 514-1~068

Credit Resources 5,000.0 55, 000.0
GOC Counterpart 127,949.5 82, 284.0

Fondo Nacional de Ahorro - Ling 520.0 -

- Bonds 15,000.0 -
Sociedades de Capitalizacidn - Bonds 38,619.2 13,910.6
Banco Popular - Mutual 42, 746. 8 30, 746. 8
- Increase of equity - 15,000.0
RPONADRE 534. 4 422, 2
MY 14, 667.4 5,428, 7

BID -~ IFI 2,278, 4 -
Proexpo 4, 900.0 13, b62.5

fonds Decraes 2380 5,400.0 -
ProfTit 4,382.8 5,215, 8
Repaymants 123,028, 7 1], B0,k
Keoarve for nad dabis 14,062, 0 10,470,
A0 Rediscournts Y, 118,00 AT
(ither Tiabilities 4,183, 4 i4,041.,4
Gash 1, 8000 18,4
Tot2l 564, 3456 S5, 159, 8

{(cortinmod)
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TABLE 5 (Continuation)

9 months
Appliocation 1973 1974
Loan Disbursements 210, 368. 9 198,932.6 l/
Long-term Investment 3, 541.0 2,720.5
Temporal Investment 4, 750.0 11, 539.7
Payment of Resouroces 121, 706.0 159,967.0
Fondo Financiero Industrial 39, 591.0 £8,039. 4
Banco Popular - Mutual 40, 000.0 30, 746. 8
- Bonds 3,000.0 17,000.0
Fondo Nanional de Ahorro - Line 7,414.7 7,206.9
- Mutual 6,000.0 4, 500.0
BID - IFI 1, 800.3 1,733.3
IFI 6, 546. 2 -
IFT - Resolucion 88 8,462.0 10, 395.4
Bank of the Republic 2369 5,400.0
Bonds 2369 948.1 858.1
FONADE 26R2.5 192.9
Proexpo 2,274, 2 4,0580.0
Increase of Other Assets 20,915, 7 10, 805.9
Surplus Reduction 3,067.0 4,438, 3
Total 364, 348.6 73,1508
l/ Total estimated loan disbursement Tor 1974 i belweon 300,000 pe:so:s:

and 320,000 pesos. CFP has already disburised 35,000 pesou during Oclober

The CFP now sees itself not as just a bank, but rather as ihe
chief motive force of small industry in Colombia with a great deal of
social responsibility as an integral part of this role. Short of funds as
it was in 1%7%, it still managed to make 5.7 million pesos worth of
signature loanz, 3.7 million pesos worth of cooperative loans, and nearly
20 million per=ou worth of agro-industrial credit available. The organiu-
ation simultenecusly strupgled to establish the legal framework for a
Guarantee Fund for loans under 500,000 pesos, and for a marketing company.
It i¢ currenily considering approximately 50 separate programs to
assist the small industrislist. It clearly possesses enthusiasm
and thoe ocapesity for sustained
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effort -- loan approvals increased by 65% in 1973 over 1972, and are projected
to increase at an even faster rate in the next five years -~ but must avoid
fragmentation of its efforts, and assure that sound management accompanies

innovation.

The CFP has proven remarkably open to suggestions from
outside sources of expertise. It appears to be the only Colombian organization
that understands the implications of the Stanford Research Institute's
findings concerning the necessity of a mix of technplogical transfer and ¢redit
The World Bank team was gurprised to find improvements its members had
suggested as possible conditions precedent on their first visit already
implemented on their second.

The CFP has proved even more efficient than the FFI in
job creation. Despite the low reception of AID resources, 5,700 jobs were
created in 1973 at an average cost of US$2, 000 per worker.

D. Othe: Entities Involved in the Small and Medium Industry

Sector

A variety of organizations, both public aad private, provide
financial, technical, managerial, and promotional assistance to small
industry. Somc are decentra.ized in their operations (e, g. SENA,
INCOLDA) and have branches in major cities where they are more accessible
to adjacent industrial centers.

1.  The National Apprentice Service (SENA)

Co'ombia puts a high priority on technical training of the
labor force, hence SENA receives an autoraatic allocation of 2% of all
private sector payrolls. Its 1973 program expenditures arc estimated in
excess ol $20 miilion., SENA operates 17 centers which cover ail industrial
and commescial areas adequately. In addition to its reguiar training
activities, SENA has organized a lmited program cf managerial and
technical assictance to small and rnedium industry. This program wiil he
considerably strengthened by aother donor participation as detailed in
section [II C.
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2. The National Association of Industrialists (ANDI)

This organization is composed of the manageme nt of the
largest industrial firms. The staff of ANDI studies such subjects as
factors affecting location of Colombian industrial firms, Its orientation
is towards the interests of its membership. There is alsoclose collaboration
between ANDI, IFI, and the other large financial institutions. ANDI has
expresscd some interest in collaborating with INCOLDA on a big brother
program of assistance to small industry,

3. Colombian Association of Small Industrialists (ACOPI)

flthough very limited in financial resources and having only
a small staff, ACOPI has been successful in representing the interests of
smaller firms. The organization now has 14 regional offices loosely
federated under a national office in Bogota. Two of these offices, Bogota
and Medellin, have entered the raw materials supply area, the former with
a finance scheme, the latter with a cooperative buying program.

4. Colombian Institute for Administration (INCOLDA)

As a non-governmental institution INCOILDA enjoys a great
deal of flexibility in defining its roles. So far this AlD-assisted version
of our AMA has sponsored seminars on a variety of issues of national
importance, promoted use of modevrn accounting, production and marketing
techniques, and offered mid-career training courses for business and
government executives. Thus, it has a much broader scope than its name
would imply.

5. Tuockiological Investigation Institute (I1'7)

Tiis institution recsives principal support from donations
by the Bank of ihw Repulbic and the Goffee Bank, but alsc has a modast
government sunsidy, It charges fees for investigative services amaounting
to 60 - 70% of costs. Itsactivitics nave to date principally heen councernad
with metallurgy ara food products. It has not yet broadenad its scope nor
doex it have the capacity yer te meet the more extensive needs of the
foolombian cconomy witransicrring technology. 7T has received sabstantia
rologica transfer support from UNIDO and other multuatersl agencie s,
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Institute has a Department of Economic Investigations which has helped
the technical departments preparc feasibility studies. These studies have
sometimes been criticized as being weak in their business and economic
content. Moreover, it has suffered some loss of competent personnel.
IIT bccupies a unique position in Colombia. If its technical potential can
be channeled into small industry's needs, it represents the only national
institution capable of dealing with difficult hard-science technological
problemc.

6. Foundation for Assistance to Small and Medium Industry(EICIT .(,

The Cofice Bank, the Agricultural Insurance Company, and
the Bank of the Republic have subsidized the formation of this Foundation
which offers both managerial and technological iransfer to small and medium-
sized industrial firms. It has attracted highly talentcd leadership including
professional engineers, and management consultants. It has de cloped
contacts with foreign sources of technical information such as Georgia Tech.
Its coniract fees cover about 50% of actual costs. Although its technical
transfer operarions are currently limited to about 25 companies per year,
FICITEC would seem to be a promising source of future assistance to smail
and medium industry. The Foundation seces itself mainly as providing help
to entities already having intimate contacts with small industrialists -- such
as CFP and ACOPI -- rather than greatly increasing the scope of its own
such cortacts.
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[l. DESCRIPTION OF PROJEC

Urban/Regional Secte an 4.4-L-003 marked the beginning of recent
AID involvem: it with the «0 (i industry s-ct .r in Colombia. [n that loan it
was recognizad thatl, with .ver half the p. intiztion of the country already in the
cities, end with a cont nued high rate of viraaization, economic dev: lupment
in Colombia wac inextricably linked with ir:astry. Sceking to ai®  iate the
greatest bottleneck to industrial developn:: at within the context o/ rhe scctoral
approach, the loan made funds available for credit activities. Sceking to put
this money "whecc it was most needed and to assist the poorer clements of the
vopulation, ‘he loan restricted its credit activities to small, labor-intensive
industries. The correctness of this approach may be measurc! by the fact
that two otii'r major donor nations-- the Germans and the British-- as weli as
the IBRD plan their own credit programs to small industry within a year.

However as Stanford Research Institute pointed out,credit is not the only
necd of the small industrialist. SRI insisted that he also required techn cal
assistance, and the recent World Bank survey has proved that his need is
strongly feld by small entrepeneurs. Technological transfer represents a
tnuch more ditficult area to deal with than credit. Ordinary credit acti itics
can be run through the formal banking system with a minimum of disruptioa,
but technological transfer require high-risk, innovative projects which othcr
donors find it difficult to finance. This CAP proposes several such projects
to attack the aforementioned bottleneck areas of finance, raw materials,
production and marketing.

Participation in the credit aspect of the small industry sub-scctor uneer
loan 068 revealed several other problem areas. Institutions were expected
to perform tasks in which they had little prior experience. " cwv did no.
always acdjuxt as well as one would like to theiv new duties. “he proposed
loan includes ai element of institution building to strengthen 'he crttie e
must be relicd upon to carrvy out activities in the small indusicy ai e+

It was noted that certain groups of people which represenred v nef
targets of assistance to smatl industry--the very small indnstyiailc:s ayrh
such iabor intensive plants that they could offer little in the way of guaterties:
the geographically isolated; the cooperatives; those trying v ¢ ttabiist her 0.
fore unknown enterprises in backward arcas--were at a disad.antage .n patt-
cipating in the new credit oppurtunitics made available in Loan 068 aid new
continued by other donors' loans. The pronosed loan wcel o redress 1.
disadvantages.
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“he propoand loan, then, soeka to advance w wtop from tho ono
sonstraint of small industry attacked in provioun loans Lo nlleviato
complimentary problems that plague the small industrialint,

The Popular Finence Corporation (CFP)

The CFP is a small industry development bank of great dynamism.
It has reached the point where other donors can satisfy much of its
capital needs for normal small industry credits (see Soction III-C),
but is embarking on several new projects and expanding others of
special benefit to the very small industrialists which reinforce its
and the FFI's credit activities and which require equity capitalization.
A recent IBRD loan paper contains a full analysis of CFP organization
and financial structurs.

1. Crouit Activities - Within its 1.1 Biltlion peso ($22 million)
lending prougram for the 1975-76 period, the CKI' ir projecting credit
activities of spocial impact on very small entreproneur:s of 410 willion
posos ($9.46 million).

"™is progrem, called the Spocial Credit Proprwn, addres:on
speciiically the iscue of income rodistribution. Small industrios
usually locaiod in poor neighborhoods, where land and services aro
cheap, open now jobs for low-income people.

The OFP alroady has someo experience with the Special Credit
Frogram. Tt has ellocatsed over 22 million pesos for three of the
programs a: shown in Table 5-A4) of intersest to this loan request. In
spite of tho relaxation of guaranteos requiremonts for those credit
lines, oaly 109 of the loan reopayments to CFP for this crodit program

are outctandin;. This slowness rato compares favorably with the rate
for theo rsgulur crodit programsc {(around 15%).

Both 0C and tho CFP new genorul manager have eaxprosced great

intorest in dincroooine "econfidoneq" "community, ' and "orotesnional"
crouaits {(nee t W, fo othis end, CFP is planning to incroase its
St owo that aaen fopional office will have one full-Lime parson
denfentod Lo ocroncte the Special Crodit Progron.  Inowaddition, CFP o

flamaire to opon bwo new omall rogional office:n, ono in Prsto and ono
in Neive ‘caplials of two of Colawmbia'c mood impoverdchord provineos),
1 i b cennt potontind demurd fer this fipe of orodit.

wel s

T e cational study, wentionod telow, 15 expoctod to
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TABLE 5-A

Corporacion Financiera Popular (CFP)

Special Credit Program

Credits Approved up to September 31, 1974

Cost per

Lines of Credit Pesos No. of New Job fNreated
(000) Jobs Created (Pesos)
"Confidence" 8,781 2617 32,900
Community 13, 536 349 38, 800
Professionals 95 6 15,600
Total 22, 412 622 36, 000

I
!
I
]
}
I
i

&, Guarantes Fund: Tho utility of a puarantee fund has beon
stressed in the Urban Sector Analycis and the Loan 063 CAP, CFP plans
to capitalize such a fund with 35 million pesos which is sufficient to
guarantes up to 350 million pesos worth of loans (maximum size, 500,000
posos) to small industry. Tho fund, which any bank or fiancial corpora
tion may utilize, represents an important element in the integration of
small industrialists into the financial syslem loeading not only to more
efficiont utilization of installed capacity, but also to expansion of
that capucity where desirable, and finally 4o increased omployment. The
guarantee fund may also serve & typoe of insurance function in not
demanding repaymont if its participants default dus to natural disaster
or other uaforeseeable circumstances.

OrTC 15 considering o 90 million peso puarantos fund in tho
Bank ¢." the R public in which any privato bank or {inanco compiny could
participate on payment of ¢ 27 annual charge. “Thoro is no limii on the
size of erlerprise wnich might utilize this ‘nund, and the only limit on
the size or individual transactions -- of which a bank may financo up 1o
75% -- i 107 of 1he total portion o, the fund held by the bank involvad.
Since OPIC officiels oxpoct benk subscripitions in whe 20 - 40 million
pocce. ranpo, Jjoans of 2.7 - 5.2 million pnsos cor be suaranteed by the
Punl it i1 comes lito being.  Colombian banking proacticos make it
1irply thet tho fund will be used maeinly feor tho Targo modium-sizoe firms,
hence it wi'l complomont the CKP Guarantoe Pund which will concentrate
on srellor enterprises,  In addition, the OPIC fund contomplatos no
changos in the lonpthly puarantoe procedure currently boing utilized
whics “he CFP fund Ly-pasees this process.
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b, "Confidence" Credits: Creditis oupocially dosipgnod 1o
reach the industrialists who doos noil have ronl puarantoos, whoio ad-
ministrative systems are very poor, and who iu localod in ;mall and
medium cities or marginal areas of big cities. 'Tho great majority of
these funds are expocted to go to artesiuns. CFF plans to allocatle
70 million pesos in the 1075-7€ poriod for this typo of crodii which
should generate around 1700 new johs. The CFP Las learned by experi-
onco that this type of preogram requires closse supervision. The
availabilitly of oxtensive and unaccustomed resources L boon ¥nown o
go to tho head of the small industrialist and to result in unwice in-
vostment. For this reason, CFP oxpestn to dovolop c¢lose links witlh a
number of irstitutions (like SENA and private devolopment, foundations)
working in the geoprapnical areas and with 1he type of industirialist
montioned above, This joint action will «llow CFP o maximum uliliz-
ation of its humnn resourcos, and the raduclion of bad case: duo to
poor studios, poor tochnical asrsistance aud supervicion. Special
attontion will be g¢iven to ascistunce in the administrative areas,
particularly through the accountancy centors (oo bolow).

¢. GCommunity Creditc: Loans, sometimos without guaranteos,
to cooperatives and olher unitc for acquisition of raw materials,
manufacturing, minivg, and agriculturel activiticr. CFP is placing
grealer priority on associations loceted in rural arens or in marginal
arecas of big citios. Allocations for this program have beoen sot at 130
million peosos for the 1975-76 poriod, which should gonerate arcund 2500
Jobs.  Hore again, CFP is planning to carry out joinl actions with
inctitution:s involved in this type of projects. The new CFP goneral
managoer's background in the coopsrative movement i: making it sasier for
CFP to contact the necessary institutions. Preliminary contacls havo
boon made wilr Juperintondencia de Cooperativas, SENA, ICA, and Contro
de Inveciipucion y Accion Social. The central office has already been
promotlings tho project in regions such as Narific and Huila. 'The CI'P is
alsc receiving the assictanco of 10 - 12 MBA Peace Corps Voluntceors to
ascist in thic program,

Srofunsional Crodits: Loans to qualified prefescionals,
noet nscusceriiy with o university hackground, 1o fcund or expand manu-
facturing operwtions which oithor iavolve technolopical procosson now
Lo the aren inowhien they are roquosted, or are located in very poor
arevas, Tho requlisites and peliclos Tor approval of this type of credits
arv r.oh move rluvivle than Tor euy othor type. CWP cxpocts 4o allcente
23 willion pecos in the 10745~ 76 poriod for a penoration of 200 jobe.
(Not. that 1. average cosi of croating o new jot i Tuble H5-A hao boorn
considourcod toc Tow and atypilcal sinco the expericncs: in rot vory prost).

o, Murkoting Company: 'The small inductriaticst 1o faecd with
& double probvlom when he warkein his poods.  Not only 1o he ofton ipnornnt
of demand changos, standerds for oxport, and sonoral markol condition:,
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but he often cannot produce in sufficleni quaniity or wiih adoquuto
quality oontrol to justify his entrance into the moro lucralive markol:s.
The CFP will croate a marketing company to accict tho tmall industirioelist
in efforts to produce and market producis on a scalo possiblo only if
resources are combined. The compeny will also assist indusirialists with
production techniques and quality control programs.

The company will start activities with menufacturing sectors in
which necessities have already been identified. They include textiles,
leather, wood; others will be chosen later. It is expocted that the
company will work with all interested industrialists, not only CFP clients.
The program will be supported by an investment of 50 million pesos for the
1975-76 period.

2. Technological Transier Activities - Thero is univorsal agreement

(IBRD, UNDP, ILO, UNIDO, German, British and USAID)that small induntry

in Colombia roquiros transfer of managemont and produclicn fechnolory.
The CFP is cponsoring one program in thic area with ity own roscourcon -
accountancy contors. Accountanoy has beon a hottlonock in 1ho oxpansion
and imprnvement of smell indusiry in Colombia. Wilhoul adoquato bhook-
koeping, a firm can noither obtain credit, nor oxpaud boyond w limitod
sizo. Avoidable losses continue because tho numbors aro not Taid outl wilh
sufficiont clarity for ofrective examinaticn. The CIP proposos 1o cronto
accountancy centors aimed at small industry to holp alleviate thoso pro-
blems. The program will establish ten conters in ton different citios
which will counsel 1,600 clients in the first two yoars of operation.
Since some of the firms which most need thic service cannot afford to pay
commercial ratos, the CFP projects 9 million posos worth of finance on
liberal terms to 300 clients in this period. Anothor 1 million pesos for
financiul advisory services to instruct businessmen on the uses of this
new management tool is projected.

In addition to accountancy, technological iransfer is required
in the areas of production, gquality control, information dissemination,
and raw materials. The study presonted in Annex II sugpgests tho provision
of trained porsonncl to CFP, IIT, OENA, and FICITEC in & program admirin-
tered by OFP 1o assist in thesc areas. Sinco that fAnnox was preptrod,
consideraeils work has gons into planning the propoiod fuchnclopicsd “pea:tor
activity. Agreeront in principle has beon roachod Lhead CRFI wil1 cronis,
core staflfl of tochnical persoanncl to suporvisoe Lhe proprom, ot will con-
tract with IENA, TIIT and FICITEC to porform conuulling sorvienn for OFp
clientrs.  The Loan program would pny treining costo of OFP and conculting
peraonnel and would subsidize the cost of connuliancy cervicon on a
rapidly declining opropertionate basis during tho first two years of iho
prozran's operation., A omall industrielists bocome acquainted with
iochnical consultancy they would be oxpocted to pry for services with
financing provided ©y CFP loans for technical w¢nsistance. Tho IBRD is pro-
viding up 1o 500,000 dollars to CFP for a revolving fund for T.A. loans.
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On the basis of the projected leovel and cost of technological
transfer consultancy which are outlined below, the IBRD provided funds
would bo drawn down by ihe ond of thoe third year of the program':: operatlion,
the interest ocarned by CFP on T.A. loans would covor most (ovor 75%) of
their personnel costs of administoring and promotins tochnological tran:lor
activitios, and CFP clients would be paying tho full markot cost of 'INVA.
services (aboul an ostimatod $600 dollars por uonnuliuncy). Tho projostod
cost is basod on liboral salary assumptions (averago saluries bopinning ol
300,000 pesos per year, growing at about 207 por yoor, although reducod by
109 during training), overhoad charges of 507 of salarios by tho consul tunis
(tho CFP, however, is expocted to absorb overhead costs of its own porsonnel),
an average of only 37.5 consultancies per consultanti per year, a usix-month
rocruitment and itraining period, fully subsidized oporatlions during tho
first somestor of actual operations, 75% subsidy during the socond semestor,
509 durin;; tho third semester, 257 during tho fourth semester and o self-
supporting progrem thereafter. In the evont that sarnings on thoe revolving
fund do not cover CFP's oxpenses for administoring the program, the CFP will
coveaant to maintain their activities at the loan-Ilinanced levsl for at
least five years.

The CFP will also carry out & program of promotional activities
which they call o "motivational" program, that is a serics of motivational
training sominars designed to spark awarsnoss of tholr tochnical assistance
nood:s amorp, entreprensurs., Limited fTunding may al:u o Lo ANDT nnd for
TNCOLDA for a "bipg brothor” program with largo induciry.  Tho Information
disnominailon aspoct of the program will be fundod by CIF, and probably
Jointly administerod by ACOPI, which has the conlacts, and FTCITHKG, which
has the fochnolopicel know-how and hac contraclod with SBA to rocoiveo more.
FICIIEC projects 3,000 clionts of this program by the ond of 1976,

Annex I7 arpues for guidanco of the training aspects and start-up
of “hwv tactmolepical transfor program via foroipgn technical assistanco.
An UNITO eonmuliant currently assigned ito CFP, othor UZAID consultants, the
Mission, and tho OFP itself all agroe ithat such acssistiance should be
acquired.  The GOC L rejectod loan funding for foreign technical assistance
in liree with il: ocneral policy and bocause it oxpects to receive additional
assistence Jrom UNIDO in support ot the program ond bocause 1t may draw on
the AID Zloek Grant.

The Follewing tablo summarizes the projected loen-financed costs
o technoleginnl trunsier activities for which $§ 1 million dollars have

boon requested:
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Loan Funded Teohnologiocal Transfor Activitios (000 Pesos)

197

L)

1977

1st Som

5
2rnd Som

1st Som

2nd Sem  1lst Ser

CFP T, A, Staff

CFP Trainees 675
Consultunt's Trainees e, 700 1,
Consultants Staff inc. Overhead - 4,
Training Expenses 1,000

Motivation Program 150
Publication: Progranm 100
Big “ruther Program 50

825
205
190
950
400
200
100

510]

1, 440

2
326

1,155
4, 850
500
200
100
i)

1, 800
180
h4C

4, 050
200
150
100

50

1,920

2, 220
160
1.00

50

Tot.nl 4,675 7,

Total Loan Funding:
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II. FINANCIAL ASPECTS

A. Borrower -
—riower

The Borrower will be the Government of the Republic of Colombia,
which will be autnorized, after approval by its Economic and Social Policy
Councii and its Interparliamentary Committee, to enter into the Loan Agrec-
ment without further Congressional ratification.

B. Terms of the Loan

The terms recommended for the proposed loan are 40-years re-
payment by the Borrower, including a 10 year grace period, at an interest
rate of 2% per annurn during the grace period and 3% per annum thereafter.
The Lcan Committee is of the opinion that the terms rocommended are
reasonabie for this project.

C. Cther International Donor Participation

The IBRD, IDB and Exim-Bank have been advisod of this proposed
lean, and have indicated that they are not interested in financing its activitics.

The Mission is in touch with the other two national donors interested
in th.s area, the British and the Germans, with the ILO Mission and with
IBRD study groups. Programs have been closely coordinated and data shared.

The British will continue to assist SENA with short visits of con-
sultants during at least the next year. The ILO plaus to have six full-tim:
and three femporaly consultants here starting this vear for a twe, to threce
year period. ILQO znd UNDP officials have expresscd thernslves cager
fo coordinate their assistance to SENA with proposed AID tec rnological
transfer activitiec. The Germans plan two tc three years of tochnical as-
sistance involving twa to three people at a time to assist SENA in its work
w1l industrial organizations, perhaps in the cooperative field, prrbaps
in the Barranquilia arca,

The Germans also plan a $2. 5 million loun to the ©FP to cnrn-
Mence in 1975, The british wish to make $500, 000 availalble to CEFP fur
ticd machinery inwports in the same time frame. Twe UNIDG experts a-e
tlso expected (o assist CFP,
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An IBRD loan for $5.5 million to the CFP will probably be
sipned before the end of 1974, Up to $500,000 of this loan may be spent on
the CIP's technological transfer program, most of 1t in the form of a [und
to cuntract consultant services for CFP clients on the open market, und part
of it to {inunce a foreipn expert to assist the CFP in its Cechnolobxcdl
transfer activities. The fund and the expert obviously complement the pro-
vision of trained cechnological transfer personnel to work in this area
within the CFP as proposed in Annex II, just as AID funding of the more in-
novative and hlgber -risk credit programs is complemented by World Bank
resources ar CFP's ovdinary credit lines.

The IBRD $5 million lending program will be used by CFP for
relending to finance fixed assecs, including construction costs of industrisl
buildings, of a wide ranpe of small industrial firms, Financing will he
restricted to small manufacturing firms with total assets not in excess of
10 willior pesos au the time of subloan approval. £t the low end, cottaspe
industi {(iirms with less than 5 employees) while not excluded, Ls
crnecter Lo use ondi a small part of the loan. Maximum aSS;b\aan to any
~ne firm would be Llimited to 2.5 million pesos. The IBRD expert working with
the CFP woniu review all subloan proposals iavoling Bank financing in excess
oL 200,000 pesos, make specific recommendations on each subloan proposa! sub
mirted fo app.aval to the Loan Committee or Board of Directors, and as: forv
'mprovomnnt of less rhan satistactory appraisals. Subloans ulpruved agalnst
the expert's advice would be sent for ex post review Lo the IBRD. All sub-
loaas over 1.5 million pesos will require prior IBRD approval. Furthernore,
the IBRD will closzely supervise the project and review ex post a sufficient
sample of subprajects., This procedure is designed to grade CFP's appraisai
und decision-maiciug., Defore releasing the second US ¢2.5 million tranche of

the IBRD ioan, th2 adequacy of this arrangment would be reviewed.

D. Prospects jor Repayment

The prospects for repayment of the proposed loan ate e«-
cellent, the Goveroment of Colombla will undertake (he ebligation and
assure the exchanpe rate. Colombia's debt service burden is low compared

P N

to orher Latin American countries experiencing similar econumic cond: @ iors,



- 24 -
E. FINANCIAL PLAN

TABLE 6

FINANCIAL "I'"ARGIY DY ACTIVITY
(pesos millions, ocommingloed fund:)

Aotivity 1975 1976 Total

A, Credit Programs

1. Guarantee Fund 10.0 25.0 36.0
2. Confidence Credits 30.0 40.0 70.0
3. Community Credits 60.0 70.0 130.0
4, Professional Credits 10.0 15.0 25,0
5. Marketing Company 20.0 30.0 50.0
B. Technological Transfer Activities

1. Production-related technological transfer 15.0 17.6 32,5
2. Accountancy Centers 1/ 4.0 6.0 10.0

149.0  203.H  4HR.H

Total (ush (usd (s

4,966.7 5 814.3 10,781
million)2/ mdton) 3/ million)

1/ Not receiving AID funds

2/ 1975 average 30.0 pesos = $ 1.00

3/ 1976 average 35.0 pesos = § 1.00
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TABLE 7
SUMMARY FINANCIAL PLAN

Financial Targotn
(Millions of §)

1975 1/ 1976 2/ Total
Loan Elements AID GOC - AID GOC AID GOC
A. Credit Programs (2.0) (2.33) (2.0) (3.13) (4.00) (5.46)
1. Guarantee Fund - 0.3 - 0.70 - 1.00
2., Confidence Credits 0.6 0.4 0.64 0.50 1.24 0.90
3. Community Credits 1.2 0.8 1.12 0.88 2.32 1.68
4, Professional Credits 0.2 0.13 0.24 0.19 0.44 0.32
5. Marketing Company - 0.7 - 0. 86 - 1. 56
B. Technological Transfer (0.5) (0.13) (0.5) (0.17) (1.0) (0.3)
Activities
1. Production-related
Technological Transfer 0.5 - 0.5 ~ 1.0 -
2. Accountancy Centers - 0.13 - 0.17 - 0.3
Total 2.5 2,46 2.5 3.3 5.00 5. 76
1/ 1975 average 30.0 pesos = $1,00
2/ 1976 average 35.0 pesos = $1.00

Disbursement of the loan is expected to start in the first semester of 19¢75.
Disbursement for the credit activities should be completed by ths end of 1¢76.
In that the technology transfer activity being financed by the loan it con-
sidered 1c be a two-year pilot program, following a six-month sinrt up

period, it is probable that disbursement for the activity wi1l raquires twe

and a half years after its initiation, i.e., until mid 1074,

GOC counterpart will come from general CIFP resource:, the oxpected Lource:n
of which are similer to those cited on Table 5, page 11. No countorpari is
ettributed to the technological transfer activity, although CFP will be
financing its own overhead, and CFP clients will he paying most of the

cost of the progrem after the initial sgtart-up.
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Iv ECCNCMIC AND SOCIAL ASPECTS

A. Present Status of the Colombian Economy

Performance of the Colombian economy currently presents a veiy
mixed picture. On one hand, economic growth performance has been quit«
good, with GDP growing by more than 7% annually for the last two years,
and with exports growing at spectacular rates. On the other hand, inflation
has become a serious problem during the past two years, and prices are
currently rising at an annual rate of around 30% -- far above the rates tha*
have been usual in Colombia. In addition, the government has been faced
with serious fiscal problems limiting its ability to carry out the investment
Program in social sectors that has been a basic tenet of its policy.

The growth of total production during 1973 is currently estimated
at 7. 3%, up slightly from 1972 and considerably above the historical average.
Growth was fastest in the industrial and consatruction sectors in 1973, the
latter sector benefitting heavily from the establishment of a savings and loan
system with adjustment of savings for inflation in 1972, This new savings
instrument, the UPAC, was mainly responsible for a massive increase in
financial savings in 1973 by the private sector. The agricultural sector per-
formed poorly, with production of crops other than coffee declining slight}v
from 1972 levels. This decline, due largely to bad weather conditions duriry
the year, was a major cause of the accelerated inflation of 1973, A sub-
stantial improvement in agricultural production is expected in 1974,

Inflation has become a matter of serious concern during the past
two years. The cost of living rose by 23% during 1973, and the rate of in-
flation during the first four months of 1974 is several points higher than th.
1973 rate for the same period. This acceleration of the rate of inflation is
due principally to the rapid growth of the money supply, and to the rathe~
poor performance of the agricultural sector. This growth in money supp!-
was in turn due principally to the accumulation of international reservag
resulting both frem good export performance and large roreign borrowing
by the GOC. Since government borrowing went into internatinnai re -
serves rather than into increased imports, the net effect of the bor rowin;
was inflationary. The role of government during 1974 is expected to he lo.-
expansionary than in the several previous years, and the leveling off of
international reserves should allow monetary growth to be restricted.
Nevertheless, inflation can be expected to continue to be a scrious concyurn
to the GOC during the next two years,
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As 2 consequence of both the fiscal problems and the govern-
ment's desire to reduce inflationary pressures by cartailing spending,
government investment expenditures in 1973 were cut substantially [rom
programmed levels, and declined in real terms., Prospects for 1974 are
for a continuation of restrictions on government investment, with nominal
expenditures expected to increase by about 20%, This need for austerity
during the 1973-74 period is the result of shift in government financing from
a heavy dependence on foreign commercial borrowing to a situation where
such borrowing is used little or not at all. This shift will be completed in
1974, consequently investment expenditures in 1974 should again begin to
rise in real terms. Nevertheless, it seems clear that no major expansion
of government investment (such as occurred caring the 1969-72 period,
when government investment increased by 52% in real terms) is likely un-
less some significant new tax measures are enacted by the government.
The incoming yovernment seems aware of the need for such additional
taxation, but legislative approval for such measures is always unceartain,

The balance of payments position of the country has improved
very substantially during the past several years, largely as the regult of
high commodity prices and a vigorous export promotion effort. On a regis -
tration basis, exports increased by 87% betwecen 1971 and 1973. First
quarter figures for 1974 indicate a further 6)Y increase over the correspand-.
ing figure for 1973, Until recently, this export boom had been accompan.eu
by a relatively restrictive import policy, and international reserves con-
Bequently rose rapidly, increasing from $170 million at the end of 197] to
%15 million ut the end of 1973, N2t reserves rose another $40 million i
Janvary, 1974, stahilized during the [ollowing quarter, apparently as the

result of a much move liberal import policy. This liberalization kas ©.ah-n
the form of redused import duties on a wide range of commeoditien a0 Lha
lifting of administrative approval requirements fo: manv commedities  Th..

sharv ot linports requiring prior administrative approval has been reidiced
from about 70% = about %0%. At the current rate of registration .0 ievrye .
the coeurtry's wnlernational reserves represent slightly less than io.r ~aont- -

imorts,

{n vicw of the macroeconomic situation currently faced o
Colermal,z -- addoquate levels of international reserves and significart
demanc-iniuced inflation -- the question of the need ar.d appropriatent sy
of foreign v .slstance must be addressed The Mission feels that the e
mary justificacion of the loan lies in its prograrnmatic impacet. A dsitivand -,

v

the magnitude of the loan is sufficiently small as i¢ have very limted



macrooconomic impliocations. 'Tho loan supports imporinnt initintivon of
the GOC, and it appears probablce lhai tho absonocu off Lho Toan wonld Lol
tn o Aubstantial roduction in GOC activity in thi: coctor.  'This roducslion
would bou a necessary oonocomitant of the custoro approsch Lhat tho povorn-
mont is teking concerning crodit uxpansion. Politic-lly, 14 i oxtlromoly
difficult for tho govermment 1o place severo limitalions on londing to
powerful interests in large industry whilo expunding crodit for cmall
industry. The effect of the loan would be to allow this to ocour.
Additionally, the loan would, of courss, support continued expanzion of
a very dynamic entity, the CFP, croate innovative possibilities for
transfer of technology to small industry, and improve opcrations of ‘the
FFI,

Since the above analysis was proparod, Colombia hau olected a
now Administration pledged to control inrlation and redress income in-
pquality. Tho new Administration has just compleled a sories of wido-
ranging mucro-economic reforms in connection with o 45-day Stato of
Kconomic HEmorgency (a constitutional device whoreby tho lixoculivo muy
legislnato on sconomic matters). Those reforms includo budgel defioeil
roduction through roduced subsidies on whoat and on oxport:s, ineroaod
taxes wud oxpenditure limitations; ocapital markotls roform inoluding
highoer minimum wages.  Tho moeacsuros are in ponerad lonm ovorduo and thoy
should hLave a decided enti-infletionnry impact. Thoy may aloo, un-
fortunutoly, hove a damueging offect on roal pgrowth. ‘hug, an tho
Governmont's policy makors are turning their attention to dovolopmont
prosrams, they are especially concernod with rtimulating rmployment and
produciion. The uswall industry program of tho CFP, which hau beon under
review by both AID and TBRD for several months, harn beacowe the focus of
intoncu interost un the part of policy makers. Tho program is one of the
first invesitmont initiatives of the new Governmoent.

L. Impact on the U.S. Economy

Tho projuct deves not compete with U.5. entorprise and i not
oxpectod to havo any adverse oi'fects on the U.5. cconomy. In additior,
the loan will increonse foroipn axchange svailabilition, which should loud
to an ircroace in U.8. oxports to Columbiuw. OSimilarly, tho oxpoctod iwm-
pact of tho rrogrma of contributing to the eoonamie nnd tosiol dovolopmont
of Colombia snould in the long-run provide a larger markot for 1.0,
oxports,

€. Berofits of the Proposed Loan

The proposed lean would attompt to stiwulatle L prowth and
development of umall and modium industrial firms through two principel
moch-niswrs: orodit availability end technological transfer. 1In both

RIS
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cases, 1ho proposod assistanco would attompt Lo corroch or oxialinge
disoerimination apainst small £lrms. Ax notod in Soction i), Lhe el
firm has oconuidorably loss accoss to orodit then Lhe fareo Ciyw. Lo
part, tlhis is ciinply e rosult of the fact Lthed Toan adminisbealion conts
are rolativoly lowor for largo loans. Howevor, (Lo curront financiold
structure of Colombia provides an additional incontive to lond to larme,
established firms. 8inco interest rates in tho banking system arc ad-
ministratively controlled at below market levels, thoro is oxcoss aomand
Tor crodit. Benks tend to handlo this excess demund by londing first to
the larger customers. Woro interest ratos highor, Jorse fiims: wonld
find it in their intorest to borrow significantly losz, loesving hiphor
eredit availabilivios for the borrowoer of last rovor', 1ho smoll £irm.
By making edditional crodit availablo spucificully for zmall indusiry,
the loan is able to counteract the diserimination ijuhoront in thu
oxisiing system of credit rationing.
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Discrimination againat small firms in the area of technical
and administrative know-how results primarily from the lack of an
adequate delivery system for such information and concepts to the gmall
firms. Ccnsequently, firms that are too small be be able to afford full-
time specialists for these types of activities tend to obtain too little
assistance, both because of high cost and the difficulty in locating an
appropriate source. The proposed loan attempts to establish mechanisms
necessary to nrovide a delivery system for at least a portion of the sector.

Given the purpose of the loan--stimueting o small industry through
the elimination of sources of discrimination against such firms -- the
question arises as to the reasons why promotion of the development of
small and m=dium industry is itself justified. A number of reasons exist
to indicate that this is an area where assistance is highly desirable.

First, small *nd medium industry teds to be considerably more labor-
intensive thar large industry. The reasons for this are not completely
clear, but it appears to be related to a significant degree to both dis-
crimination in favor of large firms by the import-lincensing system and
substantially higher wages paid by large firms which encourage them to
use capital-intensive methods. The higher wages in turn appear to be re-
lated to monopoly power by large firms and strong unionism among worker:

of large firmas.

The firm keeps its unionized workers content by paying wages
substantially higher than market requirements. This increased cost is
passed on to the consumer because of the firm's market power, and the
firm economizes on labor because of its high cost, Because of the large
amount of capital per employee, workers in this sector tend to be quite
productive, and consequently give a productivity justification for the fnci
that their wages are much higher than the market. The consquence of this
situation is a distortion of the market for both goods and labor. Asgist-
ance to small industry would tend to diminish the importance of sinch dis -
tortions both through assistance to firms whose production relati nships
are not distoried by such problems and additionally by increa.ing the
level of competitiveness within the economy,

A second reason for promoting sma!l and medium industry is
that it appeary that the potential for increased productivity through input;
of technical and managerial assistance is highest among this segninnt of



industry. It appears to be generally the case that there is a wider gap
in technology and management between small firms and ‘arge firms in
Colombia than there is between large Colombian firms and large firms
in the developed countries.

Finally, it is felt that stimulation to small industry has d. sirable
social implications. Opportunities are created for individual entrepreneurs
with limited resources, and new possibilities are made available to people
from poor backgrounds., In addition, the existence of a healthy small-
industry se.:or contributesto the democratization and decentralization of

industrial “ecision-making.

D. Environmental Aspects

The proposed loan is not expected to have any significapt impact
on environmental quality. Though the loan is directed at industry, the type
of firm to be aasisted is generally involved in light manufacturing, con-
sequaently has no detrimental environmental Impact. The sectoral distr. -
bution of sub-loans is expected to be similar to that of previous AID
experience with FFI and CFP. If this is the case, then the largest share
of lending activity -- close to one-third of the total -- will be to firms
engaged in production of shoes, clothing and textiles. The remainder would
then be spread widely among the whole range of industry, with very little
concentration in any individual sector. About 10-15% of sub-loans can be
expected to be made to firms in sectors often characterized as potential
polluters -- e.g., chemical firms and minerals processors. Nevertheless,
even these firms would tend to be small and widely dispersed, making any
detrimental impact on the environment minimal, The Loan Agreement will
include a covenant regarding environmertal qxes‘ions. !

E. The Kole of Women

The proposned loan is expected to have a pos.tive impact on
opportunities ior women in Colomb.a, mainly through the creatiop of new
job possibilitics for women. Smiall and mediam industry tends to use
womern relatively rore than large industry, with 30% of the labor force
being female compared with 24% for large industry, In addition, in the
specific industrias that are expected to be the largest recipients of credit.
and technolepical transfer assistance under the loan (textiles and vlown.ng).
women make up a strong majority (67%) of the work force,
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The question of job-creation, especially in unskilled categorie:n,
represents a much more important contribution to improved status for
women in Colomoia than it would in developed countriss. Lower-class
women have traditionally had no alternative to working as domestic
servants, usually on a live-in basis. Jobs in industry provide an alter-
native to this dismal situation, and represent & major improvement in
the woman's status, in that she receives much higher pay, has fixed and
shorter working hours, the freedom to choose where she will live, and is
integrated into the productive aspect of the economy.

While the principal thrust of the loan is to improve the status
of lower-class women, women will play an important role as professional
workers in the institutions that administer the loan. For example, the
head of small lending at the second-largsst branch of CFP is a woman.

V. CONDITIONS AND COVENANTS

A. Prior to any AID disbursement for technology tran;fer activitiec,
the CFF will submit for AID approval an organizational scheme and work
plan for thousze activities. All contracts between CFIF and entities providing
technical ascistance to small industry and between CIP and consultants
related to tho technology transfer activities will be submitted to AID for
approval.

B. Prior to disbursement of AID funds to the CFP, that organiz-

ation will acquire management consultant services informal substance
mutually agreed upon by the CFP, AID and IBRD.

VI. LOAN ADMINISTRATION

1 Disbursement Procedurses

1. Crodit Activities -~ Disbursement r'or CFF credit activities
will take place in a form similar to that implemented for sector lending
in Colombia. AID will doposit pesos purchased with loan funds in a
special acecount in the Bank of the Ropuvlic vhich the Treasurer of the
Reputli- will pay to CFP through normal GOC procedurss. The amount of
any ALD disoursement will depend on the pro’ectoed neods of credit
disbursement by the CFP during the proximate quarter, and prior expondi-
ture of GOC iunds in amounts greater than tho roquestod Jdisbarcomont
prior 1o the releaso of AII Cunds. That is, disbursemont will bo o
on a Liri passu vasis,bul with AID always in theo position of "ealcehing up"
with GOC expsnditures. No advance will be made for crodit activitiu:s,
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2. Technology Transfer Activities - The' Loan Agrooment and
Implementation Letters will specify the particular activities and item:
to be loan financed. Most of these activities will bo curried out by the
CFP or contracted by them. AID may reimburse CFP directly for such ez-
penditures or funding will be provided through the GOC budget process ni
indicated abovs.

rart of the funds authorized for technology transfer activ-
ities may be noeded to finance dollar costs of consultant services and
participant training. BExpenditures for consultants and foreign training
will be paid by AID directly from loan funds on the basis of loan-financed
PIO/T's and PIO/T's or similar documentation.

B. Loan Monitoring

Primary responsibility for monitoring the loan implementation will
rest with the USAID/C Urban Development Division, asszistod by the Capital
Development and Controller staff's. Disbursement roquest will be accompuniud
by detailed reports of program activities which shall sorve sz tho hasie
managemont review tool. Qualitative progress will be reviewsd through
poriodic Tield inspections.

C. Kvaluation

This projoct shell be evaluated at leas annually during the dis-
bursement period (sreferrably at or near the anniversary date of the loan)
plus at least ono follow-up evaluation approximately 2 years subsequent to
the TDD. The evilunation will endeavor to measure in overall terms progroess
toward tno objectives of the loan. Tho evaluation will be based on a group
of progress and ond of project indicators, proporly targeted, similar to
those provided below. Such tarpgets will be developed during the negotiation
stage of the loan and will be incorvoratoed in the Loan Agroement and/or
fubssguoent Implemontation Letters. In addition, it will provbably be desir-
sble Lo develop & survey or other appropriale means to ascertain tho
acceprance and veluo of the technological transfer organization and
activitias.

Tt i conbemplated that those evalua®ions will % carried out
Jointly by the Goverumont of Colombia and the Miossion, plus such outiside
2xpsry wosistance au the evaluation team way consider nenossary and
appropriato.  Tho Govornment of Colomiia nesepts ronponsibility ror Lho
coriection of the auts necessary to permii tho annuml roviow of Lhn propeos:
indicators.

o The fullowing ars representative indieators of the Lype which
TiEht bo utilized for the annual evaluation exercise.
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CFP Institutional Development

Average administrative costs X pescs or less per loan.

Average administrative costs X pesos per 100,000 pesos loaned.

Loan delinquenc: rate (X days or less) not exceeding X7 of
regular portfolio.

Loan delinquency rate (X days or less) not exceeding X% of
loan-financed special portfolio.

Loan default rato (over X days) not exceeding X% of regular
portfolio.

Loan default rate (over X days) not, axeceedling X% ol" loan-
financed special portfolio.

Averago processing timo (requesi/approval and wpproved /disburso-
mont) for regular portfolio not vxovoding X day:.

Avorage processing time (request/approval nnd approval/disburio-
ment) for loan-financed portfolio nol exceeding X day:.

CFP Employment Creation

New CFP loans totalling X pesos in CY 1975.

New CFP loans totalling Y pesos in CY 1976.

One new job created per Y pesos loanod under CFP program.
Contidence Credits totalling 10 million pesos in CY 1975.
Confidence credits totalling 20 million pesos in CY 1976.
Confidence Credits result in 270 new Jobs in QY 1975.
Confidence Credits result in 500 new Jobs in CY 1976.
Community Credits totalling 15 million pesos in CY 1975.
Community Creditis totelling 30 million pesos in CY 1976.
Community Credits resulting in 300 new jobs in CY 1975.
Community Crodits resulting in 550 now Jjobhs in C7 1976.
Frofocsional Credits totelling 5 million pesos in GY 1975.
Prufossional Credits totalling 7 milliion pouos in CY LU76,
Profe=sional Credits resulting in 100 new Jobs in CY Lavrh.
Professional Credits rosulting in 120 now jobs in CY 1976.
Marketing Company has X clients by end CY 1975

Marketing Company has Y clionts by end CY 1976.

]

fochnological Transfer

XL of TT nctivity (Production Technology, Accountancy Center,
Marketing Company) financed by proposed loan independent of
CFF production credit activities

Accountancy Cenier has X <lionts by end CY 1975 .

Accountancy Center has Y clients vy emnd CY 1976,

Froduction Yeennology Org. nas X olients by end CY 1975.

Production Tochnology Org. has Y clients by end CY 1976.
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VII. I3SUES

A. Technical Assistance Fund

AID has considered including capitalization of o fund in Lho
CFP ror loans for tochnical assistance purchased by small and modium
industry. Such a fund is nocessary (see consultants coport, Annex [I).
The IBRD is including $500,000 for such & fund in thw loan it is curiently
discussing with the CFP, thereby making AID £u s ror this pUrPOnE unnoces-
sary at this time.

R. kvaluation Criteria

The criteria for sub-loans uscd by CFP earrenlly lrocs the
omployment genoration effects ot tho sub-loans. Sich oritoria will he
maintained. Tho evaluation of effectivenoss of credit will bu based o
examinaiion of social security record: before and attur lond ing.
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ANNEX I
Exhibit 1 Page 1 of 21

CHECKLIST OF STATUTORY CRITERIA
(Alliance for Progress)

The following abbreviations are used:

FAA - Foreign Assistance Aot of 1961, as amended.

FAA, 1973 - Foreign Assistance Aot-of 1973

App. - Foreign Assistance and Related Programs Appropriation Act, 1974

MMA - Merchant Marine Aot of 1936, as amended.

BASIC AUTHORITY

1 FAA 8 103; 8 104; 8 105;
8 106; 8 107. 1Is loan being made

(d) to solve economic and social development problems in the field
of small and medium industry.

COUNTRY PERFORMANCE

Progress Towaras Country Goals

2.0 AR B ons Bl (b)

A, Donartbo oxtont to whloh oounsry is:

(1) Making appropriate efforts

to inorsase food production and
improve means for food storage

and distribution.

Colombia is making appropriate efforts through its Office -2
Agricultural Planning, Institute of Agricultural Marketirg,
Inztitute for Development of Natural Renewable Resourcez, ard
tho Colombian Agrioultural Institute. These efforts are zore
fully described in Parts One and Two of the FY 1972 Agricultural

Sector Loan Paper.
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(2) Creating a favorable olimate
for foreign domestlc private
enterprise and investment.

With respeot to domestio private invesiment a favorable
olimate has been maintained and investment continues at a
respectable rate. With respect to foreign private invest-
ment, some enterprises, whioch might possibly fall within

the restriotive provisions of the Andean Code, may have

been deterred by the uncertain legal status of the Treaty of
Cartagena and the Andean Code from investing in Colombis;

but the amount of investment, if any, so deterred is a matter
of speculation,

(3) Inoreasing the publio's role
in the developmental process.

The public's role in the development process is oclearly

being increased, as witnessed by the programs instituted by

the Colombian Government under this loan and other programs
also assisted by A.I.D. loans, entailing substantial inoreases
in the finanoing of education and of oredit to small and medium-

sized farmers.

(4) (e) Allooating available budgetary
resources to development.

I'he Miaslon has oonoluded that Colombia's investment in the
four orucial seotors of the economy concerned with overall
development is both "reasonable and feasibla"

(b) Divoerting such resouroes tor
unuecessary military expenditure and
interver.tion in affairs of other free and
independent nations (See Item 10).

I1 is considered that some expenditure for modernization of
Colombhia's armed forces is justifiable.

Colombia is not intervening in the affairs of other free end
indepondent nations.

UNCLASSIFIED
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(5) Making economio, social, and
politiocal reforms such as tax colleoction
improvements and change in land tenure
arrangements, and making progress toward
respect for the rule of law, freedom of
expression and of the press, and reocog-
nizing the importarnoce of individual
freedom, initiativa, and private enter-
prise.

Colombia, with the assistance of the Mission, has embarked

on & program of substantially improving tax oollection pro-
oedurss, whioh has resulted in increased fisoal revenues

(ses Sect. III A). Colombia's program of land reform is
discussed in detail in Parts One and Two of the 1972
Argicultural Seotor Loan Paper. The desvelopment plans of the
GOZ recognize the importance of individual iniciative and
private enterprise. Individual freedom of press, speech and
religion sontinue.

(6) Adhering to the principles
of the Act of Bogota and
charter of Punta del Este.

Colombia is adhering to the prinoiples of the Aot of Bogota
end the Charter of Punta del Este.

(7) Attempting to repatriate oapital
invested in other countries by its
own cilirzons.

Unduor the 1967 Foreign Exchange Statute, Colombian nationals
were to repatriate demand and time deposits.by mid-1967, uposn
their sale, and no Colombian national was to invest abroad
without the prior approval of the Department of Planning.
During 1967 it is estimated that up to $50 million was re-
petriated. No data are available for later periods.

(8) Otherwise responding to the vital
economio, political, and sooial concerns
of its people, and demonstrating a clear
determination to take effective self-
heip measures.

UNGLASSIFIED
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The GOC is undertaking effeotive self-help measures in respon:

to vital ooncerns of its people.

B. Are above faotors taken into acoount in
the furnishing of the subjeot assistance?

Yes.

Treatment of U.S. Citizens by Recipient Country

3.

FFAA 8 620 (¢). If assistance is to

govarnment, is the government liable

as debtor or unconditional guarantor on
any debt to a U.S. oitizen for goods or

servious furnished or ordered where (a)

such citizen has exhausted available legal

remedies and (b) debt is not denied or

oontested by such government?

Acocrding to the best information available, Colombia is not known
to be so indebted.

FAA 8 620 (e) (1). If assistance is to

a government, has it (including government.
agencies or subdivisions) taken any action
whioh has the effeoct of nationalizing, ex-
proprialing, or otherwise seizing-ownership
or oontrol of property of U.S. oitizens or
ontttios bonefioially owned by them without
taking steps to discharge its obligations
toward such citizens or entities?

No such action is known to have been taken.

FAA B 620 {0). Fishermen's Proteoiive

Aot. Sec. 5. 1If oountry has seized, or

imposed any penulty or sanction against,
any U.S. rishing vessel on account of its
I'ishing uctivities in international waters.

Apart fiom an inoident which occurred in 1967, whioh was satistfuc-
torily resolved, no suoh seizure, penalty or sanction has c¢asurrad.

UNCLASSIFIED
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a) Hes any deduotion required by
Fisharmen's Proteotive Act been made?
N. A.

t) Has complete denial of assistance
been considered by A.I.D. Administrator?

N. A,

Relations with U.S. Government and Other Nations

6. FAA 8 620 (a). Does recipient country
furnish assistance to Cuba or fail to
take appropriate steps to prevent ships
or airoraft under its flage from ocarrying
oargoes to or from Cuba?

Colombia does not furnish assistance to Cuba and has taken appro-
priate steps to prevent its flag ocarriers from oarrying cargoes
to or from Cuba.

7. FAA B 620 (b). If =czsistance is to a
govermment, has the Secretary of State
Jdetermined that it is not controlled by
the international Communist movement?

Yos,

8, PAA B 620 (d). 1T assistanco 1: for any
preduotive ontorprise whloh will compete
In the United States with United States
enterprise, 1s there an agreement by the
recipient country to prevent export to
the United States of more than 20% of the
enterprise’'s annual production during the
1ife of the loan?

Loan funds will not finance any production enterprise which w.71
directly oompete.

9. FAA B 620 (f). Is recipient country a
Communist country?

No.
UNCLASSIFIED
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FAA B 620 (i). Is recipient country

in any way involved in (a) subversion
of, or military aggression against, the
United States or any gountry receiving
U.S. assistance, or (b) the planning of
such subversion or aggression?

No.

FAA 8 620 (j). Has the country per-

mitted, or failed to take adequate
measures to prevent, the damage or
destruoction, by mob action, of U.S.
property?

Colombia is taking adequate measures to prevent such damage or
destruotion.

FAA 8 620 (1). If the oountry has

failed to institute the investment
guaranty program for the specifio

risks of expropriation, in convert-
ibility or confiscation, has the A.I.D,
edministration within the past year con-
sidered denying assistance to such
government for this reason?

fhe (GOC signed an investment guaranty bilateral agreement ::
1963, and has cooperated in implementing the guaranty progrus <o
dete, However, the agreement has not been ratified by the
Colombian Congress. For this reason, the "Administrator's
Determination" under which the program has operated was not re-
newed upon its expiration on December 31, 1970. OPIC currently
is atudying the question of whether to continue the progrem in
Colombia. Pending this study, the Mission recommends again::
denying assistance.

FAA 8 620 (n). Does recipient oountry

furnish goods to North Viet-Nam or permit
ships or aircraft under its flag to ocarry
cargoss to or from North Viet-Nam?

No.

UNCLASSIFIED
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FAA B 620 (g). Is the governmont of

the recipient oountry in default on
intorest or principel of any A,I,D.
ioun to the country?

No.

FAA 8 620 (t). Has the oountry severed

dipiomatio relations with the United

" States? If so, have they been resumed

and have new bilateral assistance agree-
mants been negotiated and entered into
sinoce such resumption?

No.

FAA 8 620 (u). What is the payment

status of the country's U.N, obligations?
If the country is in arrears, were suoh
arrearages iaken into acoount by the A.I.D.
Adninistrator in detormining the ourrent
A.1.D. Operational Yeer Budgst?

Colombia is not delinquent.

FAA 8 481. Has the govermment of

recipient ocountry failed to take
adequate steps to prevent narootio drugs
and other controlled substances (as de-
fined by the Comprehensive Drug Abuse
Prevention and Control Aot of 1970) pro-
duced or proocessed, in whole or in part,
in such country, or transported through
sucl couniry, from being sold illegally
withir: the jurisdiction of such country
to U.S. Government personnel or their
dependents, or from entering the U,S. un-
Jawfully?

ANNEX I
Exhibit 1 Page 7 of

The Government of Colombia has been mace aware of the problcm n-
narcotic drug traffioking and has initiated measures designeod 1o
inhibit such troffioking. Tne President has designated ih::

Ministor of Justice as overall coordinator.

UNGLASSIFIED

The Prozurado:



ANNEX I
Exhibit 1 Page 8 of i1

General also has oversight responsibility through the Judicial
Police. Seizures of narcotic drugs in the past twelve months
have been substantially above earlier periods. The GOC has
sponsored or participated in a number of inter-governmental,
intragovernmental and public/privaie seminars, whioch have
served to inorease awarenes: generally and improve technical
oapsoity of law enforoement offioials. 3taff of control
agencies are being treined in narootics interdiction. Assist-
ance and advice of the USG in these respects has been solicited,
provided and utilized.

FAA, 1973 8 29. 1t (a) military base is

located in reocipient country, and was oon-
struoted or is being maintained or cperated
with funds furnished by U.S., and (b) U.S.
personnel carry out military operations from
such base, has the President determined that
the govermment of recipient country has
authorized regular acocess to U.S. correspond-
ents to such base?

N. A,

Military Expenditures

19.

FAA B 620 (s). What percentage of country
budget is for military expenditures? How
muoch of foreign exchange resources spent on
military equipment? How much spent for the
purchase of sophisticated weapons systems?
(Consideration of these points is to be co-
ordinated with the Bureau for Program and
Policy Coordination, Regional Coordinators
and Military Assistanoce Stafi (PP/RC).

(a) Military Fxpenditures as percentage of total budget: In (Y
1471, 10.4 percont of appropriated funds. In CY 1972, 11.1 per-
oent of approved budget; actuel sxpenditures 10. 5% of appro-
priated funds. In CY 1973 it has been proposed that 9. 2% of
the budget go to the Ministry of Defense (including peolice
forooas).

UNCLASSIFTED
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{p) Foreign Lxchange Lxpenditures for Military Equipment: In

CY 1971 the GOC as3umed commitments for foreign exohange ex-
peditures of US$91 million. Given that most of the acquisitions
aro being financed with oredit over 8 to 10 years. actiual appro-
priations for foreign exchange expenditures in 1971 were Uil o
million. In 1972, foreign exchange expenditures did not exceed
$10 million dollars, a figure which is expected to be repeated
in 1973.

(¢) Foreign Exchange Expenditures for Sophisticated Weapons:
Of the foreign exchange totals above, the following ere the
amounts reiatud to purchase of sophisticated weapons, i.e.,
Mirege jets; 1971-commitments of US$41 million and actual ex-
prenditures of US$8 million; 1972 no new commitments and actual
expenditures of US$8 million. In 1973 the Mission anticipates
no new commitments and estimated actual expernditures of US$7

mill on.

CONDITIONS OF THE LOAN

General Soundness

20,

21

FAA 6 201 (d). Information and
conoiusion on reasonableness and
legality (under laws of country and
the United States) of lending and
relending terms of the loan.

Tho lLerms of tho proposed loan are consistent with the laws of
Colombla and the United States and are not excessive or un-
reasonable for the Borrower (See Section III).

FAA 8 251 (b)(2); B 251 (e).

Information and conclusion on

activity's economic and techanical
soundness. If loan is not made pur-
suart to a multilateral plan, and the
amount of the loan exceeas $100,000,

has country submitted to A.I.D. an
applivation for such funds together with
assurances to indicate that funds will
be used in an economiocally and techniocally
sound manner?

UNGLASSIFIED
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The proJeot is economically and techniocally sound. The GOC

has submitted an appliocation for the proposed loan and the
Missicn has been provided sufficient information and assurances
to indicats reasonably that the funds will be used in an
economiocally and teochniocally sound manner.

FAA B 251 (b). Informetion and
conoiusion on oapacity of tne
country to repay the loan, in-
cluding reasonableness of repay-
ment prospects.

The terms of the proposed iocan are such that there are reason-
able prospeots for its repayment. (Section III)

FAA B8 251 (b). Information and

conclusion on availability of
financing from other free-world
souroes, including private souroces
within the United States.

The IBRD, IDB and Eximbank have been advised of this proposed
loan and have indiocated that they are not interested in financ-
ing the program (see Seotion III), The sector loan is not

suij table for financing by private finanoial institutions.

FAA B 611 (n)(1). Prior to

rlgning off lonn will thero be

{n) sanglneoring, flnancial, and

vihar plans necossary 1o oarry

out the assistance and (b) a

reasonably firm estimate of the

cost to the United States of the

assistance?

Yes. This loan is of the intermediate credit institution type.
Previous experience with tho.imglementing agencies permita
confidence that the cost estimates are acourate.

FAA 8 611 (a)(2). TIf further

legislative action is required within
recipient country, whai is the basis
for reasonable expectation that such
action will be completed in time to
termit orderly acoomplishment of
purpose of locan?

UNCLASSIFIED
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No further legislation is required except for the yearly
Budget Lew whioh is normally approved by the end of each CY.
Fased upon nast performance, there are reasonable expectation
that the recessary Budget Laws will be enacted and that the
law or amendments thereto will contain the amounts scheduled
"to be ocontributed by the GOC.

FAA 6 611 (s). If loan is for Capital
Assistancy and all U.S. assistance to
projest now exceeds $1 million, has Mission
Director certified the ocountry's ocapability
effectively to maintain and utilize the
project?

Yos. GSee Director's certificate.

Loan's Relationship to Achievement of Country and Regional Goals

a1.

FAA § 207; 8 251 (a); B 113

Extent to which assistance reflects
cppropriato emphasis on: (&) encouraging
development of demooraetic, evonomic,
political, and social institutions:

(b) self-help in meeting the country's

food needs; (o) improving availability of
trained manpower in the ocountry; (i) rro-
grams designed to meet ti:o country's iiealth
needn; (o) othor important nroas of aeconomic,
politionl, and sociel development, including
industry; free labor unions, oooperaiives,
and Voluntary Agencies, transportation and
communication; planning and public adminis-
tration; urban developmont, and modernization
of existing laws; or () ir%egrating women
into the recipient ocountry'=z national economy.

a) Tho devolopment of the s1nall and medium industry sec<¢:
in Colombiu is oclearly & reflection of Cclombisa's detaru'.s!
smphasis on building ocoromic, democrati: ana social insti-..
tions (see elso Section III C)

UNCLASSIFIED
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b) N.A.

o) Training of small and medium industry entrepreneurs is a
component of the loan (see Section II A)

d) N. A

8) One of the purposes of the loan is improved planning and
administration of industry.

f) Section IV E of this paper covers this topiec.
FAA 8 209. Is projeot susceptibel of
txecution as part of regional projeot?
1f so why is projeot not so executed?

No.

TAA 8 251 (b)(3). Information and
oonclusion on activity's relationship

.to, and oonsistenoy with, other de-

velopment activities, and its ocontri-
bution to realizable long-range ob-
Jeotives.

The loan activities relate directly to and are consistent with
other sectoral and specific development activities contained ir
the overall Colombia 1972-74 Sooial and Economic Development
ITan.  The lvan program is consistent with recommendations of
tho Consultative Group for Colombia as expressed most recently
on February 29, 1972,

FAA B 251 (b)(7). Information and
conolusion on whether or no: the
activity to be financed will ocontri-
bute to the achievement of self-
sustaining growth.

See comment under Item 29 above.

FAR 8 209; 8 251 (b)(8). Information
and oonolusion whether assisiance will
éencourage regional development programs,
and contribute to the economio and
political integraiion of La*in Amerioca.

UNCLASSIFIED
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Loan has no direot bearing on achieving such integration.

32, FAA B 251 (g); B 111l. Information
and conclucsion on use of loan to
assist in promoting the cooperative
movement in Latin Amerioa.

N. A,

33. FAA B 251 (h). Information and
conclusion on whether the activity
is consistent with the findings

and recommendations of the Inter-
Anerican Ccmmittee for the Alliance
for Progress in its annual review of
national development activities,

This loan is oonsistent therewith.

34, PAA 8 281 (a). Describe extent to
which the loan will contribute to

the objective of assuring maximum
participation in the task of economio
development on the part of the people
of the country, through the encoursga-
mant of domocratio, private, and ioocal
govaoinmontal inatitution:,

deatlon iV horeo! outllinn: the expeoted impact of tho proyrae
on the peaple of Colombla, and oonoludes that it will incroaue
pactioipation by the populace in the development prcces:.

$5. FAA B 281 (b). Describe extent %o
whioh program recognizes tie particular
needs, desires, and oapacities of the
people of the country; utilizes the
country's intelleciual resources tn
ercourage institutional developmen®;
end supports civic education and train-
ing in skills required for effective
participation in govermmental and
political prooesses escential to self-
government.,

UNCLASSIFTED
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Section 1 A of this loan paper desoribes the need for
assisting small and medium industry in Colombia. A portion
of the funds made availaeble under the loan will be used to
train personnel oconcerned with management and planning,
whioh will serve to encourage institutional development.

FAA 8 601 (a). Information and

oonolusions whether loan will
encourage efforts of the country

to (a) inorease the flow of inter-
national trade; (b) foster private
initiative and competition; (o) en-
courage development and use of co-

operatives, oredit unions, and

savings and loan associations; (d)
discourage monopolistio praotioces;
(e) improve technical effioiency of
industry, agrioulture, and commerce;
and (f) strengthen free labor unions.

a) The loan will inoreasp the flow of international trade by
making frge dollars available td the GOC with whioh it can
oontinue a substantial importation of negessary goods. (See
Section IV)

h) The loan will foster private iniiiative and competitior.
materially helping the small and medium industry sector':
productivi by,

o) N.A.

d) N.A.

e) One of the purposes of the loan is to strengthen the
teohnical efficienoy of small and medium-size industry.

f) N. A,

FAA 8 629. If ascistance is for newly

independent oountry; is it furnished
through multilateral organizations or
nlans to the maximum extent appropriate?
N. A,

UNCLASSIFIED
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Loan's Effeot on U.S. and A.I.D. Program

38. FAA 8 251 (b)(4); 8 102. Information
and oonclusion on possible effects of
loan on U.S. eoonomy, with special
reference to areas of suobstantial labor
surplus, and extent to which U.S. com-
modities and assistance are furnished
in a manner oconsistent with improving
the U.S. balance of payments position.

The Mission does not contemplate any adverse effect on U, .
economy.

39. FAA B 252 (a). Total amount of money
under loan which is going direotly to
private enterprise, is going to
intermediate oredit institutions or
other borrowers for use by private
enterprise, is being used to finance
imports from private sources, or is
otherwise being used to finance pro-
ocurements from private sources.

For all praotiocal purposes all of the loan funds will go io
intermediate oredit institutions for use by private borrowors.
No proourement is anticipated.

40. FAA 8 601 (b). Information and ocon-

olusion on how the loan will encourage
J.S. private trade and investment

abroad and how it will encourage private
U.S. partioipation in feoreign assistance
orogrems (inoluding use of private trade
channels and the services of U.S. private
enterprise). (see .iem 39 above. )

(See Section III'B)

41. FAA 8 601 (d). If a oapital project, are
engineering and piofessional servioes of
U.S. firms and their affiliates used to
the maximum extent oonsistent with the
national interest?

UNCLASSIFIED
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Not a ocapitel project.

42, FAA 8 602. Information and conclusion
whether U.S. small business will parti-
cipate equitably in the furnishing of
goods and services financed by the loan.

See item 39 above.

. 45, FAA B 620 (h). Will the loan promote
or assist the foreign aid projeocts or
activities of the Communist-Bloo
countries?

No.

44 FAA B 621. If Teohnical Assistance is
financed by the loan, information and
oonclusion whether such assistance will
be furnished to the fullest extent
practiocable as goods and professional
and other services from private enter-
prise on a contrect basis. If the
facilities of other Federal agencies will
be utilized, information and concl.sion
on vhether they are particularly suitable,
aro not oompetitive with private enter-
prise, and oan be made available without
untiuo Intorference with domestio programs.

Soo {tem 49 above.

Joan's Compliance with Specific Requirements

45, FAA B 110 (a); 8 208 (e). Has the
recipient oountry provided assureance
that it will provide at least 257 of
the oost of the program project, or
activity with respeot to which the Loan
is to be made?

Yes. See Seoction IlI.

IINCLASSIFIED



ANNEX I
Exhibit 1 Page 17 of

FA4 8 112, Will loan be used
to finanoce polioce training or
reiated program in reoipient
country?

No.

FAA 8 114. Will loan be used to
pay for performance of abortions
or to motivate or ooerce persons
to praotice abortions?

No.

FAA 8 201 (d). Is interest rate
of loan at least 2% per annum
during graoce period and at least
3% per annum thereafter?

Yes.

FAA 8 604 (a). Will all commodity
proourement finanoed under the loan
be from the United States except as
othervise determined by the President?

No commodity proocurement is anticipated.

FAA 8 604 (b). What provision is made

to prevent financing commodity procure-
ment in bulk at prices higher than ad-

justed U.S. market prioce?

N. L.

FAL B 604 (d). If the cooperating
country discriminates against !, 8.
marine insuranoce ocompanies, will loan
agreement raquire that marine insurance
he placed in the United States on com-
modities finanoced by the loan?

Goods to be financed under the proposed loan will be pLuschased
on a CIF basis with the responsibility for the purchese of

UNCLASSIFIED
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marine insurances being left to the exporter. The loan apree-
ment will ocontain suoh a clause.

FAA 8 604 (o). If offshore procurement
of agrioultural commodity or product is
to be finanoced, is there provision
Against such procurement when the domes-
tio price of such commodity is less than
parity?

N. A.

FAA 8 604 (f). If loan finances a
commodity import program, will
arrangements be made for suppier
certifioation to A.I.D. and A.I.D.
approval of commodity as eligible
and suitable?

N..A.

FAL B 608 (a). Information on
measures to be taken to utilize U.S.
Government excess personal property in
Jieu of the proourement of new items.

The loan agreement will ocontain a provision enjoining Horiower
o une U, 0N, oxoeus property under appropriate circumstanco::.

FAA 8611 (1) App. 8 101.  If loan
Fhaances wilorr or water-related land
resouroe oonstruotion project or pro-
gram, is there a benefit-ocost oomput-
ation made, insofar as practiocable, in

‘accorcanoce with the proocedurss set

forth in the Memorandum of the
President dated May 15, 19627

N. A,

FAA B 611 (c). If contract for oon-
Struction are to be finanoed, what
provision will be made that they be
let on a competitive basis to meximum
extent practicable?

UNCLASSIFIED
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Cnlombian law so requires.

#AA 8 612 (b); 8 636 (h). Describe
steps taken to assure that, to the
maximum extent possible, the country
is contributing loocal ocurrencies to
meet the cost of contractual and other
services, and foreign ourrenoies. owned
by the United States are utilized to
meet the cost of contractual and other
services.

Ths GOC is financing over half of the cost of the progrem for
whioh this loan is made; this finanoing includes the ocost of

oontracting and other services. No.U.S.-owned foreign excess
ourrency is available for these purposes.

App. 8 113. Will any of loan funds be used
to aoquire currenocy of recipient oountry
from non-U.S. Treasury sources when excess
currency of that country is on deposit in
U.S8, Treasury?

No.

FA1 B 612 (d). Does the United States own
excess foreign ourrency and, 1if so, what
arrangements have been made for its release?

No.

FAA B 620 (g). What provision is there
against use of subjeot assistance to
ocompensate owners for expropriated or
nationalized property?

Loan Agreement will not permit suech use.

FAA 8 620 (k). TIf construction of

rroductive entorprise, will aggregate
value of assistanoce to be furnished by
the United Stetes erxceed $100 million?

N. A,

UNCLASSIFIED
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FAA B 636 (i). Will any loan funds

be used to finanoe purchase, long-
term lease, or exohange of motor
vehicle manufactured outside the
United States, or any guaranty of
such a transaction?

No.

App. 8 103. Will any loan funds be
used to pay pensions, etc., for
military personnel?

No.

App. B 105. If loan is for capital
project, is there provision for A.I.D.
approval of all ocontractors and con-
tract terms?

Yas.

App. 8 107. Will any loan funds be
used to pay U.N. assessments?

No.

App. B 109. Compliance with
regulations on employment of U.S.

and looal personnel. (A.I.D.
Regulation 7).

N. A,

App. B 110. Will any of loan

funds be used to ocarry out pro-
visions of FAA Secs. 209 (d) and 251 (h)?

Such is not antioipated.

App. 8 114. Describe how the Committee
on Appropriations of the Senate and
House have been or will be notified
conoerning the aotivity, program, pro-
ject, oountry, or other operaiion to be
finarced by the Loan.

UNCLASSIFIED
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Ry the oongrossional preseniation - Fisoal Year 1974, tape 11t
and by letter Webruary, 1974.

69. App. B 601. Will any loan furds be
used for publiocity or propaganda
purposes within the United States
not authorized by the Congress?

No.

70. MMA 8 901 (b); FAA 8 640 (c).
(a) Compliarce with requirement that
at least 50 per oentum of the gross
tonnage of commodities (computed
separately for dry bulk oarriers, dry
oargo liners, and tankers) financed with
furds made available under this loan
shull be transported on privately owned
U.8. flag commercial vessels to the ex-
tent that suoh vessels are available at
feir and reasonable rat*es.

Loan agreement will nontain a provision in ocompliance with thic
requirement. ——
(b) Will grant be made to loan recipir:t

tc pay all or any portion of such differ-

ential as may exist between U.S. and

foreign-flag vossel rates?

No,

UNCLASSIF1ED
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CERTIFICA TION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT OF 1961, AS AMENDED

SUBJECT: COLOMBIA - Capital Assistance - Small and Medium Industry
Development Lioan

Having taken into account, among other things, the maintenance and
utilization of projects in Colombia previously financed or assisted
by the United States, I certify hereby that in my judgment Colombia
has the financial capability and the human resources (when supple-
mented by the specific external technical assistance to be required
under the proposed loan) to maintain and utilize effectively the
proposed Small and Medium Industry Development Loan,

This judgment is based primarily on the facts developed in the
Capital Assistance Paper for the proposed loan of $5. 0 million, and
the manner in which the various Colombian government agencies
scheduled to receive funds under the loan have utilized resources
provided by the United States Government on prior occasions,

e L1,

William A. Ellis

//M«A 5, L9579

Date
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BACKGROUND

The basic concept for the Small and Medium Industry Development Loan
has been described in the Intensive Reyiew Request dated April, 1974.
As a follow-on to an earlier Georgia Tech. study, the
purpose of this report is to recommend an orgarization and implementa-
tion plan which will facilitate the administration of technical assistance
scrvices as an adjunct to the loan program. In addition, recommenda-
tions are included regarding organizational relationships, particular
areas of program emphasis, special factors affecting technical services
in the field, staffing requireraents, functional responsibilities of the
various organizations, and an initial cost estimate for the program.

A brief statement is appropriate to describe the rationale for the
recommendations contained within the report. The team membership
itself is an obvious factor. The four-man group is composed of a
representative of the Office of Science and Technology/TA/OST (AID/W);
a representative of Georgia Institute of Technology; a special consultant
experienced in the field of both finance and industry; and a special
consultant whose background includes the development of technical
assistance service and current responsibilities in banking and related
financial activities. The orientation of the team has therefore been

one of practical experience in the administration of field technical
assistance - and a particular concern for developing a program which
will in fact leave rnaximum impact.

In shaping its recemmendations, the team has been understandably
sensitive to the current roles of the various organizations now operating
both in the lending and technical assistance areas. The mix of industry
in Colombia, its geographical distribution, and the level of technical
sophistication are also factors affecting the design of the proposed
program. Clearly, a major difficulty in any such effort involves the
staffing and training of qualified personnel. There are operational
controls to be established, efficient procedures to be delined, and, as
a pivotal factor, realistc policy guidelines which provide for effective
loan administration and loan protection. In the last analysis, the
program concept described within the Report is intended to represent

a mechanism which will involve all appropriate organizations in their
most effective roles.

RECOMMENDA TIONS

The basic organizational structure is illustrated on page 3. In summary
form with details contained in subsequent portions of the report, the
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ollowing activities are key elementsin the recommended structure:

l’

FFI should continue its basic rediscount function but improvemen:ts
in its internal operational procedures are essential.

CFP is given a pivotal role in the structure. The organization has
established credibility as an aggressive, imaginative agency with

a history of support for technical assistance. Its past history

and future potential have attracted the attention of the World Bank
and other organizations. It is the logical vehicle for the coordina-
tion of the wtal program. By any other name, it is a develop-
ment bank. The propoi.'&l does not preclude the later involvement
of other banks, but at least as a starting point, CFP should be

the primary agency for the program administration.

The Marketing Development Company already contemplated by the
CFP is included as a means of improving the marketing effective-
ness of smail to medium industry.

A
The cecncept envisions that the loan funds‘will be distributed (on a
basis to be determined) into two pools: Base loans - for operat-
ing capital and other purposes and technical assistance loans -
which can be drawn down on as appropriate for the specific tech-
nical assistance required and which will gene rate incomie ¢o
compensate ultimately for the administration of technical assistance

serviceas.

The technical assistance loan fund will be one of the two functions
which will be supervised by a new official to be added to the
organization. His other responsibility will be that of direciing
the work of the technical assistance staff and monitoring relation-
ships and activities of associated organizations.

Contained within the total technical assistance function are three
primary activities;

a. A small group of technical specialists (perhaps four) in the
office of the director who will have direct line responsibilities
for both diagnostic and occasionally generalist services in the
field.

b. The accounting center operations (and related activities) already
proposed by the CFP,

€. The special resource personnel which will be developed within,
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for immediate purposes, FICITEC, SENA. and lIT.

As auxiliary functions, ACOPI is recommended as the agency res-
ponsible for publication, in cooperation with FICITEC, of special
newsletters and technical material. { ACOPI might also become the
vehicle through which a non-profit, separate cooperative could be
established. This activity should operate as an effective purchas-
ing co-op., with the goal of consolidating the raw material
requirements of small and medium industry, negotiating for con-
solidated buying contracts, and insuring protection for its stock-
holders both against major price fluctuations and unpredictable

delivery -scheduley).

TlLe International Consultant role appears essential as a means of
providing the broad range of professional guidance necesgsary for
total program implementation.

The specialist resource groups of FICITEC, SENA, and IT have
been selected from z number of organizations now active in the
broad field of management and advisory services. Each of the
three represents a particular arecas of relative specialization

and competence, from which should be developed those capabilities
necessary to attack specialized industrial problems.

in practice, the work flow is expected to follow a basically standard
patiern:

l.

The representative of the srnall industry would approach the lending
officer of CFP with a loan proposal. As a part of the overall
review of the project's feasibility, the loan applicant would provide
certain basic information for review by the Technical Service
Staff. Where ieasible, a plant visit by the TA representative
would be in order; but in no case should this review delay the
processing of the loan. Depending upon the findings oi the TA
representative, the lending officer might flag the loan for possible
future service by the TA staff. In such cases, it would be
appropriate to establish, in addition tu the actual operating loan
being granted, an additional line of credit tentatively commaitted
against TA Loan Pool,

Upon approval and disbursement of the operating loan, the TA srtaff
would be reeponsible for providing appropriate forms of follow-up
support. This could originate in several ways. The loan ofiicer
could observe that the c ompany is falling behind its originally
anticipated growth - in which case he would request the TA staff
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to investigate the situation. The investigation would initially be a
problem diagnosis effort; if the problem were such that the TA
representative or an Accounting Specialist could resolve the difficulty
himself, the appropriate solution would be applied. If the problem
were more specialized, and outside the range of competence of the
immediate staff, a request for specialized service would be directed
to FICITEC, SENA, or IIT - depending upon the character of the
problem. In such cases, the actual cost of the s ervices would be
finarnced by implementing a separate line of credit granted to the
company from the TA Loan Pool.

From another standpoint, to the degree practical,TA staff personnel
should initiate periodic visits to the firms and observe any potential
problem areas, If operating difficulties are apparent, or if operat-
ing improvements are achievable, the company tould again draw

down on a TA loan line of credit to finance the necessary technical

services,

In addition to these approaches, it is also probable that requests for
technical :ervice would originate through ACOPI's operations in the
field. Further, there is no barrier per se to prohibit a firm from
going directly to the TA function (or its resource group) tc request
services.

In no case should a TA staff recommendation involving a significaut
expenditure of funds by the company be implemented without prior
approval of the senior TA officizl. It is also bt essential that t!
responsible loan officer be informed of the alterrnative consequences
possible from such recommendations..... in the sense that the
conse quences could affect the firm's requirements for additiona!l
debt.

The net effect of this approach is four-fold. First, there is
established an additional dimeasion of protection on the cperating
loan itself; the availability of technical services becomes 2 form
of insurance for CFP's small loan portfclic. Secord, the individuai
firm profits through access to sound counse on areas of tecluical
improvement - and an increase in both profit and growth potent:ai,
Third, there will be established 2 sew sensitivity .mong sma'i
industry as to the potential impact of improved technelogy -~ an
awareness which is essential to thre effective develnpmean. o7 ind
Finally, and as something of a by-product, it is anticipoted ¢ it

the proceeds of interest income from TA loans wili gradnaliy nake
TA services self-supporting, thereby contributing to tle rdevelopment
of more diversified and more effective technical assistance resouwr ces
for Colombia.
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A DEFINITION OF FUNTIONAL RESPONSIBILITIES

FFI

The rediscount function of FFI is essential to the continued flow cf capital
to the small industries and the technical assistance function. However, *
the institutional character and staffing of FFI are not appropriate to the
management of a TA system. The subject of the interaction between FFI
CFP and incal banks is being studied separately in terms of improved
administrative procedures. The team does feel that some mechanism is
desirable to improve the understanding of FFI with regard to the TA func-
tion and to involve them in the dissemination of project information.
Based on a letter from INCOLDA to AID 23 APRIL, 1974, we recommend
that FFI be:' direcced to engage INCOLDA for the services neccessary to
conduct a series c¢f seminars for local bankers on the purposes of the
project, the admin.strative features of the loans and the advantages of

TA to all concern-d.

INTERNATIONAL CONSUUTANT

Successful design and prosecution of the technical assistance project requires
a number of specialized inputs and services' that would appear to be
available only through an international consultant arrangement. There are a
number of qualified U.S. organizations and the tear: recommends that steps
be taken to engage the services of such an organization at the inception of
the project. Indeed. initiation of the recruiting phase of project activities
is  -u ial to the timing of all subsequent steps and it would be desirable

to - 1 with recruiting prior to finalization of the loan if at all possible,

The I~ _.ersonnel requirements are different from most other industrial
and governmental activities and have been discussed in other sections of
this report. A clear understanding of the technical and functional require-
ments is essential to the selection and training of the staff for CFP,
FICITEC, SENA, and IIT. This training should be done abroad as well

as on the job in Colombia which necessitates that the c onsultant have both
a formal training capability and connections with U.S. industry. Tre train-
ing should include direct experience in technical assistance as well as

short term courses in appropriate financial and management subjec's.

The consultant will be required to aseist in the design of the contr ¢iual
and administrative features of the TA loan fund and the technicul consult-
ing services. Simplicity with adequate control are key to the utility ct the
service to industry. Since the functions and arrangements are sow.ewhat
unusual, previous experience on the part of the internationai consulian®
will be important.
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It 1« anticipated thsr the great majority of techmical assistance requests
fre small indesivry can natisiactorily handled by the Colombian staff.
However, 't seems likely that some situations will arise in which
advanced technslngy may play a: unportant role. Thus the cons:ltant
shou'd be able to provide or procure special technical assistance as
requ.red. The consultant's role in guiding, reviewing and appraising
the serformance of the TA specialists is obvious.

The .on. .itant should be capable of assisting the AID/C project officer

1n the 7o te day coordination of the project. As the project progresses
evaluarisns shoald be mads of inst:intions and raccihaiis:» for the expan-
ston f technical assistance beyond the .nitial framewor of the pilot
project. This » uvity can be coupled witl: the ongoing task of ensuring
w.nn;preac disse r.ination of informetion ab:.* the project and its features
t3 indusicies and local bankers. It 1s expsctc.! thal the international
consunant shonls play an advisc y role in both of these Iunctions.

The teain [ait that the consuliin. should be highly respunsive to AID/C
and serve as aic Lo the project oificer. We recopnized the desirability
of maximumn Co.ombian involvement however, After reviewing the
various rrlotionships involved, it is recomirenird thau Planeacion
partxcxpa'f- in the selection of the .international «onsultant and tha* the
proect be Ongﬂl'&Cd to include a reporting resuonsibility to Mlaneacion
by the consuitaz.. This will iimposge some cont: “w:nts on the consultant
and raquie specle. capabilities of their resident sitaif but it is deemed

worthwhile.

LOAN AND SERVICE

This activity has rwvo dimeasions: Administration of the TA loan pool
and management of th ‘*echnical assistance functicn., One senior

official should be selected to direct both activities. The specifications,
duties and responsihilities of the position are outlined in Exkibit A.

The loan poc! 1nself should be established at such a level as to insure
an ample supply of funds for TA purposes. TA loans will most probabiy
be short term (rarely over 3 years in length) and shou'd be vpriced at

a percentage rate icwer than operating loans. I'»- exan.p'e, one
approach might wail involve a six to e¢igiii percent annual ra‘te. Assum
ing the latter .ate, the interest procecds woull -miannt to approxi nately
$80,000 annually 1t o« TA loan pocl =' $1,000.700 ‘ere : v aitted

More likely, the demand on the irarn pool will be modeat at l.rst, r-:ch-
iny a substantia. level near the end nf the chivrd rvear ot the profe @ lile,
TA loans should. o the average, rarely uvxceed 10% of tta amoan: of
*he operating lonrs granted. The exuct amount . ill depraa  f ceorne,
on the complex'ty and subsequent ctaff costs necessury to ressive a
particular problem: Under any circumstances, it 158 .esirable that
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administration of the TA loan ponl fall within the responsibility of the TA
administrator.

Contiined also within this office should be up to four technical assistance
specialists,  Initially, it would be reasorable to consider the assignment
of at least three to specific geographic areas of Colombia. Depending
upon demand, they could reside in these areas, but a more practical
starting oint would have them operate irom Bogota. In any case, they
shouald e given responsibility for specific areas of the country - probably
those arcas surrcunding Bognti, Medellin, and Cali, cach of which
contains an industry mix likely to respond to technclogy transfer. As
demand for service iacreases, additional staff personnel should be added.
The speciiications, duties and responsibilities of these individuals are
outlined in Exhibit B

PURCHASING COOPERATIVE

The initial concent of the purchasing cooperitive inciuded, as one aspect,
organizatior of a pilot operation in Medellin, This facility would presumably
include warehousiag services, cooperative buying, and allied services for
small industry groups with common raw material requirements. It was
further proposed that, assuming success of the vilot project, the effort
would be duplicated in other cities - cenceivably - ‘companied by govern-
ment action for selective price controls and aily "ica schemes.

The team recommendations do not cenflict with ths basic objectives of the
cooperative, However,there isa question as ‘3 ihe nature of its vrganiza-
tion and administration. It is recommended tnalt *'~ zncperative be formed
as a separate non-profit organization, founded initially by the sub.ect loan,
but so designed as to become self-supporting at a.: early date. The team
concept envisions that shares of the coopr:iative would be sold to member
firms, thereby strengthening the initial injecticn of i~ nde frorn AID. 1In
all probability, the co-op's initial efforts will be directed toward such
areas as textile fibers and leather - reportedly key shortage areas.

I.arge scale contract buying which should result {ra~ combined r.urchase
orders should produce significant cost savings for the membershi; pius
assure more reliable deliveries. A small overri.» un the value :.f the
purchase orders is expected to gradually cover adini: strative cog’s and
hopefully, with time. generate dividends for the shsre“olders.

The cooperative could stand alone as an entity .. hin the CFP fra~.c - urk,
or it could operate as an aliied function of ACOF!. In the latter rase, it
should be clearly un:lerstood that membership in /ZOPI was rot o
pre-requisite to participation in the rcooperative,
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MARKET DEVELCPMENT COMPANY

The team concurs in the concept of the Market Development Company as
a parallel effort to the purchasing cooperative. The net effect of the
two organizations should produce savings on raw materials and increased

sales of finished goods.

ACOPI

ACOPI has an estahlished role in representing a broad range of small to
medium-sized industry (See Exhibit D). The organization could fill several
roles. It should clearly be a participant in the publication of technical
newsletters in cooperation with the current efforts of FICITEC. Reports
of this type should include summariec of technological innovations appro-
priate to the Colombian industry mix new service programs, announcements
of training programs and conferences, and news of related activities in

the field of technical assistance. It could be argued that ACOPI might
well be involved in the organization and of the purchasing cooperative.

In one sense, the affiliation could provide an initial core of shareholders
frsm ACOP! membership; from another standpoint, the appearances oi

the relationship might suggest that the cooperative is a captive of ACOPI.

ACCOQUNTING CENTERS

‘The team concurs in the concept of the accounting centers, and the allied
services which are essential informational in nature, as strengthening
the tportant factor of orderly bookkeeping and cost accounting system in

sonadl and oedivim anduastry.

TECHNICAL CONSULTANTS

Spccified technical assistance etudies of industrial problems must he
performed on a business-like basis if technical assistance (TA) is to
become an accepted, cost-effective service. Solutions must be pravided
on a time scale consistent with changing busineas conditions; often the
timing of assistance is as important as the nature of the solution iteelf.
The personnel providing the TA field service raust have a urique buck-
ground and special training. A broad technical training, industrial
experience, and an understanding of the many constraints imposed on
proposed solutions by the small industry environment are essential to
the TA specialist: The available institutions were reviewed by team
with these conditions in mind.

Private consultants, universities, peace corps, ANDI, regional sou. Jations
FICITEC, ACOPI, SENA, INCOLDA, IIT, engineering societies we:e
all discussed. One member of the team made a brie{ survey of the
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nature and capabilities of private engineering consulting firms in the Bo-
gotd area (See Exhibit E). The conclusion was reached that although

sorue technical assistance was being provided to small industry, trained
personnel for a professional service did not exist and that the loan project
would have to undertake recruiting and training of specialisis for the
institution(s) selected to provide TA. However, it did appear that careful
recruiting combired with a pay scale competitive with industry could
grnerate anadequate supply of candidates.

The process cf selecting institutions in which to place the new TA staff
was complicated by a nuraber of competing factors. It was agreed

- from the outset that the creation of new entities was to be avoided
wherever possible. Administrative efficiency would be best served by
placing all of the specialists in a single organization; indeed the idea

of putting the TA function entirely in CFP was debated at length. A
major goal of the overall project is to bring TA to all small industries

in Colombia and tc institutionalize the function by interweaving it with
credit assistance. This argues for a geographical distribution of
activities and tne choice of ACOP! or a group of universities for example.
After much discussion, the team concluded that the optimum approach
would be to select a small number of institutions which would provide
hospitable environment for the TA specialists, which had the admiaistrative
and managerial strength to operate an effective contracted service and
which could ultimately expand to service a broader portion of small
industry. FICITEC, SENA and IIT were chosen as having a complemen-
tary set of interests and the desired institutional characteristics.

Considerable attention will have to be paid to the contractual, informa-
tional and interactive mechanisms between the consulting organizatioas,
CFP and the industrial clientele during the detailed project design
phase. The team recommends that a task order type of contract be
employed with a miniral task initiation mechanism for each TA
activity. During the formative stages of the project and in the second
and third year, the salaries and overhead for the new TA personnel
should be guaranteed but with some quality control mechanism to easure
that ineffective sta’f can be eliminated if necensary. If a fully operation-
al made, the funds for these services would be provided directly by
industry or through the TA loan mechanism.

Industries requiring assistance would be identified by the CFP TA

loan office and in most cases a preliminary diagnosis would be made
the CFP TA staff. They would select the organization or organizations
best qualified to provide detailed assitance., A task would be initiated
and stalf from the coasulting ‘institutes would visit the company tu
wark directly with the entepreneur in danalysing the problems and exploring
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solutions. In most situations it is expected that the process will require
two visits. In any event, it is unlikely that an absolutely accurate estimate
of the time and cost for TA will be possible at the time of CFP diagno-
sis. Threfore, some methods for adjusting task scope while in progress
will probably be necessary. Ths spscialists at FICITEC, SENA and IIT
wiil te called upon to travel extensively if a diverse set of small businesses
i~ to be served but this is preferable to a widely scattered operation in

the formatiive stages of the project. As demand grows and as the per-
sonnecl and institutions become more experienced, regional offices staffed
with technical consultants are possible.,

U. S. experience has shown that, on the average, a qualified TA consultant
can study, analy:e and recommend one or more solutions to a problem with
an expenditure of 10 man hours spread over a period of twn to three
weeks. Thus an »stimated average cost for a TA casc is approximately
$400 U.S. including overhead, travel, and miscellanecus expenses. These
costs may vary {rom a low of $200 to as much as $1500 depending upon
the nature of the specific problem. Clearly efticiencies will be low in

the early stages ol the project and a part of the guaranteed salaries will
be a form of subsidy for this inefficiency. The incentives of guaranteed
salaries overhead on this activity and the prospects for continued growth
of industrial technical assistance should be sufficient to encourage e€éxpan-
sion by the participating institutions: Their perfor.nance and attitudes
should be closely monitored during the first 18 months of the project to
cnsure that the prospecis for continuation beycnd the term of the proLeit

wre satisfactory.

COST ANALYSIS

A life-cf project cost analysis has been developed and is detailed on page
12,

In calculating these costs, the Team has based its projeciion on tha

most reliable available information as to salaries, probable expenc~ reguire-
ments, and incidental costs all as lney relate to both the size a:d
character of the function to he fuifilled.

As indicated earlier, the ultimate objective of the program design :g to
create a technical assistance loan and service program whick will,

within reasonable period, be self-supporting. It would be failz ‘ous how-
ever nol to recognize that start-up costs for this program are ws..rntial.
Their order of magnitude can be more than justified iv terms of icg-

range impact.
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COST ANALYSIS Us$

CFP S.affing

Gerente General and 4 assistants 171,600
Assoc:ate Organizations

FICITEC, UT, SENA (5 Tech Assts.) 117,000
Travel (CFP and Associates) 50,000
Training (Overseas and Local) 50,000
Consulting Firms 300,000

30 man months: Recruiting, techaical
service design, implementation, coor-
dination, purchasing co-op support,
report and evaluation

ACOPI 30,000

Non-profit Purchasing co-op 150,000

Market Development Company 40,000

TOTAL 908,600
CONCLUSIONS

The objective of the proposed program design is to create a clos=d-
loop system of technical assistance servicazs, staffed by competent
personnel with both generalist and specialist capabilities who are
capable of responding effectively tc the practical problems of smatl
industry. Ultimately, the program should become self-supporting
from proceedg generated by income from the TA lLoan Pool.

Several points deserve a concluding emphasis;

l. The key to the success of the project lies in the quality of tech-
nical persornnel involved. They must bring to their positions that
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unique combination of engineering competence, practical know-how,
a sensitivity to the [linancial implications of their recommendations,
and the capacity to work effectively with small industry officials.

Ths dissemination of technical information must parallel, in terms

of practical utility, the orientation of the technical staff. The tech-
nical references must be relevant to the needs of Colombian industry;
high technology has little or no application for most small industry

at the current stages of development. As a corollary effort, the
Team recommends that consideration be given to assigning an
appropriate agency the task of building a reference library of
catalogs on equipment and machinery. This library should be

stocked by catalogs of suppliers who can meet Colombian needs and
contain not only descriptive materials but also current price lists.

It is self-evident that the total program coordination must be
administered with a strong sensitivity to the organizational
personalitics of all the groups involved. Each of the affiliated
agencies (ACOPI, SENA, FICITEC, IT, etc) has a concept of its
existing and potential capabilities. In the development of this
total program, they must be convinced that by their participation
their individual resources are strengthened and their impact
magnified.
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EXHIBIT A

Position: Directlor, T.A. loan and Servioces

SFECTIFICATIONS:

Sunc ss5ful completion of academic treining in industrial management or a
related field of omgineering plus supplementary studies in business and
finance, £t least toen yoars of progressively responsible experience in
tuduswry.  Muzt have a hipghly practical orientetion toward problem solving
in the field, & genoeral knowlodge of industrial processes, and the ability
1o transliets current technological developments into precticael application
in the Colembian onvirommont. Should have & gensral knowledge of banking
practices end operaticns. Must be effective in both written and oral oom-
munication end capeble of establishing sound working relationships with key
fipures in government, businsss, teochnioal and irads orgenizetion. Must
bo fluent in Spanish and ideally, 2 Colombian national.

DUTIES AND RZSPC.SIBILITIES:

1. Plens end directs an efrective program of technical assistance services.
IdentiTies priorities, ostablishes operating goals, and moniteors all work
progress. Selects, trains and supervises the work of his immadiate
staff of TA specialists., Oversees the activities of the Acoounting
Centers. Establishes standard operating policies and procedures.

2, Develcps slose working repport with affiliated organizations (ACOPI,
FICITiC, SENA, IIT and other groups) and negoti:t.tes contract agreements

for thei: :mvioes. Monitors the work of speciatists provided by these
proups ¢ ndvines on areas of speclal ocompetenos which appoar noeded.
A paceorenry, dovalops nddiilonnal resouroe capabilities.

4. Supervice:r administration of the TA loan pool. Ruviews roquosts foy
loana, dolermines appropriate terms and oondltious, and euthorizeo

disburseronts. Maintains olose working liaison with Loan ofticials
administering the base loan pool.

4, As a key =taff member of CFP, participates in poliny planning and
implementetion. Advises on changing needs in the field of tocchnical
assistance and their implications for broad CFP policy.

5. Exercises general superviciocn over the operations of the Market
Developzent Company and ths Furchasing Cooperative. Advises or .ro-
blem areaes and on new program potentials.

6. Maintains close working rapport with officials of ACOPI irn *ne luia-
ning and implementation of allied programs - especiuzlly in such areas
as the publication of technical newsletters, administration of sewirers
and related publio affeirs projeots.
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Position: Teohnical Assistanoe Specialist

SPECIFICATIONS:

Succossfil compiation of college academio training in industrial management
or a related field of engineering. Srould have ai least three vears of
progressively responsible iriustry exporisnocs, including work assignments
or. orurating production prctlems. Must have an understanding of basie
industir..l systoms and indus*rial teshnology in broad terms. Must have
demonstrated analytioal skills and capacity to communicate effeotively.
Should heve bacic undersieni’ng of prinoiples of canking and the capanity
to evaluate oconomic oonsegucrnces oi' technological changes. Must be
capable of deelini effsctively with a wide variety of individuals at different
économ.c and official levels. Must be fluent in Spanish and ldeally, a
Colombian national.

DUTTES AND RESPCNSIBILITIES:

1, Under the general supervision of the Director, T4 Loan and Services,
develops a ihorough knowledge of the industry mix in a specifio
geographlc area and builds close working rapport with irdustry repre-
sentatives in that section. Reocives requests for review of loan
proposals and evealuates iechnical aspeots of the rlanned expenditure
of funds. Evaluates feesibility either by review of documents or by
direct plent visits and advises loan offiocer of any potential problum
areas,

2. Within his assigned gecgraphic arese, monitors status of loan customer
operations, either by direct recuest from the loan officer, by
personal visits to the planis, or at ihe request cf the ocustomers
themselves. Makes a preliminary dlagnosis of prcbiom areas and tekes
aotion to resolve those within his area { competence. Provides
appropriate reports to the Direotor, TA loan and Services.

3. Keeps informed of techrclcezical developuents rcolovant to his ndusiry
assignuents end provides cr-site advies to losn customers. Works
closely with FICITEC =and cther zgenoies lnvolved ir the disuoeminaticen
and publiocation of techrical newslettors and information.

4. As rneoessary, conduots sr-eriel aszignments, suchk as studies ¢f ne
industriel petentials, poiestial application of tech:iologioel in-
novations, and training - sexinar nseds.
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EXHIBIT G
ACOPI
PRESIDENCIA NACIONAL

BOGOTA, D.E.
togota Mayo 10 de 1.974 AC. 384
Sefior Dr.
Oieven Singeyr
A T.D,
BOGOT0A

Muy apreciado Sefior:

En etencion & s solioitud, nos es grato porner en su conocimisnto los
sigulentes porcsntajes de composioidn de Aoopi, por Sectorss de produc-
cidn, sobre el total de afiliados en el pefs y sus modalidades de
sociedad,

1. COMPOSICLON PORCENTUAL POR SECTOR DE PRODUCCION.

a- Alimentos y bebidas 9, 59
b- Artezanfas 1,09
c- Celzrdo oueros y pieles 7, 3%,
d- Caucho y sus manufaoturas 7, 5%
e~ flécticos 2, 5%
£- Joyerie y Bisuteria 1, 5%
g- Materiaios de oconstrucoidn 3, 0%
h- Metalmeoénioa 18,19
i~ Muebles y Maderas 8, 04,
j- Pléstices 5, 09
k- Quimions y Farmacéuticos 6, 29,
1- Sorvicios 3,09
m- Tipograf{a y Artes Gréfloas 10, 49
n- Toxtilss y Confecoiones 18,09
fi- Otros 1,0¢
2. MODAIIDADES DE SOCIEDAD, PORCENTAJES.

a- Andnimas 0. 54
b- De perasonas 78. 59,
Discriminedas as{: L

1- Limitadac 20,07
2- Colectivas 30.0%
3- En Comandita 1.09
4- Hecho 7. 8%

c- PERSONAS Naturales 20. 09,
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3. No existen afiliados qus sean solamente oomerciantes, hay algunos
que tienen objetivos wixtos, es deolr, empresas de Industria y

Comeroio, que oonstituysn wmenos del 104 del total.

Sin otro partiocular nos reiteramos servidores y amigos,

LUIS 1VAN RINCON PABON
GERENTE ADMINISTRATIVO

IR/mrm.
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BRIEF SURVEY OF CONSULTANT
SFRVICES AVAILABLE IN

BOGOTA-COLOMBIA

NELSON C. WALL
Georgia Institute of Teohnology

My 11, 1974
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BRIFF SURVEY OF CONSULTANT
SERVICES AVAILABLE IN
BOGOTA-COLOMBIA

As part of the INTENSIVE REVIEW REQUEST SMALL AND MEDIUM INDUSTRY
DEVELOFMENT LOAN it was deoided by Mr. 8. Singer and the author that
a brief survey be ocarried out to determine the "oconsultant services"
available to small industries.

In view of the fact that only one or two days oould be given to this
task, it was further decided to only oontaoct firms in Bogota and to oarry
out the survey by random chzice of names, telephone oontaots and maybe &

few personal contaots.

The author would pretend to be a potenticl client seeking information as
to services avallable.

This task was oarried out during May 8-9, 1974.

No forms were prepared and no set of Quastions were established, the
survey was very informal and the only objective was to get & "fedling"
for the avallable services in this field. The following firms were con-
tacted by personal visit, telephone or general information was obtained

from persons that knew the oompany.

1. ASESOATA INDUSTRIAL - Carrera 7 § 21-65;
Management Consultants; established in 1965; orincipals OCTAVIO
FREYDELL (engineer) and GILBERTO RIOS (engineer). Indicated as
references having worked with: C{a. Gasecsas Lux, Hmpresa de Aoue-
dusto y Aloantarillado e Bogotd, Envases Metflicos Litograf.ados
"Litometal", Productos Metalicos Amerioan, Plasticos Internao.oneales,

and Ergon S.A.

2. ASESORIAS ECONOMICAS Di COLOMBIA - Ave. Jimensz No. $9-43,
General Plannirg, Feasibility Studies; ostablished in 1954; principals
HUMBERTO SANCHEZ CASTRO (eivil eagineer and eoonomist), FRANCISCO
HERNANDEZ (attorney). Indicated having worked wiih: Banoco Genadero,
Frigor{fino San Mert{n de Porre, Frigor{fioo Guadelupe, Croydon del
Pao{fioo, Beyer de Colombie and Ferreterfas Americonss.

3. ASESORES ANDINOS ASOCIADOS - Calle 1¢ No. 9-64;
Market Analysis, Company Development, Finernoial Pienning: prirnipals:
Alborto Leon, Anibal Palaocio, Canilo Santander. Tndicated hav!ug
worked with: Adelateo; Ceterpillar, Fondc de F; smocidén da Br, v -
olones, Dupont, Worthington Colombiana, Celanese de Colombia ay |
Corn Produots.
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ARTHUR ANDERSEN & CO.- Oarrera 10 No. 15-39:

hooountirg Systems; establish«* - 1877 -ai aieuies

fichael I. Tewrscrn (ecccunieni-England), VWayne H. Aper (accountsnt),
R.J. Perker ‘ecoountant).

CONSUMZE 17T - Tzrrere & # 16-51:

welrET Anelrrii, Lilinciucls Usoar Lombana.

Indicatel Zavinz worked with: Colgate Palmolive, Gillette de Cnlombia,
cfa. Colo=-iexa de Tabaeo, Laboratorios Miles, Franco Hermanos,
Warner is=-ert end Yerdley de Colombis.

CONSULTCZZ® SZZRALES ASONTAMAT TTDA. - Ceirera 10 Ko. 16-39;

-t o —_—

Mernegezzrns Tiuz.ultents; osteblished in 1963; principals: Jorge
Gelvis (zechenical & industrial engineer), Emilio Londofio (economist),

Gustavo ~xizs de Greiff (mech. engineer). Indicated hdbing worked
with: Cezzzilz Colombiana de Ciriidos, Nacional de Seguros, Textiles
Ego 8. 4., S:7¢niid Lide., Autofil Ltda., Covaplo Ltd.

COLSISTZU.E - Cerrera 7 No. 17-01;

Manegezernt z=2 Acoounting System=~; notabiished ia 1988; principals:
Eduerdo Cszize fmews~iiont - Ga, Teoh), Ernesto Torres (eleotrical
engivs: - . i.ey, Fabio Roberto Gonzdlez (civil engineer - MIT).
Indicates neving worked with: Grupo Colseguros, Singer Sewing Machine
Co., Bencc Czfetero, Banoo de Colombias, Colombia Hulf 0il Co., and
Colerece T-T-=tiensn S, A.

CIA, £7TT. - ZZ TTNSULTORES ASCITANNS.QAMSUL™ARTAY ITDA, - Edifioio
Segurcs T::_:..l.:iza;

Financiel Stuiles; established in 1922; prinocipals: Jorge N. Pinazén
{econorist’, Anitel Restrepo (oconomist), Omar Péramo (econouist).
indicatel n:ving worked with: Empresa Colombiena de Nigquel, Indus-
“rlzs Tesusnizze Ltd., Construandina Lid., Industriacs de Concreto

LR S LR -3

Teotrifugzlc, Grupo Cifuenies and Coempaques.

v ...zl 2701 - Cerrera § No. 18-32; Zconomiec fralysis, Market
“tizlesz; srineoirals: Anitel Truiillo (eivil engireer,, Ferrexnio Lopez

feiv.l engizser' end Arfstides Paris (eccountent). Indicated neving

NG S i o T avmcagwn

c e see et w T My e e

ec l'zcioneles, Instiiuts 2¢ "-fi14: Territorial,

Caj~ fzr: I. Tzlisiries de Medera IMA, Colseguros trs & o s oL.w

LT --== = Calle 12 No. "-T1;

Mancge- i - <z FfMnanoial Studies; established in 1970; principal

: - / s [N R
Diverdo Toufe et snstausr).
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ECONOMISTAS ASESOURS - Carrera ¢ No. 14-36;

Acoounting end Firnsnolal studies; esteatlished in 1966; prircipals:
luis Pefia Onzage (svoncmint,, Humberte !. Beyes (eoonomist).
Tndionted havinz worked with:. Produstes H-lios, Mclinos Begra S.A.,
Legiclacidn Eccaimiru, Univ Gran Colombia.

BSTUDIOS INDUSTRIALES - Carrera 10 MNo. 172-88;

Managonent Consultants: established ir 1568; principals: Sergilo
SoxnloTf (akem. ongicseer?, H.go Dfnz (accountant), Hnilio Gémez
{2ivil mnginver,. Iridicotod bnving workud with: Artital Ltd.,

Sasl rktieboisg, Corporacidn rineaciere dul Caribe, Sintéticos S.A.,
Mubol S.A., P 'zer de Bogoté and Arcegeotos S. A,

STUDIC .. TRINICOS LTDA. -~ Calle 16 No. 6-i38; _

Acccounti.x Systems., Ffeasibiliity Siudics, Genersl Management Con-
suitants, ostablisted 'n 19280; prinoipals: Alvars Viliavecss (civil
enginesr , Bduardo dayona (civil enginesr), Hermdn Peralte (civil
engirver)  Indica*ed heving worked with: Instituto de Crédito
Torritorial, Dspertemento Neoionel de Planificacién, Fondo Grancolombiano,
ETprssa Colcwhiara de Miness, Concesidn de S&’inas and Aceria Paz del

Rin S. A,

FICITEC - Information nas been presentsd on thils non-profit organiz-

atlion.

INVESTIGAR - Trensversal 6 No, <7-10;

Market Rpsearch; established in 19568; priucipnl Hugs Botero. Indi-
oated heving worked with: leguros Bolivar, Chiolets de Cclombie,
Campafie Pre:iidenoial de Faiirana bHoriorc, JTodusntrias Vietoria, Pupeles
Metalizcdos, Inversionas Extrnajeras, Elizabae:in frden and “scouchs.

INVECOMA - Calls 13 No. 5-71
Feonomic Studies; ovstablished in 1967 prine*. .1 Y udislao Frieto.

INTERAMERTCAN RESEARCH - Carrera 2 § 15-49;
Market Ressaroh.

INTRRCCNSULT - Carrer«s 13 Mo, o0-78;

Informatien Tystems, cost-controls, Mansgemont: =iiablisned .n 1970
prinsipai:.: Carlos Keyar inivil erginesr-},T), Tedrc havas (. adusirial
enginoor-Gernell).  Tndicrted raving worxs? w.ty: TNTRA, "nivs. Nauo.

de Col~mvia, Depariemento Norte Sentunder, Em,. de Teldfrno .
Santander, Corporsclis: Finanolera cs Telefonos.

LATIN AMERICAN RESE4?H - Carrora 1C No, 14-2u

Market Research; as'rblish. ! ‘1 1672 priactipals: Mauter M. oas picyo
(3o0ial cciew o' ), Antorde taet.s (JA\lesorn,t.  Tudise’ o having
worked with: Backus Arewery, Colgaie ralmnlive, UGir Friauow.. ESSU,

Gillette, HMoCann Erickscn Corp. and Nestl#.
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20, IERVTIUCS THCONICOS Y ADMINISTRATIVOS - Calle 19 No. 5=-51
General Consultents; principals: Franoisco G. Giraldo (civil
Engineer), Hernanio Jeramillo Mejfa (oivil engineer).

21, ULISES MARTINEZ & CO. - Carrera 10 No. 28-49;
Accounting Systems; established in 1966; prinoipals: José Ulises
Martinez (accountant), Viotor Pulido {accountant). Indicated
huving worked with: Bancc Ganadero, Instituto de Crédito Territo:
Industrial fgrerie La Palma S.A., Coltejer, Federacidn de Arrose.
and Cemento Diamanta.

22. WILLIAM FADUL & CIA. - Carrere 7 No. 17-01;
Menagement Consultants; established in 1961; Prinoipals: Williar
Fadul (chem. engineer), Armando Chaparro (industrial engineer).
Indicated reving worked with: Avianca, Industrias Metali:zas
Asociedss, Federacién Nacionel de Algodonercs, IDEMA, INCOLDA and
C{e. Nacional de Chooolates.

The tweniy tvo organizations on whioh some information was obtained ¢ o
all located in Bogotd. No information was obtained on organizations
outside the capital city but some of the persons interviewed indicated
that 1little or no consultant service are available in other areas
except around Cali.

Much of the informatior "rr2:477%r the names 5 coujarics, prineijals,
eto., wee ~-- . ., .-, Eduardo Ospina a personal friend, graduate sf
czorgie Tech. and prinoipal officer of CONSISTsMAS. Mr. Ospina told the
suthor that few if any "industrial oonsultants" existed or were available
in Colombia. Most of the consultant firms that now exist prefer to work
in the areas of management, market analysis, feasibility studies,
accounting systems and financisl studies. Mr. Ospina further indicatec
ithat nearly all consultant firms worked with a small group of olient
companies and usually did not work with small industries because they
are not able to pay for the services, when asked why he being an engineer
with an MA in manegement had net cuiered the *industrial oconsultant
field", Mr. lspine indicated that he beliavod his pressent line of
tusiness was far more profitable and did not require a large staff, his
only investmont is in his computer.

When the "technicel assistance" to szall industry concept was exp*ained

to Mr. Ospina he indicated that this is needed in Colombia, and that

the type service would be very desirable and helpful. As far as he is
conoernsd, there are no organizations in existanoce today that cou.d

handle thic type of program. If suoh & program were to be establister,

Mr. Ospina believes that staff engincers and others would need to e
trained to car~r ~u% .he task. The author puts great weight on Mr. O:pina's
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words because this person took additional training at the Indusirial

Dlevelepment Division of Georglo Tech and worked part time with the

Division so he is famiilar with the type of technicel assdstance propres:

*he! {ihe Division carriss out.

T sonclusion, after gaining some information on twenty-two "consultern:®

firns in Bogotd; having talked to some of the senior members of the =cr-

zulient firms and having interviowad Mr. Ospine, it appeers to the euvrcr

that:

1. A3 yrosent thero are few if any firms doing induc+rizl oomiilions oors
&5 we define this activity.

2. A Tew engineers, employed by large or small companies do "moorilii:
work as industrial consultents.

. - "moonlightiers" are not very dependable, tend to be erratic =zr.:
- hard to find when needed.

4 I irdusirisl oconsultant services were to be offered, it would jroe:.l:
raquire ithe additional training of interested persons that neve ths
rrouer backxground.

5 Tf the industrial consultant service were to be offered by a private
fi1m, the services may nead to be subdivided if it is ‘to serve sg==ll
irviusiries,

', Very Pow if any of tho firms contaoted offer servioces in the erezs c::
production, oontrol, quality control, standard oosts, plent leyou?,
jroduct dosigr and other general industrial needs.

Jone- ¢f 1he sontacted firms indicated that they believed +<hat
"industrial consultenti services" were Leing rendered by SENA, FIlITR.T
or C»rP,

.rers the above conclusions, it appears that if industrial consul-ernt

ces ere te to offered asepart of the "loarn prozram"”, L1 will Le
ary 1o work wiikh one or more exisiing Tirms and help thex cev
1.1 truin the necessery staff. This may be expanded over the year:, i
destired, in order ic oreate in the ruture & competitive marxet by nevirg
o.«rel firms capabtle of providing this service.
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BT aseesvs ORGANIZATIONS INCLUDED IN PRELIMINARY DISCUSSIONS

Organization FReprsentatives
DNP: R. MVanriane
v, Gomez
CFP: M. Llinée
ST, Fepivaee
pive
ACOPI: G. Alfonzo
FICITEC: 5. Llires
M. Bermudagz
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CCLCETA

brren 3TaE VISEY FAVLSE

1, Year of establishment: 1967

2. Owiershlp (September 30, 1973)

Fublic Institutions
Private Sharghol ders

Total
L. Operations
Loans;
Approvals

Disbursemants

Zzuity Investments

Approvals
Disbursements

S+ Financial Performance

(a) Totel Rsgetss
Loun Portfolio
Equity Portfolio
Long-torm debt
Equit;'
Livv/bquivy Radiv

(o) Net profit after tax

and provisions as
% of average equity

Reservaes & Provisions
as % of loan port-
folio

Zinancial Expenses as
T of average total
asuvets

Acninistrative Expen-
ses a3 1 aof average
total assets

(Pa> va_ue =

17

89.3
67.0

1.9

3.0

5.4

1/ Estimated on basis of November financiai data.

Juzter of Shares

«0)
596,775
17
596,192
=571 1972
-1(5013 Ingz
.7 180,
+37.0 211.0
- ().2
- 0.2
253.5 303.0
o949 90,2
=0 1.3
~24.0 224.8
6.8 67.7
2.031 3."1
1.7 l.
2.2 2.9
5.5 8.4
6.8 6.3

ANNRY III-)

’03 ’ﬁ
e o
= \O

8
o

BRY

2.k
210.C ¥/

maV
60,0 V/
13 Y
2090 1
68.1Yy.,
bolizl v

0.4 VYV
sV

8.3V

6.8 Y
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COLOMBIA: SMALL - SCALE INDUSTRY PROJECT

CORPORACION FINANCIERA POPULAR
Organization Chart s of Nove:sber 30, 1973
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EVNEY I1T.3
CUIOMBIAT SMALL~SC,..> Z:DUSTRY PRCJECT
CORPORACION FIACTora POPULAR
Summary of Technical Assistance Activities
from 1971 to 1973
(Fiscal Years) 19nY 1972 1973
(June 30)
Total clients: 1 ,330 1 ) 9:5 4 3 179
Number o c_iaents who received
technical assistance from:
STiA ¢S 134 160
FLCITAC 1 21 i3
Universities & business schcols - 22 68
Private consultants - - -
‘L\':I - 2 -
IIT - - -
Others - P -
qggéa: 30 181 2l
f~ ————— - { s m—— e —
Farzeniaze of clients wno received -
tecanical assistances; ¢ 2% 5.5% i e

1/ Yo tecnnical assistance was givan nefore 1971,
2/ On annual basis. '

-



ASSETS

Cash end Banks
Portfolin

Loans

Bquity Inveatments

Totel
less gt ~{ntons for osser on:
Doubt{:1 tnene
Boubt ful Zquity lnvestments
®et Portiolto

Othe~ Receivables and deferred Expeuses
Pixed Assets (cat)
Other Asaets

TOTAL ASSETS

LIAZILITIES AND BPY WORTH

Borrovinge in Dowmestlc Currency:

Bcdiscounting - PPI

Term Depostits

Boods:
Banco 2epad'lca, Bamco Populsr
foctedad:. Cajltclitadorsa
Fcado Wictlonal de Adorro
Poudon Regloralea Je Capitelisscion
Soclel

Totsl Bonds:
Other Borruwvings in Domestic Curvency
Total Borrovings ln Tosestlc Currancy
Wrrovings fn Forvalgn Carreacy:
Warld Sank

1 4.4
Others

torsl ¥Y~rrovings {n Porsip Curtrescy

Total Corrowinge

Oter Payables
Tetal Listilities

. ik

Tartr Ty epirval

Le38:e . Chr Yravr

Retal " Y. t--q
ot s? ser Westh

TOTAL “adh:itifial AT KIT BRI

.

Pasr 228 Proe

Ji, for ine Period 1968-7F

PRI [

i1I-4

S A_S < . _ ?PeosrITETD

128 1959 18920 $E2AN 1812 1923 ¥/ 1974 1978 1578 i 1918
14,417 1,976 3.1k 1,704 5,137 2.6 13,80C 19, tuo 16,0 23,300 33,50C
8, .83 47,317 5, 7.t 189,99 250,23 360, 120 543,000 747,000 992,00 1,313,000 1,710,000
3 1,040 1,04° _1,07: 1,330 4,900 14,900 34,900 62,396 _ 95,700 134,900
2.:20 58,337 93,2886 191,028 291,565 364,900 339,30 181,97@¢  L.06i,500 1,412,600 1,844,900
293 1,825 &,292 8,419 12,50 18,00 24,500 32,307 42,100 54,300
- 200 597 $9? R 4,200 1.0 2,700 &2 5,901 7,600
- 47,864 93, 344 186,139 282,343 351,100 0,740 34,706 3,023,477 ],964,000 1,782,800
A7 (3 1,134 s, 11,773 12,20 16,xx: 24,300 - 34,00C 43,000 33, %G
249 510 [ T3} 2,295 3,189 3,500 4,2 5,900 7,105 9,100 10,600
—_— - - 130 b7 3,600 _nen 12,600 17,600 22,600 _ 21,50
13,'13 81,044 98,648 198,234 303,628 371,700 584,100 516,600 1,110, ¢ 1,482, 900 1,907,500

— —

11,143 18,685 58,511 £€9,496 92,300 144,800 163,400 215,400 245,400 188,600

- - 30,000 43,190 96.575 63,000 42,100 9,400 3,400 aQ, -
- 2, 12,082 32 24 37,%0C 17,400 15,400 13,400 1 9,600
- - - . - 41,000 46,900 41,800 36,700 3,600 26,300
- - - - - 13,000 52,000 101,000 138,900 168,000 190,000
_— - - - - - 30,000 140,59 210,000 320,000 398,000
- - 2,281 12,052 132,248 93,500 164,300 298,200 398,100 $3i,000 623,900
- - 1L 3.0 42,523 30,200 29,700 27,400 28,406 29,900 32,600
- 11,143 $1, 17 124,063 224,819 239,000 382,900 $i5,6400 €23,300 807,200 964,900
- - - - - - - 53,500 137,500 137,500 132,000
- - - - . - - 17,000 43,800 43,800 43,000
—_— _——— - - - —_— = - - - 12,000 279,000
—_—— - b - s - - 70,500 181,300 260,300 454,800
- 11,113 32,307 124,063 226,619 289,000 382,900 585,900 826,600 1,067,500 1,399,700
—_AT% 1,470 _3 5,098 11,646 14,600 20,200 27,800 13,70 47,700 60,800
99 12,613 33,518 129,934 236,485 303,600 403,100 613,700 862,300 1,113,200 1,460,500
BT 17,000 40,000 $9,67> 57,700 170,000 180,000 210,000 290,000 350,000
194 ] 383 1,981 2,087 0,300 z,800 11,900 14,900 19,900 29,300
It 21a 396 5,166 8,100 _8.&cc 1,000 22,900 37,800 37,700
NG A _vr3is 67, 73 85,100 21,0 202,900 267,800 347,700 447,000
23, 41,088 98,488 371,700 384,10 818,400 1,110,120 1,662,90C 1,907,500

3. moni’ of i--cubey estimated aa the daete of Sovpnbes -tnanclel

fats
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ANNE -
COTOMBIA - SMALL-STALE INDUSTRY PROJECT ANNEX TITI-5

CORPCRACION F1%AMTIERA POPULAR

Past and Mielecred lnos Fte-emants
as Decembev 31, fur thae Pericd 1350-73
(Ln Cold O0d'e)

S9€8 1963 1950  w.i3vi | 1912 FryEL JUY A
) {{neqA
Incoms fro- iocaas .
Talerea: 1,056 3,911 9,387 21.2 ¢ 40,824 7z,L0 199, 30y 153,30 203,200 270,600
Cozmiseions 1 270 863 1,723 3,012 S.090 23,900 _i- 40 23,000 39,200
1,057 4,181 10,230 22,957 43,5836 84,000 81,400 127,00 173,430 226,20 301,000
Other Iazoac 4 24 102 151 570 1,100 LI _3.060 4,764 6,200 1,800
Total Incize 1,051 4,205 10,332 23,708 44,506 S5,100 83,300 125,700 175100 232,400 302,800
EEPERSES
Ficac: 'zl exvernyes {roa domestss
borrevinga - 50 2,262 8,175 2i,157 27,90 43,10 /0,500 76,00C ERIRNIRY] 123,500
Finaocial exprmsz2s f.om Foiaign
borrestag. - - - - - - - 4,600 21,400 _37,%00 67200
Tetsl Fivonzial Expenses o 5¢ 2,262 8,.715 21,157 27,90G 43,100 64,900 99.400 126,590 182,702
Sala:ica 30 J08 1,361 4,365 6,672 8,40C 10,306 13,2¢0 16,400 20,505 25,60C
Giher Peotonnet Bx-x--as 168, 420 513 2,847 3,972 5 4. 7,200 9,100 LE 400 14,206 17,830
Ctror Afalras’ 2ive T Lendes 6se¥ 1,6562 1,:62 27580 3,240 3,00 7,06 9,100 il, %00 14,220 L7 BoG
Reacacc’ -1 Ex;annle: Expensen - - - - - .Z_JOOO 4 000 ~.60.le _]JS.O_(_)_ _9_,'.!)_9 -‘:_&(KFO
Tow Admints’ctarive Expenses _ 924 2,53 4,070 10,07 15,830 22,020 25,100 37,600 40,700 3he00 75,200
T:iel Expances Before Pro.i-
etons ead Depreclatinn 926 3.28%  6,33° 18,19 37,037 42,500 12,200 102,700 146,100 195,07 257,900
Prcrlelon: for doubt{ul ;. .ans - 233 1,552 ?,702 4,128 4700 7,500 $,500 1,808 14,830 18,290
Pisvislonv tov equily {ovestwmen:t- - 06 33, - - 500 500 1,000 1,5C0 1,700 1,700
Depreciation 14 __b3 G 215 354 300 ___.50" 60C .. 8oo 1,000 1,300
Tere!l Sea Caab frpenses . U o533 Q.01 2,924 4,487 4,90 _E, 30 _11,100 14,100 17,500 21,600
Toial Expenses 33 3722 8.35i 21,120 41,519 54,800 80,700 113,800 16C, 200 212,500 279,300
et Eavye Y] 7] 1,981 2,588 2,887 3on 2,600 11, _14,900 19,900 29,300
L eemuciT a0 ioocere s moellt o7 Moozmcar has been es-insted,
27 Gniudet adet Trecz2tl o commicotois peld to Baii-~ Sopular of:
Tal?s 736 10 % a18T 7 wilifon tn 1969, ~nd Coi31.039 million in 1970,
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ANNEX III-7

CULUMHIA:  Mabi- SCALw INDUSTAY PuCdxe)

CORPORACION FINANCIE~A POPULAR

Swamar.: of Past Operations from 1968 to December 31, 1973

(in Col$ thousand)

(Fiscal years) 1968 1969 1970 1971 157 1973
.pprovais
Loansl/
Mediume/ 11,299 4,505 6,580 75,866 109,550 220,823
Long-term3/ 7,530 51,998 82,806 107,03L 70,655 53,485
Squity - 1,000 .- - 250 3,580
Total 18,829 57,503 89,386 182,700 130,457 277,R88
MR EECETRMETIE E . —— - . ] EXINCNTEIN ] —_—mcra
Disbursom2nis
Loansl/ 9,000  L6,000 67,000 137,000 211,006 210,000 %/
Ahulty -- 1,300 -~ - 250 3,580
Total 2,000  L7,000 67,000 137,000 211,250 23.3,580

1/ Corporacion Financiera Popular
0/ Between one and three years.
3/ From three to seven years.

L/ Estimated

doas not provize ary short-term ioar.
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THDUG .

Y PuG U7

ANNIZ).

b=
14

-

X

CORPTRACIS!: =, WANCIERA BOPULAR
Past and Projected  Fiianztal Ratios
Past ____Projected
ZFE 1559 i .G 1512 Y 19T 875 98 577 1T
Total income as % of avera,s .
wtal assets L.S7 1,32 3.8 10.03  17.77 16,33 17.0n 17.94 187 18,07 1.3
(=)
Financial expenses as € of verage ,
total agsets - 1.34 3.0 5.53 8.47 8.27 9.02 9.26 10.32 10.62 10.8
Gross profit as £ of averags %total
asgets L.s7 9.98 10,8 10,50 9.30 8.0é 8.2 8.68 7.85 7.L5 7.8
(-)
Administrative oxpenses as £ of i
total assets 3.9 7.49 5.1 6,77 6.35 6.52 9.09 .40 _L.8s L.5L OLE
Proflt Lafora provinions and
daprociation as % of AVGYe g
tolal asrotn 0.59 2.49 S..! 313 2,95 1.54 2,33 3.28 3.00 2.9 3.02
(<)
Provicions and deprociation as £ of
avsrago total asssts 0.06 1.5 2,70  1.97  1.79 15 1,78 1,58 156 1,36 1.2
Net income as € of averaga total A .
assets 0.53 1.04 2.66 1.76 1.16 0.0y 0,55 1.70 1.46 1.55 1. 74
Net ircoms as £ of average ecui ty 0.5 1,27 4.9,  U4.68 L35 oLk 2.8 6,20 6.61 6.67 7.36
Net income beforsg provisions and
depreclation as ¥ of averags enuity 0.60 3,05 9,97 9.8 1. 7.65  B.91 1.9 12.86 12.55 1275
Interest and commission as
£ of average portfolio 12.60 15,00 10 16,12 18.25 16,61 18,00 19.00 19.54 19.56 19.92
Financial expenses as % of average
b°"‘°"'-‘-"8:pa * - L.uL8 1.23 9,27 12,12 10.65 12.82 13.38 L WS 1480
Gross spread - 10.53 Te17 c.85 6.13 S.76 5.18 5.62 5.40 5.13 S.12
Total debt/equity 0.02 0.35 1.31 2,05 3.L7 L.b6 2,22 3.02 3.uk 3.19 3.25
Percertage increase in totai
assats - 1,22 92.86 99.62 5L.19 22,66  57.1L  39.8C 35.9%h 3,75 3C.3%
Provisions 25 € of 1ean
worifelio - 0.0 1.94 2,26 2,90  3.L7 3,30 3.8 3.2k 3,20 3.15

—

1/ Morth of Dacembar has beer astimated.
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AN IN-DEPTH REVIEW OF

FONDO FINANCIERO INDUSTRIAL



ANNEX IV

AN IN-DEPTH REVIEW OF

FONDO FIN ANCIERO IN DUSTRIAL
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FONDO FINANCIERO INDUSTRIAL

At this point it appears incongruous to repeat the background
of this organization and its operations which have been discussed in
the U.S. AID/C Intensive Review Request of April, 1974, and also in
the study of the IDD section Georgia Institute of Technology in April,
1974,

The main objective of this report is threefold, as follows:

1 - Determine the efficiency and effectiveness in employ -
ment creation and assess the administrative capacity
of FFI,

2 - Recommend to FFI management and explore the pos-

sibilities of expansion of activities in areas of techno~-
logical transfers and small industry promotion.

3 - Determine improvements FFI should undertake in the
above areas.

Let us take step 1l znd say that determining efficiency and
effectiveness borrowing money has on employment creation is at best
second guessing., There is no guaranteed or proven method to the
problem but some reasonable assumptions can be made. To carry this
a bit futher, in reviewing some sample requests of loans approved bty
I'FI for rediscount, 70~80% of the requests covered needs for workiny
capital to cope with expanding production and additional employees,

Of the 208 approved loans for rediscount for the first 3 mo . .
ol 1974, samples indicated increased personnel from 5 to as high «s 6.
Since we are talking about small and medium size business, let us s¢
investigations showed the average employment creation would be 7 pzoo..
There would, therefore, have been 1456 new jobs created in the fi: st
quarter of 1974, with an additional 4-5 people represented by an averzge
family group (wife and 3 children) who are affected economically - u.side
of the employment area through each new job created. Carrying th., < 1
for the balance of the year 1974 at the same rate, would indicate a cne ;e
employment creation of 5,824 new jobs,



A disturbing factor during the fir st 3 months of 1974 is
the 69 rejections of rediscount applications for reasons such as
faulty financial figures, inadequate reascis for the ioan and unac-
ceptable guarantees within the norms of the Fondo de Garantfas,
Rased on the average employment of 7 people as mentioned above,
there could have been another possible 483 new jobs created if all
of the 69 rejections had been revised and approved.

The importance of the rediscount mechanism cannot be
over-emphasized. FFI, however, has the internal structure pre-
dominant in all Latin American banks and that is the weakness
developed by bank bureaucracy. This bureaucracy which is not
internal procedures but a matter of personnel bureaucracy, tends
to promote weak administration through the ranks which eventually
leads to ineffectiveness and since the whole operation cannot be
monitored by the lending agency, FFI can only be pressured at best,
No amount of AID loans will change the system and one learns to
live with it,

The personnel at FFI exhibit a fair understanding of the
small and medium size industry needs and have a desire to assist
these needs, but are somewhat restricted by the guidelines for re-
discount, It is possible that if FFI were organized as a separate
entity, they could be more operationally free as i. were from the
internal bureaucracy,

Since th1s does not seem possible under the present
arrangement with BOR, some aileviation to the problem will be
discussed later in this report,

So far in the first 3 months of 1974, FFI has redisco.ed
an average of 46,8 million pesos per month versus 44,2 million peae«
per month 1n 1973 which is an improvement over the monthly net Ji- -
bursement target ostablished in 1972 of 22,5 million pesos per mo..ilk,
However, during this same period an average of 16,2 million pesus wer
rejected,

In 1973 the average rediscounts approved por month we:e
79.5 while in the first 3 months of 1974 this average kas been 69,3 winn
rejections running at 24, 9% versus 18% for 1973, In spite of this swi-y
in figures, the rediscount amounts show improvement on the average
versus 1973,



3. -

Omne bad procedure used by FFI is in connection with rejected
applications, If for example, the analyst finds there is information
lacking i1n the application, be it an error or an ommission, a letter is
wiitten to the intermediary or finance corporation acting as intermediary
ar 7 also the applicant advising what is wrong witn the application, Should
no reply be received by FI'I within a month, the application is relegaisd
iowne files where 1t is considered dead., This is an area requiring im-
pro-ament, Instead of contact by mail the FFI analyst should make direct
contac. by telephone with the intermediary, spelling out just where the
anwlical on s fsulty and faces rejection, The intermediary then should
contesi the applicant so that he will immediately take the necessary steps
te correcct a1s apptication, This would con siderably reduce the 30 day
waiting reriod used by FIFI for rejection, There is a good side to this
coin, The Credit Committee on reviewing an application where some
doubt may arisze can request that an analyst accompanied by whatever
axpert 15 necded, 1i,e,: engineer, accountant, etc,, visit the applicant
to caenw out any doubtful information, There is no doubt there is room
cor 1m provement in the process {or additional information so that ap-
plications are just not relegated out of existence for failing to reply within
a month.

In step 2 the possibilities of expansion of activities, technological
tronsiers and small industry promotion was discissed with FFI manageme !
and waile management was 1n agreement that sometning should be dore 1=
these areas, no steps have been taken to date. FFI tirst should have
mitiated & program of educating their 22 branches on the internal proc: -
dures used in processing loan applications, From tnat point the brarche:
shou.d bave heen instructed on the use of tnis information with respec. .
ass:sting small and medium size industries in tiheir areas, Tris wruld
cover the use of credit, the advantages of credit for expansion and the >¢ -
quirements of FFI on loan applications presented for rediscount,

Management at [ agreed to the lack of credit and barhi~g
knowiedge, aot only among the other hanks, financial corporations and
applicante, but also within their own branches. Many times the applicator -
miu st be filied out by FFI because of lack of qualified people in othe~ imot 10
tions, The only two banks rediscounting with FFI who nave ro troubie wi‘l,
the application forms are Banco de Bogotd and Banco de Colombia a~d i
red =on 1s they have adopted their application for:ins after those of FFIL ard
have traimed people now to assist the applicant, This reduces the delay
when they apply for rediscount at FFI, The use of seminars to impart
know eage and education is endorsed by FFI management but thev ~ppecr
reluctant o nitiate a program,



In discussing technological transfer and small busines: pro-
motion only the area where FFI is more or less qualified to give assist-
ance via seminars were explored, This covered the credit mechanism,
use of credit in expanding and a detailed explanation of the information
required on the application forms, It was strongly pointed out that ap-
plicants were going to outside money markets at higher interest rates
due to lack of understanding as to how and why the credit mechanism
functions as it does, when they should be coming to the commercial
banks and financial corporations.

A visit with a prospective borrower pointed up just how
Licking 1n knowledge he was concernin g the FFI procedures. This
company wishes to expand and increase ils labor force, but has heen
reluctant to do so because of what they know of FFI, After discussio.s
with this company, it is felt their attitude has improved to the point
where they will apply for a loan via CFP,

Step 3 covers the conclusions or recommendations that FFI
should undertake in the areas of steps 1 and 2. It is felt these recom-
mendations are cssential to the con tinuous flow of capital to small ard
medium size industries in addition to the TA function.

l. - The application forms at FFI are¢ too involved in their
present siate. They should be reduced to a single page or two such as
s used by most commercial banks and financial corporations, A sug-
gested form is altached as exhibit A, Since the irtermediaries are
responsible for the loans they undertake it 1s not deemed necessa ry fove
I"I*ito act as monitor to the intermediaries, The only guidelires FFiI <&
use are:

a) Does the applicant fall within the size limits.

b) Does the applicant fall within the Capital/Labsr
ratio,

¢) Has the applic ant performed well under previous in. »

[¥ the answer to all three questions is posilive there should he,
no further delay in processing the rediscount. The major compla.nty of
many intermediaries visited were that FFI was t0o intlexibl» ang took
too long to process requests. This is not quite su as a revicw of mary



cases ut FFI showed a decided improvement over 1 year ago and the
t'me element for processing was now down to 15 days minimum cnd
1"t most cases | month (naximum, There are exceptions however,
nit .nese are very few,

The subject of FFI being concerned with guarantees is wrong
since PFLassames no re-pons:bility on the rediscount. Cuarantees
e b responsibility o the Intermediaries and FFI should have nothing
fo do viath this avea of the application,

2. I'be approval hhmits of under 200, 000 pesos of the
Creedit Conancter e aatomatic rediscount 1s 4 v iaw,  FFI agreed
hat §2.2% of 'l ioans rediscounted fell within the 500, 000 prso range
Dince VP has raised their regronal loan limits to 350, 000 pesas tor
cpproval, 7Yl should adupt the same approval iv.vei. This will avord
novuiy the intermediary with a loan level higher than the rediseoant
lvel onaooroid controntnition between the intermediavy and P CRP
whoch reprosents 538, 2% of FF1 rediscounts would be in an untenable
positton 10t had to contend with a lower level i approval at FFI, This
confrontation can be avnided not only for CFP but also with other inter-
racdinries who might raise their limits,

F'EE s agreed that raising the lisaits would automatier Ly
vedacc the paper worklowd, However, again FITT appears reluciant
et abe ths steps N uether advantace to this o aange 15 ihe peobaly T
of ey the anadvsts oL 1T e istracting their bronches sonee he
vedie cd o worktoad wouid pave them tome to devote to actwiticos inithis ot

To carry the use of the analysts one step further, 1T n';;u‘;au' -
ment dpreed that cdueatoon and /o0 TA serinars wor e delinavely nes o
Both i the mmtermediacies, appliconts and their wn broncn peraor: ¢
There ore, at this point PPl coond use thelr trained nnalysts v e -
wee there programs,  No oae knows better than the 2naiyst wre 7 oe-
procedares at Fi'l, The semaars could and shoule be neld 2-5 t, o
pot year, either at ali locations of 'FI, or reduce: to key area:n .1 en
are nesvily industiiatized and labor intensive, The TA, however -0
vemain vimn the area of banking credit and finance and not cro, - r .
e the TA system as outlined for CFP,  dere, niowe 2r, thar s seo- ,
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to be no harm in bringing FFI into the picture on the TA function as it
will be handled by CFP. It could be a distinct advantage for CFV if
FFI can recommend prospects to them,

3. - The FFI should contract for the services ol someone
lik:: INCOLDA (0 handle or conduct the seminars. A visit to INCOLDA
indicited they are well prepared and have the personnel on hand to
conduct the seminars for local bankers, intermediaries and small in-
dustry on credit, credit application and TA functions and in general,
promoting education in these areas. Both INCOLDA and FFI have
their individual specialties and to successfully carry out seminars,
INCOLDA i better qualified.

In conclusion, another approach is suggested for bringing
FFI around tc irrﬂuting reforms and that is to channel additional
funds to CFP, thus giving CFP a broader scope with a subsequent
reduction in the need to rediscount.

JEB/EM.
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ANNEX V

ALLIANCE FOR PROGRESS

LOAN AUTHORIZATION

Provided From: FAA Section 106
COLOMBIA : Small and Medium Industry
Development Loan

Pursuant to the authority vested in the Deputy U.S. Coordinator, Alliance
for Progress, by the Foreign Assistance Act of 1961, as amended, and the
delegations of authority issued thereunder, I hereby authorize the
establishment of a loan (''Loan'') pursuant to Section 106 of said Act and
in furtherance of the Alliance for Progress, to the Government of
Colombia ("Borrower'), of not to exceed five million United States
dollars ($5,000,000) to assist in financing the United States dollar

and local currency costs of the Borrower's program to stimulate
employment expansion and technological transfer in small and medium
sized industrial enterprises by providing funds for credit activities of

the Popular Finance Corporation ('""CFP") and by providing funds to be
administered by the CFP for technical assistance.

The Loan shall be subject to the following terms and conditions:

1. Interest and Terms of Repayment: Borrower shall repay the Loan to
A.I D. in United States dollars within forty (40) years from the first
disbursement under the Loan, including a grace period of not to exceed
ten (10) years. Borrower shall pay to A.L D. in United States dollars,
on the outstanding balance of the Loan, interest at the rate of two
percent (2%) per annum during the grace period, and three percen (3%)
per annum thereafter.

2. Other Terms and Condit.ons:

(a) Goods and Services financed under the Loan shall have their source
and origin in Colombia or in countries included in Code 94l of the A.IL D.
Geographic Code Book.

(b) United States dollars utilized under the Loan to finance local
currency costs shall be made available pursuant to procedures
satisfactory to A, I. D,



(c) As a condition precedent to disbursement to the Popular Finance
Corporation for technology transfer activities it will submit to A. L. D.
for approval an organizational scheme and work plan for such technology

transfer activities.

(d) The Loan shall be subject to such other terms and conditions as
A.IL D. may deem advisable.

Deputy U.S. Coordinator

Date





