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PROJ=CT AUTHORIZATION
(Amandment No. 4)

Name of Country: El Salvador

Name of Project: Agrarian Reform Credit
Number of Project: 519-0263

Number of Loan: 519-T-028 /D

1. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as
amended, the Agrarian Reform Credit Project for E1 Salvador ("The
Project") was authorized on June 20, 1980, and amended on June 11, 1981,
December 30, 1981, and May 12, 1983 (hereinafter, as so amended
"Authorization").

A. Project Purpose

Section 2 of the Authorization is hereby deleted in its entirety and
the following new Section 2 is substituted therefor:

"2, The Project ("Project") will increase the availability of
agricultural credit to the agrarian reform and traditional small
farm sectors and improve the capacity of the natlonal financial
system to deliver such credit".

B.. Loan and Grant Increase

The amount of the loan funds authorized for the Project is hereby
increased by $21,900,000 (the "FY 1984 Loan Increment")}, increasing
the aggregate amount of the loan to $73,400,000; and the amount of
grant funds authorized for the Project is hereby increased by
$600,000, increasing the aggregate amount of the grant to $2,225,000.
Upon compliance with the Conditions Precedent to Disbursement by the
Cooperating Country, A.I.D. may disburse Loan Funds to reimburse the
BFA for eligible credit extended through the Integral Line, from
January 1, 1984, provided that evidence of such credit is furnished to
A.I.D. in form and substance satisfactory to A.I.D.

C. Repayment Terms

The Govermment of El1 Salvador (the "Cooperating Country®) shall repay
the FY 1984 Loan Increment to A.I.D. in U.S. dollars within forty (40)
years from the date of first disbursement of the FY 1984 Loan
Increment, including a grace period of not to exceed tem (10) years.
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The Cooperating Country shall pay to A.I.D. in U.S. Dollars intesrest
from the date of first disbursement of the FY 1984 Loan Incremsnt at
the rate of (i) two percent (2%) per annum during the first temn (10)
years and (ii) three percent (3%) per annum thereafter, on the
outstanding disbursed balance of the FY 1984 Loan Increment and on any
due and unpaid interest accrued thereon.

D.

Conditions Precedent to Disbursement

Prior to disbursement of the FY 1984 loan increment or the issuance by
A.I.D. of documentation pursuant to which disbursement of the FY 1984
loan increment will be made to finance credit activities, the
Cooperating Country shall, except as A.I.D. may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to
A.I.D.: .

1. A description of the mechanism by which at least $2.06
million for disbursement to Phase III beneficiaries will.be made
available to other financial institutions by the BFA.

2. New executed sub-agreements between BFA, FINATA, amd CENTA
regarding the provision of credit to Phase III beneficiaries,
including disbursement targets, promotion, and monitoring
responsibilities and amounts disbursed.

3. The executed Trust Fund Agreement and training plan for the
Credit Agent Program, by which credit agents working out of
participating financial institutions will provide credit services
to the agrarian reform sector, as described in Annex I ("Project
Description") of this Amendatory Agreement.

4. Plans for monitoring provision of credit by the BFA to Phase
I cooperatives, and Phase III beneficiaries, including a monthly
reporting system by credit.agents,_

5. . The terms of the refinancing lines for Phase I cooperatives,

on a one-time-only basis for the 1984/85 crop cycle, including a
description of steps that the BCR will take to ensure that the
BFA and other financial institutions present their refinancing
applications to the BCR in an acceptable and timely manner for
implementation in the 1984/85 crop cycle.

6. Identification of an Agrarian Reform Policy Coordinating
Committee for Phase I of the reform, which will consist of the
Presidents of the BCR, the BFA, ISTA, the Minister of

Agriculture, and other key GOES officials whose decision making
affect the agrarian reform process. The committee will meet as
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needed to consider information and analysis provided from the
technical level in order to formulate appropriate and timely policies
regarding tine agrarian reform.

E. Covenants
Unless A.I.D. otherwise agrees in writing:

1. The GOES agrees that within 60 days of the signing of this
Amendatory Agreement it will cause the BFA to provide to USAID,
in form and substance acceptable to USAID, a detailed, written
evaluation of loan recuperation and collection procedures,
including strategies for uniform application of such procedures
to the entire BFA portfolio.

2. The GOES agrees that within 90 days of the signing of this
Amendatory Agreement it will cause the BFA to provide to A.I.D.,
in form and substance acceptable to USAID, the steps that ‘the BFA
has taken to establish all necessary ledgers to account amd
provide accurate reports for all project Loan and Counterpart
funds and reflows from project Loan'and Counterpart funds,
separately from the accounting and reporting of other sources of
funding. Such reports will be provided to USAID on a quarterly
basis, to be certified annually by the BFA's external auditor.

3. The GOES agrees that within 90 days of the signing of this
Amendatory Agreement, it will cause the BFA to complete and -
provide to A.I.D., in form and substance acceptable to USAID,
evidence that contractual arrangements have been made for
appropriate technical assistance necessary to undertake a
detailed and comprehensive study addressing the problem of
meeting agricultural credit needs through local savings
generation and mobilization.

4, The GOES agrees that, within 120 days of the signing of this
Amendatory Agreement, it will enable and cause the BFA to develop
policies, approved in writing by USAID, for either writing off
(including forgiveness) or eliminating (not including
forgiveness) bad debt and interest from Balance Sheet accounts in
a manner that is consistent with Generally Acceptable Accounting
Principles, standard banking practice, and GOES law, and within
the following 60 days to implement these policies.

5 The GOES agrees that within 180 days of the signing of this
Amendatory Agreement, it will provide evidence to A.I.D., in form
and substance acceptable to USAID, that the BFA has taken
whatever action is necessary to insure that postings are up to
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date (no more than two weeks delay in posting source
documentation to official records) and that all of its agencies!
accounts have been completely reconciled to home office records.

6.  The GOES agrees to cause the BFA to present to A,I.D., in
form and substance acceptable to USAID, by December 31, of each.
year for the next three years, beginning with December 31, 1984,
a disbursement plan for all reflow funds resulting from the Loan
and Counterpart Assistance provided under the project by sector,
including the traditional sector and Phases I and III of the
agrarian reform sector.

7. The GOES agrees that a total of $10.3 million from all
funding sources, including any amounts carried over from
Amendatory Agreement No. 3, will be provided through the BFA to
Phase III beneficiaries, and that of the $10.3 million total, at
least $2.06 million of new loan funding will be made available by
the BFA to other financial institutions for disbursemeni to
Pnase III beneficiaries. Any loan amounts carried over from
prior amendments will be limited to disbursement by the BFA.
Disbursements to Phase III beneficiaries will be made between
January 1, 1984 and March 31, 1985.

8. The GOES agrees that it will cause the BCR, the 8FA and ISTA
to meet on a quarterly basis to evaluate the provision of credit
to Phase I cooperatives and to make appropriate recommendations;

- and the BFA, FINATA and CENTA to meet on a guarterly basis to
evaluate the provision of credit to Phase III beneficiaries and
to make appropriate recommendations. A.I.D. and mixed banks will
be invited to such quarterly meetings.

9. The GOES agrees that it will cause the BFA to assign
vehicles purchased with A.I1.D. loan funds, provided under this
Amendatory Agreement, on a priority basis, first tc field credit
agents working with agrarian reform clients and secondly to other
credit agents or for other project purposes.

10. The GOES agrees that the terms of the refinancing lines will
remain in effect for the 1984/85 crop cycle only, and that new
terms and the general utilization of any additional refinancing
will be renegotiated with A.I.D. prior to December 31, 1984.

11. The GOES agrees to provide to A.I.D., in form and substance
acceptable to USAID, quarterly reports regarding the utilization
of the refinancing lines, on a calendar year basis, beginning

. with the quarter ending March 31, 1984.



F. Waivers

Competition in the procurement of goods is hereby waived and a
single-source negotiated contract with AMC International Headquarters
is hereby authorized in order to permit the procurement of

approximately 120 AMC CJ-7 Jeeps, and spare parts with a value of
approximately $1,800,000.

G. Project Assistance Completion Date

The Project Assistance Completion Date is December 31, 1985.

2. Except as expressly amended or modified hereby, the Authorization
remains in full force and effect.

RPN,

M. Peter McPherson
g%\. Administrator

‘Y\[&xh,\%\ \SV&L\
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PROJECT NO. 519-0263

PROJECT PAPER AMENDMENT NO. 4

I. SUMMARY AND RECOMMENDATIONS

A. Recommendations

USAID/El Salvador recommends authorization of a $21.9 million
increase in Loan Funds and a $600,000 increase in Grant Funds for a fourth
supplement to the Agrarian Reform Credit Project (No. 519-0263).
Cumulative Life of Project cost will total $112,125 million (GOES $36.5

"million, A.I.D. Loan $73.4 million; and A.I.D. Grant of $2.225 million).

USAID/El1l Salvador further recommends that the authorized
Project Assistance Completion Date (PACD) be extended from December 31,
1984 to December 31, 1985. :

Due to the continuing economic crisis resulting from
prolonged civil strife in E1 Salvador, USAID/El Salvador also recommends
that the Loan be authorized under the most concessional lending terms,
i.e. that the Government of E1 Salvador repay the loan to A.I.D. in United
States Dollars within 40 years from the date of first loan disbursement,
including a grace period not to be exceed ten years, and that the rate of
interest be set at 2% during the grace period and 3% thereafter.

B. Borrower/Grantee

The Government of E1l Salvador will continue to be the
Borrower/Grantee. The major implementing agency will continue to be the
Agricultural Development Bank (BFA). The GOES will use the A.I.D. loan to
provide a capital contribution to the BFA for the purposes described below.

C. Summary Description

1. Goal and Purpose

The goal of the Project is to improve the economic and social
well-being of the agrarian reform beneficiaries and other small producers
through increased agricultural production and employment. To this end,
the Project's purpose is to increase the availability of credit to the
agrarian reform and traditional small farm sectors and improve the
capacity of the national financial system to deliver such credit.

2. Background and Project Activities

The assistance provided by this project is helping the BFA to
meet the credit demand of its growing portfolio of Phase I cooperatives
and Phase III clients. However, since the BFA currently attends to about
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1/3 of the Phase I cooperatives, not all credit needs of the agrarian
reform sector are being met through the project. In the process of
examining the whole agrarian reform credit delivery system, USAID has
identified the following constraints to providing credit to the agrarian
reform sector and to its beneficiaries achieving financial viability:

Financial

-The cfedit'needs of all Phase I cooperatives are not being
entirely financed. ‘

-Overdue, outstanding debt of prior years, at high interest
rates, is impeding the approval of new, fresh loans needed to
purchase inputs for the current crop year.

-While Phase I cooperatives lack intermediate credit to make
investments to increase production, IDB funds available for

.capital improvements are not being utilized.

Institutional

~There is poor coordination among institutions, financial and
other, in providing credit and technical assistance to the
agrarian reform sector.

-On many Phase I cooperatives, planning and management are
inadequate. :

fFinéncial institutions do not take a sufficiently active role
in promoting and supervising credit to Phase I cooperatives.

The constraints described above are to be addressed by four
Project elements managed by the BFA and the BCR, in coordination with
other financial institutions, ISTA, FINATA, and CENTA:

a) Credit

The credit element will provide $18.9 million of new credit for
the BFA's expanding Phase I and Phase III operations, and $1 million for
the traditional sector making for a total of $19.9 million to be provided
to the Integral Line of Credit with development assistance loan funds.

b) Refinancing

This element will facilitate the use of existing BCR credit
refinancing lines and add $12.0 million from PL-480 local currency
generations to the BCR/AID consolidated line. The result will be a
reduction of four interest points in the cost of refinancing to Phase I
cooperatives; enhanced prospects of solvency.and, therefore, eligibility
for new credit for cooperatives using the consolidated line.



c) Institution Building

The institution building element will improve the capacities of
all financial institutions to attend to the credit needs of their
agrarian reform clients through the following activities,

—Credit Agent Program

Placement of two program managers in the BCR and 24 new credit
agents in the six or seven financial institutions which, together,
service the majority of Phase I cooperatives for the purpose of
generating bankable investment projects for as many of the Phase I
cooperatives as possible. Under this Supplement PL-480 local currency
generations totalling $800,000 will fund this activity. These funds will
provide the agents' salaries and related administrative costs,
transportation, and short-term training. This element will facilitate
the disbursement of up to 22.0 million of IDB funds. Financial
institutions will be assisted to provide in-kind credit to the
cooperatives in the form of BFA fertilizers and to apply IDB funds to
eligible investment projects.

—-Technical Assistance to the BFA

The project will provide 70 person months of technical _
assistance to expand continuing programs in the functional areas of
financial reporting and analysis, farm credit management, loan
recuperation, accounting, training and organization; and to initiate
programs in data processing and loan review procedures.

—Coordination Program

Specific efforts leading to enhanced coordination among
cooperating financial institutions and agrarian reform implementing
entities are included in this supplement. These include: BFA training
provided to credit agents of other financial institutions, active BCR
leadership in the provision of refinancing, and quarterly Phase I review
meetings between BFA and ISTA and Phase III review meetings between BFA,
FINATA, and CENTA. Such coordination will lead to accelerated placement
of managers and accountants on Phase I farms; improved planning for Phase
I farms, increased Phase III applications for credit; and improved
technical assistance and extension being provided to Phase III
beneficiaries.

d) Integrated Pest Management

This element will expand field level research and extension in
cotton Integrated Pest Management (IPM) from 7,000 mz. to 11,000 mz. in
the western part of the country and will introduce cotton IPM in eastern
El Salvador. The objective of the IPM element is to define economical
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and practicable IPM packages for cotton and other crops in order to -
maintain and, in some cases, increase production, while lowering
pesticide costs on agrarian reform farms. PL-480 local currency
generations in the amount of $200,000 will fund this element to December
31, 1985. '

SUMMARY FINANCIAL PLAN

($ 000)
Proposed Supplement Total Project
AID AID ‘ AID AID
- Grant  Loan GOES Grant Loan GOES
1. BFA Credit - 19,900 - 69,900 16,700
2. BCR Investment - o
Credit Line - - -- - 3,900
3. BCR Spec. Line of ' ‘ ’ ‘ S
Credit for Refinancing —- - 12,000 - 12,000
4, Agrarian Reform
: Operational Support -— - 800 - . : © 3,300
5. Vehicles and Equipment -—— 1,800 -- — 3,100
6. Technical Assistance 600 - - ' 2,225 - —
7. Training , o 200 200 — 200 200
8. Integrated Pest ’ ' '
Management o - - -- 200 - 200 400
9. Contingency - — — ‘ — - —
TOTAL 600 21,900 13,200 2,225 73,400 36,500

II. Backgrouﬁd

A. Project Results to Date

1. Summary

a. Programmed Disbursements:

By December 31, 1983, the BFA had disbursed, from the
Integral Credit Line, the following amounts programmed by Amendatory
Agreement No. 3 for the 1983/1984 crop year :

- $31,269 million or 88% of the total $35,500 million
programmed loan and counterpart funds. '
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- $17,406 million or 80% of the total $21,637 million
programmed for Phase I and Phase III beneficiaries.

In compliance with Amendatory Agreement No. 3 the BFA
estimates that by June 1, 1984 an additional $4.231 million will have
been disbursed to Phase III beneficiares. With these additional
disbursements, the targets of $35.500 million, to all sectors, and
$21.637 million, to the agrarian reform sector, will have been met.

b.

Institution Building'

1. During calendar year 1983 the following institution

building objectives were achieved:

-Field operations were strengthened through the
transfer of 109 personnel from regional offices to
field agencies and the addition of 102 new field
agents (for all sectors). . This contributed to an
increase in disbursements from the Integral Credit -
Line to the agrarian reform sector from a combined
total of $17.930 for the 1981/1982 and 1982/1983 crop
years combined to $21.637 million for the 1983/1984
crop year alone. '

-All financial targets set in Project Paper Supplement
No. 3 for the beginning of the year were exceeded.

-Administrative cost as a percentage of banking
revenue decreased from 597% in 1982 to 47% in 1983.

-The loan recuperation rate increased from 65% to 83%,
consequently improving liquidity and increasing the
availability of funds from reflows.

' ~The training plan was completed and the BFA is now

prepared to initiate an extensive training program.

c. Integrated Pest Management

-Field testing was carried out in a 7,000 manzana area.

-CENTA extension agents provided technical assistance
and training in cotton IPM to Phase I cooperatives.

-As a result, the average annual pesticide application
rate for cotton in. the test area was reduced from 25

"to 15 applications, while maintaining yields.



2. Credit Element

At the commencement of the agrarian reform, neither the BFA nor
other financial institutions had adequate financial resources and
institutional capacities to deal with the new sector's demand for
financial services. .

Accordingly, the Project is providing the BFA with both
financial resources to capitalize its credit lines and technical
assistance to strengthen its institutional capacity to manage the new and
expanded lines of credit. Given the initial tenuous viability of the
Phase I cooperatives and Phase III parcels which created a lower than
expected real credit demand, and the BFA's still evolving credit delivery
capabilities, amounts programmed and disbursed through the Project in the
first two years of the agrarian reform were lower than those of the last
supplement and that which is proposed. For the two year period comprised
by the 1981/82 and 1982/83 crop years (i.e. from April 1, 1981 through
March 31, 1983) a total of $17,930,000 was disbursed to the agrarian
reform sector by the BFA under the Project. This compares with
$17,406,100 estimated disbursements to the agrarian reform sector for the
83/84 crop year (April 1983 to March 1984) alone. The increases over the
previous two crop years were: 1) Phase I Cooperatives-from $5,706,370 in
1982/1983 to $14,935,200 in 1983/1984 ‘and; 2) Phase III beneficiaries
from $797,000 in 1982/1983 to $2,470,900 in 1983/1984.

‘The total BFA/AID programming for the reform sector in the
1983/84 crop year was ambitious and placed considerable strain on the
BFA's institutional capabilities. In spite of the BFA's activities to
service the reform sector, which included the completion of farm plans
and regular visits by BFA agents, total disbursements from all sources of
funding to the reform sector during the year did not reach programmed
levels. However, as noted above, significant increases in providing
credit to Phase I .and Phase III beneficiaries were achieved.

The following three tables present, for the 1983/84 crop year,
BFA programmed disbursements from all sources as of January 1983, actual
disbursements through December 31, 1983, and estimated disbursements
through March 31, 1984. '
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TABLE 2

BFA 1983/84 CROP YEAR PRODUCTION AND
INVESTMENT CREDIT PROGRAM
JAN., 1983 THROUGH MARCH 31, 108% FOR THE 1983/84 CROP YEAR
($000)

S E C T O R

Source Tradi- Phase III Phase I
tional Beneficiaries Coop. Total

AID-0263~Loan 1,063.2 6,701.6 14,935.2 22,700.0
AID-0263-Count.*Amd.3 12,700.0 100.0 —-0- 12,800.0
IDB-642-124 -0- -0- 11,303.1 11,303.1
IDB-605 3,175.2 49.2 : -0- 3,224.4
BCR-Short Term 25,807.6 2,808.8 1,383.6 = 30,000.0
BCR-Investment 1,922.4 © 7746 -0- 2,000.0
BFA-Recuperations-Net 35,876.0 108.0 236.0 36,220.0

TOTAL 80,544 .4 9,845,2 27,857.9. 118,247.5

*Count—counterpart

TABLE 3

BFA DISBURSEMENTS
JAN., 1983 THROUGH DECEMBER 31, 1983 FOR THE 1983/84 CROP YEAR
($000)

S E C T O R

Source Traditio- Phase III =~ Phase I
nal Beneficiaries Coop. Total
AID-0263-Loan 1,063.2 2,470.9 14,935.2 18,469.3
AID-0263-Count.*Amd.3 12,800.0 -0- -0- 12,800.0
AID-0263-Count-*Amd.2 2,437.7 -0- -0- 2,437.7
IDB-642-124 -0- -0- 4,164.1 4,164.1
IDB-605 R 4,590.0 1,666.4 -0~ "6,256.4
BCR-Short Term -0- -0- -0- -0-
BCR-Investment 960.5 -0- -0- 960.5
BFA-Reflows 30,069.1 295.3 1,122.3 31,486.7
TOTAL 51,920.5 4,432.6 20,221.6 76,574.7

*Counterpart



TABLE 4

BFA ESTIMATED DISBURSEMENTS
FROM JANUARY 01, 83 THROUGH MARCH 31, 1984 FOR 1983/84 CROP YEAR
- ($000) '

S ' E C T 0O R

Source Traditio- Phase III Phase I
: nal - Benefic. Coops Total

AID-0263~Loan 1,063.2 2,470.9 14,935.2 18,469.3
AID-0263-Count.*Amd.3 12,800.0 -0- -0- 12,800.0
AID-0263-Count-*Amd.2  2,437.7 -0- -0- 2,437.7
IDB-642-124 -0- -0- 4,533.4 ~ 4,533.4
IDB-605 o 4,590.0 1,666.4 -0- 6,256.4
BCR-Short Term 1,400.0 -0- - =0- 1,400.0
BCR-Investment . 960.5 -0- -0- 960.5
BFA-Reflows 30,069.1 295.3 1,122.3 31,486.7

TOTATL 53,320.5 4,432.6 20,590.9 78,344.0
*Counterpart

For the purpose of crop reporting, the Salvadoran crop year
begins April 1 of each year and terminates the following March 31.
Presented here is a very brief description of how BFA credit
programming and delivery system coincides with the crop reporting
schedule.

By January of any given calendar year (Yr. 1), the BFA
estimates the credit that will be contracted for the crop year
commencing the following April and terminating on March 31 of the
next year (Yr. 2). Almost all that credit is disbursed from January
through December (Yr. 1), with very little being disbursed between
January 1 and March 31 of the next year. 1In those first three
months of the next year, most of the funds disbursed by the BFA are
for the following crop year.

Table 2, therefore, presents, levels of credit that the BFA
expected to contract for credit to finance inputs for the 1983/84
crop year (April 1, 1983 through March 31, 1984). Almost all of
this credit was expected to be disbursed during calendar year 1983.
Given the explanation provided in the preceding paragraph, the
difference between Table 3, which presents disbursements through
December 31, 1983 and Table 4, which presents estimated
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disbursements through March 31, 1984, is minimal. It should be
noted that the $6.7 million which was programmed in the BFA
Production and Investment Credit Program for disbursement to Phase
II1I beneficiaries was considered ambitious by both the BFA and
A.I.D. Prior to the 1983/84 crop year, the BFA had only disbursed
$797,000 to Phase III beneficiaries from the Integral Credit Line.
Promoting and providing credit to Phase III beneficiaries presented
a new and difficult challenge to the BFA. To allow the BFA a
reasonable amount of time to achieve the target, Amendatory
Agreement No. 3 included a covenant by which GOES agreed to allocate
$6.7 million, for use by Phase III beneficiaries by June 1, 1984,
without reference to crop year attribution. By December 31, 1983,
the BFA had disbursed nearly $2.5 million to 10,737 Phase III
beneficiaries. The BFA estimates that the $6.7 million target will
be reached by disbursing $4.23 million for Phase III 1984/85 crop
year needs by June 1, 1984,

Generally the tables reveal substantial differences,
between amounts which the BFA intended to contract and disburse and
amounts actually disbursed. The tables document the following
disbursement schedule: to Phase I cooperatives, $20.591 million as
of March 31, 1984 or 74% of the programmed total of $27.588 million
to Phase III beneficiaries, $8.663 million as of June 1, 1984 or 88%
of the programmed total of $9.845 million; to the traditional
sector, $53.321 million or 66% of the programmed total of $80.544
million, as of March 31, 1984, '

The lower than anticipated disbursement to the BFA's
agrarian reform and traditional clientele can be attributed to
several factors:

a. The civil strife continues to be a limiting factor in some
important agricultural zones, principally the eastern part of the
country. Areas planted with cotton and sugar are vulnerable to
guerilla sabotage as are cattle herds, which explains, in part, the
reduced cotton planting and the slow rate at which the national herd
is being repopulated. Thirteen Phase I cooperatives serviced by the
BFA did not receive credit during 1983-84 principally due to their
location in areas of conflict.

b. Very localized, but serious drought conditions continued
into the 1983/84 crop year and were responsible for substantial
reductions in the production of basic grains.

ce World prices for El Salvador's principal export
commodities: coffee, cotton, and sugar cane have been depressed in.
recent years and production suffered accordingly. In recent months,
prices for all three commodities improved. With an increased quota
for exports to the United States, the outlook .for sugar cane is’
encouraging and while coffee prices have stabilized, the long-range
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outlook for that commodity remains depressed. World-wide demand for
cotton has increased over a year ago and prices for it have
improved. However, internal policies relating to the pricing of
inputs, the level of production costs eligible for financing and the
foreign exchange rate at which exports are priced may have prevented
cotton producers from maximizing benefits from enhanced world prices
for cotton. :

d. Many BFA Phase I cooperatives do not have qualified
managers to plan and supervise production and investment projects.

e. FINATA estimated that all 30,000 Phase III beneficiaries
holding definitive or provisional titles on its roster at the
beginning of the 1983/84 crop year would apply for loans. Slightly
over one~third of that group actually did apply. A large number of
beneficiaries who, before the reform, had obtained mostly in-kind
financing from the land's previous owner or financed their own
production requirements are not cognizant of the procedures to
solicit formal credit from the BFA.

f. The Special Line of Credit for refinancing established at
the BCR was not utilized due to less than favorable terms and lack
of coordination between the BCR and the BFA. The BFA rescheduled
loans to some cooperatives by deferring the due date to the end of
the next crop cycle.

'ge  Of the $11.3 million programmed for BFA Phase I

cooperatives under IDB loan number 642-124, only $4.164 million was
disbursed by December 31, 1983. The reasons for this are the lower

than anticipated demand related to a, b, and ¢, above, and the lack
of Phase I investment projects involving the purchase of new
machinery and property improvements.

3. Institution Building

All of the factors listed above, except for the first
three, which are exogenous to this Project, indicate that the larger
institutional framework must be addressed, in addition to ongoing
institution building at the BFA. Coordination among the BFA, the
BCR, other financial institutionals, FINATA, CENTA and ISTA is
essential to providing agrarian reform beneficiaries with credit.
This larger institutional framework is examined at length, under D.
Constraints to the Effective Provision -and Use of Credit for the
Agrarian Reform Sector, presented below.

The institution building activities at BFA produced
positive results. The project-funded technical assistance is
contributing to the following management and organizational
improvements:
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- ongoing support to the administrative reorganization which
took place in early 1983. This includes supporting efforts
such as completion of a training needs assessment, and a
training plan for BFA personnel, and the presentation of
courses such as "control and monitoring of loans™ given to
supervisors and coordinators in the agrarian reform credit
programs '

- continued financial performance reporting including comparative
financial statement analyses between critical months in 1982
and corresponding months in 1983.

- improved monitoring of loan disbursement and recuperation,
including a pilot project with positive results which will be
applied on a wider scale.

- improvement of internal control and accounting operations.,

These technical assistance efforts contributed to improved
performance by the bank over the past year. While, according to
official, published bank financial statements, the bank's portfolio had
increased from $56 million on December 31, 1979 to $150 million in
December of 1982, by December 31, 1983 the portfolio reached
approximately $175 million. Over the past year, as of December 31,
1983, adjusted capital increased $46.8 million to $79.6 million; the
liquidity ratio increased from 2.8:1 to 4:1; working capital increased
from $72.6 million to $96.6 million. Loan recuperation also improved.
Amendatory Agreement No. 3 proposed that recuperation of loans increase
from $65.7 million in calendar year 1982 to $76.2 million in calendar
year 1983. By December 31, 1983, the amount recuperated in the year had
reached $76.1 million.

In spite of such improvements in the BFA's management of a
growing portfolio, there are still weak areas which require technical
assistance and a stronger effort by the BFA. The preceeding discussion
of credit points to some of these areas. Solutions for correcting
institutional weaknesses are discussed below in the Project Supplement
Description. : o

Although the BFA actively promotes the provision of credit to
the agrarian reform sector and employs field agents who work with Phase
I11I beneficiaries and Phase I cooperatives and regularly visit their
clients, credit needs of many of the beneficiaries are not being met.
The BFA needs to work closely with ISTA, FINATA, CENTA and other
institutions to reduce risk and facilitate the approval of greater
amounts of credit.
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Discussions with the BFA, ISTA, FINATA and USAID identified
another area needing improvement, that of loan application processing.
This process needs to be streamlined, especially during the planting
months of April through June when the field agencies must attend large
numbers of applicants and some beneficiaries are discouraged from
applying for credit because of long lines and waiting periods. Phase I
and Phase III beneficiaries must be encouraged to apply early, from
January through March, for needed production credit.

Credit approval, as well as internal reporting, loan
disbursement, monitoring and recuperation would be greatly improved by
better information processing equipment and systems.

In summary, the major areas requiring improvement which,
heretofore, have not been sufficiently emphasized in technical
assistance, are credit approval and information processing. Ongoing
technical assistance is required for improvement in the areas of:
training, financial reporting and analysis, accounting, and portfolio
and recuperation management.

4, Integrated Pest Management

Over the past year, in the pilot area where cotton IPM
techniques are being researched and extended to Phase I farms, the
annual insecticide application rate on cotton was reduced from an
average of 25 applications to 15 with no decrease in yield.

B. Complementary A.I.D. Assistance

Project Paper Supplement No. 3 presented descriptions of all
other A.I.D. projects which provide asssistance to the agrarian reform
sector., Of these, the new Agrarian Reform Sector Support project
(519-0265) is the most relevant and is directly linked to the success
of this project. Project 519-0265 provides $30.0 million in loan funds
and $4.9 million in grant funds to the GOES to increase the efficiency
and effectiveness of the agrarian reform by (a) accelerating the land
transfer process, (b) improving the ability of the GOES to provide
essential resources and services to agrarian reform beneficiaries while
increasing the managerial capacity of the agrarian reform cooperatives,
and (c) encouraging expanded private sector invesment in agri-business
enterprises directly related to the agrarian reform.

The Agrarian Reform Sector Support Project addresses many of
the problems identified in the Agrarian Reform Credit Project. For
example, technical assistance provided by Project 519-0265
counterpart-funded CENTA extension agents will improve planning and
consequently increase the demand for credit on Phase III parcels. Also,
the ISTA efforts to incorporate the uniform management and accounting
system on Phase I cooperatives, and to assist Phase I cooperatives to
recruit and hire competent managers and accountants, will generate an
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increased demand for the credit available through the BFA and other
financial institutions. Recently, ISTA provided USAID with a document
containing the institutional and financial arrangements to recruit and
hire managers and accountants and, over the past year, developed an
extensive list of candidates for such positions. These arrangements
assign the BFA and other financial institutions a major role in the
selection of managers and accountants. Such support activities will
require close collaboration among the institutions directly involved:
For Phase III -- FINATA, CENTA and the BFA; for Phase I -- ISTA, the
BFA, other financial institutions and CENTA.

C. Other Donor Assistance

The status of IDB funds provided through the BFA did not change
significantly from the situation described in the previous Project Paper
Supplement. Table 5, presented below, provides information on the
availability of IDB funds as of January 1, 1984. It should be noted
that these funds are available not only to BFA agrarian reform clients,
but also to those of other financial institutions.

The previous supplement disclosed that the BFA had considerable
difficulty disbursing the IDB loans due "principally to the
administrative and operational difficulties resulting from the
assignment of Phase I cooperatives among a variety of financial
institutions.” The loans were negotiated at a time when all Phase I
Cooperatives were placed under the BFA. Subsequently, over half the
then existing cooperatives were assigned to other financial
institutions. Upon further analysis, USAID found that most other
financial institutions do not have the technical field staff to generate
bankable projects to utilize the IDB funds.
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TABLE 5
| IDB LOAN FUNDS
Available as of January 1, 1984
(Us $000)
IBD Loan No.

605 (Decree 207 and Traditional)

Purchase of fertilizers 120

Purchase of livestock , 600
Agro industrial projects 880
IDB Administrative Costs 55

TOTAL 1655

642'(Phase I)

Purchase Fertilizers ‘ 7800

Purchase insecticides and other
chemical inputs 5880
Purchase Machinery ’ 4680
Inprove Property 2920
IDB Administrative costs ' 120
TOTAL 21400

124 (Phase I)

Improve property 4400
IDB Administrative costs 40
TOTAL 4440
GRAND TOTAL 27495

USAID recently held a number of discussions with the IDB, BFA,
BCR and mixed banks to define mechanisms to "mobilize" disbursement from
the $25.8 million available from IDB loan No. 642-142 to Phase I
cooperatives for the purchase of fertilizers, machinery, equipment,
livestock and, other needed farm improvements. The terms agreed upon by
these institutions are described below:

The mobilization of IDB funds for the acquisition of
fertilizers will be accomplished in close consultation between the BCR
and BFA and other financial institutions. BFA will revise present norms
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to make all IDB funds available to all the financial institutions
financing fertilizer purchases of Phase I cooperatives. Existing norms
include only funds to buy farm machinery and equipment. The revised
norms will include two categories;

1. Provision by the BFA of fertilizers and pesticides to all Phase
I cooperatives.

2, Intermediate loans to finance the purchase of farm machinery
and equipment, and farm improvement projects, including cattle projects
currently being negotiated with IDB. (A large number of Phase I
cooperatives have good potential for cattle projects.)

In the case of fertilizers and pesticides, participating
financial institutions will provide these products in kind to the
cooperatives utilizing BFA stocks, by directing their Phase I
cooperatives to BFA warehouses. Such fertilizer and pesticide stocks
imported by the BFA are funded with IDB advances which will be
liquidated as the BFA distributes the stocks to Phase I cooperatives.

In the case of investment projects requiring intermediate
loans, the BFA will require the guarantee by the financial institution
to BFA, but the BFA will be active in helping to identify and evaluate
projects for those financial institutions that do not have sufficient
technical staff and are willing to accept BFA assistance. This
arrangement will have two benefits. It will reduce costs to the
financial institutions and will expedite processing loan applications
both to the institution giving the guarantee to the BFA and to the BFA
itself which will sign the loan directly with the cooperative. The
BFA will contract additional technical staff to help promote this
program and to identify and design the projects, working in close
coordination with the financial institutions.

D. Constraints to the Effective Provision and Use of Credit for
the Agrarian Reform Sector

The foregoing review of the Project's credit and institution
building activities with the BFA reveal a number of larger problems in
providing credit to the agrarian reform sector. The agrarian reform
credit constraints described below were identified through discussions
with the BFA, BCR, ISTA, FINATA, other agrarian reform implementing
institutions, a number of mixed banks and with campesino organizations.
USAID concludes that many of the problems confronted by the BFA in
providing credit to the reform sector, discussed above, form part of
larger sectorial constraints to the effective provision and use of credit
for the agrarian reform sector. The major constraints are discussed below.
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1. Financial Constraints

a. The credit needs of many Phase I cooperatives are not being
well attended.

The agrarian reform can be successful only if the credit needs
of the 317 Phase I Cooperatives are addressed. BFA is now responsible
for 129 cooperatives and the remainder, or 188, are assigned to other
financial institutions. -The BFA has progressively been expanding its
portfolio. 1In the last half of 1983, and the beginning of 1984, the BFA
took on 35 additional cooperatives. Additional transfers are being
considered. The underlying cause of these transfers is that the mixed
banks, by and large, have played a passive role in servicing the
cooperatives. Presently, only the successful Phase I cooperatives,
which approach the banks with viable projects, receive investment
credit. Discussions with the BFA, BCR, other financial institutioms,
and ISTA indicate that to actively attend the needs of all Phase I
cooperatives the ratio of cooperatives to agents should average 3 to 1.

b. Overdue, outstanding debt of prior years, at high interest
rates, is impeding the approval of new credit needed to
purchase inputs for the current crop year.

Many cooperatives are unable to repay overdue loans or
refinanced amounts at present terms and, as a result, are rendered
insolvent and cannot obtain new loans needed for current production and
for investment.

The constraint is twofold. On one hand, previously established
BCR refinancing lines for coffee and cotton and the AID/BCR Special Line
offer refinancing at what are essentially unattractive terms to Phase I
cooperatives. Interest is high for the cooperatives at 11%. The
pay-back period is eight years with equal payments every year. Many
cooperatives which were refinanced cannot comply with these terms and
are not paying back refinanced amounts.
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On the other hand, not all financial institutions are fully
utilizing existing refinancing mechanisms. They have not refinanced and
instead have charged a penalty interest on past due loans, increasing
their earned interest on an accounting basis. In this process,
cooperatives are financially damanged by: 1) increases in interest
payment obligations and 2) limitation of new credit to basic needs only,
thus precluding the financing of new investment projects which could
increase production and income. It is a vicious circle.

The above problems in refinancing are complicated by a
considerable gap between refinancing demand and currently available
refinancing sources. The BCR recently informed A.I.D. that $42.7
million are needed to refinance outstanding balances of cooperatives
through crop year 1982/83. O0f the $42.7 million needed, $20 million are
available from the A.I.D./BCR Special Line and $10.5 million are
available from the BCR coffee and cotton lines, making for a total of
$30.5 million available. Therefore, there is a refinancing deficit of
$12.2 million dollars. : :

Ce While Phase I Cooperatives lack credit to become more viable
and increase production, available IDB funds are not being utilized.

As presented in Table 5, $25.8 million are available for
Phase I cooperatives through the BFA from the IDB. However, for reasons
explained below, these potentially low cost funds (to other financial
institutions) have not moved very well. Instead, financial institutions
have been utilizing more expensive BCR lines of credit which increases
their costs.

To be eligible for disbursement from IDB loans, which can fund
both production and investment, the BFA is required to grant loans and
disburse funds directly to Phase I cooperatives., This situation results
from the fact that at the time of the IDB loans' negotiation and
signature in 1980 all Phase I cooperatives were BFA clients. Later
during that year, about two thirds of Phase I cooperatives were
reassigned to other financial institutions. The IDB has maintained the
original requirements in spite of BFA proposals to channel loan funds to
non-BFA Phase I cooperatives with BFA functioning as a discounting
institution for other financial institutions. The IDB continued
requiring the BFA to sign loans directly with cooperatives.

After long negotiations, the IDB agreed to accept sales of
fertilizers made by the BFA to non-client Phase I cooperatives. The
amount sold under this arrangement is not large because it is strictly
on a voluntary basis between the financial institutions and the
cooperatives.
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Recently, the BFA negotiated a mechanism with the other
financial institutions whereby it grants loans directly to ccoperatives
to buy farm machinery and equipment with the provision that the
financial institutions guarantee repayment of such loans to the BFA by
terms of an "aval”. In turn, the BFA offered a four point spread to the
financial institutions for the supervision of the loans. Thirty-two
cooperatives have already received loans for farm machinery and
equipment under this arrangement,

Reasons for low amounts disbursed are:

1. Other financial institutions, particularly the mixed banks,
behave as commercial operations and are being very cautious in
granting intermediate (machinery and equipment) loans to
cooperatives, most of which have weak management and have
difficulties in repaying outstanding balances of production
loans granted during the first two years of the agrarian reform
program.

2. Most financial institutions do not have sufficient technical
staff to work with the Phase I cooperatives. The developmental
needs of the cooperatives are alien to their commercial bank
practices.

26 Institutional Constraints

a. There is inadequate coordination among agrarian reform
institutions, financial and other, in providing credit and
other factors of production to the agrarian reform sector.

There is a need for better coordination among all of the
institutions involved in the agrarian reform to make its beneficiaries
credit worthy. The BFA and other banks must cooperate with ISTA in the
placement of cooperative managers and accountants, in devising farm
plans, and in providing technical assistance. The BFA and FINATA must
hold regular meetings to monitor activities identifying and reaching
Phase III beneficiaries, and to provide planning, and arrange technical
assistance by CENTA extension agents.
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b. On many Phase 1 cooperatives the management and,
consequently, planning are inadequate:

In the past, poor planning or no planning at all by
cooperatives has been a constraint to providing needed credit to Phase I
cooperatives. Under Project 519-0265, Agrarian Reform Sector Support,
it is planned that all Phase I cooperatives will be provided with
qualified managers and accountants. The BFA and other banks are
participating in the selection of such managers and accountants. One of
the chief responsibilities of these professionals will be to obtain
needed credit for their coops. This will require an active role, on
their part, in working with the BFA and other financial institutioms.

As required by covenant in Amendatory Agreement No. 3 of this Project,
the BFA and ISTA signed a working agreement to carry out this program
and all of the banks are being encouraged to. facilitate the program.

¢. Financial institutions do not take a sufficiently active
role in promoting and supervising credit to Phase I
cooperatives.

In order to meet credit needs of Phase I coops, the BFA and
other financial institutions must also become more active in identifying
credit needs and providing loans to the cooperatives and Phase III
beneficiaries, Traditionally, financial institutions assume a passive
role in the credit application process: they wait for the client to come
to them. This modus operandi characterizes the financial institutions'
handling of their Phase I clients. The BFA is carrying out an outreach
program with 41 credit agents assigned to Phase I cooperatives and 73
credit agents assigned to Phase III beneficiaries. Since more than half
of the Phase I cooperatives are assigned to other financial
institutions, those institutions must be given incentives to plan
outreach activities. There is a need for the BFA and other financial
institutions to plan and execute a comprehensive, coordinated effort to
reach all agrarian reform beneficiaries. Financial institutions must
not only help to increase the number and improve the quality of plans
for agrarian reform beneficiaries but the financial institutions' own
planning, in general, must be better meshed with the whole credit and
production processes. For example, farm plans and credit applications
must be approved well before the beginning of the planting season. When
considering credit applications of Phase I cooperatives which have
overdue loan balances, a careful analysis must be made to determine
whether such cooperatives are viable and whether overdue amounts can be
refinanced before the application for new credit is rejected.
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3. Studies Conducted to Address F1nanc1al and
Institutional Constraints

As part of its continuing and collaborative program with the
GOES to identify appropriate policy alternatives for the agrarian reform
sector, USAID programmed for 1984 a set of analytical activities to
identify policy and structural constraints to the optimal performance of
the agricultural credit delivery system, particularly as it relates to
the agrarian reform sector.

a., Agrarian reform credit delivery assessment

The first of the activities is an evaluative study currently being
conducted by the Ministry of Agriculture's Office of Agrarian Reform
Planning and Evaluation (PERA) to assess the adequacy and timeliness of
credit delivered to agrarian reform beneficiaries. The following
constraints were identified by PERA as critical to the delivery of
credit for agrarian reform beneficiaries,

Delays perceived as excessive have been associated with
agricultural credit approval and disbursement procedures. Despite the
BFA's efforts to facilitate credit delivery, agrarian reform
beneficiaries continue to complain about its loan approval process.
Bank management contends, on the other hand, that agrarian reform
beneficiaries and other small farmers do not prepare and submit their
loan applications in time for the BFA to respond within a reasonable
timeframe. The PERA evaluation will analyze the process.

"Throughout the implementation of Phase III, there have been
complaints on the part of some beneficiaries that their provisional
title does not guarantee them access to production credit as they
believe it should, and that the BFA does not accept it as a guarantee
and requires additional forms of collateral. The bank maintains that
there is nothing in the agrarian reform legislation guaranteeing holders
of provisional titles access to credit. Furthermore, the BFA indicated
that during the current crop year it rejected only 52 of the 10,737
credit applications it received from clearly identified Phase III
beneficiaries. This aspect will also be evaluated.

The slow rate by which credit lines specifically reserved for
agrarian reform beneficiaries have been disbursed is an indicator of an
administrative constraint preventing the BFA from channeling programmed
credit to intended beneficiaries. Whatever the nature of the constraint
it has manifested itself in the form of complaints from beneficiaries
representing Phase I cooperatives with livestock operations that they
cannot obtain sufficient credit even from sources designated to serve
them. Based on the data to be generated by evaluation study's survey
work, PERA will attempt to determine the number of cooperatives and
Phase III beneficiaries who have tried to take advantage of special
lines of credit but whose applications were rejected and the reasons for
the rejections.
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The effects and disposition of restricted accounts for Phase I
cooperatives is proving to be a factor limiting the prospects of those
enterprises operating with them from attaining financial viability.
Briefly, the restricted accounts permit ISTA to direct the earnings or a
portion of the earnings of a cooperative in excess of those required to
liquidate its production credit obligations into an account to be used
to amortize the cooperative's agrarian debt. The impact of this
procedure on cooperative operations has not been fully assessed. The
managers and leaders of cooperatives who have had earnings transferred
to restricted accounts maintain that the procedure seriously constrains
the financial viability and flexibility of their enterprises. The
survey instrument to be used in the data collection portion of this
exercise contains a series of questions intended to determine if the
cooperative enterprise to be interviewed has a restricted account, the
bank administering the account, the date on which it was restricted for
the first time; details of the procedure with respect to commodity, '
amount, and date of execution; amount, date, and end use of any
withdrawals, and current status of the account., The agrarian debt and
its impact on the agrarian reform process will be the subject of an
assessment to be conducted at a later date in 1984. A more detailed
description of that assessment is presented below. -

Many of the questions to be asked of the Phase I beneficiaries
in the evaluation study will also be directed to Phase III beneficiaries
to be selected by random sample. Recognizing the inherent differences
between Phase I and Phase III enterprises, a specific questionnaire will
be developed for the Phase III beneficiaries. The questionnaire will
solicit information regarding the beneficiaries experience with
institutional credit sources.

The beneficiary will be asked if he/she has applied for credit
from a financial institution in the time since the initiation of the
agrarian reform, the amount requested, the disposition of applications,
and any explanations that may have been advanced for a rejected
application. If a beneficiary applied for credit in the current crop
year, he will be asked to list the commodities to be financed with
corresponding amounts requested and approved, terms, approximate date of
application submission, and approximate approval date. He will be asked
to describe the status of his current obligations with the bank and his
participation in the BFA'solidarity group lending program.

To complete the data gathering portion of this exercise, a
questionnaire will be administered to financial institutions servicing
the agrarian reform sector. That instrument will request information of
lending institutions relative to their experience lending to agrarian
reform beneficiaries, both cooperatives and Phase III beneficiaries,
Specifically, representatives of the institution will be asked to
describe by crop year the number and financial status of the
cooperatives their institution serviced. With regard to their -lending
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to the Phase I cooperatives, the questionnaire will solicit information
pertaining to the frequency with which agents of the financial
institution visited assigned cooperatives, the average period of time
transpiring between the date on which a cooperative applies for a loan
and the date on which it is disbursed. In those cases where
disbursement delays are recognized, the bank or financial institution
representatives will be asked to list factors delaying the timely
processing and approval of agrarian reform credit applications. For
those institutions administering restricted Phase I cooperative
accounts, respondents will be asked to describe from their institution's
point of view the impact of those accounts on their clients' financial
vaibility., They will also be asked to briefly describe their ability
based on experience to access special lines of credit for the agrarian
reform as administered by the BFA. If the bank or financial institution
has been lending to Phase III beneficiaries, its representative will be
asked ‘to describe the prerequisites by which beneficiairies apply for
credit., They will be specifically asked to describe the function of the
provisional title in the approval process.

b. Census of agrarian reform cooperatives

In late 1983, the Salvadoran Federation of Agrarian Reform
Cooperatives (FESACORA) initiated a nation-wide census of the Phase I
cooperatives. The census is an ambitious undertaking intended to
generate farm level data describing the cooperatives' resource base,
infrastructure, cropping and production patterns, employment, and
financing while institutionalizing within FESACORA the capacity to
generate and analyze this type of information in a manner that will
compensate in part for the lack of baseline data that constrained the
inauguration of the agrarian reform and is a constraining factor in its
continuing implementation. Much of the data to be collected under this
census will be both complementary and supportive of PERA's analytical
program and for that reason PERA has been forthcoming with both
technical and logistic assistance for the census.

c. Socio-economic profiles of agrarian reform beneficiaries

In addition to the agrarian reform credit delivery system
assessment described above, PERA has scheduled two agrarian reform
profiles for its 1984 program, one describing the socio—economic
conditions of the Phase I beneficiaries and the other the Phase III
beneficiary population. As with the previous exercise of this nature
conducted in late 1982, credit will be an important subject for review.
The Phase IIl1 beneficiary profile of 1982 provided important insights
into the credit utilization patterns of that population. These two
profiles will contain expanded and refined credit components to generate
the information needed to provide the analytical basis for estimating
the demand for credit, including investment credit, in the agrarian
reform sector. The Phase I beneficiary profile questionnaire will
contain a set of questions devoted to generating data on the beneficiary
population's participation in their cooperative enterprises. More
specifically, the information to be derived from this aspect of the
exercise will permit analysts to quantify the beneficiaries' accumulated
equity in their cooperatives and predict how it will influence their
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management behavior, particularly as it might relate to investment
decisions. In the case of the Phase III beneficiary profile, a section
of the questionnaire will be devoted to producing information that will
assess and distinguish the behavior of provisional and definitive title
holders as it relates to the use of both production and investment
credit. A similar approach will be used to distinguish the production
credit use patterns and investment intention of beneficiaries with
oppositions pending against their title applications and those whose
applications went unopposed.

d. Agrarian debt policy analysis

0f particular interest to USAID is the debt structure of the
Phase I cooperatives as it impacts on the success of this project and
the financial viability of the agrarian reform cooperatives. The debt
structure of the Phase I cooperatives in most cases consists of three
components: the "agrarian debt", that is, the cooperative's obligation
resulting from an assessment based on scheduled payments to compensate .
former landoweners; emergency credit extended in 1980 under the BFA-ISTA
emergency lending facility; and production and investment credit
extended since 1980.

Questions have arisen as to the equity of procedures employed
in the adjudication of compensation payments to former landowners and
whether or not determined values bear an appropriate relationship to the
economic value of land transferred to cooperatives, and hence to their
income producing potential and repayment capabilities.

USAID will conduct with the GOES a policy analysis of agrarian
reform debt. The study will develop alternative policy options to
redress the debt service burden of agrarian reform cooperatives and
evaluate these in terms of their financial impacts on the Phase I
cooperatives, their financial impacts on ISTA and the country's
financial institutions, and both financial and economic implications of.
their impacts on public sector revenues and expenditures. This last
issue is of particular importance to USAID and will receive special
attention. The proposed methodology is to establish, through sampling,
debt restructing requirements of the cooperatives. Once that is
established, the fundamental question becomes one of how to execute a
restructuring program in a manner that is affordable and would contain
only minimal adverse financial and fiscal effects.

e. 1983/1984 crop year lending to the agrarian reform sector

Finally, PERA included, in its 1984 schedule of activities,
the publication of a document that will report on the national financial
system's lending to the agrarian reform sector during the 1983/84 crop
year. That document will contain among other things, a definitive
determination of the amounts of credit provided to and utilized by the
agrarian reform sector for production and refinancing.

A schedule for the:above analytical exercises is presented in
this Project Paper Supplement's section describing evaluation
arrangements.
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IIT. PROJECT SUPPLEMENT RATIONALE

The present supplement was designed to address the constraints
to providing credit to the agrarian reform sector, with a view towards
addressing the credit needs of the 317 cooperatives to the extent
possible with available resources. In exploring ways to address the
credit needs of the 317 cooperatives, discussions were held with the
director of ABANSA, and with the commercial banks (referred to as mixed
. 'banks) which are members of ABANSA. The discussions highlighted a
fundamental difference in attitude between the mixed banks and the BFA.
BFA, being a development bank, takes a more active role in developing
projects for agrarian reform beneficiaries. Most of the mixed banks,
do not take an active role in designing projects for their cooperatives
and, as a result, extend credit only to those cooperatives which are
financially and administratively capable of presenting applications and
projects on their own initiative. Other financial institutions are
willing to take on what they consider the "development” activities of
making field visits and designing farm plans and crop and investment
projects as long as the administrative costs of engaging in these
activities are met.

Within the GOES, some thought was given to assigning all of the
Phase I cooperatives to the BFA. Implementation of such a reordering
would be a long and complicated process which presently would place an
unmanageble burden on the BFA as an institution. Also, commercial banks
prefer to retain Phase I cooperatives which are good clients. In view
of these circumstances, GOES reassigned to the BFA cooperatives in
generally poorer financial condition. During 1983 and early 1984, 35
. additional Phase I cooperatives were assigned to the BFA, bringing the
BFA total to 129.  Another 13 might be reassigned soon.

A.I.D.'s assistance under Amendment No. 4 takes this overall
institutional framework into account. This year's supplement proposes a
set of integrated, comprehensive project elements. While the financial
institutions' capacity to actively attend to the agrarian reform sector
will be improved, and consequently, demand for credit will increase
through the generation of bankable investment projects, refinancing will
make cooperatives solvent and eligible for new credit. New credit, in
turn, will be made available. from new project loan funds and more
accessible IDB funds. To accomplish this, the constraints discussed
above will be addressed as follows:
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A. Financial

To address the credit needs of the 317 cooperatives, A.I.D.
will continue to provide credit from development loan funds through the
BFA, for its Phase I clients. Grant funded technical assistance will
continue to emphasize the strengthening of BFA field activities and
efficient coordination between the field agencies and central office.
To improve the delivery of credit to viable cooperatives, the project
will provide GOES counterpart for a BCR administered trust fund to
finance the salaries of new field credit agents in other financial
institutions to supervise cooperatives with existing loans and to work
with less financially viable cooperatives to develop bankable projects
and to solicit and process applications. These counterpart funds will
also be used to pay for other administrative costs directly stemming
from the effort to meet the credit needs of the agrarian reform sector.

While a greater number of credit agents work to generate
projects for available new credit, solvency will be promoted by an
expanded and improved refinancing mechanism. This supplement proposes
to address the constraint of overdue debt from prior years as follows:
existing refinancing lines will offer more attractive terms to Phase I
cooperatives; and the refinancing gap of $12.2 million will be closed by
the addition of counterpart, PL-480 generated funds to the newly
established consolidated line of credit for refinancing.

The provision of field credit agents, described above, will
increase demand for the available IDB funds through the generation of
new investment projects to acquire machinery, cattle and to make
infrastructural improvements on Phase I cooperatives. The movement of
IDB production credit will be stimulated by the the use of fertilizer
supplies from BFA warehouses through the granting of a 4 point interest
spread by the BFA to the intermediate financial institutions.

B. Institutional

The contracting of credit agents by other financial
institutions to work exclusively and directly with Phase I cooperatives
will contribute to better planning by the financial institutions in
assessing credit needs of the cooperatives and in providing credit. To
attend to Phase I cooperatives recently transferred from other financial
institutions to the BFA, the BFA is in the process of hiring 21 new
credit agents.

Better planning will result from improved coordination among
all institutions involved in Phases I and III. In the implementation of
Agrarian Reform Credit and the Agrarian Reform Sector Support projects,
USAID will continue to foster coordination through planning meetings.
Recently, under the credit project, FINATA met several times with the



-26—

BFA to agree on the number of Phase III beneficiaries expected to apply
for credit in the 1984/85 crop year (25,000) and necessary measures to
reach that target. Based on mutually agreed upon targets, the BFA will
be able to plan the use of its loan sources. FINATA and the BFA are
conducting joint meetings with CENTA of the Ministry of Agriculture and
Livestock to coordinate the provision of technical assistance to Phase
III beneficiaries. Also, FINATA recently contracted a private sector
firm to provide technical assistance to approximately 3,000
beneficiaries.

An important Phase I coordination effort will include the BFA's
participation in the selection and placement of managers and accountants
on Phase I cooperatives under the Agrarian Reform Sector Support
project. Most of the placements are expected to be completed during the
1984 calendar year. As soon as cooperatives have managers and
accountants, BFA credit agents will be better able to plan and supervise
credit.

While activities to improve the overall institutional
framework discussed above are being carried out, complementary
improvements in the BFA will be made. For example, as more credit plans
are generated by a greater number of credit agents and improved
coordination among institutions, the BFA will streamline its loan
application review process in order to provide new credit to agrarian
reform beneficiaries in a timely manner.

C. Agricultural Credit Demand from the BFA and Other Financial
Institutions. '

The provision of an adequate supply of credit to support
agricultural production in the agrarian reform sector continues to be a
vital element in the stability of the Salvadoran economy. In 1982, the
178,530 direct beneficiaries (including family members) of Phase I
cooperatives produced 14 7%, 34 % and 37 % of the country's coffee,
cotton and sugar, respectively. Exports from the entire agricultural
sector generated 65 % of annual foreign exchange receipts which are used
for the purchase of vital industrial raw materials imports and other
imported goods and services.

A number of factors have combined during the past four years to
depress the entire agricultural sector (including the agrarian reform
sector) and as a result, the economy as a whole. Some of these factors
are exogenous to E1 Salvador, such as continued low world market prices
for the major cash crops and isolation from access to foreign credit.
Some of the factors are related to conditions existing in El Salvador,
such as continued high level of rural violence, dislocation resulting
from agrarian reform, and this year's weather conditions, which reduced
the harvest of most major crops. Analyses by USAID indicates that
planting and production by the agrarian reform sector will show a slight
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increase in 1984/1985, given the efforts to strengthen financial
viability of reform beneficiaries through this project and the Agrarian
Reform Sector Support project. Furthermore, through USAID's policy
dialogue with the GOES, we expect to see improved price incentives for
agricultural producers, beginning with cotton. However, domestic
financial resources are not sufficient to provide the necessary
production credit. The availability of external financial resources to
meet the demand for such credit during the 1984/1985 crop year continues
to be crucial for the production of additional cash crops to generate
vital foreign exchange. In addition, the agricultural sector is at the
point where further increases in production can be realized only through
improvements in farm infrastructure and machinery, which will have to be
financed by medium and long-term loans from external sources of funds,
and which must be part of a concerted effort by all agrarian reform
institutions to improve the viability of Phase I farms and Phase III
beneficiaries.

The following table presents projected agricultural demand for
the 1984/85 crop year, by sector:
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TABLE 7
PROJECTED AGRICULTURAL DEMAND FOR NEW CREDIT FOR 1984/1985
’ , IN US$000
Source ' Tradt. Sector Phase I Decree 207 TOTAL
BFA 62 613 30,602 10,300 103,515
Other Financial _ :
Institutions 132,761 31,214 : - 163,975

TOTAL 195,374 61,816 10,300 267,490

Source: BFA/USAID estimates

The analysis of the total credit required for BFA
clients, made by the BFA and modified by the joint analysis of
consultants from STC and USAID staff, concludes that demand for
new loans will reach $103.6 million for the 1984/85 crop year
for both the traditional ($62.6 million) and agrarian reform
sectors ($40.9 million). Most of the credit provided to meet
this demand will be disbursed during the 1984 calendar year.

The followihg table shows the BFA/STC/AID estimates by
sources of funds (in $ millions).

TABLE 8

1984/1985 CREDIT DEMAND
(In $ Millioms)

Source BFA/STC Projected
BFA own funds : 8.2
BCR Discount Line 10.0
BFA Reflows (from IBD,AID) 56.0
IDB Loans 3.8
SUB-TOTAL Funds available 78.0
CREDIT DEMAND 103.5
UNFINANCED GAP 25.5

Source: BFA/USAID Estimates
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IV. PROJECT SUPPLEMENT DESCRIPTION

A. Project Goal and Purpose

The goal of the Project is to improve the economic and social
well-being of the agrarian reform beneficiaries and other small
producers through increased agricultural production and employment.

To this end, the Project's purpose is to increase the availability of
credit to the agrarian reform and traditional small farm sectors and
improve the capacity of the national financial system to deliver such
credit. In prior supplements the project purpose made reference only
to the BFA. This supplement will expand the purpose of the Project to
include addressing the credit needs of the agrarian reform sector
clients of all national financial institutions, and improving. the
capacity of those institutions to deliver needed credit.

B. Project Elements

l. Credit

a. Description

The objective of this element is to continue to ‘
provide the BFA with funds to meet the demand for credit by the BFA's
agrarian reform beneficiaries. Under this supplement, the credit
needs of the traditional small farmer will be met in part by loan
funds under this supplement, but mostly by the BFA's own sources of
funds, provided by reflows from prior A.I.D. and I.D.B. assistance.
A.I.D. funds will be channelled by the GOLS directly to the BFA as an
addition to capital, to the Integral Credit Line established in 1982.
The eligibility criteria and procedures for disbursement are being
modified by the BFA to streamline the loan approval and disbursement
process (See Annexes G and H for complete description of
procedures). The table below presents the BFA's credit program for
the 1984/85 crop year by source of funds and by sector. The BFA
plans to disburse most of the funds during the 1984 calendar year.
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TABLE 9
BFA

1984/1985 CROP YEAR PRODUCTION AND INVESTMENT CREDIT PROGRAM
BY SOURCE OF FUNDS (In $ 000)

Tradt. Sector

Phase I
Banking Develp. Decree Reformed
Window Window 207 Sector TOTAL
b/

1. AID-0263 - 1,000 5,500 13,400 19,900
2, AID-0263 pipeline - 4,231 1,356 a/ 5,587
3. AID-0263 reflows . - 21,994 569 6,445 29,008
4, BID-642-124-605 - 805 - 3,001 3,806
5. BID-642-124 reflows - - - 6,400 6,400
6. BID-0605 reflows - 14,050 - - 14,050
7. AID-251 reflows - 2,600 - - 2,600
8. BID-119 reflows - 4,000 - - 4,000
9. BCR-short-term 10,000 - - - 10,000
10. BFA-own funds 694 7,470 - - 8,164
TOTAL 10,694 51,919 10,300 30,602 103,515

Source: BFA/STC/USAID

a/ BFA applied this amount to disbursements
to Phase I cooperatives prior to the initial
project authorization date of June 28, 1980.
The disbursements were, therefore, ineligible
and were reinstated. ’

b/ Less than $40,000 in total assets.

(1) Phase III

The $10.3 million allocated to Phase III beneficiaries under the
loan for the 1984/85 crop year represents the demand of approximately
25,000 provisional and definitive Phase III title holders. The average
amount of credit programmed for beneficiary for the 1984/85 crop year is
consistent with the $4,432,600 loaned to 10,737 Phase III beneficiaries
or, $412.00 per beneficiary for the 1983/84 crop year. FINATA and the
BFA met early in February 1984, to agree on a target for the number of
Phase III beneficiaries who would apply and be approved for credit.
FINATA estimated that, by the beginning of the crop year, approximately
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42,000 Phase III beneficiaries will hold either definitive or provisional
titles, and that more than half of that group will apply for credit from
the BFA. Accordingly the BFA, and USAID programmed loan funds ($4.231
million pipeline of Amendatory Agreement No. 3 and $5.5 million of this
amendment) and Project loan reflows ($569.000) for 25,000 beneficiaries
at last years average credit per beneficiary, $412.00. O0f the $5.5
million in new loan funds, approximately $2.06 million will be made
available for disbursement by mixed banks. At the average rate cited
above, this amount will provide credit to about 5,000 beneficiaries.

During the 1983/84 crop year, the BFA provided credit to 10,737
Phase III beneficiaries or 367% of the estimated 30,000 who held either
definitive or provisional title. For the 1984/85 crop year, FINATA, BFA
and CENTA will implement certain actions designed to increase the number
of Phase III applicants for credit to 25,000. The actions are:

— TFINATA will issue identity cards to Phase III beneficiaries
who hold definitive or provisional title. Information on applying for
credit to the BFA will be distributed with the cards.

— FINATA and the BFA will air a radio campaign to promote BFA
credit for Phase III title holders.

~ 'FINATA, through a series of meetings will provide credit
information and prepare Phase III beneficiaries for subsequent meetings
with BFA credit agents, in which loan applications will be filled out.

- FINATA will provide the BFA and CENTA with lists of all Phase
III beneficiaries (definitive and provisional title holders).

- The BFA will institute an automatic lending program under
which Phase III beneficiaries with good repayment records will be
automatically approved for credit. This will free up BFA agent and other
staff time for new or riskier Phase III credit applicants.

- The BFA will increase its number of Phase III credit agents
from the 58 it had last year to 73 this year.

- The BFA will initiate a special campaign to promote
investment credit for Phase III beneficiaries holding definitive titles.
These beneficiaries have a tangible stake in making property
inprovements, purchasing machinery and equipment, etc.

— CENTA recently hired 145 extension agents to work mostly with
Phase III beneficiaries. These agents will carry out field work in
accordance with action plans jointly developed by FINATA, BFA, and CENTA.

= TFINATA will contract private sector technical assistance for
Phase III cooperatives who have organized into cooperatives.
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(2) Phase I

The total amount programmed for Phase I cooperatives reflects
credit needs of approximately 129 cooperatives after cooperatives were
transferred from other financial institutions to the BFA during 1983. By
the beginning of 1984, approximately 129 cooperatives were under the
BFA. Total credit estimated for this number is $30,602 million or
approximately $240,000 per cooperative. These amounts are consistent
with the BFA historical average per year, per cooperative, increased by
“about 15% to accomodate both new demand created by newly placed Phase I
cooperative managers and stepped-up BFA field activities and additional
transfers of cooperatives from other financial institutions.

b. Implementation

Close coordination between the BFA and FINATA and the BFA
and ISTA will be required to meet disbursement targets to reach loan
applications targets., A condition precedent to disbursement in
Amendatory Agreement No. 4 will require new sub-agreements between the
BFA, FINATA and CENTA for Phase III coordination. The sub-agreements
will include disbursement targets as well as steps to be taken to reach
such targets. '

Quarterly meetings will be held among all institutions involved,
including A.I.D. to review disbursements under the project and to make
appropriate recommendations.

As described in the disbursement schedule of the Implementation
Plan, this year's supplement will increase credit available through the
Integral Credit Line. The 1984/85 Credit Program, presented above is
illustrative, for estimating purposes. The $19.9 million proposed in
this supplement will be available for disbursement from January 1, 1984
through March 31, 1985, for either the 1984/85 or the 1985/86 crop year.

2. Refinancing
a. Description

The objective of this element is to make Phase I cooperatives
solvent and, therefore, eligible for new credit programmed for agrarian
reform by the BFA and other financial institutions.,

Presently, there are two refinancing lines available to Phase I
cooperatives: the BCR cotton/coffee line and the BCR/A.I.D. line. The
cotton/coffee line has been utilized and the present refinanced balance
in that line is $10.5 million for cotton and $186,000 for coffee. Phase
I cooperatives are having difficulties repaying these amounts because of
the interest rate (11%) and the terms of equal payments not based on
capacity to pay. Also, the BCKR estimates that an additional $15.1
million are needed to refinance overdue coffee and cotton loans.
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The BCR/A.I.D. line was established in 1983, but problems have
been encountered in its utilization., Prior to September, 1983, the
interest paid by cooperatives stood at 11%, and as was the case with the
cotton/coffee line, repayment terms were not based on repayment
capacity. In September 1983, the BCR published terms of the BCR/A.I.D.
line. The terms were not acceptable and had to be modified for the
following reasons: 1) the line only provided for production credit and
did not include refinancing of investment credit; 2) repayment terms were
not clearly based on capacity to repay; 3) the interest rate of the line
was not stated in the terms, although it was understood to be 6%; 4) the
expiration date of January 31, 1984 was unreasonable; 5) terms included
reference to the agrarian debt (although no funds were used for the
agrarian debt) and 6) cotton and coffee refinancing were not included.

In December 1983 and January 1984, the BFA and A.I.D., each,
recommended through correspondence that: 1)the line include investment
credit; 2) repayment terms be based on repayment capacity; 3) the
interest rate be 6% for cooperatives; 4) the eligibility period be
extended; 5) the agrarian debt be excluded from refinancing and, 6)
cotton and coffee be included in the line. Also, in January, USAID began
to hold discussions with the BFA, other financial institutions, and the
BCR, on the need to meet the total refinancing gap and on improving and
speeding up utilization of refinancing lines. The discussions identified
total refinancing needs, including renegotiation of already refinanced
amounts, as presented in the following table.

The discussions led to a concensus on procedures to make terms
and conditions of each line compatible in order to facilitate effective
refinancing, as described below.
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A | . TABLE 10 ‘
AMOUNTS TO BE REFINANCED THROUGH CROP
“YEAR 1982-83, BY COMMODITY AND BANK

($000)
Institution 3 . Coffee - Cotton Other Total
BFA _' ~2,278.3  6,853.0 10,59.7  19,730.0
Hipotecario | 1,843.8 7,823.0  1,960.1 11,6269
' salvadorero | 9.7 1,658.3 1,221.5  2,889.5
Comercio A  177.8 1,055.8 1,434.8  2,668.4
Cuscatlan ‘ © 0 456.8 1,796.9 78.2 2,331.9
FEDECREDITO ~ 88.8 83.4 923.5 1,095.7
Crédito Popular - 899.2 151.2 1,050.4
Agricola Comercial 48.6 .269.5 471.1 789.2
Capitalizador : 58.5 445.0 < 2745 531.0
Totals 4,962.3 20,884.1 16,866.6 42,713.0
% 12 49 39 100

Source: BCR

Under the proposed refinancing mechanisms, the terms of the
currently refinanced amounts will be renegotiated between financial
institutions and with Phase I cooperatives. In effect, the amount
available for refinancing will nearly meet the refinancing demand of
$42.7 million: $10.5 million from the cotton/coffee lines; $20.0 from
the previously established AID/BCR Special Line of Credit; and $12.0 of
new counterpart PL-48(0 generated local currency.

After the currently refinanced amounts (totaling $14.5 million
as shown below) are renegotiated and new refinancing agreements are
negotiated, the $42.5 million will be available for refinancing at



35—

approximately a 6.0% interest rate to the cooperatives. Repayment will
be based on the cooperatives capacity to pay and therefore may vary
from year to year. Repayment by the banks to the BCR will be at 4.0%.
Reflows from the BCR/AID line will be made available to refinance
future overdue amounts. Therefore, refinancing will be a continuing
process. ‘

Table 11, presented below, compares the present refinancing
situation with the proposal under this supplement.

In resolving overdue amounts of Phase I cooperatives there are
basically three alternatives: l. To forgive and write-—off such amounts;
2. To refinance such amounts at the lowest rate of interest possible
given the financial structure over an eight to ten year period; and 3.
To refinance such amounts at higher rates of interest which approach
the market rate on new credit, with equal annual payments over an eight
year period. The first alternative is legally complicated and would
involve setting a dangerous precedent. Also, it is inappropriate given
the improved financial viability and repayment record of many Phase I
cooperatives during 1983 and the probability of continued improvements
in 1984/85 and future crop years. The difference between the 11% and
the 6% interest rates under the second and third alternatives could
reach several hundred thousand dollars per cooperative per year and
would have a negative impact on the cooperatives capacity to pay
refinanced principle amounts.

Based on these considerations, the BCR, BFA, and the mixed
banks concluded that the second alternative was the most appropriate if
applied on a one-time-only basis for the 1984/85 crop cycle.

The BCR, BFA, and mixed banks have concluded that the
refinancing lines, with interest at 6% and payment based on capacity to
pay, will result in improved repayment of refinanced overdue debt, as
well as current production credit because of various factors (the rate
on new production and investment credit being provided by the BFA, and
mixed banks and on AID and IDB credit lines continues at about 13%):

-Payment of principle will be based on capacity to pay, including
improved production and income estimates for the 1984/85 crop cycle;

-The drop in interest rates from 11%Z to 6% will considerably lower
amounts paid by the cooperatives. In some cases the difference in the
first year payment is several hundred thousand dollars.

-There was a large increase in loan recuperation during 1983. As
described in the Financial Analysis, the BFA recuperation rate
increased from 65% in 1982 to 84% in 1983

—Placement of farm managers and accountants on Phase I cooperatives is-
proceeding at an accelerated pace (50 managers have been placed and 100
additional are being processed for placement). This will contribute to
improved financial viability of Phase I cooperatives.
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~Other support activities such as improved coordination among the
institutions involved in agrarian reform process, and improved and
greater technical assistance provided to the Phase I cooperatives will
also result in improved financial viability of the Phase I cooperatives,

-While production on Phase I cooperatives in expected to rise, prices
are also expected to increase. In addition, the GOES is also seeking
ways to speed up payments to Phase I cooperatives for produce.

The process for approving cooperative applications for
refinancing is a careful two-step process. This involves approval at
the BFA/mixed bank level and then a careful review by the BCR before a
cooperative is approved for refinancing. A review of this process,
including representative examples of Phase I cooperatives is presented
in the Financial Analysis Annex.

TABLE 11

AVAILABLE RESOURCES
FOR REFINANCING PHASE I COOPERATIVES

($000)
: Interest.
Amount Rate Interest
Out- Paid by Rate Paid
Item ’ standing Coops by banks

Present situation

1. Outstanding refinanced '
balance . - 10,507.2 11.0% 9.0%
Cotton/Coffee BCR line :

2. Qutstanding refinanced

AID/BCR line 4,000.0% 11.07% 9.0%
3. Outstanding debt in
financial institutions 28,205.8 - 14,00% -
TOTAL 42,713.0 12.98% 9.0%

Consolidated Line for Refinancing
Under Amendment No. 4
1. Outstanding balance ‘
Cotton/Coffee BCR line 10,507.2 6.0 % 4.0%

2. Revised and Augmented
AID/BCR line 32,205.8 6.0 % 4.,0%
TOTAL 42,713.0 6.0 % ’ 4.07%

Benefit to Coops

* BCR line of C38 million ($15.2 million).
** Assuming that 50% is past due causing interest rate to increase
from 137 to 14% due to penalty interest charged.
*%*%For additional information on refinancing, see Project Background,
D. Constraints to the Effective Provision and Use of Credit for the
Agrarian Reform Sector.
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b. Implementation

The lines will administer by the BCR program managers
described below in the Credit Agent Program under 3. Institution
Building and will be closely coordinated with the BFA and others
institutions. Financial institutions will be required to present
applications for refinancing within 60 days of the signing of
Amendatory Agreement No. 4 of the Project Agreement. The BFA is ready
to present refinancing applications totaling approximately $19.0
million to the BCR, pending modification of the refinancing
mechanism. USAID is proceeding with negotiations to settle on a rapid
implementable mechanism before or soon after April 1, 1984, the
beginning of the crop year.

3. Institutional Building

ae Description

The analysis of the BFA's disbursement and institutional
performance, as well as the review of the agrarian reform credit
sectoral constraints, presented in the Project Background, reveal
major problems which relate to the entire institutional framework of
the Project. For this reason, to the extent that A.I.D. and
counterpart project resources permit, the objectives of the
institutional building element is to improve the capacities of
financial institutions to attend the credit needs of the agrarian
reform sector. Three activities under this element are proposed.

- Credit Agent Program

a. Description

The objective of this activity is to service the credit
needs of all Phase I cooperatives by maintaining an average
cooperative to agent ratio of 3 to 1. This program will consist of
placing an average of three credit agents in each of the banks which
have, together, the largest numbers of Phase I clients, and providing
two managers in the BCR to administer and supervise the program. A
total of 24 agents will identify and develop credit plans as well as
production and investment projects for Phase I cooperatives. These
projects will identify timely opportunities to utilize credit
available through the IDB funds mobilization element described above.
The credit agents will also mobilize the $3.9 million AID/BCR
investment credit line established by Amendatory Agreement No. 2. In
addition to the salaries and support costs of 26 agents, the activity
will provide funds to finance the transportation and training of each
of the agents. Training will include short courses in: general farm
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planning and management, development of financial plans,
identification and design of investment projects, credit supervision,
methods of financing, identification of technical assistance needs,
and other appropriate topics.

be Implementation

To finance this activity, a trust fund will be established in and
‘administered by the BCR. The BCR will disburse funds to the mixed banks
to pay for salaries and other support costs, including training and
transportation of the 24 credit agents and two BCR program managers. The
BFA, as well as other financial institutions will be included in the trust
fund to accomodate the fluid situation of Phase I cooperative assignments
as described earlier. Presently, the BCR evaluates agricultural credit
activities of the BFA and other financial institutions annually in order
to determine bonus interest points (up to two) in addition to the
customary two points, This evaluation process will be increased to
include quarterly progress reports and be made part of BCR supervision
activities to be focused on the agrarian reform sector. The two BCR
program managers will supervise utilization of the refinancing mechanism
described above.

USAID negotiations to establish the credit agent program have
confirmed interest on the part of the BCR to establish and supervise the
program, by financial institutions in incorporating the agents into their
organizations and by the BFA in providing short-term training to the
credit agents.

—Institutioﬁ Building at the BFA

a. Description

The following activities will continue as part of the
project's continuing effort to consolidate and strengthen the BFA's
reorganization.

(1) Completion and implementation of the job
classification plan together with an established
system of performance evaluation and motivation.

(2) Implementation of a new training program, on a
bank wide basis.

(3 Improvement of internal auditing and expansion of
the auditing function to include management audits
at the field agency level.

(4) Maintenance of the following attained financial
performance targets:
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—Maintain liquidity ratio above 4.0

-Maintain working capital above of $90.0 million.

-Maintain loan recuperation rate above 807%,

—establish threshold level for loan recuperation
and attain that level.

(5) BFA utilization of the BCR special Line of Credit
for refinancing and, correspondingly, increased
lending to Phase I cooperatives that have been
refinanced under that line.

(6) Streamlining of the BFA loan review and approval
process, through the introduction of an automatic
loan processing mechanism. This mechanism will
entail the automatic approval of loan
applications, up to certain levels, made by BFA
clients with solid repayment records, including
those who are agrarian reform beneficiaries. This
will make more BFA staff time available for new or
less financially viable clients.

b. Implementation

To help carry out the above activities, the project will finance
70.0 person months to extend technicians presently providing technical
assistance and to cover new identified needs, as presented below under C.
Project Amendment Inputs.

To monitor technical assistance being provided to the BFA for
institutional building; BFA, STC, and A.I.D. staff will meet together
every quarter to review progress. Such meetings will be based on timely
presented, concise quarterly reports by the STC.

- Coordination Program

a. Description

This supplement's institution building efforts will address the
institutional framework as a whole in relation to providing credit to the
agrarian reform sector. There are certain constraints, which to be
addressed, require coordination among all of the institutions which are
charged with contributing to the viability of Phase I cooperatives and
Phase III beneficiaries. ISTA and FINATA are responsible for promoting
viability and especially for assuring that Phase I and III units are
properly managed; the BCR, the BFA, and the private banks are responsible
for providing credit inputs; MAG and its divisions, such as CENCAP and
CENTA, are charged with providing training and technical assistance inputs
into the agrarian reform program. All of these inputs are indispensable
for achieving production targets and financial viability. At USAID's
recommendation, several meetings have taken place among these
institutions, with positive results. In the future USAID will promote
quarterly meetings at the technical level, as described below, under b.
Implementation.
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In order for effective coordination to take place and for
important issues to be resolved and constraints to be addressed, decisiomns
must be made and policy directives must emanate from the highest GOES
levels. For example, once the policy analysis on the impact of agrarian
debt is completed, recommendations from the analysis must be translated
into policy. This will be accomplished only through effective and
coordinated policy formulation by key GOES leaders. This effective
coordination does not now exist and is particularly important as a means
of dealing with Phase I issues. For this reason, USAID will advocate not
only coordination at the technical level, as described above, but also at
the highest policy-making level.

These activities will not require any resources in addition to
those already provided by Projects Nos. 0263 and 0265. Coordination will
be an orientation in the implementation of both projects (an orientation
reinforced by covenants).

b. Implementation

USAID will require quarterly review meetings at the technical
level with the participations of institutions by covenant as follows:
for Phase I- BFA/ISTA/CENTA; Phase III- BFA/FINATA/CENTA, and other
appropriate MAG entities, such as CENCAP for Phases I and III. USAID will
also covenant the GOES to identify an "Agrarian Reform Policy Coordinating
Committee”™ for Phase I, which will consist of the highest GOES officials
whose decision making have an impact on the agrarian reform. The
committee will include the Presidents of the BFA, BCR, ISTA, and the
Minister of Agriculture, among other appropriate decision makers. This
committee will meet as necessary and will review information and analysis
provided by the technical levels. These activities will not require
project funding.

4, Integrated Pest Management

This element will expand field level research and extension
in cotton IPM from 7,000 mz. to 11,000 mz. in the western part of the-
country and will introduce cotton IPM in eastern areas of El Salvador.
The objective of the IPM element is to define economical and practicable
IPM packages for cotton and other crops in order to maintain and, in some
cases, increase production, while lowering pesticide costs on agrarian
reform farms. By the PACD of December 31, 1985, CENTA will be able to
expand IPM techniques to other crops. By this time, the ROCAP regional
IPM project which contemplates the provision of training, technical
assistance, and diagnostic services in IPM by regional institutions for a
variety of crops, will have been initiated. That regional project should
assist CENTA in the extrapolation of IPM techniques to other crops.
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Project Amendment Inputs

1.

(1)

(2).

(3)

AID Financed

a. Loan Funded
Of a total of $21.9 million:

$18.9 million will be provided to the Integral Line of
Credit for loans to the Agrarian Reform Sector; $1.0
million will be provided to the traditional sector

$1.8 million will be provided to the BFA to purchase 120
additional vehicles (jeeps) and spare parts, principally
for credit agents working with agrarian reform
beneficiaries. ’

$.2 million will be provided to the BFA for foreign
exchange to finance short courses in the U.S. and
Geographic Code 941 countries as outlined in the BFA
training program.
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b. Grant Funded

The BFA will use $600,000 to provide 70.0 person months of

technical assistance in the following areas:

TECHNICAL ASSISTANCE TO BE FUNDED WITH GRANT FUNDS

Number of Person

Months
Financial Specialist . 12.0
Credit Services Advisor 12.0
Accounting Advisor 12.0
Credit Advisor (collections) 7.0
Electronic Data Processing Advisor 1.5
Farm Credit Advisor 12.0
Planning Advisor 12.0
Other 1.5
TOTAL » 70.0
2. GOES Counterpart Contribution

$13.2 million
activities:

Ade

b.

Ce

d.

The GOES will make available local currency contribution of
from P1-480 generated funds to finance the following

-$12.0 million as a contribution to the newly established
BCR Consolidated Line of Credit for refinancing.

-$800,000 million for 26 credit agents to be placed in the
BCR and other financial institutions through a BCR
administered trust fund. Transportation for the 26 agents
will be also financed by the trust fund.

v -$200,000 for the local currency cost of courses to be held

in—-country under the BFA training plan.
-$200,000 for continuing IPM activities to the proposed
PACD of 12/31/85.

V. PROJECT AMENDMENT FINANCIAL PLAN AND ANALYSIS

A. Financial Plan

The following tables show: the financial plan proposed by this
supplement; projected 1984 expenditures; projected 1985 expenditures; the
life of project financial plan; and the costing of project outputs/inputs
under this supplement. Financial plans for Amendments 1, 2, and 3 are
presented in the Financial Plan and Analysis Annex.
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TABLE 12

Summary Cost Estimates and Financial Plan
(Us $ 000)

Supplement

: AID HOST COUNTRY
SOURCE FX LC FX LC TOTAL
Development Loan Funds
Credit
- Special Line of Credit
- Integral Line of Credit 19,900 19,900
- Investment Line of Credit ‘
Refinancing 12,000 12,000
Vehicle and Equipment 1,800 -0- 1,800
Integrated Pest Management 200~ 200
Operational Support : 800 800
Training 200 © 200 400
Contingency
Sub-Total Loan 2,000 19,900 13,200 35,100
Development Grant Funds
Technical Assistance 600 600

Sub-Total Grant 600 : 600
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TABLE 13
Projection of Expenditures for Fiscal Year 1984
' (UsS $ 000)
AID Host
SOURCE Loan Grant Total Country  TOTAL
USE
Credit
" = Special Line of Credit
- Integral Line of Credit 16,000 16,000 16,000
- Investment Line of Credit
’Refinancing 12,000 12,000
Vehicles and Equipment 1,800 1,800 1,800
Integrated Pest Management
Operational Support 400 400
Training 100 100 100 200
Contingency
Technical Assistance 300 300 300
TOTAL 17,900 300 18,200 12,500 30,700
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TABLE 14
Projection of Expenditures for Fiscal Year 1985
(ULS $ 000)
AID Host
SOURCE Loan Grant Total Country TOTAL
USE
Credit
- Special Line of Credit '
- Integral Line of Credit 3,900 3,900 3,900
- Investment Line of Credit :
Refinancing
Vehicles and Equipment
Integrated Pest Management 200 200
Operational Support A 400 400
Training 100 100 100 200
Contigency
Technical Assistance 300 300 300
TOTAL 4,000 300 4,300 700 5,000
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TABLE 15

~ Summary Cost Estimates and Financial Plan
- (Us $ 000) N

Life of Project

AID HOST COUNTRY
SOURCE : _ - FX - LC FX - 1C TOTAL
USE
Development Loan Funds
Credit , .
- Special Line of Credit 11,100 3,900 15,000
- Integral Line of Credit 58,800 12,800 71,600
— Investment Line of Credit : - 3,900 3,900
Refinancing 12,000 12,000
Vehicle and Equipment 2,900 200 3,100
Integrated Pest Management 200 - 400 600
Operational Support - 3,300 3,300
Training | 200 200 400
Contingency |
Sub-Total Loan 3,300 70,100 - 36,500 109,960
-Development: Grant Funds
Technical Assistance 2,075 150 2,225
Sub-Total Grant 2,075 150 |
TOTAL 5,375 70,250 36,500 112,125
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TABLE 16

COSTING OF PROJECT OUTPUTS/INPUTS
(In $ 000 or equivalent)

Project OQutputs (see log frame) .

Project Inputs aele2.+3 be1+2 c.ldl+d2 e.b f1l Total
A.I.D. Appropriated:
~ Integral Life of

Credit 19,900 19,900
- Vehicles and

Equipment 1,800 1,800
- Training : ‘ : 200 200
~ Technical

Assistance 600 600
Host Country
- IPM : : 200 200
- Refinancing 12,000 12,000
- Operational .

Support 800 800
- Training : ' 200 : 200
Total 19,900 12,000 1,000 2,600 200 35,700

B. Financial Analysis*

The Regional Inspector General for Audit, Latin America, in audit
report No. 1-519-84-2, dated January 18, 1984 identified three major problems
which affect the BFA's operation: .

- High operating costs
- Poor rate of loan recuperation; and

- Weak fiscal: aécounting, and credit management controls.

*A table presenting Methods of Implementation and Financing is presented in
the Procurement Plan on p. 74.
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The analysis presented below covers four areas: 1) Operating
Costs; 2) Comparative Financial Indicators; and 3) Loan Recuperation. The
discussion on operating costs and loan recuperation is based on official,
published BFA financial reports and information and analysis provided to
USAID by STC advisors. The BFA financial reports indicate that in 1982
and especially 1983, much progress was made in reducing administrative
costs as a percentage of income and in reducing the cost of short-term
borrowing. This progress is borne out by 1982 and 1983 comparative
financial statements audited and published in an audit report dated
February 24, 1984 by Rivera, Menendez and Associates, the BFA's external
auditors. These financial statements are presented in the Financial Plan
and Analysis Annex. Official published statements by the BFA and analysis
performed by the STC also indicate that the recuperation rate as uniformly
measured for 1982 and 1983 improved considerably. The fiscal, accounting
and credit management controls are areas of concentration of STC Technical
Assistance and will continue to be. Progress in these areas is also
discussed in the institutional analysis.

1. Operating Costs

The financial analysis presented in Amendment No. 3 provided
a detailed discussion of the BFA's financial performance from 1978 through
1982, That analysis revealed that the lowest period in the BFA's
financial performance ocurred in 1980, and that a recovery program was
initiated as a result of the recommendations made in early 1981. The
recovery program included taking steps to reduce BFA's outstanding debt
with the BCR, contracting additional agents to improve the supervision of
-field operations, increased utilization of farm plans in the loan approval
and repayment schedule proceses, and implementation of a set of procedural
changes to strengthen the BFA's fiscal, accounting and credit management
controls,

One of the areas of concern in the audit conducted by the
Regional Inspector General for Audit dated January 18, 1984 was the high
operating cost of the BFA, consisting of high administrative expenses and
the high cost of short-term borrowing. It should be noted that the IG's
opinion was based on 1981 financial information. The financial analysis
of Amendment No. 3 revealed that, due to the implementation of the
measures described above, BFA's financial performance improved
considerably by the end of the 1982/83 crop year. According to BFA
financial statements, and financial statements published by the external
auditors in the audit report, that improved performance continued into
the current crop year. Tables 17, 18 and 19 presented below, indicate
that while revenue rose in 1983, expenses, as a percentage of revenue,
decreased significantly, while BFA's loan portfolio and number of loans
contracted rose, administrative expenses, as a percentage of gross
income, dropped . BFA's cost of capital or interest paid dropped
sharply. This is due to the large reduction in the BFA's debt with the
BCR.
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TABLE 17

BFA. PROFIT AND LOSS STATEMENT FOR THE BANKING OPERATIONS
1978-1983
($000,000)

ITEM 1978 1980 1981 1982 1983
Revenue 5.2 11.6 16.8 17.2 23,2
Expenses:

Adm. Expenses 447 7.5 8.9 9.5 10.8

Interest Paid 1.1 5.3 5.2 3.8 3.2

Other 0.4 0.6 0.8 0.8 1.1

TOTAL EXPENSES T 6.2 13.1 - 14,9 14.1 15.1

Net Profit before  (1.0) (1.8) 1.9 3.1 8.1

bad debt adjustment

Bad debt charges - 1.0 5.4 5.9 12,.1%

Net profit - (1.0) (2.8) (3.5) (2.8) (4.0)

Source: BFA/STC

*  In 1983, because of a large net profit before bad debt expense, the BFA was
able to allocate a substantial amount to the bad debt reserve. This is in
accordance with the bad debt reserve and loan recuperation strategy described
below. Accordingly a large extraordinary adjustment was made and the bad debt
reserve was increased $12.1 million. kxternal auditors found that
approximately $5.3 million apply to 1983 while $6.8 million apply to prior
years,
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TABLE 18
BFA'S NET PROFIT, 1978-1983

- ($000,000)

Banking Other
Year Operations Operations TOTAL
1978 (1.0) 1.0 -
1980 (2.8) 2.9 0.1
1981 (3.5) 4.2 0.7
1982 (2.8) 3.7 0.9
1983 (4.0) 5.3 1.3

SOUKCE: BFA

Profit and Loss Statements
' TABLE 19

Comparative Financial Indicators
1978 through

($000)
Dec.31 Dec.31 Dec.31 Dec.31 Dec.31 Dec. 31.
1978 1979 1980 1981 1982 1983
1. Working Capital 4,542 (5,524) (50,500) (54,039) 72,681 96,576
2. Liquidity Ratio 1:1 .9:1 W60:1 6.1 2,76:1 4:1
3. Quick (Acid Test)
Ratio JJd2:1 .05:1 .05:1 .18:1 .70:1 .6:1
4., Administrative
Cost as % of
income 907 78% 65% 52% 59% 47%
5. Reserve for
Bad Debt $15.5M $27.3M*

$2.6M $3.2M $4.2M $9.6M

Source: BFA/STC

* Includes $6.0 M for uncollectable interest.
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The most noteworthy development in the BFA's income statement
trends (see Table 17) is that the BFA turned a large increase in profit
from its banking operations. Over recent years, the BFA has been
dependent on other operations, mainly the sale of fertilizers and other
inputs, to make a profit. It should be noted, however, that interest
income is accounting income and increased because of a growing
portfolio. Some of the interest income will never be received and should
be offset by appropriate charges to the bad debt expense and
corresponding credits to the bad debt reserve. A large adjustment ($12.1
million) was made and the reserve (provision) for bad debt (shown as an
offset to loans receivable and interest receivable on the balance
sheet). Eventually loans and interest receivable which are deemed
uncollectable will be written off against this reserve account. This
will take place when the BFA and GOES agree on a debt forgiveness/write
off policy.

2. Comparative Financial Indicators

Comparative financial indicators (uniformly measured by BFA and
STC over the past several years), presented above in Table 19, also
demonstrate the BFA's strengthened banking operations. The improvements
in working capital (from $72.6 in 1982 to $96.6 million in 1983) and the
liquidity ratio (from 2.76:1 in 1982 to 4:1 in 1983) were due to BFA's
reduction of short term debt liability to the BCR and to the increase in
current assets. Current net loans receivable, which are current assets,
show no change, since both current loans receivable and the corresponding
offset in the reserve for bad debts increased. The most liquid current
assets were also stable. This is borne out by consistency in the acid
test (quick) ratio (From .7:1 in 1982 to .6.1 in 1983). In the case of
the BFA, the acid test ratio represents the ratio of the BFA's most
liquid current assets, such as cash on hand and in transit, to short term
debt, mostly with the BCR. The improvement in the liquidity ratio
indicates that the BFA is in a stronger position to control short term
debt, which in prior years seriously threatened the BFA's financial
viability.

In terms of meeting the credit needs of the agrarian reform
sector, the improvement in liquidity means that the BFA should be in a
better position to provide short term or production credit to its clients.

3. Loan Recuperation

The Financial Analysis of Supplement No. 3, estimated the
recuperation rate to be 60% for the 1982/83 crop year and predicted that
corrective steps being taken would result in a 76% recuperation rate in
the 1983/84 crop year. The recuperation rate for 1983 reached 82.7%.
The target was surpassed. Further, Amendatory Agreement No. 3 expressed
the target in dollars, i.e. that, by the end of the 1983 calendar year,
the BFA would "increase loan recuperations from $65.7 million to $76.2
million". By December 31, 1983, the dollar value of loans recuperated
had reached $79.6 million.
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5

Loan recuperation is one of the strongest areas of the STC
technical assistance and such technical assistance coupled with the BFA's
own efforts had a very positive impact on loan recuperation. There is a
continuing need for improvement, however. A sizable portion (at least
50%) of the delinquent loans should be written off as uncollectable. In
recognition of this, the BFA, under STC guidance, implemented a
recuperation rate and bad debt reserve policy. This policy can be
explained by describing how the recuperation rate was calculated for
calendar years 1982 and 1983 as of December 31, of each of those years,
respectively.

The recuperation rate is calculated by dividing the actual
amount recuperated by a estimated "recoverable" amount. The recoverable
anount is an estimated amount recoverable out of the total amount
becoming due during a specified period of time, usually one year. In the
case of the BFA, the recoverable amount is established in the beginning
of the year by adding the following amounts: 1) all short-term loans
becoming due during the period; 2) 20% of all intermediate loans and 10%
of all long-term loans; 3) 50% of all overdue amounts; and 4) 207% of all
loans disbursed during the period. Based on this, the recuperation
target is established. The calculations for 1982 and 1983 follow:

1962 )
Recoverable
(in US$000)

Short-term loans (100%) 59,226

Investment loans
(20% of 5 yr. loans and 107% of

10 yr. loans) : 7,554
Overdue loans 13,600
(average of 50%)

Amount disbursed (20%) 13,600
Recoverable 93,980

Anount recuperated by
December 31, 1982 $61.2 =65%

Recoverable 94,0
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Recoverable
1983 (in US$000
Short term loans (100%) 54,160
Investment loans
(20% of 5 yr. loans, 10% of
10 yr. loans) 7,413
Overdue loans .
(average of 50%) 21,046
Amount disbursed (20%) 13,606
Recoverable 96,219
Amount recuperated by December
31, 1983 79.6 = 82.7%
Recoverable 96.2

If only 50% of overdue loans are assumed to be uncollectable,
then the bad debt reserve should approximate that amount plus interest.
For Calendar Year 1983, because of high income the BFA was able to make a
large extraordinary adjustment and credit the bad debt reserve
(provision) by $12.1 million. The bad debt reserve now totals $27.3
million, $21.0 million for unrecoverable loans (see calculation above)
and $6.3 million for unrecoverable interest. Thus, for the first time
ever, the BFA realistically dealt with the fact that 50% or more of
overdue loans are uncollectable. However, more than 50% of overdue loans
are uncollectable. The technical assistance will focus helping the BFA
to estimate uncollectable loans and interest and to accordingly make
adjustments to the bad debt reserve.

Approximately $42.1 million or 26% of the $163.8 BFA agrarian
reform and small farmer portfolio are overdue, as presented in the
following table:
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Table 20

BFA AGING OF ACCOUNTS AT DECEMBER 31, 1983
ANALYSIS OF PORTFOLIO

(US $000)
No of Loans 133,458
Total Balance (%) 163,789
No. of Overdue Loans 44,341
Amount of Overdue
Loans ($) 42,719
Percent of Portfolio
Overdue (%) 26
Amount Overdue 61-120
days ($) 618
Amount Overdue more than
120 days ($) 42,101

*Source BFA

There are several conclusions to be made from this analysis of
overdue balances and the recuperation rate. The technical assistance in
this area, as well as the BFA's own efforts, must be continued. The BFA,
with technical assistance, has undertaken a pilot project in loan
recuperation at the Sonsonate agency. The pilot project involves
improved monitoring by field agents, supervisors and the BFA central
office through the use of computor print outs, feedback to agents,
reports to management, etc. The results have been positive. The
techniques for improved portfolio management tested by this pilot
activity must be applied by the BFA on a country-wide basis.

C. Assessment of BFA Financial and Internal Controls and Audit
Capability

1. The implementing agency for this project is the
Agricultural Development Bank (BFA) which is classified as an
Intermediate Credit Institute (ICI). USAID/ES is required to "assess the
organization's financial management procedures and related internal
control”., Furthermore, "PP's are to include an evaluation of the need
for audit coverage in light of
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potential risk and are to describe planned contract and project audit
coverage by the host government. Project funds should be budgeted for
independent audits unless adequate audit coverage by the host country is
reasonably assuredeeces

2. Scope of Work

In an attempt to address the above requirements, USAID
met with the following officials:

BFA officials

~ President

— General Manager

- Financial Manager

= Internal Auditor

- Chief of Data Processing (EDP)

= Chief of Accounting Division

External Officials

— The Bank External Auditor, Rivera Menéndez, Cia

- STC advisor, Enrique Salas

USAID obtained and partially reviewed the following
reports:

BFA Financial Statements for the years 1981, 1982, and
1983, prepared by the external auditor;

BFA Financial Statements for the years 1981, 1982, and
1983, prepared by the internal auditor;

BFA Internal Audit Manual
BFA Accounting System Handbook
BFA Credit Resolution Regulations

Reconciliation Status prepared by STC advisor to the
Financial Manager dated February 6, 1984;

Reconciliation of AID funds as of December 31, 1982.

In addition, USAID examined the following AID internal
documents:

-The IG audit report No. 1-519-84~2 dated January 18,
1984;
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-USAID's own response to the IG draft audit report;

—The Controller's Office records;

~The draft project paper amendment No. 4.

3. Findings

The BFA, as a financial institution that has expanded
rapidly in the last four years, has both strengths and weaknesses in its
financial management procedures and related internal control.

Ade

Areas of Strength:

1. BFA maintains all the mandatory books and

records prescribed by the Central Bank (BCR).

2. DBFA written procedures and policies have been
improved and revised in the last few years to cope
with the responsibility assigned to the bank as a
primary source of credit for agrarian reform
beneficiaries.

3. 1In 1983, BFA reorganized its administrative and
management structure in order to increase the rate
of recuperations and to speed up bank response to
credit applications. As a result, the loan
recuperation rate has increased and field operations
have been strengthened through transfer of personnel
from regional offices to field agencies and the
addition of new field agents.

4, The Internal Audit Office has been reorganized
and strengthened by the addition of staff. In 1983,
all field agencies were audited. The office has
plans to audit every agency once a year with one
follow—up visit. Deficiencies and recommendations
are reported on a timely basis to the appropriate
officials. ’

5. The BFA is audited twice a year by the ,
Superintendent of Banks. The Court of Accounts has
a permanent staff of 7 professionals stationed at
BFA and they are continuously auditing bank
transactions.

6. EDP Division reports that it has completed the
reconcialiation of the records of six agencies.
This Division also has plans to complete
reconciliations of the records of the rest of the
agencies with the main office.
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7. BFA management has been receptive to suggestions
made from both internal and external sources to
improve efficiency and carry out the bank's
responsibilities.

8. BFA has established safeguards to preclude the
possibility of charging loans to more than one

source of funding.

b. Areas of Weakness

1. Both internal and external auditors have
indicated that collection procedures are not applied
uniformaly in accordance with written procedures.

2. Lack of a clear cut BFA policy for writing off
bad debts. Inadequate analysis to identify
uncollectable accounts.

3. Posting is not current. It has improved in the
last few months and is currently about two months
behind.

4. BFA has not completed reconciliation of branch
office records with home office records.

5. The ELP equipment is obsolete and inadequate to
satisfy the bank's requirements.

6. Need for improved and expanded technical
assistance in the areas of finance, management,
credit, EDP and administration.

7. The bank's clientele consists of high risk,
marginal and small producers. It has limited
latitude in selecting its clients and the type of

. activities the bank is mandated to finance makes the
bank more vulnerable.

8. Slow follow-up on internal and external audit
recommendations.

Conclusion

Based upon our limited review, the above observations and
the proposed additional technical assistance in Amendment No. 4, it is
USAID's opinion that the BFA does have the minimum level of financial
management procedures and related internal control required for proper
utilization and safeguarding of AID funds.
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No additional audit coverage is required for the project
with the exception of the condition precedent recommended below,

Recommendations

To insure that BFA's financial management procedures and
related internal control provide adequate control and accountability of
AID funds, the following areas for improvement should be dealt with by
covenants in the Amendatory Agreement (see IX. Conditions, Covenants and
Negotiating Status on pe 77.):

a. that internal control is adequate to insure proper
utilization and accountability of AID funds
separately from all other sources of BFA funding.(On
March 9, 1984 USAID received a positive opinion from
the external auditors on the BFA's internal control
and financial management. The opinion is presented
in Annex F.)

b, that the BFA establish all necessary ledgers and
records to account and provide accurate reporting
for all AID funds, both new and reflows from prior
AID funds, separately from other sources of funding.

c. that the BFA develop and implement written
procedures for the writing off and subsequent
control of bad debts in accordance with GOES banking
regulations.

d. that the BFA provide a written evaluation to USAID
of its implementation practices with respect to its
collection procedures and, if necessary, a plan to
insure more uniform and satisfactory application.

e. that postings be up to date (no more than two weeks
delay in posting source documentation to official
records) and that all agencies' accounts have been
completely reconciled to home office records.

VI. PROJECT AMENDMENT ANALYSES

A. Economic Analysis

During the 1982-1983 crop year, the most recent for which data are
complete, a total of $987 million was lent by El Salvador's financial
institutions to the agricultural sector. An estimated $246 million, or
25 percent of this amount, was allocated to the agrarian reform
subsector. Phase I cooperatives received about $166 million, or two
thirds, of the total., The BFA provided $23.2 million, or 14 percent, of
the total financing for Phase I. The remainder was provided by the
commercial banks, with 54 percent; the national mortgage bank, 18
percent; INCAFE, 11 percent; and Fedecredito, the remaining 3 percent.



59—

The planned allocation of BFA credit to and within the agrarian reform
subsector appears in Tables I and II. The first details the distribution
of credit by crop for Phase I and Phase III producing units. The
following Table employs the same approach to examine the distribution of
credit by hectares planted for each crop.

The figures in both Tables lead, in general, to the same conclusions,
Phase III producers have concentrated on the production of domestic
foodstuffs while the Phase I cooperatives specialize in the production of
cash crops for foreign markets. While the distribution of land planned
for financing under Phase I and III is roughly equal -— 47.7 percent for
the latter as opposed to 52.3 percent for the former -- the distribution
of funds to be disbursed is skewed toward the Phase I producers with
their export crops. Despite the high priority given to corn, which is
cultivated mostly by Phase III producers, the larger cooperatives are to
receive slightly more than 80 percent of all lending planned by the BFA
for the subsector.

Among the crops financed, specific data on production costs and revenues
are available for only three of them. Appearing in Table III, they are
~corn, rice and beans. The higher productivity which inputs financed
through the availability of credit makes possible for these crops,
together with their cost and revenue implications, is striking. In the
most dramatic case, that of rice, the net revenue per hectare increases
from a loss of $126 with traditional technologies to a positive $317 with
capital intensive production techniques: It is assumed, ceterus paribus,
that the cash crops have yielded, on the average, even higher returns.
Otherwise, it would be difficult to explain why the larger, more
efficient, Phase I units have continued to produce such crops when other
alternatives were available.

While the precise cost and revenue configurations of the other crops are
lacking, they can certainly be estimated within a range which permits
reasonable conclusions to be drawn concerning their potential
profitability. For example, if per hectare costs of production for such
crops are assumed to be considerably higher than those appearing in Table
II1, and if revenues are assumed to be corresponding lower, and an
acceptable rate of return is still forthcoming, a reasonable degree of
confidence that the Project is an efficient use of Agency resources
appears to be justified.

Utilizing precisely such an approach, a benefit/cost analysis of Project
activities was undertaken. The results are summarized in Table IV.

Beginning with costs, components A and B contain AID, GOES and BCR
contributions as appearing in the original Project Paper and subsequent
amendments, through 1985. It is assumed that a final follow-on activity
will then be carried out, extending Project activities through 1987. It
should be stressed that the necessity for, as well as the level of, such
activities has yet to be determined. To bias the project in a manner
that leads to conservative results, the level of financial activity
during this period, i.e. costs, has deliberately been set at a level that
appears to be exaggerated.



The next two cost categories, these for the BFA and the commercial banks,
are somewhat unusual. The conventional approach in analyzing an
agricultural credit project would ‘simply be to include the improved
inputs which borrowed capital makes possible, plus interest, as on farm
costs rather than as costs to the financial institutions which make the
loans. Precisely because this is a credit project, however, it was
considered more useful to the reader to indicate the sources of supply of
all of the financial resources involved in the project. The BFA and
commercial bank credits listed, it must be emphasized, are only those
which are clearly additional to those that they are receiving from AID,
the GOES and the BCR. In the BFA's case, only reflows from the resources
provided by the donors have been estimated through 1987. 1In the case of
the commercial banks, on the other hand, the small stream of credits
which appears estimates the bankers lending to Phase III producers. It
is assumed that it will remain small due to the high per unit cost of
servicing such clients. Given that the commercial banks previously
provided credits to all of the producing units included in Phase I, it is
extremely doubtful that they would provide net additional real resources
to those enterprises in the foreseable future.

Estimates of the BFA's costs for administering its agrarian reform
activities are based upon that organization's own estimates. It is
noteworthy that such costs are substantially higher than the amount which
the GOES is providing. It is assumed that the real level of such costs
will decline after 1987. Once the extension agent program is established
and running smoothly, the institution should be able to get by with fewer
of them.

The final component of project costs are the on farm costs. They are the
additional costs undertaken by the producers themselves in connection
with the more highly productive production packages made possible with
credit availability. Usually, labor is a very substantial component in
this category —— c.f. Tables III and IV, for example. Thus far, however,
the BFA's loans to Phase I cooperatives have included full wage
remuneration to their members. They are thus included in the credit
lines of the financial institutions discussed previously.

Project benefits, again in the interests of skewing the analysis in
conservative fashion, are limited to those obtained from the increased
production which results from more highly productive technology
packages. The stream of benefits, it must be emphasized, is
illustrative. It is not supported by specific data for most of the crops
which the BFA finances. It is also conservative in comparison to the
results noted earlier for corn, rice and beans. For purposes of
illustration, the year 1990 has been selected. Gross benefits for this
year are estimated at $135,000,000 while total costs for the same year
are $121,210,000. Assume for the moment that 100,000 hectares
approximately one third of the land included in the agrarian reform at
the moment and about four times the amount of land financed in 1983 are
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financed by the BFA this year. The production cost per hectare would be
$121,210,000 divided by 100,000, or $1,212. Net revenues per hectare, on
the other hand, would be $135,000,000 - $121,210,000 = $13,790,000
divided by 100,000, or $137.90 per hectare. Note that this figure is
well below the net revenue per hectare figures obtained for corm, rice
and beans.

Two forms of rate of return were calculated for the net benefit stream,
or NBS. They were the net present value, or NPV, and internal rate of
return, or IRR. With a discount rate of 12 percent, the NPV of the NBS
is a healthy $69,159,000. To determine how the NPV would be affected by
increasing costs or declining benefits, a sensitivity analysis was
performed. The resulting matrix appears in Table V. The figures
disclose that while strongly positive, the NPV, is highly sensitive to
both reductions in benefits, and to increases in costs. If either
remains constant, the other may vary by as much as 107 in an adverse
direction with the NPV remaining positive. Likewise, both costs and
benefits can move in adverse directions by 5 percent and retain the
positive NPV. These are the limits, however. Further adverse movement
by either variable or by both in combination will result in a negative
NPV.

The IRR resulting from the NBS was 38.7 percent. Sensitivity testing was
also carried out in a manner analagous to that conducted for the NPV.

The resulting matrix of IRR values for increases in cost and reductions
in benefits appears in Table VI. The IRR proved slightly less sensitive
than the NPV to adverse movements in costs and benefits. It remains
positive with a 15 percent increase in cost, benefits held constant, or a
10 percent reduction in benefits, with costs held constant.

before closing the present discussion, it is important to emphasize once
more that the benefit cost analysis which was undertaken is indicative
that with reasonable assumptions as to costs and benefits, the Project
appears to be able to utilize resources efficiently. Likewise, the
analysis seems to demonstrate that some care should be taken to reduce,
insofar as it is within the discretion of Project management to do so,
adverse pressures on both the cost and the benefit side. A final
cost-benefit analysis is contained in Annex VII.
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TABLE I 1/

PLANNED BFA FINANCING BY MAJOR CROP
FOR AGRARIAN REFORM SECTOR AND OVERALL, 1984
(In 000s of Colomes)

1 2 3 4 2 6 7 8 2
207 153&154 1+2 Total BFA 1l as % 2 as 1l as 2 as 3 as
Credit of 3 % of 7% of 7% of ai

3 A 4 of 4

Corn  $11,522  $4,121  $15,643 $69,570  73.7  16.3 16.6 5.9 22.5

Maicillo 1,319 725 2,044 8,712 64.5 35.5 15,1 8.3 23.4
Beans 2,074 1,140 3,220 11,928 2747 72,3 17.4 9.6 27.0
Riée 1,648 4,310 5,958 17,656 3447 65.3 9.3 24.4 33.7
Vegetables 73b& 1,391 2,129 6,013 16.9 83.1 12,2 23.1 35.3
Fruit 36 177 213 545 4.4 95.6 6.6 32,5 39.1
Cotton 1,021 22,117 23,138 51,085 2.3 97.7 2.0 43,3 45.3
Coffee 174 7,158 7,693 23,626 10.2 89.8 0.7 30.3 31.0
Sugar 685 6,400 6,724 16,605 7.2 92.8 4.1  38.5 42.6
Refinan-

cing 2,232 28,800 31,032 50,905 4.3 95.7 4o 5646 61.0
Other 2,225 19,461 21,686 74,330 3.0 26.2 29,2
Total $23,674 $95,806 $119,480 $330,975 19.8 80.2 7.2 28.9 36.1

1/ BFA Plan Crediticio 1984 .
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TABLL II

IN RELATION TO AREA PLANTED FOR 1984 IN MANZANAS 1/

Maicillo 6,734

Beans
Rice

Vege—
tables

Fruit

Cotton

Coffee
Sugar

Other

Total

1 2 3 4 2 s 7 8 £l
207 153&154 1+2  Total Total las % 2as % 3 as 3 as %
Manzanas Manzanas of 3 of 3 Z4of of 5
20,448 4,952 25,400 119,343 347,950 80.5 19.5 21.3 7.3
1,365 8,099 39,195 Nea. 83.1 l6.9  20.7 Nea.
6,097 1,555 7,652 27,966 80,500 79.7 20,3 27.4 9.5
1,659 3,119 4,778 15,942 18,000 34.7  05.3  30.0  26.5
613 946 1,553 4,583 Dea. 39.5 60.5 33.9 Nea.
36 166 202 508 Nede 17.8 82.2 40.1 N.ae
414 8,753 9,167 20,557 52,550 445 95.5 44.6  16.7
405 4,790 5,195 12,970 268,000 7.8 92.2 40.1 1.9
569 6,777 7,346 16,931 55,000 747 92.3 43.4 13.4
776 9,007 9,783 13,086 Neds 7.9 92.1 74.8 DNeda
37,751 41,424 79,175 271,081 47.7 52.3  29.2

1/ One manzana is equivalent
1.7 acres.

to spproximately 70 percent of one hectare, or



Gross Costs
Seeds -
Fertilizer
Pesticides
Herbicides
Capital Cost
Land

Labor
Internal
Transport
Contingency
Interest
(Credit)
Gross Benefit
Net Benefits

Source: . BFA and
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TABLE III

PRODUCTION COSTS AND BENEFITS PER HA.

Corn
Without With

(Us $)

Rice
Without With

Beans
Without With

364 831
15 30
- 150
- 27
-— 57
20 50
85 85

220 330

8 20
16 37
- 45

(460)

366 1056

2 225

MAG/DGEA.

622 1171
80 100
- 250
- 42
- 70

108 108"

120 120

280 357

8 16

26 48
- 78
(600)

496 1488
-126 317 -

482 725
80 80
- 150
- 40
60 60

280 318

4 8
22 34
- 35

(230)
693 1170
211 445



Gross Benefits
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TABLLE IV

ECONOMIC CASH FLOW

COSTS AND BENEFITS PER HA.

Corn

(Us $)

Without With Without With

Beans
Without With

Gross Costs
Seed
Fertilizer
Pesticides
Herbicides
Capital Cost
Land

Labor
Internal
Transport
Contingency
Credit
Delivery

(8% of credit)
Net Benefits
Increase
Benefits
Increased
Costs

Cash Flows

366
254
15

1056
704
30
195
28
57
50
85
165

20
37

37
352
690

450
240

496
482
80

1488
1056
100
325
42
70
108
120

179

16
48

48
432
992

574
418

693 1170
306 596
80 80
- 195
-— 40
60 60
140 159
4 8
22 34
— 30
387 574
477
290

187



-66—

TABLE V

MATRIX FOR SENSITIVITY TESTING OF NPV

PERCENTAGE CHANGES IN NPV

Cost
Increase
0% ' 5% 10% 15%
0 0 -0.35 -0.70 -1.05
5 -0.40 -0.75 -1.10 -1.45
10 -1.15 ' -1.15 -1.50 -1.85

%4 Benefit
Decrease
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TABLE V1

MATRIX FOR SENSITIVITY TESTING OF IRR
IRR VALUES FOR CHANGES INDICATED

%Cost
Increase

0 5 10 15

0 38,7 30.0 21,5 9.8
5 29.9 ©20.6 7.0 0
10 . 19.0 - 3.0 ) 0 0
15 0 0 0 0

ZBenefit
Increase



I. COSTS -

A. AID

BFA CREDIT

. VEHICLES & EQUIPHENT

Bs

INTEGRATED PEST
HANAGEMENT

TRAINING

TECHNICAL ASSISTANCE

CONTINGENCY
SUB-TOTAL

ROES AND BCR

BFA CREDIT

BCR INVESTMENT
CREDIT LINE

BCR REFINANCING LINE

OPERATIONAL SUPPORT

TRAININB

INTEGRATED PEST
HANAGEMENT

SUB-TOTAL

C. BFA
PRODUCTION CREDIT
ADHINISTRATION
DEFAULTS AND HISC.
SUB-TOTAL
D. COMMERCIAL BANKS
PRODUCTION CREDIT
ADMIRISTRATION
OTHER
SuB-TOTAL
E. ON FARM COSTS

LABDR
IKVESTHMENT (INTEREST)

SUB-TOTAL

F. TOTAL COSTS

II. GROSS BENEFITS

1980

9500

300

10000

3300

3500

20

25

14062

1981

1600

1600

400

400

150
30

188

Table VII
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BENEFIT COST ANALYSIS

1982

16200
330

200
625

70
17625

3900

2500

6400

1000

1000

200
30

259

1068

gss

1923

21207

1983

22700
700

500

23900

12800

200
12800

1000
2340

3340

200
110

i
321

2568
1158

3726 .

44087

1984

16000
1600

100
300

18200

12000
400

100
12400

12500
2500
6000

21000

225
220

22
467

3563

2300

3863

S7930

1985

3900

100
300

4300

400
100

200
300

20000

2500

22500

225
330

33
568

4719
3450

8169

36057

1986

15000
2000

200
300
500
" 18200

10000

2300
5000
730
230

250
18500

25000
2300
2500

30000

230
750
100
1100

5463
3700

9363

77163

1987

10000

100
350
500
10950

3000

730
230

250
4600

30000
2500

32500

300
800
150
1250

4407

3850 °°

10457

51157

1988

63000
2000

67000

350
800
200
1350

7351
4000

11551

79901

1989

80000
2000

82000

400
800
250
1450

7650

" 4225

11875

95325



BENEFIT COST ANALYSIS (Continued)

1990 1991 1992 1993 1994 1995 19% 1997 1998 1999
I. COSTS
A. AID

BFA CREDIT
VEHICLES & EQUIPMENT
i INTEBRATED PEST

HANAGEMENT

TRAINING

TECHNICAL ASSISTANCE

CONTINGENCY
SUB-TOTAL

B.70ES AND BCR

BFA CREDIT

BCR INVESTHENT
CREDIT LINE

BCR REFINANCING LINE

OPERATIONAL SUPPORT

TRAINING

INTEGRATED PEST
HANAGENENT
SUB-TOTAL

C. BFA
PRODUCTION CREDIT 105000 113000 120000 125000 125000 127500 127500 130000 130000 130000
ADRINISTRATION 2000 2000 2000 2000 2000 2000 2000 2000 2000 2000
DEFAULTS AND HISC.

SUB-TOTAL 107000 117000 122000 127000 127000 129500 129500 132000 132000 132000

D. COMMERCIAL BAKKS

PRODUCTION CREDIT . 500 600 750 - 900 1000 1100 1200 1300 1300 1300
ADHINISTRATION B00 §00 800 800 BOO 800 800 800 800 800
OTHER 200 200 200 200 200 200 200 200 200 200

SUB-TDTAL 1500 1600 1730 1900 2000 2100 2200 2300 2300 2300

E. ON FARM COSTS

I AEOR 7450 7650 7650 7650 7650 71650 7850 7650 7630 7650

INVEGTHENT (INTCRESTY S060 560 5520 5750 9750 5865 5845 5900 59ED 5980
SUB-TOTAL 12710 12940 13170 13400 13400 13515 13515 13830 13336 13630
F. TOTAL COSTS 121210 131540 136920 142300 142400 145115 145215 147930 147930 147930

I1. GROSS BENEFITS
INCREASED PRODUCTION 135000 147300 135000 165000 170000 170000 170000 175000 1730600 175000

111, NET BENEFITS 3790 15950 1B0BO 22700 27400 24885 24785 27070

ra

7070 27670

P

" fait A E OV
EST A Valla SLE ! NoJE



Discount Rate
IRR Buess

NPY

IRR

£OST INFLATOR
BENEFIT DEFLATOR
ELASTICITY

-70-

BENEFIT COST ANALYSIS (Continued)

0.12
0.36
69159.49
0. 386355

{
!
0.000007
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B. Institutional Analysis

The responsibility assigned to the BFA as the source of credit
for the majority of the agrarian reform beneficiaries continues to place
a heavy burden on the administrative capacity of the BFA. Since the
presentation of Project Paper Supplément No. 3, 35 additional
cooperatives have been added to the roles of the BFA, which with the 94
originally assigned to the BFA, makes for a total of 129. The BFA is
solely responsible for providing credit to all Phase III beneficiaries,

The BFA has adequately carried out its responsibility to supply
the demand for credit by the agrarian reform sector over the past four
years. In order to do so, however, the BFA placed a great burden on its
adninistrative structure and was forced to seek more expen51ve funds from
the BCR to meet new credit demand.

For this reason, the project has been oriented towards both
providing a needed source of credit and improving the institutional
capabilities of the BFA. Last year, to accomplish the latter task, the
BFA, with the assistance of STC, designed a program to reorganize its
administrative and management structure, The primary objective of the
reorganization was to consolidate the administration of the BFA and
direct additional resources into the credit related functions of the bank
to speed up the BFA response to credit applications and to increase the
rate of loan recuperations. In order to accomplish this, regional office
personnel were shifted to the Central Office and to the local BFA
agencies. This step was intended to both strengthen field activities and
to remove a layer of bureaucracy between the Central Office and the local
agencies. The reassignment of reglonal office personnel is 1llustrated
in the following tables.

TABLE 23

" REASSIGNMENT OF REGIONAL OFFICE PERSONNEL

Previous . Present

Location Location

Regional Central
Classification Office Office Agencies Total
Professionals 15 6 , 9 15
Administrative 78 21 57 78
Field Technicians 36 16 20 36
Service and Other 24 , 1 23 S 24

TOTAL 153 44 109 153
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TABLE 24

PERSONNEL INCREASEDL 'TO ATTEND FIELD ACTIVITIES

Classification Central Office Agencies Total
Professionals 2 10 12
Administrative - 7 7
Field Technicians - ’ - 102
TOTAL 2 119 121

The reorganization proposed several major changes which coincided
with the shifting of regional personnnel:

~That several units, 1nclud1ng the planning unit and the
development and special studies unit report directly to the President, and
analyze, make recommendations and supervise implementation of bank policy
with the objective of improving the medium and long-range planning of the
bank.

-That the (Office of Human Resources be strengthened and organized
into several units performing classification, selection contracting,
compensation, and personnel development functions.

-That an Information Processing Office be incorporated under the
Office of Financial Management to facilitate the flow of information
required to produce a series of financial reports for management decision
making.

In terms of 1983 financial performance, the results of the
reorganlzatlon described above have been positive. Although the staff
increased from 1,260 to 1,496, total administrative cost, as a percentage of
income decreased from 557% in 1982 to an estimated 48% in 1983. Amendatory
Agreement No., 3 established the following financial targets as a function of
the ability of BFA management to implement the reorganization of the bank
begun in late 1982:

-Increase current ratio from 2.5 to 4.2.

-Increase working capital from $61.2 million to $86 million.
-Increase loan recuperations from $65.7 million to $76.2
million.

-Obtain medium term, loan-interest refinancing for the overdue
debt accumulated by BFA clients from the 1980/81 to 1982/83
Crop years.
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Reports from BFA indicate (see the Financial Analysis in the
preceding section) that as of December 31, 1983, all of the targets had
been met. The current ratio, at 4:1 working capital, had reached $96.6
million, and the loan recuperation had reached $79.6 million,

0f equal significance is the BFA's ability to provide credit to
the agrarian reform sector as planned in the beginning of the crop year.
As described in detail in preceding sections, as of December 31, 1983,
the BFA had disbursed $24.7 million to the reform sector and estimates
that it will disburse approximately $29.3 million of the $37.6 million
target programmed in the beginning of the 1983/84 crop year.

The reorganization is a difficult and evolving process, which
requires the completion of long, complicated supportive tasks, Three
such supportive tasks are: 1) completion of a training needs assessment
to be followed by the elaboration of a training plan; 2) completion of
an operations manual, and 3) completion of job descriptions for all
personnel. In addition to tasks specifically in the management area,
there is a need for a continuation of all areas of expertise provided by
the STC technical assistance team. The bank requires on-going technical
assistance in financial management, human resources and organization and
methods, credit systems, portfolio control and recuperations, and
accounting. Over the past year, it has become more and more evident that
assistance in information systems and planning is needed to improve the
bank's institutional capacities and to enhance the reorganization.

In their October 31, 1983 report, the STC advisors raised the
following concerns:

-That the elimination of the regional offices, coupled with a
reduction in the upper limit loan amount which can be approved at local
agencies, resulted in delays in loan approvals and disbursements,

~That the transfer of the Legal Unit from the Credit Division to
the General Managers Office resulted in the lack of coordination in
‘providing legal -back-stopping to credit activities.

On the other hand, the same report noted progress in the
supervision of loans and collection department, where new personnel were

hired and trained.

C. Social Soundness Analysis

Under this supplement, the Agrarian Reform Credit Project's
beneficiary population will be expanded to include the cooperative
membership of all 317 Phase I agrarian reform enterprises as well as
actual and potential Phase III beneficiaries, and other small farmers.
As of December 31, 1983, the agrarian reform process in El Salvador had
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transferred effective control of 426 properties exceeding 500 hectares
(1,245 acres) in size to an estimated 31,359 farm laborers and their
families. The 426 properties were formed into 317 cooperatives or what
are sometimes referred to as productive units, The farm land included in
these units totals approximately 215,760 hectares (539,400 acres), an
area that represents 15 % of the country's land in farms.

As of the same date mentioned above, 60,733 former renters and
sharecroppers have applied for title to land parcels to which they
previously had only tenuous access. The 60,733 farmers who applied for
Phase III benefits are heads of households with an estimated 364,398
members. When added to the household membership of the Phase I
beneficiaries, the agrarian reform population represents approximately 25
% of the rural poor population in El Salvador. The land area that has
been affected by Phase III's implementation is estimated to total 115,292
hectares (228,230 acres) and represents 8 % of the country's farm land.
The critical elements of Phase III process, titling and transfer,
continue. At the close of 1983, 55,287 provisional and 5,456 definitive
titles had been issued to Phase III beneficiaries. In one of its first
acts as a legislative assembly, having completed its charge to draft a
new constitution, El Salvador's congress extended the filing data for
Phase III land transfers to June 30, 1984.

The country's new Constitution recognizes and protects the
agrarian reform process as it has developed since the proclamation of
Decrees 153 and 154 (the Basic Law of Agrarian Reform) and 207 in 1980.
Also included in the new Constitution is a definitive resolution of Phase
" II of.the reform process. Articles 104 and 105 of the document place the
maximum agricultural holding that a single individual, either natural or
corporate, may own at 245 hectares (605 acres). The definition of Phase
II through the constitution's limitation on agricultural holdings will
nake an estimated 21,000 hectares (51,870 acres) of land available to
potential agrarian reform beneficiaries. Still pending is legislative
action to determine the exact procedures to effect Phase II transfers,
the precise legal definition of the small farmer beneficiary group, and
the mechanism to finance transfers.

As discussed in previously published documents describing this
project, the various phases of the Salvadoran agrarian reform process are
distinct in concept and implementation., There is, however, one
underlying current in the process, the low living standards of the
respective beneficiary populations as indicated by their restricted
access to the goods and services needed to satisfy basic human needs.
Housing, education, water delivery, and sanitation in rural El1 Salvador
are inadequate by any recognized standard.

It is the intent of this agrarian reform program to convert the
beneficiary population's newly determined control over an important
segment of the country's agricultural wealth into increased production
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and income which in turn will be translated into an improved standard of
living for this portion of the rural poor population. Agricultural
credit has been and will continue to be an important element in this
process.

1. Phase I Beneficiary Population

The most immediate effect of the first phase of the agrarian
reform in E1 Salvador was to change the status of workers on expropriated
haciendas from that of peonage to that of cooperative associates of
multimillion dollar agricultural enterprises. Problems and
opportunities, some of which are discussed here, abound.

In its report entitled Agrarian Reform in E1l Salvador which
was published in January, 1983, the consulting firm of Checchi and Co.
reported on the results of a survey its team conducted to assess the
quality of life on Phase I cooperatives. The survey was limited in scope
and conducted in part to verify the findings of previous exercises. Its
respondents were randomly selected from the rosters of seven cooperatives
and its results tended to reinforce the findings assessments conducted by
the Office of Integrated Campesino Enterprises of Development (DIECRA)
and the Office of Agrarian Reform Planning and Evaluation (PERA).
Although no attempt was made to expand the survey to the universe of
Phase I beneficiaries, its findings are informative and are summarized
here.,

The respondent's average age was 38 years., The average
level of education attained was two years with 32 % responding that they
had not received any formal education at all. As an indicator of the
next generation's level of education, respondents reported that 26 % of
their school-aged children were not attending school.,Interestingly, a
survey of the Phase III beneficiary population conducted in the same
period of time reported similar education levels for that population.

On the average, respondents had five children and 42 7% of
them indicated that they had lost at least one child. Other indicators
of the beneficiaries' quality of life were not encouraging. Only 19 % of
them had access to tap water, while 57 % of them drew their water supply
from a well. Compounding sanitation problems was the fact that only 28 %
of them reported having a latrine.

Electricity, like potable water, was also reported as a
limited service by the responding beneficiaries. One third of them
reporting that their dwellings were connected to the electrical grid.

For those respondents reporting a wage income, the average

daily earnings was 8.90 colones, an amount that coincided with estimates
of average earnings estimated by the DIECRA organization.
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With respect to the operation of their cooperatives, 55 7 of
the respondents indicated that their cooperatives were well managed. The
factor most frequently cited by the respondents as constraining the
optimal operation of their cooperative was credit. When asked how they
felt the government could more effectively support their cooperative, the
most frequent reply was punctual credit.

With the expansion of rural employment as one of the stated
goals of the agrarian reform, there is continued interest in the
generation of employment in the reformed sector as an indicator of the
reform's progress. Comparing employment data measured in terms of
man-days worked for the Phase I cooperatives during the 1981/82 and
1982/83 crop years, the two most recent years for which data is
available, indicates that there was a slight deterioration in the
situation. In general terms, there was a decrease of 1.1 million
man—-days worked on the Phase I enterprises between the 1981/82 and
1982/83 crop years. There were 12,847,000 man-days worked on the
properties during 1981/82 and 11,939,000 in 1982/83, a reduction of 7 Z.
The commodities accounting for the reduced utilization of available man
power were basic grains and cotton. There were modest increases in the
employment generated by the production of coffee, sugar, and livestock.
Table 1l compares employment generated on the Phase I cooperative by
coumodity.

TABLE 25

PHASE I IFMPLOYMENT GENERATED BY COMMODITY
(000 Man-Days of Work)

COMMODITY Crop Year Crop Year
1981/1982 198251983
Corn 1,193 664
Beans 364 226
Rice 352 254
Sorghum 154 86
SUB-TOTAL 2,063 1,232
Coffee 4,888 4,973
Cotton 2,457 2,079
Sugar 1,102 1,281
SUB-TOTAL 8,447 8,333
Livestock 1,607 1,646
Other 730 729
TOTAL 12,847 11,939

Source: Tercera kvaluacidn del Proceso de la Reforma Agraria, Ministerio
de Agricultura y Ganaderia, Proyecto Planificacidn y Evaluacidn de la
Reforma Agraria, San Salvador, El Salvador, Octubre, 1983.
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The reduced employment per commodity noted above can be
attributed to corresponding reductions in area cultivated. Comparing the
two crop years, there were 11,136 fewer hectares cultivated in crop year
1982/83 than there were in the 1981/82 crop year. The 1982/83
performance represents a 13.6 % decrease in area cultivated when compared
to the previous crop year. Table 12 below summarizes and compares area
cultivated by principal commodities on the Phase I properties during the
two most recent crop years for which verified data is available.

TABLE 26
COMPARATIVE PHASE I CULTIVATION BY COMMODITY AND CROP YEAR
(Hectares)
Percentage
Comparative Crop Years Change
1981/1982 1982/1983
Corn 16,047 8,924 - 44
Beans 4,240 2,632 - 38
Rice ' 4,108 2,965 - 28
Sorghun 2,964 1,712 - 42
SUB-TOTAL | 27,359 16,233 - 41
Coffee 16,992 19,320 - 2
Cotton 19,095 16,154 - 15
Sugar New Planting 906 1,534 69
Sugar Maintenance 10,100 11,259 11
SUB-TOTAL 49,093 48,267 - 2
Others 10,001 10,192 - 2
TOTAL 86,453 74,682 - 14

Source: Tercera Evaluacidn del Proceso de la Reforma Agraria, Ministerio
de Agricultura y Ganaderia, Proyecto Planificacidn y Evaluacidn de la
Reforma Agraria, San Salvador, Ll Salvador, Octubre, 1983.

As with employment generated on the cooperatives, the largest
relative reductions recorded in area cultivated were in basic grains.
The area planted with corn is a dramatic indicator of the Phase I basic
grain production pattern. In the 1981/82 crop year, 16,047 hectares of
the Phase I cooperatives were planted with corn. The following crop year
that area was reduced to 8,924 hectares, a 44 7% reduction.

With the exception of cotton, there were modest increases in the
area cultivated with the traditional export crops. Reflecting a pattern
prevalent through the entire agricultural sector, the Phase I
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cooperatives planted 2,941 fewer hectares of cotton in crop year 1982/83
than they did in 1981/82, a 15 7 decrease. New sugar plantings increased
from 906 hectares in crop year 1981/82 to 1,534 hectares in 1982/83, a 69
% increase, while coffee cultivation during the same period increased by
a modest 1.7 %, 18,992 hectares in 1981/82 to 19,320 hectares in

1962/83. The expanded sugar and coffee cultivation are encouraging, but
are not enough to compensate for the reduced cultivations recorded in
basic grains and cotton.

Reasons given for the reduced area worked include violence in
important agricultural zones and in the case of basic grains the
purchasing activities of the country's grain marketing board. At the
on-set of the 1981/82 crop year, the grain marketing board published
attractive prices for basic grains. Farmers responded with expanded
planting of those commodities. However, due to limited resources the
marketing board was not able to purchase basic grains at its announced
prices, leading producers the following year to shift cultivation into
other commodities.

ISTA has a social promotion program for the Phase I
cooperatives, which promotes three general social development functions;
identification and programming of training opportunities, housing, and
community development. The program's coverage is incomplete. Only 168
of the Phase I cooperatives have a full time social promotor assigned to
their operations. Another 49 cooperatives have part-time promotors and
the remainder are not serviced in this regard. In recognition of the
importance of community development to the integral development of the
agrarian reform enterprises, U.S.A.I.D. included a community development
activitiy in its "Agrarian Reform Sector Support"” project. This activity
is providing resources to ISTA's Farm Promotion and Organization Division
enabling it to expand it supportive services to its promoters and the
cooperatives they serve. The expanded program is assisting cooperatives
to secure services of the public health and education systems. In
addition to assisting the cooperatives to procure services from external
sources, this activity has placed a priortiy on the development of pilot
projects of a self-help nature that will train beneficiaries as rural
health paramedics and literacy agents, construct low cost housing units
on the cooperatives, and distribute seed and plant material.

The training opportunities mentioned above are intended in large
part to compensate for management deficiencies encountered in the
agrarian reform cooperative enterprises and are developed around four
topical area; rural administration, social promotion, technology
transfer, and associative business education. During the first eight
months of 1983, the Ministry of Agriculture and Livestock's Agricultural
Training Center presented 255 courses, 68 seminar workshops, and 144
field days to §,557 agrarian reform beneficiaries and other small
farmers., Traipning opportunities for agrarian reform beneficiaries will
be expanded under a training component in a companion project to this
one, "Agrarian Reform Sector Support"” (519-0265).
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Along with to credit and training, the Phase I cooperatives will
need extensive access to technical assistance services to assure the
economic viability of their enterprises. Providing the cooperatives and
other small farmer beneficiaries with appropriate levels of technical
assistance has proven to be a difficult undertaking for the Salvadoran
public agricultural sector given its budgetary and manpower constraints.,
Table 13 below contains data representing areas planted with various
commodities on Phase I cooperatives during the 1982/83 crop year and
compares them to the portions cultivated with the benefit of technical
assistance.

TABLE 27

PHASE 1 PLANTING AND TECHNICAL ASSISTANCE DELIVERED
Crop Year 198271983

(Hectares)
Commodities Total Planted/Technical
Commodities Total Assistance Percent
Basic Grains 16,223 10,736 66
Coffee © 19,320 17,468 90
Cotton 16,154 8,330 52
Sugar Cane » 12,793 5,792 45

Technical assistance, like training, for agrarian reform
beneficiaries is receiving important development assistance support under
the "Agrarian Reform Sector Support"” project. DLuring the life of that
project, the GOES agricultural research and extension system will receive
$9,677,000 to expand its institutional capacity to develop and deliver
appropriate production technologies to Phase I cooperatives, potential
Phase II beneficiaries, actual and potential Phase III beneficiaries, and
other small farmers.

In addition to the training, social promotion, and technical
assistance support activities encompassed under the "Agrarian Reform
Sector Support"” project; U.S.A.I.D., under the same project, included
support for a contracting facility that will permit Phase I cooperatives
to procure the professional services of qualified farm managers and/or
accountants., This particular activity is in direct response to
nanagerial deficiencies that have been identified on the cooperatives and
will be financed through a direct subsidy to them. The subsidy will be
provided on a decreasing scale over a four year period, after which the
participating cooperatives will finance the services entirely from their
own revenues, With this type of managerial service in place on the
cooperatives, the probability that they will be able to maximize the
credit and other supportive resources to ensure their financial viability
will be enhanced.
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2. Phase II Potential Beneficiary Population

As was mentioned above, the Salvadoran Constituent Assembly
completed work on the agrarian reform process prior to publication of the
new Constitution. The two outstanding issues pertaining to the agrarian
reform before the Assembly, the incorporation of the process into the
country's basic law and the definition of Phase II parameters, were
resolved with the approval of Articles 104 and 105. Briefly, the two
articles provide that individual owners, may own no more than 245
hectares. The limit does not apply to partnerships and jointly held
properties. While Phase II limits have been determined by the new
Constitution, their full impact on the dynamics of the agrarian reform
process have not been fully assessed. Using data contained in the 1971
Census of Agriculture, estimates of the land area that will be affected
by Phase 11 total 33,373 hectares., Substracting land already affected by
Phase I and Phase III leaves an estimated 21,000 hectares for
distribution to potential Phase II beneficiaries. Still pending is the
passage of legislation that will define Phase II procedural arrangements
and assign its execution to a specific implementing entity.

3. Phase III Beneficiary Population

According to the terms of Decree 207, the third phase of the
agrarian reform's beneficiary population, both actual and potential,
consists of landless farmers who were renting or sharecropping small
parcels of land in May 1980,

In January 1983, the Ministry of Agriculture and Livestock's
Office of Agririan Reform Planning and Evaluation (PERA) conducted a
nation-wide survey of the rural population to estimate the size of the
Phase III beneficiary population. The analysis of the survey results
indicate that the beneficiary population consists of 117,000 small
farmers.

Prior to conducting the nation-wide survey to determine the
beneficiary population's size, PERA conducted another survey, also
nation-wide in scope, to determine some of the population's
socio—~economic charasteristicse.

The analysis of the survey data indicated, as might be expected,
a positive relationship between income and indicators of quality of life
such as literacy, family nutrition, and housing. Phase III beneficiaries
derive slightly more than 50 % of family income from their parcels with
the remainder coming from wages earned from day labor obtained off the
parcel. 1In their responses to the survey instrument's questions relating
to production and yields, beneficiaries indicated that yields for
commodities they produce are close to national averages, an interesting
indicator of the intensity with which they cultivate their parcels given
the generally inferior quality of the land on which those parcels are
located.
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The study contained a brief analysis of the beneficiary
population's marketing activities which indicated that at least 50 7% of
the commodities produced on the Phase I1I parcels enter the country's
marketing channels, and, as might be expected, the percentage of
production entering marketing channels increases proportionally with the
size of the parcel.

With respect to credit usage by the Phase II1 beneficiary
population, the study documented that the percentage of beneficiaries
using production credit provided by the country's financial system
increased from 24 % prior to the procamation of Decree 207 to 36 %
after. Before the initiation of Phase III, 57 %7 of the beneficiaries
financed their production requirements with their own resources. For
those beneficiaries with access to parcels smaller than one manzana that
percentage increased to 75 %. Table 14 below summarizes and compares
financing patterns for Phase III production activities before and after
the proclamation of Decree 207 by source and size of parcel.

TABLE 28
PHASE III AGRICULTURAL PRODUCTION FINANCING BEFORE AND
AFTER (1981) DECREE 207
BY PARCEL SIZE AND SQURCE

Before After
SOURCE L.Tel Mz. G.T.l Mz. Avg. L.T.l Mz. G.T.l Mz. Avg.
Percent. Percent. % Percent. Percent. %
Own funding 75 54 57 63 41 45
Banks 12 24 22 25 39 36
Private lenders 4 4 4 5 2 3
Family 1 1 1 - 1 1
Others 1 2 1 1 2 2
No information 7 15 14 6 15 14
TOTAL 100 _ 100 100 100 100 100

The increased rate at which Phase II1I beneficiaries are
utilizing formal credit sources, namely the BFA to finance their
production requirements can be attributed to the increased availability
of production credit specifically earmarked for this clientele and the
BFA's efforts to distribute it to them. During the 1981/82 crop year,
the first year in which there would have been specific Phase III lending,
the BFA made 271 loans to this client group totalling the equivalent
$183,600 which financed production on 821 hectares. The following year,
1982/83, lending to this group was expanded to include 2,981 loans
totalling $2,901,600 and financing the cultivation of 11,314 hectares.
By September 1983, BFA lending to the client group for the current crop
year reached a total of 7,840 loans. The value of those loans totaled
the equivalent of $5,721,200 and financed production on 18,899 hectares.
Table 15 below summarizes BFA lending to the Phase III client group
during the 1981/82, 1982/83, and 1983/84 crop years by number of loans,
amount lent, and area plantéd.
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Table 29

BFA LENDING TO PHASE III BENEFICIARIES 1981/82
THROUGH 1983/84 (SEPT.)

Number of Number of Amount Financed
Crop Year Loans ($000) (Hectares)
1981/82 274 183.6 821
1962/83 2,981 2901.6 11,314
1883/84

(Sept. 83) 7,841 5721.2 18,899

Source: BFA as reported in Tercera Evaluacidn del Proceso de la Reforma
Agraria, PERA, October 1983

ViI. Implementation Arrangements

A. Administrative Arrangements

The GOES signatories to the amended loan and grant agreement
will be the Presidents of the BCR and BFA and the Ministers of Planning
and Agriculture. The loan scheduled to capitalize the integral line of
credit, to purchase vehicles, and to finance foreign exchange requirements
for training will be allocated to the BFA. The BCR will administer
counterpart funds for refinancing and for the Credit Agent Program under
trust fund agreements. Grant funds will be managed directly by USAID.

The BFA's General Manager has and will continue to exercise primary
project management responsibilities for the the Integral Credit Line.

USAID's Rural Levelopment Office will have primary
responsibility for the overall supervision of the project's implementation
in a manner consistent with the goals and purposes described in this
document. As project implementation requirements necessitate, the Rural
Development Office will utilize the services and support of USAID's -
Projects Program, Management and Controller's Offices to insure that the
project resources and services descibed herein are provided in an adequate
and timely manner.

As a part of its overall project management responsibilites,
USAID will conduct quarterly, or more frequently if conditions
necessitate, project review meetings in conjunction with the BFA executive
and project management staffs and representatives of the technical
assistance contractor, STC. As part of its preparation for these
meetings, the BFA will prepare and submit to USAID a financial statement
detailing credit disbursements and drawdowns on the Integral Credit Line.
Concurrent with the submission of the BFA's financial statement, STC's
chief of party will submit a report describing the progress made and
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problems encountered by the advisory team contracted under the terms of
the technical assistance contract's scope of work. A consolidated
quarterly report describing the progress of both the BFA and the STC
advisory team in the attainment of project goals, factors constraining
progress encountered, and problems pending or anticipated will be
presented to USAID's Rural Development Office. Also, AID will participate
in the quarterly meetings, held between the BFA and ISTA for Phase I; and
between the BFA, FINATA and CENTA for Phase III.

B. Implementation Plan

The implementation schedule below lists the various activities
that will be completed as part of the project's continuing implementation
and the dates of their expected completion, with the exception of

- technical assistance which lists begin dates.

Implementation Schedules Target Date
1. Project Authorization Amendment April 3, 1984
2. Project Agreement Amendment Signed April 9, 1984
3. . 30 day covenants met May 9, 1984
4, Vehicles ordered May 9,‘1984
5. 45 day covenants met May 23, 1984
6. 60 day covenants met June 9, 1984
7. CPs to disbursement met June 9, 1984

8. Project Completion Report on
Credit Element May 30, 1984

9. 180 day covenants met Oct. 9, 1984
10. Procurement of Advisory Services under

Technical Assistance Contract
Begin bate End Late

Financial Specialist (12.0 PM)  4/1/84 3/31/85
Credit Services Advisor © (12.0 PM)  4/1/84 3/31/85
Accounting Advisor (12.0 PM)  4/1/84 3/31/85
Credit Advisor (collections) ( 7.0 PM) 10/1/84 3/31/85
Electronic data Processing

Advisor ( 1.5 PM)  2/11/85 3/31/85
Farm Credit Advisor (12.0 PM) 6/1/84 5/30/85
Planning Advisor (12.0 PM)  6/1/84 5/30/85
Other TA (1.5 pM)

Total (70.0 PM)
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9. Quarterly Reports Presented

- No. 1 July 30, 1984
~ No. 2 Oct. 30, 1984
- No. 3 Jan. 30, 1985
- No. 4 April 30, 1985
10. Project Activity Completion Date Dec. 31, 1985

Ce. Procurement Plan

< To acquire 120 new jeeps for BFA field activities, Handbook
No. 11, Chapter 3, Section 2.2.5 Propietary Procurement and Section 2.2.6
Waiver — Negotiation with a single source will be followed. 1In accordance
with guidelines set at in Section 2.2.5, the GOES, including the BFA,
standardized its vehicle fleet with AMC vehicles. Further, in accordance
with Section 2.2.6 AMC headquarters is the single source of supply for
export transactions. The waiver, as outlined above, is included in the
draft Project Authorization Amendment.

The Project's technical assistance as described in Chapter III
B of this paper ("Description of Supplemental Assistance - Grant Funds")
will be procured through an amendment extending and incrementally funding
USAID's current contract with Servicios Tecnicos del Caribe, STC. The
continued use of this contractor in the project's implementation is
justified by ongoing USAID review of contract compliance and the
documentation of satisfactory performance. The Regional Contracting
Officer, who currently has the authority to negotiate contracts up to $5
million will review, negotiate and execute the amended contract in
consultation with USAID.

. The following table presents Methods of Implementation and
Financing as required by the AA/M December 30, 1983 memorandum on payment
verification policy implementation guidance for A.I.D. project funding:

Method of Implementation and Financing

Approx. Amt.

Method of Implementation Method of Financing  (US$000)

1. BFA Credit (L) HC Reimb. 19,900

2. Vehicles and Equip.(L) Direct L/Comm.* 1,800
(HC Contracting per HB 11)

3. TA (G) Direct pay * 600
(Direct AID contract)

4, Training (L) Direct pay * 200
(P10/Ps) -

Total A.I.D. Loan and Grant Funding 22,500

* Justification for using these methods of financing instead of HC
reimbursement is that L1 Salvador lacks access to foreign exchange to
apply HC reimbursement to these foreign exchange items.,
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D. Disbursement Schedule

As detailed in Chapter V, AID will disburse $19.9 million
under this project supplement to capitalize an integral line of credit
which will finance the production credit and investment requirements of
agrarian reform beneficiaries and other small farmers. The project
disbursement plan projects disbursement of the $19.9 million scheduled to
finance the integral line of credit from January 1, 1984 to March 31,
1985. All disbursements will be made in the form of reimbursements for
BFA loan disbursements made from January 1, 1984 through March 31, 1985.
BFA loan disbursements made prior to the Authorization Amendment (from
January 1, 1984), will be eligible for reimbursement. The greatest demand
for BFA production credit occurs in the months of March through September,
1984 and it is expected that the largest reimbursements will be made for
those months.

Technical assistance resources, along with GOES funds
allocated for BFA operational support, will be disbursed in their entirety
prior to the amended Project Activity Completation date of December 31,
1985.

Project funding allocated for the procurement of vehicles will
be disbursed in its entirety on/or about June 30, 1984,

The following briefly summarizes scheduled disbursements under
the amended project:

1. $19.9 million for the Integral Credit Line by March
31,1985;

2. $1.8 million for the purchase of 120 jeeps and spare parts
by June 30, 1984;

3. $200,000 to finance the foreign exchange of the training
program by April 30, 1984;

4, $600,000 for technical assistance by June 30, 1985.

VIII. Evaluation Arrangements

Project Paper Supplement No. 3 to this project scheduled an
evaluation of project supported activities to be conducted November 1983.

The USAID's project design and implementation schedule precluded
the initiation of a specific evaluation for the Agrarian Reform Credit
Project in its most recent evaluation cycle. That evaluation was
rescheduled for August 1984, The recommended issues to be addressed in
the previous set of evaluation arrangements are still valid and current.
To review and summarizes, the evaluation will analyze and report on the
following project related issues:

The proportion of potential clients receiving credit number the
Integral Line of Credit; the rate at which loan applications are received,
processed and approved; the end uses of credit extended to agrarian reform
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beneficiaries; the ability of the BFA to supervise its agrarian reform
portfolio through the adequate staffing of its field operation; the rate
at which loans are being repaid; the rate at which farm financial plans
are being prepared and submitted to the BFA and other financial
institutions as support for loan applications, the degree to which
cooperatives are participating in the preparation of financial plans, the
technical adequacy of the plans, and the degree to which the banking
system as a whole is utilizing the financial plans in meeting the
production and investment credit needs of the reform sector.

The Agrarian Reform Credit Project evaluation will draw upon and
incorporate its report, where appropriate, the observations and findings
of the policy studies and documents describing the constraints to
providing credit to the agrarian reform sector as discussed in Section B.3
of this paper; the agrarian credit delivery assessment, the results of the
census of the Phase I cooperatives, the two agrarian reform beneficiary
profiles, and the agrarian debt policy analysis. ’

Table 30 below provides a schedule for the Agrarian Reform Credit
project evaluation and other credit related analytical activities.

TABLE 30

AGRARIAN REFORM CREDIT EVALUATION AND ANALYSIS SCHEDULE

Implementory Commencement
Activity Agency Date
Agrarian Reform Credit
Delivery Assessment PERA March 1984
Phase I Census FESACORA December 1983

Report on National Financial
System Lending to the Agrarian
Reform Sector during 1984-85

Crop Year PERA _ March 1984.
Phase I Beneficiary Profile PERA April 1984
Phase III Beneficiary Profile PERA April 1984
Agrarian Debt Policy Analysis To be contracted May 1984
Agrarian Reform Credit Project

Evaluation To be contracted August 1984

In addition the evaluation scheduled for August 1984 will include
a detailed financial and institutional analysis of the BFA. The financial
analysis will include a review of the IG audit completed in Januaryy 1984,
the audit report completed by external auditors in February 1984, and
quarterly information prepared by the BFA and STC as background. The
analysis will further make recommendations regarding the financial
viability of the BFA and need for future A.I.D. institutional
strengthening activities as well as infusions of loan capital.
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IX. Conditions, Covenants, and Negotiating Status

A. Negotiating Status

The wide range of constraints to the effective provision and use
of credit for the agrarian reform sector was considered in planning this
Project Supplement.sector. For this reason, the project elements go
beyond providing credit and technical assistance to the BFA, and
encompasses refinancing, support to other financial institutions, and
coordination among all institutions involved in the agrarian reform.
USAID is now negotiating with the BCR and other financial institutions so
that the improved consolidated refinancing line and the credit agent
program may begin as soon as possible, The conditions and covenants
recommended below will assure that the wide scope of the supplement be
implemented.

B. Conditions Precedent and Covenants

Conditions Precedent to Disbursement

Prior to disbursement of the FY 1984 loan increment or the
issuance by A.I.D. of documentation pursuant to which disbursement of the
FY 84 loan increment will be made to finance credit activities, the
Cooperating Country shall, except as A.I.D. may otherwise agree in
writing, furnish to A.I.D., in form and substance satisfactory to A.I.D.:

1. A description of the mechanism by which $2.06 million for
disbursement to Phase III beneficiaries will be made available to other
financial institutions by the BFA.

2. New executed sub-agreements between BFA, FINATA, and CENTA
regarding credit to be provided to Phase III beneficiaries. '

3. The executed Trust Fund Agreement and training plan for the
Credit Agent Program, to which, participating financial institutions are
signatories as described in Annex I of the Amendatory Agreement.

4, Plans for monitoring provision of credit by the BFA to Phase I
cooperatives, and Phase III beneficiaries including a monthly reporting
system by credit agents.

5. The terms of the new consolidated line for refinancing,
including a description of steps that the BCR will take to ensure that the
BFA and other financial institutions present their refinancing
applications to the BCR in.an acceptable and timely manner.

6. Identification of an Agrarian Reform Policy Coordinating
Committee for Phase I of the reform, which will consist of the Presidents
of the BCR, the BFA, ISTA, the Minister of Agriculture, and other key GOES
officials whose decision making affect the agrarian reform process. The
comnittee will meet as needed to consider information and analysis
provided from the technical ‘level in order to formulate appropriate and

timely policies regarding the agrarian reform.
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Covenants
Unless A.I.D. otherwise agrees in writing:

1. The GOES agrees that within 60 days of the signing of this
Amendatory Agreement it will cause the BFA to provide to USAID, in form
and substance acceptable to USAID, a detailed, written evaluation of loan
recuperation and collection procedures, including strategies for uniform
application of such procedures to the entire portfolio.

2. The GOES agrees that within 90 days of the signing of this
Amendatory Agreement it will cause the BFA to provide to A.I.D. the steps
that the BFA has taken to establish all necessary ledgers to account and
provide accurate reports for all A.I.D. funds and reflows from A.I.D.
funds, separately from the accounting and reporting of other sources of
funding. Such reports will be provided to USAID on a quarterly basis, to
be certified annually by the BFA's external auditor.

3. The GOES agrees that, within 180 déys of the signing of this
Amendatory Agreement, it will enable and cause the BFA to develop and
initiate implementation of policies for writing off bad debt and interest.

4  The GOES agrees that within 180 days of the signing of this
Amendatory Agreement, it will cause the BFA to take whatever action is
necessary to insure that postings are up to date (no more than two weeks
delay in posting source documentation to official records) and that
agencies' accounts have been completely reconciled to home office records.

5. The GOES agrees that to cause the BFA to present, in January
of each year for the next 3 years and in form and substance acceptable to
A.I.D., a disbursement plan by sector for all reflow funds resulting from
the Loan.

6. The GOES agrees that $8.24 million will be provided by the BFA
to approximately 20,000 Phase III beneficiaries from all sources. Such

disbursements to Phase III beneficiaries will be made between January 1,
1984 and March 31, 1985.

7. The GOLES agrees that an additional $2.06 million of new loan
funding will be made available to BFA or other lending institutions for
credit to be provided to approximately 5,000 additional Phase III1
beneficiaries for the 1984/85 crop year. Such disbursements to Phase III
beneficiaries will be between January 1, 1984 and March 31, 1985. $2.06
million will be available for disbursements by either the BFA or other
financial institutions. Any loan amounts carried over from prior
amendments will be limited to disbursement by the BFA

8. The GOES agrees that it will cause the BFA and ISTA to meet on
a quarterly basis to monitor the provision of credit to Phase I
cooperatives; and the BFA, FINATA and CENTA to meet on a quarterly basis
to evaluate the provision of credit to be provided to Phase III
beneficiaries and to make appropriate recommendations. A.l.D. will be
invited to such quarterlv meetings.
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9. The GOES agrees that it will cause the BFA to assign vehicles
purchased with A.I.D. loan funds, on a priority basis, first to field
credit agents working specifically with agrarian reform clients and
secondly to other credit agents or for other purposes.

10. The GOES agrees that it will cause the BCR to provide to
USAID, quarterly reports regarding the utilization of the BCR/A.I.D. line
for refinancing, and that the terms of that line will be renegotiated in
January of each year for the next three years.
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Annex A
PROJBCT DESLGN SUMMARY
Logical Framoork
Agrarian Reform Credit Project No. 519-0255

Objectively Verifiable Indicators

Means of Verificatiom

Important Assumptioi

Program Goal: To improve the socio-economic
well being of all agrarian reform beneficiaries
as well as the traditional small farm sector
through increased agricultural production and

employment. .

~Increased incomes

~Increased on-farm employment

-Increased productivity on agrarian reform
and traditional small farmer properties.

~Studies, reports and
evalvaticns of BFA, ISTA,
FINATA and MAG.

-Political
stability and GOES
commitment to contir
groviding supportiwvi
gervices.,

~Fair prices receiv:
by producers for
export commadities
and basic focd stuf
Equitable marketing
mechanisms in place
and functioning.

Project Purjose: To increase the availlability

-of credit to the agrarian reform and traditional
-emall farm sectors and improve the capacity of

the naticnal financial system to delivery such
credit. .

END-OF-PROJECT-STATUS

-BFA is providing timely credit to its
clients and has a well managed agrariam
reform credit portfolio.

-Other financial institutions are providing
timely credit and supcortive services

in adequate amounts to their Phase I coops.

BEST AVAILAELE COPY

BFA reports and USAID
evaluations

BCR evaluations of financial
institutions.

Tincly availability
of GALS and AID furx



Marrative Surmiary
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Objectively Verifiable Indicators

Means of Verification

I\

Important Assumptions

‘0TS ,

A, Agrarian reform and traditional small
r-5 moduction and investment credit
mirerents financed through the Integral

1e of Credit with new funds. -

w3

% Refinoncing line improved and expnnded

z. IDB funds mobilized

d. Financial Institutions capacity to service
rarian reform sector immoved.

a.”™ A total of 28,743 subhlioans contracted

with project loan funds as
follows:

Amt. No. HA
1l.Decree 207 9.7 25,000 42,279
Small
2.Producers 1.0 2,777 4,694
, -
3.Phase 1 14.8 M 971 40,192
Total $25.5 M 28,748 87,165

b.1l. $42.5 M refinanced.

b.2. financial institutions vtilize

refinancirg

¢c.l. loans contracted for
50% of the available $251

AID records

d.1l. 252 production projects croposals

campleted and approved.

d.2. 252 investment projects proposals

canpleted and approved.

BEST AVAILLADLE COTY

For all outputs, BCR/BFA/OTHER
financial institution reports.

PERA studies



e. BFA operaticns improved through:
1) reorganization consolidated and
2) financial indicators reach and

3) strengthening of field operations

4) expansion of BFA internal training
frogram :

5) Coordination of BFA with other agrarian
reform institutions improved. ’

6) Improved Financial records management
and reporting cambility.

f. Extension of IPM field testimg.

. {As above)
e.l+2)liquidity ratio above 4.0.
- quick ratio above 1.0 )
- warking capital above $30.0million
- loan recuperation above 80%. (As above)
e.3) -new field perscanel hired. -
e.4) - new training plan finalized.
- 503 in no. of GFA personmnel trained.

.e.5) - quarterly meetings hield among BFA/FINATA/

ISTA/MAG. :
-Formal sub agrecments made: BFA/ISTA;
BFA/FINATA

_e.6). - new computer installed and operating.

- timely and accurate raports on EFA

f.1)- from 7,000 to 11,00Cnz.

Irpats
YD)
PPN Credit (D)
Vchicles and Equipment (DL)
s (T5)
Trainirng (DL)
Techical Assistance (DG)
Cont:ingency
Total

GoFs
T BEA Credit
ICR Investment Credit
Omrrational Support
m .
Pefinmeing
Training _ .

In & Millions

SUPPLEMENT op
19,900 69,900
1.800 3.100
- .200
.200 .200
.600 2.225
$22.0 M $75.625M
$16.700
3.900
.800 3.300
.200 £60
12,000 12.000
200 220

$13,200 M $36.500 M
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ANNEX B

5C(2) PROJECT CEZTCKLIST . ANNEX - I

Listed belov arc statutory
criteriz appliceble to projects.
Phis sectien is @ividaed into two
pares. zrt h. includes criteria
applicable to all projecits., Part
B. applies to projects funded
from specific sourcas only: B.1.
applies to all projects funded
with Develor:aunt arsintince
runds, B.2. 2pjl“c$ to projects
funcad with nDeve mec“‘
AsGistance loanu, and 3.3,
epy)ies to projects fZunded fron

CROSS REFERERNCES: IS COURIRY
CELCKLIST OP
0 DATE? HAS
STANDARD ITEM
CELCRLIST BEEN
- REVILHED Lov
THEIS PROJEC

}IG G )\?:2J T C MK :‘,"‘T ¥ ()'5 ,"('\30\ﬁn\

man g e e e o — e ma.

1. EY 1982 apwrooriation xct
SCC. ..,..'.l G ~“)s
Sec. G,s(b).

{z) Describa how

authorlblng and appro-

priztions coumittces of

Senate and Zouse bave

been or will e netificd

concerning ths project;

(b) is ascistance wikhin CN to be prepared.
(Operational Ycar Budget)

country or international

Ortu.-‘l...:a‘..'i;..- ZAAN
report=d Lo Congress {or
not mocre thnn

over that anount

2. FAx Sec, 613(z)()). Prier

Lo OPRPIXCLLICN i ¢XCUSS
of S*OO,UU, "i:l thcr(! be

AY

e s all A COF
5-)1 H,-,r"./;/\uL_.

ARNIS TS

1 of 15
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(2a) engincering, f£inan- (a) Yes
cial or other plans

necessarxy to casry out

the zssistance and (b) a (b) Yes
reasonably Tirnm ectinete

of the cost to the U.S.

of the aszistance? .

FAA Sec. 6li(a)(2).  I£ N/A
further Jecgaslatave

acticn iz roguired within
recipient covntry, what'

is basis for reascnable
expectation that such

action will be completed

in time to peraif orderly
accomplishuent of purpose

of the assistance?

Faxn Sec. GXi(b): Py 1982 N/A
2ppropriation. . Act Sec.
501, IX fox weter oI

vater—related land
resource ceasitruciion,
hes project met tbhe
standerds and criteria as
set forth in the
Principles and Stondards
for Planmning RWater and
Related Land Resonrces,
dated October 25, 197372
(See AXID Randbook 3 for
new guicelines,)

Tha Scc. 611(e). IE
project is caprtal
assistance (e.g9.,
construction), and all
U.S. assistance for it
will exceed $) million,
has Hission Dpirector
certified and Regioncl
issistant Acdiinistrator .
taken into copsideration

the country's capability

effectively to maintain

and vtilize the project?

Yes

CAGT e

1982 ]3.\1-11

ANNEX B
Page 2 of 15

BEST AVAILABLE COFPY
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6. Fxx Sec. 209, Is project NG

susceptable to execution
as part of regional or
nultilaterald proiject? If
so, uby is vroiect net so
executed? Information
and conclusion whethoer
assistance will encourage
regional development
programs.

FAa Sceo. 602 (x).
Inrorsstioa unad
concliusions whether
projiect will encouruge
efforts of the country
tosr " (&) incrense the
flow cf international
trode; (b) foster private
initiative and
conmpetition; and (c)
encourage develdopment and
vse of coovperatives, and
credit unnono, and.
$avings and loan
as-oc*“fiorv; (¢)
discouraae Aonopolistic
practices; {e) inprove
technical efficicency of
industry, agriculture and
commerce; wnGé (£)
strengihen free labor
unions

Frr Gec. 601(»).
Informuticn and |
conclusicns on how
projact will encourage
UD.S. private trade and
investoont abrozdé and
enconrace private U.LS.
participation in’ xorc;rn

c
ing uce of ptivatc
trace channels and the
services .of U.S. private
enterprise).

The Project will increase
the {low of internaticnal
trade, fostér private ini-
tiative, encourage cavalop-
ment and use of agricul-
tural cooperatives and
improve the technical effi-
ciency of agriculturae and
commerce.

The Project will directly

- benefit U.S. private trade

' through the procurecment

) cequipment manufactured in
the U.S. and indixectly
through inputs some of
which will be of U.S. souxce
and origin

BEST AVAILAELE COPY
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ANNEX B
Page 4 of 15
9. Erx Sec. (12(b), 636(h); * The GOES is providing couuntoer-

FY 1862 Avorepriation part contributions to the
Act Sec. 507. 2scribe project in local currency.
'STEpPSs tasen to assure : U.S. owned forecign currency
that, to the maxipum. will be used for goods and
extent possible, the services supplied locally.

country is contributing |
local currcancias to meot
tbhe cost of contractunl
and other sarvices, ad
foreign currcncies owned
by the D.Z. aze utilizcd
in lieu of dollars.

10. FrA Sec. 612(d). Does No
‘the U.S. own cicess
foreign curreancy cof the
country and, if so, wheat
‘arrdngemeants have been
made for its release?

11.7 FAA Sec. 60X (e). Wil Yes
“The projecs utitize -
competitive selection
procedures Ior the
avarding ol contracts,
except where applicable
procuremant rules allow

on hct No

“12. FY 1982 avvropriati
Sec. 5z, II assistance
is foxr the production of
any comnodity for export,

is the couwmodity likely
£0o be in surplus cn world
markets at ¢the time the
resulting procductive
cazpacity becomes
operative, ond is such
assistance likely to
cause substantial injury
to U.S. procducers of the
same, similar or ‘ ' .
competing conmodity?

13, TAA 1l8{c) onad (d)o : Yes
Dees the project conmply
with the environmental
procecures set forth in
AID Reculation 16? Does

BEST AVAILABLE COPY . L T QKQ



TICIC Tve 7,

'Scpl(mﬁuw ﬂ) 1982 3:43

AD HANDBOOK 5, App M _J

a4

14.

tbe project or program
taeke into consideration
the problem of the des-
truction of tropical
forests?

FaA 121(d). If a Sabel

project, bhas & determina-

tion been made that the
bost goverpment has an
adequate systen f£or
accoant;ng for and
controlling receipt and
expenditure of preject
funds (dollare or local
currency generated
therefrom)?

B.. FURDING CRITERIA FOR PROJZC

1.

Develonvnrf rssistance
Projcct Crateria

a. Eﬁh Sec. 102(b), 11
-J(u). "Thont Lo

efiertLvely lUVUlVQ the
pooy in developaent, by
extending accuss 6o
economy &t local level,
increasing 1abor—inten~
sive production and the
use of appropriatce
technology, spreading
investment out from
cities to small towns e
rura}) areas, and insuri
wide vparticipation of ¢
poor in tbhe benefits of
developnent on 2 SUSe-
tained basis, using the
appropriate U.S. insti-
tutions; (b) hclp develd
coow;rctivog, e“peciall
by technical assistance
to zzsist rural and url
pooxr to help themselves
tovard better life, anc

Best a%v@:ﬂ@hﬂ@

E R

ANNEX R
Page 5 of 15

N/A

~This project is designed to

benefit the rural poor by
providing them with the cre-
dit necessary to invest in
and improve their agricultu-
ral lands
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ANNEX B
Page 6 of 19

otherwise cncovrage
democratic private and
local governnental
institutions; (c) support
the self-help efforts of
developing cueuntries; (4)
pronote the parnticipation -
‘of voscen in the national
economies of developing
countries and the
improvement of vomen's
status;: and (<) utilize
and encourage regional
cooperation by developing

countries?

b, Fxa Seec., 103, 1033, Yes
104, 105, LGG&. Does the

progect f£fat che eriferia

for the type of faunds

(functional zzcount)

being usea?

c. Fax Sec. 107. Is | Yes
emphasys on BiT L ahpro~—

priate technolooy
(relatively zwmaller,
cost~savine, labor-using
technologies that arc
generally mostc appro-~-
prizte for the small
farms, small businesscs,
ant small incomes o the
pPoor)?

Will Yes

d. Ex Sce. 110(=
the zecapiaent 3
provide &t least 2
the costs of the p
project, or activitiy
with respect to which the
assistance is to be
furnished (cr is the
latter cost-~sharing
reguirement being waived
for a "relatively least
developed® country)?

BEST AVAILABLE CGPY.
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c. FAA Sec. 110(b).

Will grant caprtal
sssistance be cisbursed
for project over more
than 3 yexrs? If so, has
Justification satis~
factory to Congress heen
made, «ng efforts for
other financing, or is
the recipient country
*relatively least
developed®? (M.0. 1232.1
éefined a capital project
as "the construction’
expansion, cuipping or
2lteration of a physical
facility or facilities
financed by AID dollar
assistance of not less
than S1€0,000, including
rexated advisory,
managerlal znd training
services, and not undere-
‘taken as part-of a
project of a predom-
inantly tecbhbnical
assistence charucter.

£f. Fax Sec. 122(b).
the activity gave
reasonable promise of
contrikuting to the
develomiaent of economic
resources, or to the
increise of productive
cepecities and seli-sus—
taining ccononmic growth?

Does

g. FA2 Sec. 281(h).
Describe extent to wvhiceh
procram roceognixes the
particular needs,
desires, and capocities
of the people of the
country; uvtilizes the
country's intellecctual
resources to encourage

ANNEX B
Page 7 o 15

No

Yes

This Project responds directly
to the needs, desires and capa-
cities of the small farwaer to
improve her standard of living
by increasing the productive
capacity of his land through -

the cffective and efficient use -

of credit. Aadditiornally, this
Project provides substantial

G\

o —— e W S
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a.

c.

FAA Sec. 122(b).

reasonahle rate

Information and conclusion

cn capacity ol the country
to repay %he loan, at a

of intecrest

FAR™ Sec. 670(0). I£
ASGAGLAMEe 10 oy
prodective enterprise which
will compofe with U.S.
enterprises, Ls there an
cagreement by the recipient
country Lo prevent exnoli

more than
cntexprine's

ion during
-he Joxn?

o thke ¢

Z0% oX Lne

annual pProdu
(o}

the

1LSPCcA of 1821, sec. 72
(cf"nndwjn). Ti o
Nicarcgue, coon the loan
agrecmoent requirxe that the
funds ke ed o the
maximun cntent vossible for

the p\"-\ Tt 4 i
the D‘ojuct

sachor?
trvv*de

monicoy ‘.‘C«' under YAA Scc.
624(g)? -
3. Econcmic Surmort Fund

PI&’_YQTC\

t Crrbtaram
PO D I

a.

TAA Sec. 531(a). Wiil
this ascLztanes promote
economic or politiceal

.

ANNEX B

Page 8 of 1o

technical assistance
support to the major

"agricultural credit ins-

titution to improve it:

oporations. -

El Salvacdor has the finai

cial capacity to repay ‘13

loan. The terms of tha

AID loan are reasonsblc und
-« legal under the laws of the

U.S.and host country.

N/A

N/A

N/A

BEST AVAILABLE COPY
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stability? To the extent
possible, does it reflect
the policy directions of
FA2 Section 1027

b. Fxxa Sec. 53X(c). Will- = no
assasiance unaer this
chapter be used for
mllztazy, or erdnlllt ary
activities?

c. P2xx Sec. 534, Will =57 No
‘unos pe uscd to finance
the construction of the
operation or maintenance
of, or the supplying of
fueld for, a nuclear
facility? 3If so, bhas the
Presicent certified that
such vuse of funds is

- 3indispensable to '
nonproliferation
objcctzves?

. Fr» Scc. 505. If
comuoLLLles are Lo be
grantcd so that sale
proceeds will zccrue to
the recipient country,
have Special account
(counturpa“h)
arrangements been nade?

N/A

BEST AVAILABLE CCPY
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5C(3) — STANDARD ITZM CRECKLIST

Listec below statutory

itens vhivh wil)l be

coverced xu “hoso

Provis 10"" stance .
Guoadinn o vach ite

zgreeEele o
inplementation, or covered-in tle
1mPOosing iimits on
certalin vzes of Iunds.

e a:;araed
heodin

These itens
the general
Procuremant,
and (C) Other ACSL

‘2. Procuramoent

Are there

ponms o A

1. Pan Sec. 602, Yes.

AXraNyG IIL ans e B o r
T U.&8. small business to

part‘c;patc eguitakly in

the furniszhing of

corxmoditics and services

i.Lh(lz: r_d-

IJ.JAJ. al)

GosLla).

2.
N Yes
ne from the
25 otherwise
! by the
0L under
from him?
3 L) I’ ]_}_\L._:S C:x:-_.____@_[i{‘_!_.gl . 'c f tb e : 3’09

cooperavang
discriminates «eainst
marine insurance
companies cuthorized to
do businass in the U.S..,
will comnmodities be
insured in the United

States against marine
risk with such a

company?

ac¢1c“‘“h"
produect is

e 1
o

eguiations,
good commercial practices
will be followed under the
Project.

VT R T T
Q(lil(':nt“l '13. ]QS? RNV B

ANNEX R

age 10 of 1%

Standard procuremant
“procedurez and

BEST AVAILASLE COFY



Q

N

g

20GL L.
I-20

LTI CUIvVE DAL

September 30, 1982 3:43

VHANS, ML MO NO. .
) AID HANDROOK

3, App 3M

t
.

finzcnced, is there -
provision «cninst such
procurement wben the
domestic price of such
commodity 4.5 lexs thaon
parity? wxeoevtion where
commoditcy Xinancaed could
not rezsonably be .
procurcd in YJ.8.)

FTAA Scc. (Dé(a).
constructTion O
engineering services be
procnrcd i; i Zirms of
countries otherwvise -~
eligible under Coce §41,
but which have attained a
competitive capebility in
internctionzd narkets ina
one or thesc arcas?,

will

Yix Sce. 603, Is the
sShippang excluded from
complii
leUlILLunL in section
SDl(b\ of the Merchant
Marine hot of 1836, as
amenderd, “hat at least 50
per centu 9L the gruss
tonnage of commodities
(comhutnd agynbute¢y for
ory buvlk carriers, ary
CvLOO liners, and
nkcxh) finznced sball
be tranzported on :
privatclv owmed U.S5. £lag
comme cial vessels to the
exLonL thc such vescele
are available at fair and
reasovnable rates?
T hA g)"’c-' 6?1 If ¢
Techmicii hesistance is
finapeced, will suc
assistan*n be furnished
by ivate ancrpvl ¢ On
a cougahct ¢“1J to the
fullest exten
practiceble? I: the
facilitiecs of other

anres with .

ANNEX B
Page 11 i 1D

" No

No

Yes

BEST AVAILABLE COPY
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SN eim o - mmne e Sy 4 be .
‘ ) VIANG KA 1O, l treeCuIve bave

Pcderrl agencies will be
utilized, are they
particularly suitable,
not conpoticsivoe with
pLivate entornrise, and
rade aveilodlo withoud

Sundue Lntaexicreace with

domastic Pregrans?

trntion of pornons
or property is financsd
on grent bun:s, will uU.
corriers be uscd Lo Ahe
extent suclkh scrvice is
available?

a contract Lor
Protuiasnani, wubes
comiract contoin a
provisicn authoriziag
terminaticon of such
contraost for the

the United

conve ,'1.1. enen QN

constrnotion

Ty Saec, 601Lgl. I£
copital (2.G.,
construcLﬁoﬂ) DL03ecL,
will U.S. enginezsring and
profescsicnil services to
be useced?
FAA Sec. €Ml (e). IE£
Contraces #or
consiructicn are to ba
finzuncad, will they be
let on a conpetitive
brzeis to maxinun exztent
1

practicab

©
'\}

_iggﬁmMW'SU.lQJZ 1 s

MANNEX I3
Page 12 ot ib

Yes

N/A

N/A *

T AVAILABLE COPY
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Y. If£ for

R e

-

-

3. Fr2 Sec. 620!
ConSIructron
productive enterprise,
will agqa*cgate value of
zssistance %o be .
tuxu;shuu uy the D.S. not

exceed S100 mnillion L.
Aexvept o produciive
enterprises in Egypt that
vere described in the cp)?

C
(¢}

Other Nestricticns
l. »¥X\ Sec. 2(bY. «f

ocveloom;nu lean, is
interest rate at least 2%
rer &nnui during ¢race
"period and at least 32
Per annum thercastery

2.~ Fra Stc. 301(d). If fung
A5 esteblisnea solely by
U.S. contributions an

adninistced by_an
1ntoruu;:o

anzx*'iaﬁ, Goes
Cumy“loWluﬁ Gezneral have
andit rights?

3. ZFaA Sec. G20(h)Y. Do
arrangenmchcs exist to
insure that Unitcd States
forcign ¢id is not usad
in a manner which,
contrary to the best
interests of the Dnited

Stetes, promoctes or
assists the Fforeign xid

projects or activities of

the ComJus;stubloc

countries?

4. WwWill rangenents preclude
use of financing:

a. FAA

")"_.AG’;.o.uu

¥ rtions
fanily

cx:o‘m_nc; of abo
as a “‘;‘L.JOU 04.

ANNEX R
Page 13 of 15

N/A

Yes .

N/A

Yes

Yes

BEST AVAILABLE COPY
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MNNEX B

_ Page 14 of 15
planning or to motivete '
OI coerce DCIsons to
practice abortions; (2)
to pzy for pckﬁormance of
involuntary sterilization
as wmethod of family
planning, or to coerce or -
provide Limnncial
incentive to any person
to undergo sterilization;
(3) to pay-for any
biomedical research vhich
relates, in whole or .
part, to methods or the
perfornance of abortions
or involuntary -
sterilizaztions as a means
of family wlanning; (4)
to lobby for aborulon?

b. FaA Sec., 620(o)s =0
compensate ownaers forx
CTPLOpflﬂLDd nationalized
property?

Yes

~

C. FAA Snc. 40, Io ' Yes
provice -tr2aning or

2dvice or provide any

financial support for

police, prisons, or other

law enforcemcnt forces,

except f£for narcotics

Programs?

d. TFTrA Sec. 662. TFor . Yes
CIAa actavaties?

e. TF2A Sec. 636(i). ror Yes
purchase, szle, long-~ternm

lease, exchange or

guaranty of the sale of

notor vehicles

manufactuered outside

U.S., unless a waiver is .
obtaineg?

on

f. FY 1882 avoromri f . Yes
(29

Act, Sec. bUl. WO P
pensions, annuities,
Ietirement pay, or

ti
Y
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ANNEX B
Page 15 of 15

adjusted service
compensation for military
personnel?

g.” FY 1982 Aoprooriation
Act, Sco. 505. wo pay
U.R. assessiments,
arrearages or cues?

Yes

h., F¥ 982 Aoproori
xrect, Scc. 500, "o C
out piovic Tons 0L FAX
section 208(d) (Tra
of F]m fu;.du <o
maliilateral
organzz¢t10ns for .
lend'n )7

Yes

i. ¥Y 1922 rpwrovriation

KCE Sec._&lﬂ. o Yes
finance tThe ypo-t of

nuclear cguioment, fuel,

or technology or o train

foreign nctienals in

nvclear fields?

'3

j. EY 1982 hperooristion
Act, Sce. 511, wall
assicutonce be provided
for the purpose of eiding No
the efforts of the
government ol such
countyy o repress the
legitimuzte rights of the
population of such
country contrary to the
Daiversal beclaration of
Bumzn Rights? '

k. FY 10282 aporopriztion

rct, S=zc. 515, o be

vsed ior publicity or Yes -
Propegzindia purposes

within U.S. not

authorized by Congress?

BEST AVAILABLE COFPY

- ‘\%
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"MINISTERIO DE PLANIFICACION San Salvador, 8 de Marzo de 1984.
Y COORDINACION DEL DESARROLLO , . : :
-ESONe 11120_%575 BCAAL ' ASUNTO: Solicitud de préstamo 21.9
. ' millones de dblares y 600
mil d6lares en donacibn.
Sefior

MARTIN V. DAGATA

Director de la Agencia para el
. Desarrollo Internacional - AID -

San Salvador,

Estimadovseﬁbr Dagata:

Como es de su estimable conocimiento, a partir del mes de noviembre
del afio préximo pasado, el Banco de Fomento Agropecuario y el Banco
Central de Reserva de El1 Salvador, han estado trabajando en la deter
minacién de necesidades crediticias para mantener la produccibén agro
pecuaria de nuestro pais, especialmente los requerimientos para el
Sector Reformado, asi como del Sector Tradicional Agropecuario.

Como resultado del trabajo realizado, se ha llegado a estimar para 1984
una necesidad adicional de US$35,700.00 a los recursos ya proporciona
dos por el Proyecto 'Crédito para la Reforma Agraria" - No.519-0263.
Por 1o que solicitamos que sea considerado por ustedes una ampliacién
al proyecto de préstamo y donacibn mencionado, el cual de ser aproba-
do seri manejado por el BFA y sé utilizaria de la siguiente manera:

(En miles de US$ Délares)

A.1.D. GOES
Préstamo Donacién Contraparte
1) Linea Integral de Crédito BFA 19,900.0 --- ==
2) Asistencia Técnica del BFA ---- 600 .00 ---
3) Capacitacién BEA | - 200.0 —-- 200.0
4) Vehiculos y Equipo para el BFA 1,800.0 , --- -——
5) Refinanciamiento (BCR) -—-- - 12,000.0
6) Programa de Agentes de Crédito )
(BCR) . ' —--- —- 800.0
7) Control Integrado de Plagas
(CENTA) ---- --- 200.0
TOTAL 21,900.0 - 600.00 13,200.0



" STERIO Db PLANIFICACION
SEDINACION DEL DESARROLLO
ECONOMICO Y SOCIAL
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El Gobierno de El Salvador, por su parte, tal como se muestra en el

~cuadro anterior, se compromete a proporcionar un aporte como contra
partida, por la cantidad de US$13.2 millones de délares en su equi-

valente en colones, cuya fuente de financiamiento 'seré la generacifn.

de moneda local a través del convenio PL-480.
Esperando contar con su valioso apoyo y cooperac:lén me es grato rei
terarle las muestras de mi distinguida con51derac16n y aprec1o
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_GLADYS TORRES PAZ DE ABARCA

- VICEMINISTRO
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AMNEX D

- CERTIFICATION PURSUANT TO SECTION 611(e) OF THE FOREIGH ASSISYANCE
ACT OF 1961, AS AFENDED

I, Martin V. Dagata, as Director of the Agency for International
Develoment Mission to El Salvador, having taken into account, among other
things, the maintenance and utilization of projects previously financed by
U.S.A.I.D. /El Salvador, do hereby certify that in my judyenent The
Govermment of el Salvador and the implementing agency have the financial
capacity and human resources capability to effectively utilize and
maintain the proposed third supplement of the Agrarian Reform Credit Loan
and Grant. |

lMarch 13, 1984
Date

USAID/E1l Salvador



ANNEX E
DRAFT

PROJECT AUTHORIZATION
(Amendment No. 4)

Name of Country: El Salvador

Naﬁe of Project: ' Agrarian Reform Credit
Number of Project: 519-0263

Number of Loan: 519~-T-028

1. Pursuant to Section 103 of the Foreign Assistance Act of 1961, as
amended, the Agrarian Reform Credit Project for El Salvador (.The
Project") was authorized on June 20, 1980, and amended on June 11, 1981,
December 30, 1981, and Hay 12, 1983 (hereinafter, as so0 amended
"AuthOLization ).

A, Project Purpose

Section 2 of the Authorization is hereby deleted in its entirety and the
following new Section 2 is substituted therefor:

"2. The Project ("Project™) will increase the availability of
\ agricultural credit to the agrarian reform and traditional small farm
" psectors and improve the capacity of the national financial system to
delivery such credit”.

B. Loan and Grant Increase

The amount of the loan funds authorized for the Project is hereby
increased by $21,900,000 (the "FY 1984 Loan Increment"), increasing the
aggregate amount of the loan to $73,400,000; and the amount of grant funds
authorized for the Project is hereby increased by $600,000, increasing the
aggregate amount of the grant to $2,225,000. Upon compliance with the
Conditions Precedent to Disbursement by the Cooperating Country, A.I.D.
may disburse Loan TFunds to reimburse the BFA for eligible credit extended
through the Integral Line, on January 1, 1984 and after, provided that
evidence of such credit 1s furnished to A.I.D. in form and substance
satisfactory to A,I.D.

C. Repayment Terus

The Government of El Salvador (the "Cooperating Country") shall repay the
FY 1983 Loan Increment to A.ID. in U.S. dollars within forty (40) years

from the date of first disbursement of the FY 1984 Loan Increment, :
including a grace period of not to exceed ten (10) years. The Cooperating



Country shall pay to A.I.D. in U.S. Dollars interest from the date of
first disbursement of the FY 1984 Loan Increment at the rate of (1) two
percent (2%) per annum during the first ten (10) years and (ii) three
percent (3%) per annum thereafter, on the outstanding disbursed balance of
the FY 1984 Loan Increment and on any due and unpaid interest accrued
thereon.

D. Conditions Precedent to Disbursement

Prior to disbursement of the FY 1984 loan increment or the issuance by
A.I.D. of documentation pursuant to which disbursement of the FY 84 loan
increment will be made to finance credit activities, the Cooperating
Country shall, except as A.I.D. may otherwise agree in writing, furnish to
A.I.D., in form and substance satisfactory to A.I.D.:

1. A description of the mechanism by which $2.06 million for
disbursement to Phase III beneficiaries will be made available to other

. financial institutions by the BFA.

. 2. New executed sub-agreements between BFA, FINATA, and CENTA
regarding credit to be provided to Phase III beneficiaries.

3. The executed Trust Fund Agreement and training plan for the
Credit Agent Program, to which, participating financial institutions are
signatories as described in Annex I of the Amendatory Agreement.

4, Plans for monitoring provision of credit by the BFA to Phase I
cooperatives, and Phase I1I beneficiaries including a moathly reporting
system by credit agents,

5. The terms of the new consolidated line for refinancing, including
a description of steps that the BCR will take to ensure that the BFA and
other financizl institutions present their refinancing applications to the
BCR in an acceptable and timely manner.

6. Identification of an Agrarian Reform Policy Coordinating

Committee for Phase I of the reform, which will consist of the Presidents
.of the BCR, the BFA, ISTA, the Minister of Agriculture, and other key GOES

officials whose decision making affect the agrarian reform process. The
committee will meet as necded to consider information and analysis
provided from the technical level in order to formulate appropriate and
timely policics regarding the agrarian reform.

E. Covenants
Unless A.I.D. otherwise agrees in writing: .

1. The GOES agrees that within 60 days of the signing of this
Amendatory Apreement it will cause the BFA to provide to USAID, in form
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and substance acceptable to USAID a detailed, written evaluation of loan

recuperation and collection procedures, including strategies for uniform
application of such procedures to the entire BFA portfolio.

2. The GOES agrees that within 90 days of the signing of this
Amendatory Agreement it will cause the BFA to provide to A.I.D. the steps
that the BFA has taken to establish all necessary ledgers to account and
provide accurate reports for all A.I.D. funds and reflows from A.I.D.
-funds, separately from the accounting and reporting of other sources of
funding. Such reports will be provided to USAID on a quarterly basis, to
be certified annually by the BFA's external auditor.

3. The GOES agrees that, within 180 days of the signing of this
Amendatory Agreement, it will enable and cause the BFA to develop and ,
initiate implementation of policies for writing off bad debt and interest.

4 The GOES agrees that within 180 days of the signing of this
Amendatory Agreement, it will cause the BFA to take whatever action is
necessary to insure that postings are up to date (no more than two weeks
delay 1in posting source documentation to official records) and that
agencies' accounts have been completely reconciled to home office records.

5. The GOES agrees that to cause the BFA to present, in January of
each year for the next 3 years and in form and substance acceptable to
A.I.D., a disbursement plan by sector for all reflow funds resulting from
the Loan. '

6. The GOES agrees that $8.24 million, including amounts carried
over from Amendatory Agreement No. 3, will be provided by the BFA to
approximately 20,000 Phase III beneficiaries from all sources. Such

disbursements to Phase III beneficiaries will be made between January 1,
1984 and March 31, 1985.

7. The GOES agrees that an additional $2.06 million of new loan
funding provided under this Amendatory Agreement vwill be made available by
the BFA to other lending instituticns for credit to be provided to
approximately 5,000 additional Phase III beneficiaries for the 1984/85
crop year. Such disbursements to Phase III beneficiaries will be between
Januvary 1, 1984 and March 31, 1985. Loan amounts carried over from
Amendatory Agreement No. 3 will be limited to disbursement by the BFA

8. The GOES agrees that it will cause the BCR, the BVA and ISTA to
meet on a quarterly basis to monitor the provision of credit to Phase I
cooperatives;. and the BFA, FINATA and CENTA to mest on a cusarterly basis
to evaluate the provision of credit to be provided to Phase III
" beneficiaries and to make appropriate recommend:sations. A,I.D. and mixed -
banks will be invited to such quarterly meetings.



9., The GOES agrees that it will cause the BFA to assign vehicles
purchased with A.I.D, loan funds, provided under this Amendatory
Agreement, on a priority basis, first to field credit agents working
specifically with agrarian reform clients and secondly to other credit
agents or for other purposes.

10. The GOES agrees that it will cause the BCR to provide to USAID,
quarterly reports regarding the utilization of the BCR/A.I.D. line for
refinancing, and that the terms of that line will be renegotlated in
January of each year for the next three years. -

2. Except as expressly amended or modified hereby, the Authorization
remain in full force and effect.

F. Waivers

Competition in the procurement of goods is hereby waived and a
single-source negotiated contract with AMC International Headquarters is
hereby authorized in order to permit the procurement of approximately 120
AMC CJ-7 Jeeps, and spare parts with a value of approximately $1,800,000.
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Financial Plan and Analysis Annex

1. Prior Amendment Financial Plans F-1
2. Justification for Jeeps F-5
3. Externally Audited BFA Financial Stments F-8

4. External Auditor's Letter on Internal con.F-14
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Summary Cost Estimate and Financial Plan

(Us § 000)
Original ‘Authorization'’

AID

HOST COUNTRY

. C B FY 1.C FY L.C TOTAL
USE
Developrent Loan Funds
Crecit . .
i - sSpecial Line of Credit 9,500 3,500 13,000
- Integral Line of Credit
- Investment Line of Credit )
Vehicle and Equipment .
Integrated Pest Management
BFA Operational Support
Contingency
Sub~Total Loan 9,500 3,500
Develcpment Grant Funds !
Technical Assistance 380 120 500 !
- |
Sub-Total Grant 380 120
! T 0O T A L - 380 8,520 3,500 13,500
[{




Summary Cost Estimate and Financial‘Plan

... (Uus $.000)
First Amendment

AID

4\

uﬂlrn—m.-rsé umn'.m.-r.nn-l::'.‘.rt.~::m.11::'l:5'.‘.'..:.r.:.‘.u:n:::.ms'c".:n:.!::k‘_'.{huz; et .

ey

HOST COUNTRY
SOURCE FX e FX 1.C TOTAL
USE
Dévelopment Loan Funds |
Credit . .
- " Special Line of Credit 1,600 400 2,000
- 1Integral Line of Credit A .
~ Investment Line of Credit
Vehicle and Equipment
Integrated Pest Management
.éFAJOperational Support
‘Contingency '
Sub-Total Loan 1,600 400
Development Grant Funds -
Technical Assistance
Sub-Total Grant
T.0 T A L 1,600 400 2,000
N B RN UTCPR VTS Sopile L APy

2Y
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Summary Cost Estimate and Financial Plan

... (Us $.000)
Second Amendment

= AID HOST COUNTRY ‘
SOURCE oX LC FX LC TOTAL
USE |
Developnent Loan Funds'
Credit .
- Special Line of Credit ’
- Integral Line of Credit 16,200 16,200
- Investment Line of Credit 3,900 3,900
i Vehicle and Equipment 530 . 530
Integrated Pest Management 200 200
BFA Operational Support 2,500 2,500
Contingency 35 35 70
|
‘ Sub-Total Loan 765 16,235 6,400
Development Grant Funds
Technical Assistance 595 30 625
% Sub-Total Grant 595 30
[ ,
T 0 T A L, ‘1,350 16,265 -0- 6,409 24,925

o




! .
Summary Cost Estimate and Financial Plan

._-—(Us_$.000)
Thinipmemhentm
- AID HOST COUNTRY ‘
SOURCE _FX c FX LC TOTAL
- USE
Develbpmenﬁ Loan’ Funds
Credit
- Special Line of Credit : | _
- -Integral Line of Credit . . ‘ 22,700 ‘ 12,800 35,500
-. Investment Line of Credit
Vehicle and Equipment 500 - .200 . : 700
Integrated Pest Management | . 200 | 200
, , | .
l BFA Operational Suppoxt
Contingency ) !
. Sub-Total Loan 500 | 22,900 | 13,000
‘Development Grant Funds 4
“Technical Assistance A 500 ‘ | 500
| ., Subk-Tctal Grant . 5CO
. f ’ ' : vt e S—
‘ T O T A L |1,000 22,900 o 13,900 - 36,900 ?
T _ , Bnge g &
F J
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JUSTIFICATION 70 BUY VEIICLES FOR B.F.A.
Prepared by B.F.A./S.T.C.

Present Situvation

B.F.A. has a fleet of 429 vehicles of which 362, or 86% are Jjeeps and
motorcycles mainly assigned to the 26 bhanKs agencies that the B.F.A.
operates throughout the national territory. Of the 429 vehicles, 271 or
63% have been in use for 5 years or more and only 10l or 24% are in good
working condition. A breakdown of number of vehicles and condition is
given in Tables I and II.

TABLE I

NOMBER AMD YEARS OF USE OF B.F.A. VEIICLES

Nuriber of Years in Use

TYPE Less Than 2 2-4 5 and more : TOTAL
Jeeps.. 42 4 210 ' 256
Motorcycles 60 10 43 ~ 113
Microbuses — 2 —_— ' 2
Autamobiles e , 5 16 v 21
Trucks —_— 2 — 2
Armored Vehicles — 3 1 4

" TOTAL 102 56 271 429
TAPLE II

PRESENT CONDITICN OF B.F.A. VIJIICLES

Condition Number Percentage
Good . 101 24
Regular - 254 59
Bad 74 17

TOTAL 429 100

N
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Except for 40 vehicles (Jjeeps and motorcycles) purchased with funds
provided in Amendment No. 2, the B.F.A. has been unabled to maintain a
sound replacement program in recent vears mainly due to lack of financial
resources.

The situvation is even more critical,, because agrarian reform field
rsonnel are rapidly increasing. :

The number of Decree 207 beneficiaries will increase twofold during
1984-85. This increase of about 12,000 additional beneficiaries estimated
to receive credit will bring the total to 25,000 to receive credit fron
B.F.A. in the 1984-85 cycle. In the case of Phase I cooperatives, the
nurber to receive credit during 1934-85 from B.F.A. is estimated to
increase from about 100 presently receiving credit to 150. These
cooperatives need intensive supervision and not more than 3 cooperatives
should be assigned to one credit agent on the average.

In addition to the increase in clientele, the reoryanizaticn of B.F.A.
undertaken last year, has substantially increased supervision of bank
agencies originating in the central offices. A large nuiber of staff
people are now reguired to spend good part of their time visiting field
agencies. Areas of priority are: improving loan recuperation through the

recently created Department of Portfolio Contro, and closer supervision of .

accounting procedures, in order to eliminate discrerancies between
information manually produced by the agencies and that produced by the
Camputer Center. '

Vehicles to Be Purchased

A total of 246 vehicles will be purchased with lcoan funds for
$1,900,000, vhile $300,000 will be used to acquire spare parts for a total
of $2.2 million. Of the 246 vehicles to be acpired, 75 are replacements
and 171 will be additional cf£ which the great majority - 165 — are jeeps,
and motorcycles. The great majority of these vehicles will be assigned to
‘the field agencies and to personnel from the central office assigned to
field supervisory work.

Tahle III shows a breakdown of the vehicles by type:



TAHLEYIIX

NUMEER AND TYPE OF VEIIICLES TO 2E PURCHASED

TYPE replacenent Addition TOYAL

JeorA —53— - 57 150
Motorcycles o 7 68 75
Microbuses - 6 6

Auvtomobiles 12 - 12

Arnored vehicles
to transport

oney 3 — 3
TOTAL 75 171 246
7
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Table IV shows a breakdown of the estimated cost by numider and type of

vehicle.
TARLE IV

ESTIMATED COST OF VITHICLES TO DV PURCIIASED

TYDE TTorber Price por Unit Total Price

(US $000) (Us § 000)
Teeps * 150 10,500 1,575,000
Motorcycles 75 1,200 | " 90,000
Microbuses 6 10,641 64,060
Automobiles 12 8,000 - 96,000

Armored vehicles
to transrort

money 3 25,000 62,000

TOTALS 246 ~o- 1,900,000
Spare Parts : ' 300,000
GrmD TOTT, 2,200,000

* USAID Note: A.I.D. will finance 120 jeeps for the 120 agrarian credit
agents. Costs per jeep is estimated at $12,000 plus $3,000 spare parts or
$15,000 per jeep. $15,000 x 120 = $1.8 million as budgetcd.
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COHSULTDRES-AUDITORES

FEVEEA MEREREED ¢ B,
LPARTADO POSTAL 562 :
SAN SALVADOR, EL SALVADOR, C. A

Sefiores. _

Asamblea de Gobernadores del
Banco de Fowmento Agropecuario
Precente.

Hemos excminado el Balance da Situacidn del BANCO DE FOMENTO AGROPECUARIO
al 31 de diciembre de 1982 y los estados conexos de resultedos del patri-
monio institucional y de Cambios en 1a Posicion Firnanciera por el aiio ter
minado en esa fecha. Huestro examen se efectud de ‘acuerddo con normas de
Auditoria generalmente accptadas y por 1o consiguiente incluyd las pruebas
selectives de los registros de contabilidad y aqucllos procedimientos adi-
cionales Gue consideramos apropiados segiin las circunstancias. Las cifras
correspondientes a 1982 fueron examinadas por nosolros y emitincs en marzo
de 1983 el dictamen sobre los mismos.

“Tal cemo se mencienz en la nota 12 a los Estados Financierns el Banco man-
tienc registrades valores por £21.844.749 de saldos incobrables a cargo -
de ermpresas en bancarrcta cuyos bienes remanentes fueron ya expropiados -
por el Estado. Dichos saldos carecen de garantia y su recuperacidn es casi
impesible, sin embargo no se han creado las reservas de valuaciOn que con
irarresten dichas pérdidas al 31 de diciembre de 1983.

Como se explica en la nota 21, el Banco ha capitalizado los montos de apo
yo institucional para el financiamiento de gastos de operacidn de uno de-
los programas de, reforma a cargo del Banco. Estos aportes debieron manejar
se caino fondos en ‘custodia con fines especificos y no capitalizarlos in-
“erencniando temporalmente el patrimonio del Banco.

En nu2stra opinidn, excepto por 1o mencionado en los parrafos segundo y -
tercers, los Estedos Financieros que se acompaian presentan razonablemen-
te la posicién financiera del BAKCO DE FOMEHTO AGROPLECUARIO al 31 de di-
cieibre de 1233 y los resultados de sus operaciones y cambios habidos en
el patrimonio institucional y en su posicion financiera por el afio termi-
nacdo &n esa fecha de confirmidad con principios de contabilidad general-
menta acgptados aplicados en forma consistente. Los datos suplementarios
inclutdos en los anexos 1 - 4 fueron scmetidos a los mismos procedimien-
tos co auditoria y, en nuestra opinidn, tomados en conjunto con los Esta-
cos Financieros Bisicos presentan razonablemente la informacidon en ellos
contenida, =

__,,/-"’LC,M.O.« )7&0«'«; 9 # @o

r

*

Sun Salvador, 24 de Febrero de 1984,
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! - BAHCO DL FOMFHTO AGROPLCUARIO

ii . ‘ Balance de Situacidn

Pasivo y Patrimonio Institucional

Cuadro " A "

Continuacion

li . 31 de Dicicmbre de 1983 y 1982

: 1983

ﬁepésitos ( nota 3 ) . )

 Depésitos a la Vista ¢ 10.676.
Depositos a Plazo ,95.947.
Dep6sitos en Moneda Extranjera 565.

Depositos a la Vista y a Plazo
Depésitos de Ahorro
Total Depbsitos.
Bonos Financieros de Garantia Especial (nota 15)

Préstamos y Descuentos del Banco Central de

Reserva (notz 16)
~ Fondos Propios del B.C.R.
- Fondo de Desarrollio Econémico

" Préstamos con Recursos del Exterior
Total Banco Central de Reserva
Préstamos de Instituciones Financieras del Exterior

incluyendo intereses y comisiones por pagar de
£236.695 (£352.908 en 1982) ( nota 16 y 17)
Préstamos de Instituciones Financicras del Pais

! Otros Pasivos

Adeudos derivados del convenio P.L. 480 (nota 19)
Fondos ajenos en custodia
Otras cuentas por pagar y acumulaciones
Total Otros Pasivos
Patrimonio Institucional (nota 1 y 18)

Fondo -de Desarrollo Econémico
.Fondo de Capital para Operaciones Bancarias
Comerciales A
Total Montos de Capital
Excedentes por aplicar (nota 18)
Reservas de prevision
Total del Patrimonio Institucional

409 9.483.667
500 5.913.050
073 181.666

17.188.
8.032.

682 15.578.383

25.221.

221 18.280.666
a

6.100.

203 33.859.04
400 6.100.4

— |

63.000.000  97.573.747
9.044.785  13.025.754
7,899,521 9.162.634

79.044.306  119.762.125
73.700.024  67.439.017
' 8.000.000 e
14.731.732  29.747.944
13.638.314 10.615.303
6.721.909 6.926.389
35.001.955  47.289.636
219,427.392  142.066.353
106.305.587 © 92.242.929
325.732.979  234.309.327
3.275.820 2.164.812
2.655.502 - 1.669.824

_331.050.301 238.143.903

£559.722.189  512.594.205_ | |

7
N2
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Disponibilidzdes, incluyendo encaje legal (noté 3y 19) £ 47.

Inversiones Financieras:

BANCO DE FOHENTO AGRO?ECUARIO_

Balance* de Situacion

_Activo

31 de Diciembre de 1983 y 1382,

Cartera global de créditos:

.’.

Préstamos otorgados (notas 4, 7, 15 y 16)

Productos por cobrar, principalmente intereses
(nota 5) neto de una estimacién de incobrabi--

lidad de £15.542.758 (£5.853.383 en 1982)

Cartera total

Menos provision para saneamicento de préstamos
(rota 7)

Cartera neta

Titulosvalores en cartera (nota 8)

Total

Inversiones Comerciales:

Otr

inversicnes financieras

Inventario de insumos agricolas y otros, al

costo (nota 9).

Otros activos derivados de la actividad comercial

0s Activos

Total inversiones comerciales

Bienes muebles e inmuebles (nota 10) neto de una
depreciacion acumulada de £7.281.662

(£5.556.144 en 1982)

Cargos diferidos (nota 11)
Cargos a empresas por avales pagados, (nota 12)
Otros Activos

Total Otros Activos

Bienes en Fideicomiso ( nota 13 )

Cucntas ds Orden v Contincentes ( nota 14 )

\

AN

Cuadro "A"
1983 1982
668.847 68.850.17"
437.223.391 376.661.573
49.764.863 42.352.225
486.988.254 419.013.753
( 52.665.993)( 32.692.306)
430.362.261 386.321.492
5.629.797 _ 2.985.628
429.982.058 389.307.120
30.842.720 14.070.911
2.983.413 620.103
33.826.133  14.691.014
8.766.308 10.103.588
1.332.450  3.032.025
21.844.749  21.844.749
6.301.644  4.748.584
38.245.151  39.735.946
£559.722.189 512.594.200

Las notas que se acompaiian son parte integral de los [stados Financieros.

14
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BANCO DL TOMCNTO AGROPLCUARIQ

Estado de Resultados

31 de Dicicmbre de 1983 y 1982

Productos de Operacidn

Operaciones Bancarias:
Intereses ganados
Control de inversidon, comisiones y otros
Otros Ingresos financieros

ingresos por Operaciones Bancar1as
tenos: Intereses Pagados y Otros Gastos Finan-
cieros {(nota 7)

Margen Bruto en Operaciones Bancarias

Operaciones Comerciales

‘Venta de insuwos y otros proauctos agricolas
(nota 19)
Menos:
Costo de .Ventas de Preductos Agr1co1as (nota
Gastos-de Venta y Comercializacibén Agricola,
Margen cn Operaciones Comerciales
Margen Bruto de Operaciones

Gastos Genereles y Administrativos:

Sueldos y Prestaciones al Personal Administrativo
Alquileres

. Depreciacidn (nota 10)

Sequros
Pape]cl1d, Materiales y Suministros
Combustibles y Lubricantes
Conservacion y lMantenimiento de Equipo y locales
Otros Gastos de Opcracidn
!
Total Gastos Generales y Administrativos

UtiTidad en Operaciones

- Cargos Extraordinarios y fuera de Operacién

'

N

Incremente adicional a la reserva para saneamien-
to de interecses

Regularizacidon de reservas para saneam1ento de -
préstamos (nota 7)

Amortizacidn rebaja en precio de Insumos (nota 11)

Otros Carcos de Ejercicios Anteriores, neto

_ chu]ar':uc1on de Intereses Sobregiro , ISTA Yy

otros (nota 6)

Utilidad Heta del aio

Las notes que se acompaian sen parte integral de

los Estadous Financieros. .

o ‘.(;I_lrl d.d?rﬁtl_
1983 1982
54.449.631 38.541.917
2.140.676 1.418.55:
900.128 1.163.205
57.490.485  41.123.974
( 25.521.722) ( 21.131.902)
31.968.763  19.992.074
181.391.255  142.4G0.123
19) (165.252.222) (120.508.861)
( 2.876.355) (_ 2.652.262)
13.762.678 _5.209.007
45 731.451 ~79.291.0G7
20.232.043  17.951.713
695.057 590,179
1.832.776 1.179.525
268.747 365.925
653.858 527.530
789.879 606.074
536.589 490.648
1.596. 8820 2.062.497
26.605.839  23.774.156
18.625.602 5.516.918
( 9.689.375) -
( 3.510.625) (- 3.673.212)
( 1.625.203) (  807.500)
( 524.579) ( = 636.629)
- 1.765.235
¢ 3.275.820 2.164.812

bl
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BANCO DE FOMENTO AGROPECUARIO

i ‘ ' ~ Estado del Patrimonio Institucional

' Afic Terminado el 31 de Diciembre de 1983

Cuadro " C "

% : _ Capital Divi- g;pégggrii??g, 'Reservas de  Excedentes por Total
I . 0t . ‘ S ea - i
i CONCEPTOS sidn Bancaria  Econdmico Previsidn Aplicar Patrimonio
5 Seldos al 31 de diciembre/82 £ 92.242.529 142.066.3¢3 1.669.824 2,164.812 232.143.963
1 Aportes provenientes del Ban-
i co Central de Reserva : o
i hota 13 2.6756.864 17.1°0 2.694.054
. [Donativo Gobierno Japonés - 1.711.535 1.711.535
I (Cspitalizaci6n de aportes del
: Gobierno Central, cderivado
; préstamos de instituciones
i Extranjeras de Crédito . .
j ( tiota 2 y.18 ) , 10.892.955 50.705.9830 61.598.935
E Capitalizacidn de aportes de ) '
| contrapartida local en con :
| tratos de préstamos 24.433.450 - 24.433.450
. Ajustes patrimoniales efectuados
: ( Nota 18 ) . ‘ ‘ ( 193.456 ) (  193.456 )
f 105.812.748 218.934.553 1.668.826 1.671.356 323.388.481
:  Utilidad Neta del Ejercicio 3.275.820 3.275.820

Traspaso por asignacidon legal

de resultados del aifio/82 492,839 452.839 985.678 (1.971.356 )
Saldos al 31 de Diciembre/83 £106.305.587 219.427.392 2.655.502 320

331.664.301

AN

Las notas que se acompaiian son parte intecral de los Estades Financieros.

P
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BANCO DE TOMEHTO AGROPECUARTO

Cstado de Cambios en 1a Posicion lNinancicera

Afios Terminados el 31 de Diciembre, de 1983 y 1882

Fuentes netas de Recursos Financieros

. Recursos Provenientes de Operaciones:

Utilidad neta del ano .

Menos : Aplicaciones Directas al Superavit por
Contribucidén complementaria al Fondo
de Funcionarios y Empleados del B.F.A.
(nota 18)

Mas : Cargos extraordinarios a operaciones del
ejercicio :
Para el incremento adicional de Reservas
de Sancamiento.
Amortizacién de Cargos Diferidos
' Recursos netos derivados de operaciones
Otras Fuentes de Recursos: :
Aportes y Utjlidades provenientes del B.C.R. (nota 18)
Capitalizacidn Donativo Japonés de fertilizantes
Capitalizacién de Aporte del Gobierno Central, deriva-
do de Préstamos otorgados por Instituciones Inter-=
nacionales de crédito (notas 2 y 18)
Recuperacién adeudos del 1.S5.7.A. (nota 6)
Increniento en saldos de Préstamos recibidos de Institu-
ciones [xtranjeras
Préstamos de Instituciones Financieras Locales
Incremento en Fondes Ajenos en Custodia
Disminucion neta en Otros Activos
Patrimonializacidon aportes locales en proyectos BID/AID
Disminucidn en Inversiones Comerciales - Insumos Agrico

las
' Augento en saldos de créditos derivados del convenio
L. - 480 .

Utilizacidn de Recursos Financieros:
Aumento en Cartera noeta global de Créditos
Titulosvalores obtenidos
Disminucidn en monto de los depdsitos
Cancelacion neta del endsudamiento con el B.C.R.
Disminucidn en otros adeudos y acumulaciones
Aumento en Inversiones Comerciales - Insumos Agri-

colas
Cancelacitn neta de ClCd]tOS de11vados del Convenio
P L. - 480

- Aumento (Disminucidn cn Saldos de Efectivo)

. Las notas que se acompaiian son parte integral
b

de les Estadu: Fiuencieros.

\ - . .
.

- =

Sm—— s e = e

YOG N

(1n|cn 0 "jlf_
1983 1982
3.275.820 2.164.812
. 193.456 826535
S067 304 1330 b7
13.200.000 S
1.775.203 £07.550
18.057.567 2145757
2.694.054 1.017.231
1.711.535 -
61.598.935  66.257.918
- 75.035.500
6.261.007  11.332.2:8
8.000.000 -.-
3.023.011 5.027.419
1.090.186 1.430.274
24.433.450 - - —.-
-.- 25.400.661
-- 5.708.220
. 126:869.745 193.358.238
62.645.363  19.694.55
2.654.169 853.73
8.637.845 5.357.64
39.717.829  159.956.81
254.480 459.35
19.135.119 -
15.016.212 --
148.061.018 186.3135.14%
(_21.191.273) _ 7.045.C32
£126.869.745 = 193.353.223
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CONSULTORES~AUDITORES

EIPEEA RENENEEES =a, "

APARTADO POSTAL 582
SAN SALVADOR, EL SALVADOR

arzo §?ie 1984

Senores

Asamblea de Gobernadores
Banco de Fomento Aglopecuarlo
Presente

Por este medio estamos ratificéndoles gue nuestro examen de los Estados Financie-
ros del Banco de Fomnento Agropecuario, al 31 de diciembre de 1983, se efectuo de
acuerdo cen normas de auditoria generalmente aceptadas y que dichos estados finan
cieros fueron preparados de acuerdo con principios de contabilidad generalmente —
aceptados, aplicados en forma consistente con el ano anterior. Nuestro dictamen
sobre los estados financieros mencionados se emitid con fecha 24 de febrero de -
1984,

Deseamos ratificarles ademis, que nuestro examen comprendid, entre otros procedi-
mientos de auditoria, la evaluacibén general del sistema de control intermo del - |
Banco, como base para la determinacifn del alcance y amplitud de las pruebas se——
lectivas a.efectuar,y la oportunidad de aplicacién de las mismas con miras a dic-
taminar sobre la razonabilidad con que dichos estados financieros presentan la o
sicién financiera del Banco al cierre del ejerc101o fiscal, los resultados de sus -
operaciones y los cambios habidos en su posicidn financiera por el ano entonces -
terminado. Ia mencionada evaluacidn del control interno comprendid los procedi--
mientos establecidos para el mejor control de fondos de programas total o parcial #
mente financiados por Instituciones Internacionales de Cré&dito.

Es nuestra opinidn, basado en el examen efectuado del control interno existente,
que los procedimientos y aspectos normativos de administracidén y control de fon—-
dos que se aplican en el Banco a esta fecha, son razonablemente adecuados en las
circunstancias que vive el Pails, para garantizar de buen grado el manejo de los
fondos confiados al Banco. *

MENXRIDEZ Y CIA.

Zeeete 3

Lic. Mauricio Rivera, Socio

)




ANNEX F F-15

Introduction ¢

The BFA loan portfolio totals approximatemately $170
million. Of this amount, $42 million is overdue. The BFA has
analyzed the overdue portion of its portfolio, and concluded
that $19.9 of the overdue amount, attributable to 79
cooperatives, can be collected if refinanced under the terms
described on pages 34 throuyh 36. By January, 1984, the BFA had
already approved nost of the refinanciny applications from the-
79 cooperatives and submitted them to the BCR for approval.
The chief criteria which the BFA and the BCR have been using in
the approval process is that the cooperative be able to pay
1984/85 crop year production credit, as well as the interest
payment and part of the principle payment. The cases presented
below were collected by STC advisors to illustrate the
financial circumstances of Phase I cooperatives beipng
refinanced. The first example presents 1983 information, while
the followiny four examples present 1984 estimates. It should
be noted that profit projections are considered to be
optimistic by STC and USAID.

1. "Escuintla"
Outstandiny debt 12/31/83 $1.96million
profit after payment of
1983/84 credit 421
first year refinanciny pay-
nent at 6% ” y .295
remainder to pay principle .126

and to purchase inputs for
the next crop year

2. "El Angel" :
~ OQutstandiny debt 3/31/84 $1.027million

estimated profit after payment
of 1984/85 credit .260

first yr. refinanciny pay-
nent at 6% ' 062

remainder to pay principle .198 o -
and to purchase inputs for

the next crop year




F-16

3."Santa Agueda"

outstanding debt 3/31/84 : .705 ¢
estimated profit afver pay-

ment of 1984/85 credit .215
" first yr. refinancing pay-

ment at 6%. .043
remainder to pay principle 172

and to purchase inputs for
"the next crop year

~4."San Rafael" |
outstanding debt 3/31/84 .702

estimated profit after pay-

ment of 1984/85 credit. .203
first yr refinanciny pay- _

ment at 6% .042
remainder to pay principle .161

and to purchase inputs for
the next crop year.
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NORMAS PARA RESOLUCION DE CREDITO

UAIDAD DE DESARROLLO Y ESTEDIOS ESPECIALES. ENERO 1084,
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ANNEX G

EANCO DE FOMEKTO

AGROPECUARIO

ORDZN DE INSTRUCTIVO

s

1- PROPOSITO :

I1- DISTRIBUCION:
I1I- ANEXO:

1V- OBSERVACIONES:

~-

| N
NORMAS PARA RESCLUCION DOE
~ CREDITO.
Limitada.

. Un Ejemplar de las Normas.

Las presentes Normas entrg
rén en vigencia a partir -
del 12 de febrero de 1984,
segiin Resolucidon de Junta
de Directores Noc.JD-6/84 -
emitida en la Sesion No. |

JD-2/84 de fecha 11 de eng]
ro de 1284. . '

San Salvador, 18 de enero de (éBl.n

ycn.




PALA RTSOLUCICN DE CREDITOS

I- CONSIDERANDO: .

1- fue el Art. 15 de la Leyv del Zanco de¢ Fomente Acoropecua
rio sefiala, ertre 1zs atribtuciones de la Juntz de Direc
tcres, accrdar las medidas adminisiretives y las politi
cas que sean necesarias para locrar Jos objetivos del -
Bénco, emitir los realamentos especificos cue secan nece
sarios y aprohbhar las solicitudes de préstamos maveres -
de £ 50.000.00 '

2- Que el Art. 21 de la misma Ley faculta al Presidente --
del_Banco, para autorizar préstamos que no excesan de -
£ 50.000.00 y aprobar las operaciones relacionadas con
la gestidn ordinaria del Banco, actuando dentro de las
condiciones y Timitaciones que determina la citeda Ley
Y las que estahlezcan los Reglamentos Internos y la Jun
ta de Directores. '

3- fue la expcriencia ha demostrado que €l crédito aorico-

/ la, por su naturaleza. requicre una resolucion oportuna;

en consecuencia st trémite debe ser dindmico y aail por

1o cual es conveniente crear Hiveles de Resolucién de -
créditos que satisfacan la demanda de los clientes.

. &- Oue la cemanda de servicios del Sector Agropecuario se
ha incrementad., ¢r los Gltimes efios y para satisfacerla
el Banco recquiere acdeccuar sus ncrmas Yy procedimientos -

o

para ¢l logro de los objctivos y metas.

4
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Que pera aoilizar el trimite de les solicitudes de crédi
to de los clientcs del Banco, es necesario clasiiicar --
Tos crédites en 3 cetegorias: '

1. Crédito Automé&tico

2. Crédito de Tremitecicén Normal
3. Crédito con Rigsqo

II- CREDITC AUTOMATICO

DEFINICION

Se considerara como crédito automético, aquel otorgade-

mediante un tramite &qil, para:

- Asegurar que el crédito sea opartuno

Reducir costos de trimite

Estimular al cliente en el cumplimiento de sus obliga
ciones. |

SUJETO PE CREDITO AUTCHATICO

- Personas Naturales
- Personas Juridicas

REQUISITOS

Condicicnes nara Personas Maturales

Tener cepacidad leaal para obligarse

Mo ser mayor de 60 afios de edad
Gezar de buena salud aparente

Gozar de sclvencia moral v econdmica



Condicicncs _para Persceas Juricicas
- Tener capecidad lege) pare cbligarse:

- Gezar de s¢lvencia moral y econimica

HISTORIAL CERESITIZIO .
- Hater cancelade satisfacicriaminte SUs CLonroTisces en
cueglcuier fooncia del Sance, sin refinznciamicnte du-
]

rante les tres Jltimes cicles 2aricelas v/o 2 cridites
refaccicnarics.
- llc tener compreomiscs en mora de créditos viasentes.,

EXPERIENCIA TECHICC-ADMINISTRATIV/

- Haber manejadc satisfzctcriamente durante los dltimos
tres cicles aaricalas explctacicnes similares.

o

OTROS REQUISITOS

- Tener decumentc gue le garantice l1a explctacidn de la
tierre durante el pericde de duracicn del crédito.

- Que el créditc que sclicita no excede ¢n un 0% del -

area ¢ unidades ¢ un 5C% del monto del crédite ante -
rior mas elevedo ¢n su historial dentre del mismo ru-
bra. hebitndolo cancelads satisfacteriamente.

- Cue les preoyectes sean ccondmicamente rentebles y téc
nicamente fectibles.

GARANTIAS

- Las garantias aque se exieirin para ¢ste tipe de Tinan

cianientoc seradn las que treadicicnalmente hz ofrccidoe
.

< o

y de acuerdec 2 las normas vigentes.

PROCEDINIEHTO

- El sujete de crécite zutasmétice, previzmente celifica
dc, presentaréd su sclicitud de cridite, les dccumentes

BEST AVAILABLE COFPY




de qarantia, la identificacién de les perscnas aue per-
ticiparin ¢n ¢l cridite v lesdecumenics nue le caranti
ce le expleteciln de le tierre.

E1 Agente de¢ cridite cncargade preparsrd ¢l Resumen y
Resolucién de¢ Créditec v ic-scmeteré al nivel de apreobz-
ci€n cerroespendicntc. ' ‘

Le ceontratacidén dc este tipe de crédite se¢ haréd en un -
documento disefiadc pare tal proplsitc, en dornde se debe
rén relacicnar las hipotecas abiertas, si las hubiere.

{cs descmbelsos se hardn inmediatamente después de ha -
Eer suscrito el coentrato.

I1I- CREDITOS COM RIESGO

1.

DEFIRICICN

Es aquel crédite otercado 2 perschnas naturales o juridi-
cas cuya recuperacién sce dudesa.

SUJETO DE CREDITQ COM PIESGD

- Perscnas Meturales
- Perscnas Juridicas

CRITERICS PiARA CL/ASIFIC/CION

- Clientes nuevces
- Clientes con crécdite pere pacc de deuda y/o refinancia
miento. :
- Clientecs cue szliciten crécitce para precyectc cuyo mente
C

de financiamicnte sea mavor Ce

3 c

'Ce d¢l tctel a2utcrizade
pcr el Barce Centrei 2o Reserva pare ced ubre Agrepe-
cuaric, exccrtuendo acucllces cridites sclicitacdos por -

clientes calificades para crédites autcmdticoes.

BEST AVAILABLE COPY



G-5.

- Clientes antigucs del Banco que prescnien proycctos dife

rentes a los que han venido explotande.

- Clientes que presenten proyecios no tradicicnales, por -
ejemplc: ' |
Circuma
Cerdamomo
Vid
Fanzane
Orégano
Henta
Chan
Cértamo
Jojoba
Okra
ARl y
Otros ,

- Clientes cuya edad scbrepasan lcs 60 zfios.

. GARAKTIAS

Las garantias exigidas para este tipo de créditos seran
las sefialadas por la Ley del Banco y les normas de cré-
ditc vigentes, y seran aceptadas a satisfaccidén del ni-
vel de Resolucidn correspondiante.

PROCEDIMIENTO

E1 solicitante presentarad en la Agencia respectiva la -

documentaciin requerida.

E1 Agente de Créditc encargado dcberd planificar el pro-
yecto en el cempo, el cue sera prescntade al nivel de -

Resclucicén corrcspendiente.

A




Unz vez acrobad: ¢) nrcyvectc se deberd contrater cn el ing

1% -

trumoente Tl PiscdEos p

Les sesembelsce dén siteos prryecics ceburin scer contrclades
Cestrictorente,. ¢l otonorz que se norzntice al fh.co de co -
rrecta inve-sifn c& 10s recurscs.

TRMITACICOKN HSRIAL

—
<
'
o
x
rm
L)
—
—
op]
(o)
rr
—-f

DEFINICTQN

Se cocnsiderea crédite de tramitacién nermal, cque]-atorgg
de a perscnas naturales o juridicas;'que no califiquen--
dentro del créditce autdméticc, ni que rcunan caracteris-
ticas del sujcto de créditc cen riesco.

V- NIVELES DE RESQLUCIOCM DE CREDITQS
Para el otcroamiento opcrtunc de les crdditos sc establecen

les niveles de Resclucién do Crédite siguientes:

. Cocrdinader de Crédites
. oefe de laenciea
Cemité dc¢ Acencic

Ccmité dc Oficine Centreal

(32T - R 5 B N B

. Junta d&¢ Dirccicereoes

Estes niveles rucsolverdén lae szlicitudes de la mznera si-
guiente:

MIVEL DBE RESOLUCION AUTONATICO HORMEL CCh RIESGO
Coord. ce Crigites  Hastz £25.000 - -

Jefe de ngeacic nheste £50.G00 - - _
Comité de recrcin - Hesta £25.000 Hasta £ 5.000°
Comité C7. €

airel - Heste £50.000 Hesta £25.0GC0
cres + de ZEC.00GC + cde £50.000 + de EZS.OGO
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INTEGRACION DE LOS COMITES

1- COMITE DE AGENCIA

Jefe de fgenciea
Ccordinador de Créditoe

Coordinader Financiero

E1 jefe de fgencia serd el Presidente del Comité y el -
Coordinador de Créditos actuard como Secretario. -

E1 Coordinador de Créditos sustituiré en las funciones
al Jefe de Agencia en su ausencia.

El-Cecordinader de Créditos y el Ccordinador Financiero
tendrén suplentes, los que seran propuestes por el Comi
té, dentro del personal de mayor experiencia y procu -
rando ser de la micma profesicén, el nombramiento de es
tos miembres serd autorizado por el Presidente del Ban
co.

COMITES DE OFICIMA CENTRAL
En Oficina Central existirdn dos Comités integrados de
la manera siguiente:

Comitée "A"

Subgerente de Operaciones

Subjefe del Bepartamentco de Crédites Aarcpecuarios

Jefe de la Seccidn de Cobranza del Departamento Juridico
El Subgerente de Operaciones serd el Presidente del Co
mité y el Subjefe cdel Depto. de Créditos Agropecuarios
el Secretario. o

El Subjefe del Depto. ce Créditos Agrcpecuarics susti -




G &

~

iré en las funcicnes 21 Subacronte e Opiracicnes ¢n

L J
fo del Departamerntc dc¢ Credites SLirCnuCuarios y

£
el Jefe de la Seccién dc Cobranza cél Departzmente Jur
dico tendrin sup1ontc$, los qué serizn orcpucstes por el
Comité dentrc cel perscnel de las respectivas unicades,
precurandc que scan les de mayor expericnciaz el ncmbre
miente de estcs miembres serd eutcrizede por el Presi -
dente del Bancc.

Cemité "B®

_Subaerente de Prcgramas

Jefe del Departamentc dc Crédites Aarcpecuzarics
Jefe de Seccidén Contratacién v Asistcncia Lzoal.

E1 Subgerente de Prcgrames scré ¢l Presidente cel Comi-
té y el Jefe del Departemente de Crégitos ncrepccuarics
el Secretaric.

El Jefe del Pepartamentc de Crédites fgorepecuarics sus-
tituird ern les funciones al Subgerente cde Frcgramas en
su ausencia.

1

E1 Jdefe del Departementn dc Crécitos Larcpecuarios e
en-

\'
Jefe de Seccién de Contratacicn y fsistencia Legal t
dran suplentes, 10s gue scrén prepuestes npor el Comité,

dentro del perscnal cde las respectives unidedes, nprocu-

rande que sean los de mayor experiencia; el nembremiente’

de estecs mienmbros serd avtorizade per el Presidente del
Eencc.
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VII- NORMAS GENERALES
L- La Junta de Direcicres resclverad:

1. Las solicitudes de crédite de les Hecicndes del Sec
ter Refermado. :

2. Las solicitudes de crédito de las Ascciecicnes Coo-
peratives cel Sector Tradicicnal cue le reguieran -
pcr primera vez ¢ que nc kayan cumplidoc a cazbalidad
sus obligacicnes. ‘ .

B- Otras cispesicicones: A

1. Las Rescluciones de les Comités sceran temedas’ por -
unanimidad v en casc de desacuerdo,'1a solicitud se
pasaré a ccnsideracién del nivel irmediato supericr.

De igual manera se procederd con los crédites dene-

gacdos, adjuntanco las razenes de traslecc 2l nivel

superior. Lcs Comités se reunirén en Sesién las ve-

ces que sea necesario, ya sea por acuerdo previc o

o por cecnvocateria del Secretaric. Los secretarics .

de los ComitCs prepararéan Tos expedientes que se sg

meterdn al Comité, revis&ndolos previemente para -
establecer si contienen la documentacicn completa

y la informecidn neceseria para su resolucicén.

2. En Tos 1imites autcrizades debe de censiderarse in
cluidos los saldes deudcres, si 1cs hubiere.

3. Las prorroges o modificacicnes en las cendiciones -
de los préstamos, tales comc cambics en la forma de
paac, zmpliacidén ce plazec, deben ser resucltes por
el nivel inmediato supericr al que aprobd criginal-
mente ¢l crécite.

/
W




v * ’ G’"]C.‘.

4. Las sclicitudes de crédito para emplcadcs 2el Bance
v sus familizres que gstén dentre del cuazrte wradfe-
¢e consanocuinidad v, scoundce <¢uv afinided, seran ro-
sueltas per la Junte Ce Directeres; ¢ excepeiln de

las sclicitudes de los nue califiquen come cricito

cutcmatice.

5. Las ampliacicnes de crédite para reccleccidén cde co-
sechas pcr mentos mencres 2e £ 5%C.00G.ce. Serédn rc-
sueltcs -por el Jefe de Reenciz en forme autemdtica
centra presentacién de recibes que dcberéan pigneorar

se.

6. Para la implementacion de las presentes ncrmas la
fdministracién debcrd elabarar lea reclamentecidn -
respectiva, la cual deberé ser aprcbade por la Fre
sidencia del PRence.

7. Esta resclucifn deje sin efecte tedes las cisposi-
ciones antericres cue la ccntravengan.

Las presentes normas cntraran en viqencia a partir del 1rc.
- de febrerc de 1984.

16-1-384
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ANREX H
DESCRIPCINOM DE LA POLITICA DE CREDITO DEL PROGRAMA 207

EM SUS ASPECTOS DE L ORDEN OPERATIVO

Se consldera esenclal que para la aprobacidn de los créditos- -.
para los beneficiarios del Decreto 207, los proyectos hayan

sido claborados por técnicos en el campo especifico en guz se’
desarrollaridn. Para los desembolsos de los créditos aproba-
dos, los proyectos deberan ser supervisados por el person:zi

del Programa 207, para la adecuada utillzacidon de los fondos .

y el desarrollo normal del proyecto. _ :

El nivel de aprobacidn que discuta las solicitudes de los bene.
ficiarlos del Proagrama deberd analizar la viabilidad técnica,
econémlica y de mercado y asegqgurarse que Justifique el proyecto.
Las consfderaciones anteriores serviran de base para emitir la .
resolucidn de aprobacidn ¢ rechazo de los créditos. : ’

Los rubros a financiar de los diferentes destinos y los montos
méximos estdn establecidos en cada una de las lineas de flnan
clamlento disponibles para el Programa.

Con fondos del Programa 207 el a3rea a flnanclar serd la adqui-
rida a través de FINATA, que nunca serd mayor de 10 Mzs. por
beneflciario; sin embargo, los usuarios con areas adicionales
a las adquiridas de FINATA, se financiaradn en forma integral

. usando los fondos disponibles en las agencias, pero manejados

con tarjetas diferentes.

Al aprobarse los créditos, el Banco proveer3 los insumos a tra
vés de sus Almacenes, y solo en casos excepcionales se acepta-
rd que sean adquiridos en casas comerciales, previa autoriza-
cién de la Gerencia Comercial, la cual proveerd en fccha opor-
tuna una lista de preclios e insumos disponibles.

Las tasas de -interds que se utilizarin-son las establecidas
por la Junta Monetaria para cada 1Tnea disponible en el Banco.

Lz garantia 2 xigir en los créditos del Programa, serd la co
secha del proyecto /propuesto, ya que aquellos que secan aproba
dos habrén demostrado su viabilidad. Solo en casos excepcio-
nales de alto riesgo como clientes con débil historial credi-

ticio el Banco podré exiglr garantfas de existir &stas, ya que
dardn una mayor seguridad para la aprobacién y recuperacién de
fos préstamos. _ . '

Los lincamientos especificos del Programa ser3n dictados por

la Gerencia de Créditos a través de la Jefatura del mismo. La
Jefatura del Programa determinari el tipo de Informacidn, su
periodicl'dad y los formatos a utilizar en el transcurso de las
actividades, segin las necesidades de Informacién de los nive- -
les superiores del Banco.
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Los diferentes formularfos a utilizar por el Programa seran

seleccionados o disefiados por el Programa de Reforma Agraria,-.

sujetos a las normas generales ‘en vngencla.

No se tramltar8n solicltudes a usuarios con record crediticlo
o aspectos perscnaoles fnaceptables para el Banco. En grupos
organizados en los que algunos de sus miembros se encuentren
morosos con el Banco, éstos podran ser excluidos o su situa-
cion normalizada para que el grupo sea conslderado sujeto de
credlto.

En grupos organizados o en proceso de organizacion en los que
exfstan diferencias en la tenencia de la tierra, deberan con-
sfderarse como beneficiarios del Decreto 207 aquellos en los
que mas de uno de sus miembros .sea beneficiario de dicho De-
creto.

Los niveles de aprobacidén de créditos del Programa seri3n los
mismos que actualmente han sido autorizados por la Junta Di-
rectiva del Banco. En las recuniones donde se analicen las
solicitudes de beneficiarios del Programa, tendrén participa
cidn los zonales del mismo, con derecho a voz, a fin de que—
expresen sus objeciones y/o recomendaciones en la aprobacidn
o rechazo de casos especificos. »
Para el procesamicnto de las solicitudes de crédito del Pro-
grama se seguiran los mecanismos ya establecidos para dicho
propbdsito el beneficiarlo de FINATA presentard su ldentifl
cacién por medio del carnet provisional o definitivo, exten-
dido por la Financiera Naclional de Tierras Agricolas, del
cual quedard una fotocopia en el expediente.

Beneficiarios individuales dispersos (con un &rea menor de
3 Hzs. se le dard un tratamiento similar a los usuarios dec
subsistencia.

Para los créditos de los proyectos ganaderos de .leche y de
crianza la garantia serd la prenda a adquirir y el periodo
para cancelar el crédito serad de (4) afios maximo.

Programa Reforma Agraria.- Decreto 207 . -
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SEGUIMIENTO DEL PROCESO DESDE LA PRESENTACION DE LA
SOLICITUD HASTA LA RECUPERACION DEL CREDITO SOLICI-
TADO, DE BENEFICIARIOS DEL DECRETO 207

Los pasos o el detalle del séguimlento que a continuacidn se des
cribe, es para dar a conocer el proceso asi como el contenido o
sea los datos, documentos, etc., que dentro o adjunto a la soll~-
cltud de crédito tfienen que proveerse o ser incluidos, para la
agilizacidn y/o el ahorro de tiempo tanto para el sollcitante
~como para los funcionarios del RFA al tramltar solicitudes de
crédito.

1- La presentacion de documentos, las-garantias que se soliciltan
y la descripcidn del o los proyectos a flnanciar variaradn se-
-gin las diferentes condiciones de los solicitantes, lo que se
determinard en el primer contacto con funcionarios del Banco.

1.1 Clientes con créditos vigentes al momento de la entrevis
= ta. '
1.2 Clientes sin créditos vigentes al -momento de la entrevis
ta, pero que han sido clientes del Banco.
1.3 Clientes nuevos o que nunca han tenldo créditos en el Ban
co y que por lo tanto deben ser Investigadcs.

2- Con el llenado de 1a solicitud a los beneficiarios del Decre
to 207 se les elaborar3n formatos adicionales propios del
Programa. ' :

2.1 Descripcidén de los proyectos.
2.2 Boleta de evaluacidon del usuario

3- Es Importante efectuar el registro de la solicitud con &l o
la recepcionista a-carao de esta funcidn en cada agencia.

- Planificacidn de los créditos
h i Con los clientes nuevos, proyectos dudosos, etc. la pla-
nificacidén se rcalizar3d en el lugar donde se llevaran a
cabo el o los proyectos.

.2 Con los cllentes del BFA (antiguos) la planificacidn se
realizard en las agencias, excepto en aquellos casos
cuando el proyecto sea mayor o distinto a lo planificado
y realizado en afios anteriores.

5- Aprobacidn o denegacién del crédito solicltado por el nivel
respectivo de aprobacién. ’

Es necesarlo conocer los requisitos que exiagen los diferen-
tes niveles de aprobacidon al elaborar las solucntudes de cre
dito. »

4
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6~ Contratacién del crédito aprobado

Es necesario asistir a los usuarios sobre este particular,
pues no se puecden efectuar desembolsos antes de la contrata
cloén.

7- Desembolso de fondos para el destlino planificado, aprobado
y contratado. .

Este procedimiento estd reglamentado para los usuarios del
Decreto 207.

8- Visitas de campo para verificar lo realizado, proveer asis-
tencia técnica y relocionar el uso de fondos con el estado
de los proyectos en el campo.

Este procedimiento también est3d reglamentado para los usua-
rios del Decreto 207.

9- Llevar a cabo gestiones y/o acciones encaminadas a facillitar
la recuperacidon de los créditos, en efectivo o mediante e!
comprometimiento de fondos de cosecha en proceso de liquida-
cién o venta.

Esta es una Importante actividad u obllgacidén para los Agen-
tes de Crédito asignados al Subprograma 207.

Requisitos que deben cumplir los beneficiarios del Decreto 207,

‘antes de que se considere la solicitud de crédito.

Los beneficiarios del Decreto 207 han sido subdivididos en Indi
viduales, grupos solidarios y cooperatlvas, por lo tanto los do
cumentos que presentard cada tipo de cliente o usuario varia de
un tipo de cliente a otro.

Para una mayor agilizacién de la solicitud, los documentos que

a continuacidén se detallan segin el tipo de cliente, serén soli
citados por el Agente de Crédito con anticipacidn al 1lenado de
Ta solicitud de crédito.

Individuales

1= Presentacidn de la Cédula de ldentidad Personal del sollcitan

te y de la persona que va actuar como codeudor. Estas deben
encontrarse vigentes y debe anotarse por el Agente el lugar
donde fueron extcndidas. ’

2-"El codcudor puede ser la esposa o un hijo mayor que haya cum
plido 21 afios, esto serd presentado por el solicitante para
-cualquier crédito a solicitar.

3- Presentacion del carnet que lo identifica como beneficiario
del Deccreto 207: '

- Carnet defin
’ i

itiv
- Carne* provision al

P A
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Presentacidn del Gltimo recibo .de page o cancelacién del cre

dito del ciclo snterior (no necesario para los benefliciarios

del Decreto 207 que se presentan al B.F.A. por primera vez).

Se solicltard garantia adicional o real a aquellos sol citan
tes que han hecho mal uso del crédito anterior, ta que¥se
presentard al Agente de Crédito que atiende la solicitud.
Cuando el Banco solicita fiador, este presentar8 su estado
econémico actual al Agentc de Crédito que atlende la solici
tud. '

El fiador sec soliclita en casos. que el cliente cae en mota no
Justiflicada y no tiene garantfa adlcional o real para sollci
tar un refinanciamiento.

Se presentard carta orden irrevocable a favor del BFA acepta

da por INRAZUCAR, INCAFE y COPAL, cuando se van a financiar

los proyectos de caifa de aziicar, café y algoddn. En el caso

del INCAFE esta carta se presentard posterior a la aprobacidn

del crédito (requisito para contratar).

Presentacidn de los datos necesarios para que el Agente de
Crédito elabore un plean del proyecto a financiar segin lo
exlge el formulario adoptado por el Subprograma 207.

~Grupos Solidarios

Presentacidn de la Cédula de Identidad Personail de cada miem

bro que forma el grupo, éstas deben encontrarse vigentes y

debe anotar el fNgente de Crédito el lugar donde fue extendida.

rios del Decreto 207, esto para cada uno de los miembros que
formdn el grupo:

- Carnet definitivo
- Carnet provisional

Presentacidn del Gltimo recibo del pago o cancelaclién del
crédito del ciclo anterior (no necesario para los beneficia

.Presentacion delos carnets que los identifica como bengftcia?t

rios del Decreto 207 que se presentan.2l BFA por primerz vez).

Se solicitar3 garantfa adicional o real " aquellos grupos so
lidarios que han hecho mal uso del crédito anterior, la que
se presentard al Agente de Cré&dito que atiende la solicitud.

Se prescentar3 carta orden irrevocable a favor-del BFA acep-
tada por INAZUCAR, INCAFE, COPAL, cuando se van a financiar

los proyectos de¢ ceiia, cafeé y algodédn. (Igual que el inciso

No. 7 de los indlviduales)

Prescntacidn de los‘dato; necgsarios para que el Agente pue
da elaborar un plan del proyecto a financiar pﬂra cada uno

de los miembros del grupo sclidario segin lo exige el form
lario adoptado por el Subprograma 207. -
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Cooperativas

1= Presentaclén de la Cédula de !dentidad Personal de cada miem-
bro de 1a Junta Directiva, estas deben encontrarse vigentes y
debe anotarse por el Agente, el lugar donde ‘fue extendlda.

2- Presentaclon de los carnets de cada miembro de la Junta Direc
tiva que los identificaradn_ como beneficiarios del Decreto 207.

- Definitivo ’
- Provisional

Listado de todos los soclos de la Cooperativa, con su rimero
de Cédula de ldentidad Personal vigente, donde ha sido exten
dida y direccidn particular de cada socio. '

w
]

L- Copia de personeria jurfdica que extiende el MAG.
6- Acta de constitucidn

"6- Constancia de chQa con otras instituciones, casas comercia-
les, referencias bancarias y de otra indole.

7- Punto de Acta donde la Asamblea General asutoriza a la Junta
Directiva a que se solicite el crédito para los destinos que
se incluyen en la solicitud.

8~ Copla de los Gltimos dos balances elaborados (General y de
Comprobacidn).

8- Se presentard carta orden irrevocable a favor del BFA acepta
da por INAZUCAR, IMCAFE y COOPAL, cuando se van a financiar
los proyectos de cafia de az{icar, café y algoddn; ( igual que
el nimero & de Grupos Solidarios ).

10- Record de las Gltimas tres cosechas obtenidas en los ciclos
agricolas antericres de café, cafia de azlcar, algodédn.

11- Licencia para llevar a cabo la sicmbra del proyecto del algo
don cmitida por el MAG. -

12~ Los datos nccesarios para que el Acente nueda elaborar el
plan del proyecto a financiar, segin 1o exige el procedimien
to adoptado por el Programa 207. -

13- En casc de compra de maquinaria o equipo, se presentar3d al
Agente de Crédito quc atiende la la Ccoperativa tres (3) co- ..
tizaciones. Cada cotizacidn de distinta casa comercial.

14~ La'Cooperativa contard con una estructura administrative
contaoble dentrc de €lla y como requisito el BFA le adminis~
trard técnica y contablemente:

15- Planos y presupuestos de mejoras (obras a construir).

Programa Reforma Aararia- Decreto 207
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AMNEX 1

TRAINING PROGRAM
(Summary by STC Advisor)

Project will address training needs of the E.F.A. as an important
element of the institution building program. The Project will also
address the training needs of the agricultural credit secticas of the
mixed banks and other institutions financing Phase I cooperatives.

The B.F.A.

' The B.F.A. has desinged, with the assistance of S.T.C. advisor, an 18
rmonths training program (mid 1984 through Decemner 1985) consisting of two
major components: (1) in-country training and (2) short-term training
abroad. : - '

*In the case of in-country training, 100 training sessions of
approximately a duration of three days each, and grouped in 54 courses,
will be delivered throughout the duration of the program. The total
nurber of participants is estimated at 4,200 hut since the same person may
be attending several training sessions, the actual mmber of persons
benefited will be much less. Table I summarises the training program to
b2 conducted and financed with project funds. :

TABLE 1

B.F.A. IN-COUNTRY TRAINING PPOGRAM

Priority Area Number of NMumber of Number of
Courses Training Participants
Sessions
Credit 11 30 1,735
‘Portfolio Analysis
and Recuperation 4 4 114
Ag. Technology .18 41 1,380
Accounting 6 | 9 43
Avditing | 5 5 112
Organization & Methods 4 ' 4 67
Executive Skills and
- Gensral anagement 7 7 350
TOTIL 54 - 100 4,200

A
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The ahove table does not include training in electric data
processing that is being funded separgtely under Awmeandinernit No. 3.

The 100 training activities will be conducted in San Salvador and
in different parts of the country and rost of them will be held from
Thucsday through Saturday te reluce, as nuch as possible, interrvptions in
B.F.A.'s operations. .

~ In conducting courses and training sessions ':LJL,CJ.‘.IC nezds of
major programs will be taken into account. For example, in the area of
credit, where 30 training sessions will be held, special consideration .
will be given to the needs of field personnel assigned to work with P
I and Phase III clients.

Similarly, special attention will be given to the personnel
assigned to work with B.F.A. traditional sector in the 4 courses to be
" given in portfolio analysis and recuperations, since in this sector past
due loans have heen accumulayed since the creation of the B.F.A.

- To conducting in courses, the B.F.A. will rehabilitate a
conference room and a library. Presently, B.F.A. has to rent space in
hotels in order to conduct training courses.

The training program abroad will have two componentss:

1. Sending people for perlod of up to one menth to receive on the
jOD at forelqn institution's tralnlng in the same or related areas to
those in which they are working in B.F.A. Selected institutions will have
successful programs in the areas where B.F.A. personnel will be sent to
work. This technique of "learning by doing" is proven to be effective and
could be of great help in satisfying B.F.A. training neceds.

An estimated total of 45 persons will be sent abroad to receive
this type of training during a periocd of time of 18 months.

2. Sending people for periods of one to two months to courses being
oifered by uvniversities or through training rrogram institutions. A total
of 14 technicians will be sent for a total period of 23 person-months of
training in financial planning, credit, accounting, management, auditing
and supervision among others. .

The total estimated cost of the B.F.A. program is $600,000.
Table II gives a break down of program components and cost.
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TARLE II
B.F.A. TRAINING PROGRAM AND ESTIMATED COST*
(Us§ 000)
In Country Abroad TOTAL

Muxber of Training , : ) .
Sessions 1003-_/ —_— ' 100
- Nurber of
Participants 4,200 - 68 4,268
Cost 314,0002/ 286.000 600,000 -

1/ Grouped in 54 major courses

2/ Includes $64,000 to rehabilitate a conference roon and a library.

-

*  USAID llote: Foreign Exchange necessary for 12 of the total 18 months
of the training abroad will be funded by this loan funds under supplement
(i.e. 12/18 x $286,000 = approx. $200,000). GOES counterpart will fund 12
month requirements of the in-country costs ($200,000). :
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Other Financial Institutions _Including ISTA

There are 12 financial institutions, apart from B.F.A., providing
credit to Phase I cooperatives of vhich 10 are mixed banks. In addition,
ICTA is involved hecause it is quarantenlng loans granted to Phase I
cooperatives,

Presently, there are about 50 creadit agents in these institutions
that are directly of indirectly involved in grantmg loans to Pnase 1
cooperatives. This nuiber will increase witli the contracting of
additional credit agents under this project.

The training needs of these personnel is var ied and will ‘
necessitate a special effort and a broad and challenging approach. . _The
"mixed hank is limited to approach the evaluation of credit applications
birought to them, which normally include only production credit.- With very
few exceptions, these institutions do not do any premotion nor they really
assist Phase I cooperatives in identifying and designing new investment
projects., .

Since the project will finance the contracting of additional
technicians to provide better credit to cooperatives, and financial
institutiods are willing to assist in identifying and designing new’
projects, it is very important to develop a training program to both
credit-financial institutions to the actively rroviding credit to Phase I
cooparative through planning projects and to train agents in investment
project design and supsrvision.

Project funds of $100,000 will be used, during a period of 18
months, to conduct a trc.lnlng progran for the 10 to 12 personnel of the 12
institutions involved in fmanc_lng Phase I cooperatives.

The thrust of the training program will be a series of seminars
and short-term courses that will include concerned perscnnel from all the
financial institutions roviding credit to Phase I cooperatives, the
B.C.R. and ISTA.

In certain courses and $eminars, Phase I cooperatives leaders and
managers will also be included. The program will be conducted in-country
and training abrcad. :

Credit agents and others will receive training in:

_ 1) Identification, design, and presentation of investment projects
in property improvements, equipment acguisition, cattle, crops, etc.

2) Orientaticn to the banking system in relation to agrarian reform;
available credit, sources: B.F.A./I.B.D., B.C.R. other sources.

3) Technical areas as aplxrofriate.

4) Credit supervision and recuperation.

\7



AMENDHENT

INITIAL ENVIRONMENTAL EXAMINATION

Project Location: El Salvador
Project Title: Agrarian Reform Credit
Project Number: 519-0263

Life of Project Amendment: One year

IEE Prepared by: Peter B. Lapera, USAID/El Salvador

Date April 2, 1984

Action Reconmended Negative Determination
Concurrence: James S. Hester

Environmental Officer
Bureau for Latin America
and the Caribbean




I. Project Description

The project purpose is to increase the availability of
credit to the agrarian reform and traditional small farm
sectors and improve the capacity of the national financial
system to deliver such credit. To this end, the project will
continue to provide loan funds to the BFA for credit to be
disbursed through the Integral Credit Line. Under the
supplement, the Project will provide $18.9 million of new
credit for the BFA's expanding Phase I and Phase III
operations, and $1 million for the traditional sector making
for a total of $19.9 million to be provided to the Integral
Credit Line with development assistance loan funds. The project
will continue to provide grant-funded technical assistance
directed at the institutions building effort in the BFA. This
supplement adds $600,000 in grant funds.

To improve and enhance the delivery of credit to the
agrarian reform sector, and to make that sector more
financially viable, counterpart funding will finance the
following activities for a total of $13 million dollars:
Refinancing of Phase I cooperatives collectable overdue loans;
and the placement of field credit agents in other financial
institutions to generate investment projects for Phase I
cooperatives in order to drawdown available investment credit.

The supplement will also continue counterpart funding of
the important Integrated Pest Management element. One of the
objectives of this element is to reduce production costs
through reducing pesticide applications while maintaining or
increasing crop production.

II. Discussion of Impacts

In 1983 in a 7,000 manzana test area located on Phase I
cooperatives pesticide applications were reduced from an
average of 25 to 15 on an annual basis, while production was
rmaintained, and, in many cases, increased. Although under this
supplement the test area will be increased by 4,000 mz. to
11,000 mz., no pesticides other than those described in the
orlglnal IEE will be applied.

The IPM element will be closely coordinated with the FY
84 regional project, 596-0110, Integrated Pest Management which
proposes, on a regional level: research; training; diagnostic
services and an information management center. The proposed
the regional project fully incorporates the results and the
planned activities under the IPM element of this project.

III. Recommendatian

~ From the above discussion, it is determined that the
project supplement will not have a significant direct effect on /\p
the environment. A negative determination is recommended.






