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13, SUMMARY

The final evaluation report for the Credit Union Strengthening
Project stated that project objectives have been fully achieved. The
principal objective was to strengthen and expand the ability of the Costa
Rican credit union system to provide egssential financial services to low and
middle income families by reinforcing the administrative and operational
capabilities of the federation and to extend its services to member credit
unions. The evaluation report states that the credit union system has been
transformed during the four years of AID assistance. It now represents a
viable alternative to the nationalized banking system for a significant percen-
tage of the population. The federation's administrative personnel has more
. than doubled. Member coops .have increased from 26 at project start to 50 at
present, and individual membership stands at over 94,000.

In addition to the original capitalization source, which was local
currency -gensrated by the PL480 Title I Program, the federation has
capitalized on funds received from other sources including the BID/COLAC 1V
(International Development Bank/Latin American Confederation of Credit Unions)
locan as well as loans generated using its own resources. As a result, the
capital position of the federation exceeds ‘the -estimate contained in the
implementation plan. '

FEDECREDITO has also significantly improved its income position to the
point where the organization is presently financially self-sufficient. At the
séme time, the Federation has built a sound administrative system, including
competent managers and staff, along:  with well-documented policies and
procedures for nearly all aspects of the organization's operations.

14. EVALUATION METHODOLOGY

The World Council of Credit Unicns (WOCCU) was contracted in July
1986 " to deliver the evaluation report under Purchase Order No. 515-6419.
WOCQU formed an evaluation team comprised of Gordon Hurd, WOCCU's Development
Resources Coordinator and consultants Peter Livingston and Marcus Schaefer.
Mr. Livingston is the former Vice-President of Economics and Research for the
U.S. Credit Union National Association, Inc. (CUNA). Mr Schaefer is the
General Manager of the FDIC Federal Credit Union. Edison Silva, Manager of
Financial Operations for the Latin American Confederation of Credit Unions
{COLAC), and Peter Marion, WOCCU's Regional Coordinator . for Latin America,
completed the team. '

Field work covered a two week period during which project documentation
was reviewed, interviews were conducted with all management staff of

FEDECREDITO affiliates, discussions were held with USAID officials and on-site

surveys of nine affiliates were carried out. The last week was devoted to

analysis of the information obtained and preparation of a draft report. A
conference was held before the team's departure to brief USAID and FEDECREDITO
on the evaluation's findings.

N

PA TS,



15. EXTERNAL FACTORS

The chief external £factor affecting this project was the economic
crisis that has influenced all sectors in Costa Rica since the beginning of
this decage.

16. INPUTS

As mentioned above, capitalization for FEDECREDITO was originally
based on leoan activity from the local currencies generated by the PL480 Title
I Program. These funds, received in 1984, have been disbursed and the
projected capitalization subscribed. '

From 1982 to 1985 the federation expended nearly 46.3 million colones
for administrative and operational costs or about US$1l.l1 million, nearly
double the counterpart required by the Grant Agreement.

Technical assistance, another important factor in project success,
was provided by COLAC. The evaluators described this TA as exemplary. The
contract between FEDECREDITO and COLAC provided for a resident consultant to
be based at FEDECREDITO and work closely . with the federation's management:
staff. The evazluators felt that the technical assistance provided by this
consultant 1nfluenced the overall success of the project to a considerable
degree. ‘

An Administrative Credit fund was established.for the members tc draw
from for the purpose of upgrading their administrative personnel, specifically
by providing to each of the participating members the .funds to hire three
individuals: a manager, an accountant and an agriculture extensionist.

17. OQUTPUTS

At project onset FEDECREDITO was on the verge of bankruptcy. Today
the federation is 100% self-sufficient. The goal of twentyfive member
cooperatives benefitting from the Administrative Credit Program was reached
and the fund is being recycled to reach a new goal of 45 by the 8th year.
Loan terms had been shortened to one year in most cases in order to accelerate
the rotation of these resources. All member credit unions had reached self
sufficiency by the 4th year and a total of 38% of the principal -has been
repaid and made available for more loans. Finally, not only has FEDECREDITO's
staff doubled from 19 to 40 over project life, the quality has improved to the
extent that now 19 have university degrees and 10 have advanced technical
training. In 1982 only one staff member had a university degree.

18. PURPOSE

The purpose of the Project was to strengthen the National Federation
of Saving and Loan Cooperatives" (FEDECREDITO) administrative, operational,. -
and institutional capacity and to expand its Services to the affiliated
cooperatives in rural areas.



The project was divided into three components: Administration of Base
Cooperatives; Strengthening of FEDECREDITO's Administration; and Technical
Assistance. The evaluation's findings showed success in all three areas.

The evaluation team found significant the fact that this project
correlates strongly with each of the four "pillars® of of AID's overall
development strategy. It exemplifies the Agency's objectives with respect to
institutional development. A strong human and financial resource base has
been established within a system designed to provide continuing benefits to
its members. The objective of providing a viable alternative to the
nationalized banking system £for a segment of the popula:ion hitherto not
serviced has been met as indicated by the fact that most of FEDECREDITO's
affiliates are located in rural areas and serve the mostly middle to low
income farmers living in these areas.

19. ‘GOAL/SUBGOAL

The goal of this project was to strengthen the cooperative sector in
Costa Rica. The subgoal of expanding the services of FEDECREDITO to reach a
large section of the population that hitherto did not have access to an array
of banking services was to be achieved through strengthening the federation's
administrative base. An indication of how successful the project was in
reaching its goals can be seen in the number of individual members now being
adequately served by the institution and its affiliates. ‘

20. BENEFICIARIES

FEDECREDITCO and its affiliates directly benefitted from the technical
assistance and grant funding provided by the project. The indirect
beneficiaries are small farmers and entrepreneurs numbering almost 100,000.
Before the project, this important segment of the poplation did not have
access within the public sector banking community to the services provided by
FEDECREDITO. The credit union movement in Costa Rica now serves roughly 16%
of the population, a figure that the evaluation team found significant in
comparison with other Latin American countries. .

The Country Development Strategy Statement (CDSS) for FY 1983-87 mentions
as a.specific goal-"...provide credit and technical assistance to farmers,
especially small producers, through an extensive rural cooperative network."
The FEDECREDITO project clearly complied with this Mission strategy goal.

One of the FEDECREDITO system's most notable achievements has been the
mobilization of impressive amounts of deposits. These funds have been used to
finance productive activities such as small businesses in both rural and urban
- areas. The evaluators think that this capital has contributed to raising the
productive output of the Costa Rican economy by stimulating employment and
increasing income for these small producers.

In addition the report states that, the savings habits that have been
instilled, and the system-wide improvements in capabilities and attitudes are
likely to be lasting benefits of this project.



21. UNPLANNED EFFECTS

The evaluation report notes that in a very modest way, the project
may have contributed to alleviation of the balance-of-payments problem. The
federation's savings were mobilized from domestic sources, ie. credit union
members, thereby reducing dependance on external capital to finance
small-scale productive endeavors.

22. LESSONS LEARNED

a) The Admimistrative Credit Program approach to assisting member credit
unicns to attract and maintain qualified personnel was more successful than
pPlanned. The member credit unions who originally took out loans under the
program were quick to repay their debt. This spirit of conperation, which was
instilled by the federation's leadership, helped to free the program's funds
for use by additional members.

b) Governments, though generally regarded as obstacles to private sector

development, can play a beneficial role' as shcwn by the Government of Costa

Rica in this case. Active encouragement was provided to the development of
the FEDECREDITO system through the passage of favorable legislation.

c) Nearly half of FEDECREDITO's member credit unions provide non-financial
services, which include offering agricultural supplies, grocery and hardware
stores, pharmacies, ready-to-wear, etc. These .additional services are

‘relatively unpcofitable, .furthermore they sometimes put a drain on capital and

human resources.

d) Some of the member credit unions have recently installed computer'

systems. The federation, having just installed its own system was not in a

- position to offer technical assistance in this area, nor develop 'a set of

guidelines to insure standardization and compatibility. Organizations, such

as the FEDECREDITO system, should be in the forefront of computer technology

in order to insure that an integrated system, capable of producing financial

and management decision-making data for all levels of the movement can be

implemented. . .

e) A lesson of note from:®this experience is that projects can be successful

without elaborate designs, rigorous implementation requirements or exorbitant
funding. ) : ' :

f) = As was mentionéd in the PES summary, the technical assistance provided by
COLAC was outstanding. In part this is due to the particular relationship
.that exists between the two organizations, ie. creditor (COLAC) to borrower
(FEDECREDITO). Moreover, .the support of a worldwide network such as that of

the credit union movement with its vertical integration linking individual

credit unions to national federations, which in turn are linked to regional
confederations and finally to the World Council of Credit Unions is a real

advantage to be considered by project designers. The responsibility for
implementation is therefore spread out more effectively and efficiently.
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h) Finally, and perhaps most important to note here: the quality of the
implementing organization could be the most critical factor in determining the
success or failure of any project. Success could not have been achieved in
the Credit Union Strengthening Project had it not been for the commitment and
hard work of the staff and leadership of FEDECREDITO at all levels.

23. SPECIAL COMMENTS OR REMARKS

All pertinent issues have been covered in the preceding four pages.
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D.

SCOPE OF WORK

The contractor shall provide the following:

1.

S

6.

Determination of the extent to which the Grantee has complied with
the terms of the Project Agreement and thoroughly describe any
problems associated with compliance;

A discussion of any previous evaluations to determine what use was
made of the previous evaluations, conclusions and recommendations in
the review of the project;

Description of the extent to which the Project has made progress
towards. achievement of its specifically stated objectives as defined
in the grant proposal and Project Agreement;

Determination of the extent to which the Project has had
"developmental" impact as expected and expressed in the grant
proposal;

A separate section which determines the extent to which the Project
has contributed to the Mission's overall development strategy; and

A separate section on the lessons learned to date describing the
causal relationship factors that have proved critical to Project
success, including the political, peclicy, e-onomic, social and
bureaucreatic preconditicns within the host country and AID. This
should also include a discussion on the techniques or approaches
which have proved most effective or had to be changed and why.

Clear presentation of the overalf; gertdral, and specific observations
and recommendations regarding implementation, project design, and any

" other factors which the Contractor deems relevant. It 1s expected

that specific recommendations will be made regarding future Project
Implementation, and will include, but not be limited to:

o the elimination. of constraints to  successful Project
Implementation;
o actions which could be taken by the Mission and/or the Grantee

that would contribute to more efficient Project management; -

The evaluation will:

o Determine the capacity of FEDECREDITO to function as the central
financial entity for the savings and credit cooperative system.

0 . Measure the impact obtained at the level of the Federation and
its cooperatives in the growth of the savings and credit
federated system.



Identify the specific areas toward which FEDECREDITO should
direct its action over the medium term in order to achieve its
development objectives,

Determine the main limitations to FEDECREDITO's ability to
further productive activities that will enable it to generate

‘new employment opportunities.,

The Contractor will cover the following specific areas:

I. At the Federation Level:

- P

1.
2.
3.
b

5.

2.
3.
4.

Financial Area - Evaluate:

The economic/financial evolution of FEDECREDITO,

The economic results of FEDECREDITO's activities.

The financial structure of the Federation. _ :
Compliance with the financial policies set by the Federation and
the savings and credit cooperative system,

In addition, the Contractor will quantify the financial
resources required for the Federation's credit program and
identify areas of internal and external support required by
FEDECREDITO over the wmedium-term, giving special emphasis to
mobilizing internal savings.

Cfédit Area - An&iyze:

The make-up and present status of the current credit portfolio.

‘The development impact of the credir given with funds from

administrative credit, :
The credit policies set for the wvarious lines of credit,

particularly in terms of the length of terms;~amouuts,'interest

rates, etc. .
The develcpment of the collectxon system and its efficiency in

‘controlling delinquency.

The efficiency of credit procedures and of the current manuals

‘and regulations. .

The effective interest rate structure in relation to the cost of
funds in the national market.

Attraction of Deposits = Ewaluate:

Compliance with policies set for attracting and investing
savings through deposits.

The evolution and sources for obtalnlng demand and time depos1ta.
Use of funds attracted.

The manuals and documents produced for the administration of the
program.
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II.

d.

1.

-2,

4,

5.

Technical Assistance and Education ~ Analyze:

Quality and impact of technical assistance provided by COLAC,
Training and technical assistance programs developed and
determine the impact obtained on leaders and officials, as well
ae on the development of the cooperatives.

The results of technical assistance with regards to the
objectives of the Federation, the cooperatives and their members.
The content, frequency, and participation in the training
prograng developed by the Federation.

Compliance with the technical assistance and training policies
set up by the Federation and the federated system.

Institutional Development of FEDECREDITO ~ Evaluate:

FEDECREDITO's administrative and organizational structure in
order to determine its efficiency and effectiveness with regards
to the objectiveness of the system.

The human and physical resources that the organization has
available at present, and their efficiency in the various
assignments completed, ’
The efficiency and effectiveness of the systems and procpdures
of FEDECREDITO. :
The present installed capacity in order to determine the
capacity to absorb new funds. '

The extent of integration of the sav1ngs and credlt cooperative
movement.

The extent to which  FEDECREDITO instutional capacities
(management, technical, financial, etc.) are being developed im
order to continue project benefits after AID funding eads.

The likely project benefits which will be sustalned after AlD
funding ends,

At the Cooperative Level:

The member cooperatives of FEDECREDITO will be evaluated and the

following areas included:

8.

b.

ra

Analysis of financial and social growth during the 1982-85
period.

Analysis of the main indicators of -the savings and credit
affiliated system. -

Identification of the most prevalent strengths and weaknesses of
the cooperatives.

Analysis of the impact of the programs and services offered by
the Federation.

\




E. REQUIRED REPORTS

The Contractor shall present 5 copies in English of a written report which
covers all of the above points not later than August 1, 1986,

The report shall include:

1.

An executive summary which will be a self-contained document and
which will include the specific methodology wused, findings,
conclusions and recommendations. It will also include the sections
on development impact and lessons learned,

A copy of the scope of work under which the evaluation was carrled
out. Any deviation from the scope shall be explained.

A listing of the evaluation team including host country personnel,
their field of expertise and role they played on the team.

A paginated table of contents.
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Preface

This Executive Summary is the first volume of a two-volume evaluation
prepared by the World Council of Credit Unions for the Rural Development
Office of the USAID/Costa Rica mission on the Credit Union Strengthening
Operational Program Grant 515-0189. This volume contains a summary of
the evaluation methodology, findings, conclusions, recommendaticns and
sections on development impact and lessons learned.

Volume II contains the bedy of the report, including in-depth znalyses of
project results and the status of the national credit union system at the
federation and credit union levels, and the appendices.

The evaluation team wishes to note here its sincere appreciation for the
" support and collaboration of the staff and leadership of FEDECREDITO ard
its affiliated office of USAID/Costa Rica. Without their active
involvement, this report would not have been possible.

o
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EXECUTIVE SUMMARY

A. METHODOLOGY

In May 1986, the USAID Mission in Costa Rica prepared a statement of
work for the evaluation of its project with the Costa Rican national
credit wunion system, the Credit Union Strengthening Operational
Program Grant 515-0189. The World Council of Credit Unions (WOCCU)
was contracted in July to deliver the evaluation report under Purchase
Order No. 515-6419. An evaluation team was formed, comprised of
Gordon  Hurd, WOCCU's Development Resources Coordinater, and
consultants Peter Livingston and Marcus Schaefer. Mr. Livingston is
the former Vice President/Economics and Research for the U.S. Credit
Union National Association, Inc. (CUNA), while Mr. Schaefer is the
General Manager of the FDIC Federal Credit Union. In addition, Edison
-Silva, Manager of Financial Operations of the Latin American
Confederation of Credit Unions (COLAC), Joined the team during the
third week in <Costa Rica. Technical guidance and direction was
provided by Peter Marion, WOCCU's Regional Coordinator for Latin
America, :

Field work was conducted from July 14 to August 1, 19286. During the
initial two weeks, the evaluation team focused on gathering
information threough 1) review of project documentation, 2) interviews
with 'all management staff of ‘the National Credit Union Federation
(FEDECREDITO), 3) discussions with USAID officials, and 4) on-site
surveys of nine credit unions. The last week was devoted to analysis
of the information obtained and preparation o¢f a draft report.
Briefings for both the FEDECREDITO Board and USAID were held to

present the Team's major findings and recommendations. Appendix 1 of

Volume I1 contains the list of persons contacted and credit unions
surveyed. ‘

The draft report was subsequently revised and edited by the evaluation
team. Comments and observations provided by beth FEDECREDITO and
COLAC have been incorporated in this final report. However, the World
Council of Credit Unions is .solely responsible for the views expressed.

B. FINDINGS AND CONCLUSIONS

This project was intended to strengthen and expand the ability of the
Costa Rican credit wunion system to provide -essential financial

services to low- and middle-income families. Specifically it sought
to:

0 Inprove the administrative and operational capabilities of
FEDECREDITO. ‘ ‘

) Expand federation services to member credit unions.

0 Encourage the adoption .of sound financial and economic

policies by both the federation and its member credit unions
‘to permit them to become ' operationally self-sustained
enterprises. |
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It is important to note that at the initiation of the project in July
1982, the credit union movement, particularly at the federation level,
was experiencing serious financial and operational difficulties. The
federation was unable to provide meaningful technical assistance and

.training services, and its financial operations were in disarray, due

to high dollar-denominated debt and over—investment in unprofitable
non-financial operations. Its financial position was weakened
severely by the rapid devaluation that occurred in the early 1980s,
making it virtually impossible for the federation to repay its
dollar-denominated 1loans with COLAC. As a result, credit union
membership in the federation had declined to just seventeen credit
unions.

In this unpromising setting the project was initiated, first as an
effort to resuscitate the movement, and second as a means to recapture
the potential that had seemed evident just a few short years before.

The project objectives have been fully achieved; mcre importantly, the
credit union system has been transformed during the four years of AID
assistance. It now represents a viable alternative to the
nationalized banking system for a significant portion of the
population, a development that could scarcely have lteen foreseen at
the project's outset. The following discusses the progress realized
for each of the three major objectives. '

1. FEDECREDITO Capabilities

There is really no comparison between the federation that existed four
years ago and the one found today. Not only have the number of staff
increased by about 100%, but more significantly, the caliber of
personnel has greatly improved. Currently, 19 employeses have
university training, compared to just one in 1982. This staff is not
only able to do more, but to do it more efficiently, as shown by the
asset/employee ratio which improved from ¢ 4.0 million per employee to
¢ 12.4 million between 1982 and 1985.

Previously, guidelines and policies were inadequate for the
federation's internal operations as well as for its services. This
deficiency has been well addressed, such that extensive policies exist
for nearly all aspects of the organization's activities. O0f note is
the well-defined planning process that effectively uses the input of
the member credit unions in setting out the federation's short- and
medium-term objectives, and the personnel system that is effective in
attracting and retaining qualified and motivated individuals.

2. Expanding FEDECREDITO Services

The federation has expanded both 1its financial and technical
assistance/training services to member credit unions. The federation
has promoted a highly successful deposit mobilization program among
its member credit unions using market interest rates. While credit
union deposits increased from c¢ 219 million to ¢ 1,463 million between



1982 and 1985, the federation increased its deposits from c¢ 31 million
to ¢ 295 million. The federation's program enables its member credit
unions to aggressively pursue deposits, 'secure in the knowledge that
excess liquidity can always be placed with the federation at
attractive interest rates. Not only has this program significantly
increased credit union income, but it has been effective in attracting
new members, particularly net savers. ‘

In addition, the federation has successfully mobilized capital
resources from external organizations, resulting in an additional U.S.
US$ 3 million in loan capital for its member credit unions.
Importantly, lending criteria have been considerably strengthened,
such that the repayment problems encountered with previous
intermediation borrowings have been reduced substantially. Also,
since these new operations: have been strictly in local currency, the
devaluation problems that previously affected its liability portfolio
have been avoided.

The federation's' technical assistance and training services have
become increasingly responsive to needs identified at the credit union
level. A comprehensive diagnostic approach “has been utilized to
assess credit union strengths and weaknesses, serving as the basis: for
detailed institutional plans with specific measurable objectives.
‘Training programs have been designed to providé practical skills for
credit wunion managers, staff, and leadership, and have been
implemented using effective training techniques. '

Perhaps the"mos; relevant measure of the federation's improved
financial - and technical services is the number of credit unions and
credit union members now found within the system. From a low of 17
affiliates with less than 25,000 members, FEDECREDITO row has 50
credit union affiliates, with nearly 100,000 members. Clearly, the
federation is offerirng a product that is in consideratle demand.

3. Improving Movement Financial Self—Sufficiency ‘

As a result of these improved services and impressive growth, the
federation as well as its credit wunions have strengthened their
financial position. The federation is now able to meet its operating
costs from earned income and has vastly improved its balznce sheet
position, as demonstrated by a reduction of its liability/capital
ratio from 17:1 to 7:1. '

Although the federation is largely responsible for this improvement,
it is important to recognize the extremely valuable and unanticipated
assistance received from the government. Legislation enacted in 1984
assisted FEDECREDITO, as well as other cooperative organizations with
similar problems, to’' cover the losses incurred on their
dollar-denominated 1loan portfolio. This single act enabled the
federation to eliminate these accumulated losses and to start anew to
rebuild its financial position.



The financial position at the credit wunion level has similarly
improved. The project's administrative credit program enabled 25
credit unions to improve management capabilities, resulting in
increased growth and profitability. All credit unions have benefited
from the deposit mobilization program, which, as noted, has
dramatically increased the amount of capital available for lending and
investment purposes. Despite the large increase in deposits, credit
unions have generally strengthened their equity position, in part as a
result of the capitalization requirement on loans received from the
federation. They have also benefited from the overall improvements in
the national economy.

Some credit unioms with a substantial portion cf their loan portfolio
in certain agricultural products are currently experienceing some
repayment probiems. This appears to be mostly a cyclical problem that

eventually will be resolved. Credit unions heavily engaged in
providing non-financial services have seen their profitability
reduced. Overall, though, credit unions are significantly stronger

than they were four years ago.

In terms of the project objectives, as contained in the grant
agreement, the results have been mecst encouraging. It is significant
that these achievements resulted from a relatively modest input of
resources and a limited set of gspecified activities. AID resources
have been well spent: the credit union movement has been revitalized,
and the potential originally envisioned for the movement 1is within
reach. -

C. DEVELOPMENT IMPACT

Although this project focused on restoring the national crganization
and the credit union system, it has had an important national impact
for Costa Rica and its citizens. The fourfold growth in members
affiliated to FEDECREDITO means that about 16% of the total population
are now served by the federated credit union movement. Compared to
movements in other Latin American countries, as well as most other
developing countries, this is an impressive figure.

These members have seen their deposits increase over the past four
years to an average of c¢ 15,700 by the end of 1985. Interest income
has been increased for these members, with an additicmal ¢ 235 million
increment for the period from 1983 to 1985 alone. Loans generated by
the system for small farmers, merchants, manufacturers, and others
have likewise increased dramatically, from c 208 million in 1982 to ¢
1,275 million in 1985. Such credit generally is unobtainable from
other sources for these individuals.

In a modest way, the project may have stimulated the formation of
domestic capital, 1long recognized as an essential ingredient of
development. With  appropriate facilities, attractive interest
incentives, and assurance of sound management, credit union members
have chosen to save a substantial portion of their ' increased

s



liquidity, instead of using it for consumer purchases with potential
inflationary effects.

In short, this project appears to have initiated a number of trends
that can only have a positive impact on the nation's economic
development.

D. LESSON LEARNED

A number of lessons can be derived from this project which will be of
interest to individuals engaged in the design and implementation of
similar cooperative development projects. These can be summarized as
follows:

1. Administrative Credit Revolving Fund

A revolving loan fund used to pay competitive salaries, can be an
effective way to attract qualified personnel for local 1level
institutions. These resources enabled the participating credit unions
to increase saleriess, thereby attracting better-prepared managers and
staff, resulting in improved institutional performance,

2. Market Interest. Rates

Savings c¢an be mebilized, even among lower- and middle-income groups,
if market level rates are offered. Contrary to some expectations,
these groups have been most responsive to attractive rates.

3. Government Role in Private Sector Development

Governments can play an important role in the development of
private-sector cooperative institutions by: 1) respecting their
independence, 2) promoting their growth and development, 3) providing
the public with adequate controls against mismanagement or corruption,
and 4) providing relief to private sector organizations affected by
unforeseen changes in naticnal economic conditions which are clearly
beyond their effective control.:

4. Loan-Based Capitalization System

Reliance by a cooperative financial organization on a loan-based
capitalization system produces distortions and risks that could
threaten its financial stability. An alternative or complementary
proportional savings- or asset-based approach is 1likely to be more
equitable to the membership and reduce risks for the organization.



5. Creation of Equity

Treating share capital as equity in credit union organizations can
overstate their ability to support liabilities, potentially leading to
repayment or default problems. Building reserves and retained
earnings through increased profitability «creates the necessary
financial cushion to meet pctential losses.

6. Credit Union Non-Financial Services

Credit unions may find non-financial services to be only marginally
profitable at best, and divert the limited managerial and financial

resources away from financial operations, their primary business -

purpose. Nen-financial services may be  best provided through
cooperative or other organizations completely separated from the
credit union.

7. Computer Technology

National membership organizations, like FEDECREDITO, should be in the
vanguard of the adoption of computer technolegy in crder to to ensure
that the systems developed will be adequately compatible, meet minimur
operating standards, and provide sufficient information to meet
decision-making needs. ‘ :

8. Project Design/Implementation

Successful projects do not necessarily require elaborate designs and
detailed implementation procedures. A more simplified apprecach stilil
requires the implementing crganization to plan and take responsibility
for its own development.

9. Technical Assistance

A membership relationship, such as exists between FEDECREDITO and
COLAC, can increase the probability of receiving quality technical
services. Since its success is in large measure dependent upon the
success of its member, the motivation to provide appropriate
assistance 1is increased. In addition, the membership relationship
allows it to call upon other forms of support and assistance,

10. Project Participants

Projects are successful only to the extent that highly competent and
motivated individuals are identified to fill key positions within the
implementing organization. For project designers, the "who" is at
least as important as the "what".

’L@



E. ISSUES

The work of the federation is far from done. Several 1ssues exist
that pose potential risks to the on-going development of the
movement. These include:

1. Capital Base

Most of the federation's capital consists of subscribed as opposed to
paid-in capital, mostly from credit union borrowers. Further, only
14% of FEDECREDITO's members account for 55% of its shares. The
federation's financial position is potentially threatened 1if the
subscribed shares are not paid, and/or if major sharehoclders choose to
withdraw. Alse, credit union shares are exposed to relatively high
risks due to FEDECREDITO's relatively low level of equity.

2. Deposit Mobilization

Rapid deposit growth has increzsed system liquidity, tended to depress
earnings and put pressure on the liabilities-to-equity ratio. The
movement is now very much driven and exposed to new financial risks.
Their reduction will require the development of substantially more
sophisticated financial planning, marxeting and management
-capabilities. o '

3. Intermediation of Development Finance Capital

While this service remains important to many credit unions and their
members, it has Tbecome a relatively smaller portion of the
federation's. operations. To continue to provide credit at rates
farmers and other producers can afford, the movement will have to
develop new sources of funds and/or reduce lending costs. ‘

4. Non-Financial Services

The drain on credit union resources, both financial and managerial,
posed by the widespread provision of non-financial services reduces
credit union profitabiiity and could threaten their financial
stability. The movement has yet to clearly decide to either retain
these services and manage them more efficiently, or eliminate them and
. concentrate solely on the provision of financial services.

5, Computer Systems

The federation as well as several credit unions have Dbegun
“implementation of computer systems. Initial review indicates that
there is a substantial risk that a lack of standardization,



flexibility, and expandibility could occur, thereby seriously limiting
the potential benefits obtained from this technology.

6. Planning and Development

How can the valuable technical assistance, training, and development
services provided by the federation be financed without being largely
subsidized by the financial operations? To what extent can dues and
fees be expected to cover these costs? What operational adjustments
are needed?

7. Savings Protection/Guaranty Progrgm

Can a program be established to protect member savings and deposits in
the event of credit union liquidation? This may tend to reduce the
cost of funds and marketing expenses for the movement.

8. Expanded Credit Services

How can the credit union system meet .the large demand for credit that
exists for housing, small business development, and other critical
needs? Are these credit services possible within the financial and
managerial limitations of credit wunions? Can external capital be
identified to meet tnis demand? C

9. Loan Protection/Live Savings Program
What guidelines are needed to assure the actuarial soundness of this
progran? Does it have an appropriate financial structure, including
segregation c¢f program assets, liabilities and . capital from other
FEDECREDITO divisions? '

10. Credit Union Financial Condition

Credit unions are FEDECREDITC's principal clients and owners. What
are their financial abilities to capitalize ‘the  federation and
purchase its financial and non-financial services? How significant is
delinquency? What is the degree of technical solvency?

11. Federation Cost Containment

How can FEDECREDITO control rising administrative costs? What

structural adjustments, systems modifications and cost accounting -

techniques are needed? How can productivity be improved?




12. New Services Development

A number of new ventures have been put forward, including the
development of a banking entity, expansion of credit services to meet
needs in housing and small business .development, and establishment of
a program to protect member savings. Such expansion must be analyzed
against the risk of overextending the movement's existing human and
financial resources particularly at the federation level.

What financial services and products are needed by the current and
potential membership, at both the member and credit union levels,
which are not currently being met by the credit union system, but are
potentially feasible? How can system consolidation and new services
development be reconciled? What are the movement's strategic
objectives for market position and performance?

13. Cash Flow Management

‘The federation and its member credit unions will be subject to
rotentiaily large swings in their deposit base with changing naticnal
economic conditions. Placement of these funds may also be subject to
severs seasonal and cyclical fluctations. Increased skills in cash
flow prediction and management at both the naticnal and primary levels
will be required to minimize potential risks.

14, As et/L1ab111t7 Fanagement

The federation and its credit wunions may bte exposed to continuing

pressures on their spreads, due to the term structure of their ass=zts
and liabilities. Increasingly sophisticated asset/liabilicy
.management techniques will be requerd to- maintain adequate margin:
throughout the system.

15, Information Management

Although the federation has a relatively good infermation base,
increasing competitive demands will require this information to be
systematized for management decision-making purposes.

F. RECOMMENDATIONS

To assist in the resolution of these issues and establish a strong
foundation for continued development, the evaluation team recommends
that TFEDECREDITO obtain - the necessary technical and = financial
resources to undertake a program of major business develcpment
components. These would include:



1. Market Analysis and Development

An analysis of the current and potential market segments served by the
credit union system and an identification of the types of services and
products of interest to this market segment. A whole range of
options, unavailable in the Costa Rican context, yet common to U.S.
credit unions, «could be Iintroduced. A comprehensive market
development strategy would be produced to guide. the movement's
business planning for the next decade.

2. Financial Policy and Management Development

This component would develop solution strategies addressing issues
related to capitalization, equitvy strengthening, asset/liability
management, pricing policies, and other factors fundamental to the
long-term financial health of the federation and the movement.

3. FEDECREDITO Systems Development

This component would support continued wupgrading of FEDECREDITC's
internal operating systems based on an in-depth organizational
analysis to identify the wmost appropriate structure, division of
respongibilities, work flow, etc., to permit the organizaticn to
efficiently manage its expanding activities, and to deveiop new
business programs.

4, Computer Systems Development

This component would develop standards and guidelines for the

implementation of a movement-wide system that will meet infcrmation

and operating requirements at all levels,

5. Savings Protection/Guaranty Program Development -

This component will determine the feasibility of establishing a
savings protection program to protect credit union member savings from
losses due to institutional insolvency. If feasible, it will assist
the design, development and implementaticn of the program.

This program builds on the success of the current project and
represents an integrated strategy to address the movement's continuing
needs in the areas of market development, finance, operations,
computerization and consolidation of the savings base.: :

- 10 -
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Preface

This is the second volume of a two-volume evaluation prepared by the
World Council of Credit Unions for the Rural Development Office of the
USAID/Costa Rica mission on the Credit Union Strengthening Operational
Program Grant 515-0189. This volume contains the body of the report,
including in-depth analyses of preject results and the status of the
natlonal credit unieon system at the federation and credit wunion
levels, and the appendices.

Veolume I contains the Executive Summary of this report, including the
methodology, findings, conclusions, recommendations and secticns on
development impact and lessons learned.
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Local Currency U.S8. Dollar Equivalents

Loan Protection/Life Savings Program (similar
to mutual insurance

Operation Program Grant

Public Law 480

Savings Mobilization Program

United States Agency for International
Development '

World Council of Credit Unions
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I. INTRODUCTION

METHODOLOGY

In May 1986, the USAID Mission in Costa Rica prepared a statement of
work for the evaluation of its project with the Costa Rican national
credit union system, the Credit Union Strengthening Operational
Program Grant 515-0189. The World Council of Credit Unions (WOCCU)
was contracted in July to deliver the evaluation report under Purchase
Order No. 515-6419. An evaluation team was formed, comprised of
Gordon  Hurd, WOCCU's Development Resources Coordinator, and
consultants Peter Livingston and Marcus Schaefer. Mr. Livingston is
the former Vice President/Economics and Research for the U.S. Credit
Union National Association, Inc. (CUNA), while Mr. Scheefer is the
General Manager of the FDIC Federal Credit Union. In addition, Edison
Silva, Manager of Financial Operations of the Latin American
Confederation of Credit Unions (COLAC), Jjoined the team during the
third week in Costa Rica. Technical -guidance and direction was
provided by Peter Marion, WOCCU's Regional Ccordinator for Latin
America,

Field work was conducted from July 14 to August 1, 19286. During the
initial two weeks, the -evaluation team focused on gathering

information thr:ugh 1) review of project decumentation, 2) interviews

with all management staff of the WNational Credit Unicn Federation
(FEDECREDITC), 3) discussicns with USAID officials, and 4) on-site
surveys of nine credit unions. The last week was devoted %o analysis
of the infcrmation obtained and preparation of a draft report.
Briefings for both ‘the FEDECREDITO Board and USAID were held to
present the Team's major findings dnd recommendations. Appendix 6
contains the list of persons contacted and credit unions surveyad.

The draft report was subsequently revised and edited by the evaluation
team. Comments end observations provided by both FEDECREDITO and
COLAC have been incorporated in this final report. However, the World
Council of Credit Uniocns is solely responsible for the views expressed.

RBEST aVAILABLE COFY
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II. PROJECT RESULTS

A. COMPLIANCE WITH PROJECT AGREEMENT

Authorization for the Credit Union Strengthening Operational Program
Grant (O0PG) No. 515-0189 was provided on July 16, 1982 at a level of
US$600,000 for a period of four years.

1. Conditions Precedent

Prior to disbursement of funds, FEDECREDITO was required to provide
the following: :

a. A financial recovery plan based on realistic economic projections,
to include: savings mobilization plans; a more aggressive
capitalization program for FEDECREDITO; revision of present lending
and savings interest rate policies; alternatives to reduce and/or
cancel the dollar debt; and expansion of lending operations to  the
affiliated credit unions.

b. Regulations governing the operation of the Revolving Fund for
Administrative Credit including descriptions of procedures,
eligibility criteria, and lending terms and conditicens.

Status: With respect to +tHe  first condition, USAID engaged a
consultant to conduct the required analysis and prepare the recovery
plan. The report, entitled "Plan de Recuperacién Financiera de

FEDECREDITO R.L." was submitted on Octeber 15, 1982. It contained

recommendations to 1) recapitalize the federation, 2) increase the

income and financial resources available to the ‘ederation, and 3)

strengthen its administrative capabilities.

Although the federation has taken a somewhat different course over the

life of the project, based on changing circumstances, the basic thrust
of the recovery plan has been followed, Capitalization for
FEDECREDITO was originally _based largely on the loan activity

esulting from the use of local currency funds generated by the PL480
program Although not received until 1984, these funds have been
disbursed and the projected capitalization subscribed. 1In addition,
the federation has capitalized on funds received from other sources,
including BID/COLAC IV and loans generated using its own capital
resources. As a result, the capital position of .the federation
already exceeds the estimate contained in the recovery plan.

The federation has significantly improved its inceme position such
that the organization is presently financially self-sufficient without
reliance on external donations. This has been a result largely of the
deposits program that has enabled . the ..federation, along with its
member credit unions to dramatically expand the amount of financial
resources available within the system. At the same time, the
federation has built a scund administrative system, including

[N



competent managers and staff, along with well-documented policies and
procedures for nearly all aspects of the organization's operatioms.

With respect to the second condition precedent, the federation
prepared its "Reglamento de Créditos para Gastos de Administracion” in
September, 1982, which included all lending criteria specified in the
grant agreement.

~

2. Covenants

The grant agreement also included three covenants applicakle during
the life of the project:

a. FEDECREDITO would not distribute benefits (dividends) to 1its
member credit unions.

b. The federation would maintain savings and lending interes: rates
at market levels.

¢. Priority would be given t> use accumulated earnings.to offset its
dollar debc.

Statws: The federation. has largely complied with these <zcvenants.
Cash dividends have not been paid out to member credit unions:
however, dividends have been added to the share capital that each
credit union holds iz FEDECREDITO. These shares can ounly be withdrawm
upon termination of membership.  Althcugh <the fecderation retains
effective cortrol over the wuse of these funds, as discussed
subsequently in this report, the equity positicn of FEZDECRZIDITC wculd
be better strangthened by increasing reserves and retained e=rn¢nga.

The feceration as well as icts member credic unions have attempted to
operate on 2 markei-rate basis. It must be recognized cthat the
federation has several types of loan programs using ra2sources from
geveral different sources. With its own funds, the federation is
operating at or slightly above market rates. However, it also places
development finance lcans, using funds provided by AID and BID. These
rates are usually set somewhat below market rates in order to achieve
specified development objectives.

With respect to reduction of its outstanding dollar debt, the
federation received some unanticipated assistance from the Government:
of Costa Rica through legislation to provide relief to the credi:
union sector., Du2 to the dramatic devaluation that began in 1981, all
organizations with dollar-denominated locans were faced with serious
losses. The governmental measure provided the affected credit unien
organizations, including FEDECREDITO, with local currency to offset
these losses. At this moment, FEDECREDITO has more than sufficient
dollar funds to repay its outstanding dollar obligations. However, if
it repays in full, it will <forfeit government assistance; thus,
FEDECREDITO is conyinulng to repay CCLAC according to the established
schedule.
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3. Budget
The total cost of the project was placed at US$1,158,985, of which the
AID/OPG of US$600,000 was to be nearly matched by the counterpart

contribution of US$558,985 in local currency. The project budget as
shown in the grant agreement provided the following resources:

Table 1

PROJECT BUDGET

AID FEDEC. TOTAL
Line Items Us$ LC$ LGS Uss Lcs TOTAL
1. Rev, Fund/
Coop. Admin. -0- 210,000 147,860 -0- 357,860 357,860
2. FEDECREDITO
Admin. 35,000 155,0C0 410,616 35,000 565,616 £00,616
3. Technical
Assistance __ 200,000 0 509 290,000 509 200,506
TOTAL 235,000 365,000 '552,985 235,000 923,985 1,158,985 .

Under the first line item, AID support was to be used for providing
loans to member credit unions in order for them to. emplecy qualified
personnel. The second line item provided salary support for FEDECREDITO
personnel and the purchase of equipment. The third 1ine item was for
the provision of technical assistance from COLAC, to include a resident
advisor and a number of short-term consultancies. Counterpart local
currancy contributions from FEDECREDITO were to support the maragemen
of the administrative credit program, as well as te complement the
salary support for federation personnel. L '

Status: AID funds have been utilized nearly as budgeted. Actual costs
charged to each line item were as follows: ‘

Table 2

COMPARISON OF BUDGETED AND ACTUAL PROJECT EXPENSES

Budget Actual Variation

1. Revolving Fund _ ' _

Cooperative Admin. Us$210,000 US$202,593.90 . - 3.5%
2. FEDECREDITO , _

Admin. 190,000 207,341.75 + 9.0%
3. Technical _

Assistance 200,000 190,064.35 - 5.0%

"TOTAL US$600,000 Us$600,000.00 0%
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The counterpart contributions from FEDECREDITO were mnot accounted for
separately, and apparently the AID mission did mnot require this
information. Since the project provided assistance to nearly every aspect
of the federation's operations, a compilation of the total operatiomal and
administrative costs provides an approximation of the federation's
contribution. For _the four years 1982 through 1985, the federation
expended nearly c¢ 46.3 million for operational and . adminiatrative casts,
or at an average exchange rate for the period of 42:1, about USS$l.l
million, nearly double the required contribution amount. = Although some of
those expenditures may have been in "non-project" areas, it seems clearc
that the budgeted figure of US$558,985 has besn exceeded,

4. Irplementation Reguirements
Per the grant agreement, a number of requirements were included applicabilz
to project implementation.

a. Administrative Credit Prozram

Twenty-five credit wunions were tc receive 1loans by the end of ths=
project. Loans ware scheduled for three years, with repavment beginnin:
in the fourth yvear, at zn interest rate of 10%. GCredir unions wer
expected to hirs three individuals: a meanager, an accountant aad an
agricultural extensionistc.

o (!

Status: Twenty-five rcredit unioms have received adminiscrative credic

loans. The 1lcan terms have been bhortﬂned generally to one yesar, in.

order to accelerate the rotation of the loan resourcss Loan amsunts have
bteen increased and repayments begun immediately. These chiznges veare
designed to increase  the effectivenass of thse program fer ths

participeting credit unicns and werz approved the UDnID mission.
b. Strexgthening FEDECREDITO Admini:icrat-.ve Capabilicies
Thz second project component addrassed a number of areas, specifically:

(1) Improvement in FEDECREDITO'S financial management systems a=nd
procedures. .

(2) Preparation of annual operating plans

(3) Provision of technical assistance to member cradit unicns

Status: The federzation has demonstrated notabia succass in expanding and
improving its capabilities, not only to manage its financial services, but
to respend to the needs of its member cradit unions with new services aand
pregrams. A number of comprehensive, well-designed manuals have been
developed and disseminated to credit wunicns geoverning all aspects of
credit union management. The federation has wutilized an intensivs
diagnostic procedure to develop long-term pians, which among other things
set specific growth targats for member credit unions while addressing
institutional deficiencies. These plans serve as the basis for the

. technical assistance and training activities provided by the federation.

I



c. Technical Assistance

The third component was focused on improving the areas of
administrative and financial management, planning, and credit
management. Funding was provided for one resident advisor and
short-term technicians in specialized areas as required. FEDECREDITO
would contract for these services with COLAC.

Status: Resident technical assistance has been provided by COLAC for
the four years of the project. Assistance has been provided in the
specified areas, with particular emphasis -on the development of sound
financial management practices, an aggressive savings mobilization
program, and improved credit  operations. . Short-term technical
assistance has been limited to 1) the Recovery Plan described earlier
and 2) the develcpment of an improved accounting system for
FEDECREDITO. : ) '

5. Reporting and Evaluation

The grant agreement called for quarterly reports from FEDECREDITO;
these have been provided without exception. The reperts have been
thorough, <containing information mnot only on the AID-financed
activities but on all aspects of significance to FEDECREDITO's
development. ’

Annual evaluations were also prescribed, the first three by
FEDECREDITC, and an end-of-project evaluation by COLAC. The yearly
evaluations were not completed. 'A brief report was prepared for the
period 1982-84 which described the progress made . in quite general
terms, and a summary report entitied "Informe de Progresc 1981-1986"
was prepared for a presentation tc the USAID Mission in April 1986. .

In summary it would appear that the project has complied with most of
the conditions and requirements contained in the grant agreement. It
. weuld appear that the USAID Mission permitted FEDECREDITO to utilize
. flexibility in project ‘implementation, based on changing ccnditions
and needs, which has contributed to project success.

B. REVIEW OF PREVIOUS EVALUATIONS

1., Previous Evaluations

As noted above, only one evaluation was carried out for the first two
years of the project. This brief report covered the progress made at
that point, noting the greatsr than anticipated growth 1in key
indicators such as assets, loans, savings, and capital. It also noted
the factors that had contributed to the progress shown, including the
approval of 1loans from BID/COLAC, and BANCOOP using funds provided
under PL 480. The report did not elaborate on any problems or
constraints to project implementation. To our knowledge, no specific



comments or recommendations were provided on the basis of that
report.

2. 1983-37 Development Plan

Although not part of the prescribed evaluation process, the
evaluation/planning exercise undertaken by COLAC in 1983 provided the
basis for FEDECREDITO's development since that time. This extensive
process was divided into three distinet phases: 1) Analysis of
national economic, legislative, and systemic factors affecting the
development ¢f the credit union movement, 2) analysis of the strengths
and weaknesses of FEDECREDITO and its affiliated credit unions, and 3)
preparation of a five-year development plan.

The plan presents a detailed prescription for development, focusing on
four major areas: 1) Member/Cooperative Development and Expansion, 2)
Financial Consclidation, 3) Strengthening of Services, and 4)
Strengthening of System Capabilities. Spzcific programs were definsd
under ezch major area, inciuding specific measurable goals for each
year of <the plan. To a largaz extent, FEDECREDITO and dits member
credit unicns have effectively utilized cthis plan as a guide, and have
successfully met most of the specified gozls. FEDECREDITO has
expressed an interest in a similar development plan s=xercise to guidsa
their efforts for the naxt five-year period.

€. ACHIEVEMENT OF PROJECT OBJECTIVES }

As stated in the project agreement, the basic objective of AID's
assistance was to: '

1, Improve the aduinistracive and operational capabilities of

‘ FEDECREDITC.

2. Expand federation services to member credit unions.

3. Encourage the adoption of socund financial and eccnomic
policies by both the federation and its member credit unions
to permit them to Dbecome operationally self-sustained
enterprises, ’

1. Administrative and Operational Capabilities

FEDECREDITG's capabilities have unquesticrnably improved as a result of
the project. The size of its staff has about doubled, from 19 tc 4C
in the past four years. Yet staff efficiency has improvad
considerably, as measured by an asset/employze ratic that ' has
increased from c¢ 4,0 million per employee to ¢ 12.4 million £from
December 1982 to December 1985. As measured by academic Ptackground
and training, the federation's staff has also improved. In 1982, only
one employee had university-level education; in 1986, the federation
includes 19 employees with university training and 10 with technical

training. The staff is young, highly motivated, and willing to werk

‘;ong hours.
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The organizational structure 1s . appropriate for the  efficient
provision of services to member credit unions. 'In .addition, the
federation has been very active in formulating systems, policies: and
procedures for most operational functioms. As 'a result, the
organization has been able to manage the tremendous growth in
financial operations that has occurred--with....a .. minimum of
organizational stress. :

2. ExpanSion‘of Services

Clearly, the federation has expanded the volume of services provided
to member credit unions. Most notable are the financial services
provided, including the offering of a central liquidity facility to
absorb surplus credit union funds, and the provision of credit to
increase loan capital for productive purposes. To illustrate, funds
held by the federation in deposits, mostly from member credit unions,
increased from c¢ 38 million in December, 1982 to c 570 million as of
June, 1986. Similarly, the federation has been able to increase the
amount of loan capital brought into the system from external sources,

again for the benefit of its members. . This amount has increased from
¢ 32 million to c 112 million between December, 1982 and the present.
It has also- diversified the types of credit programs available,
enabling its members to checese the terms and conditions . most
appropriate to thei r credit needs.

The federation continues to offer high-quality technical assistance
and training services. With the initiation o¢f & comprehensive
diagnostic approach, the federation has provided an extremely useful
tool for credit unions to plan and manage their on-gocing development.

In addition, those rural credit unions engaged in agricultural credit
poograms  receive | specialized technical assistance to increase the

o~ -

‘;_Juuct*vity and lncnmp of project participants.

In interviews with credit union'managers and‘leaders, there was clear
evidence that the  resurgence of FEDECREDITO as a strong national
representative .and service organization was valued, as were the
quality financial and development services that have been provided
over the past four years.

3. Self-Sustained Enterprises

At both the national and primary levels, the respective organizations
have been established on a more solid finanejal footing. The
federation has been able to bolster its capital position comnsiderably
over the past four years, such that its liability/capital ratio has
improved from 17:1 to 7:1, despite the fact that the federation has
greatly increased its liabilities through the deposit program. Credit
unions have instituted similar deposit programs, while protecting
their capital base. Given the considerable liquidity that has existed
recently, the credit union system demonstrated the capab1l1ties to
capture a sizeable share of those funds.

BEST AVAILABILE COFY -8 -



The federation has used the S5-Year Plan developed in 1983 with the
assistance of COLAC to guide its financial development. Specific,
realistic targets were set, using projections based on extensive
analysis of the national economy and the federation's strengths and
weaknesses. Annual plans are prepared to focus federation activities
on achievement of plan objectives, to include specific goals for major
indicators, as well as cash flow projections. Through the diagnostic
approach mentioned above, credit unions have similar tools to manage
their growth and development.

The federation attained financial self-sufficiency last year if
donations and other non-recurring income sources are included. It
appears probable that FEDECREDITO's earned inceme will be sufficient
to meet all costs incurred in 1986. TFor credit unions, witk the
recent increase in liquidity, most have been able to stabilize the
financial situation. ’

Of some concern, howaver is the fact that many credit unions still

raintain a multiple-services function, including supermarkets,
pharmacies, furniture and hardware stores, agrilculturai supplies, acd
other related activities. 1In most cases, these activities hawve been
only marginally profitable. Obviously, these activities rsduce tine
overall profitability of these credit unions, end if sufficisntly
serious, ecould jeopardize their f{inancial stzbility. The Ffederaticn
is well aware of this problem, but as vyet Las not develsapad an
effactive response. '

In sumamary, it appears thar the objectives envisioned when the preject
was approved in 1932 have been clearly achieved; in fzet, FEDICREDITC

and its members have surpassed the expectations of pearhaps ite most

fervent supporters, We should add, however, that considerznle wer:
Temains ahead in ord to meet the risks and prcblems that mayv Lbecome

ok ad
nmore pronounced by fthat time. Although the movsement should continus,

to explore n&w business opportunitiass, it should focus ¢a the
consclidation of the progress made during the past four years.

D. DEVELOPMENT IMPACT

.The original project vproposal contained a number of indicators to

measure the development impact to be achizved by the end of 1283,
which was the end of project contained in the propeosal. <Comparison of
those estimates with the figures obtained as of June, 1986 prcduces
the following:




Table 3

COMPARISON OF ACTUAL VS. ESTIMATED PROJECT
IMPACT INDICATORS

Actual Estimated Actual
Indicator June 1982 1988 June 1986

Credit Unions Recelving

Federation Loans 6 55 64
Credit Union Members 29,000 45,000 94,139
Annual Credit Union

Loan Volume (millions) ¢ 7.5 ¢ 188.6 ¢ 1,275.3%
Affiliated Credit Unions 26 ‘ S5 50
Credit Unicns with Full-

‘Time Managers, Accountants, .

and Fleld Inspectors _ 10 45 25%%

* Balance of loans outstanding
" %% Particpant credit unions in administrative credit program
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Other measures were included as follows:

1. FEDECREDITO Self-Sufficiency

Upon completion of the last fiscal year ending in December, 1985, the
federation achieved financial self-sufficiency if donations arnd, other
non-recurring income sources are included. For 1936, it appears that
the federation will achieve full self-sufficiency. It should be
noted, however, that this will provide them with only a small surplius
to fund reserves and equity growth.

2. Significant Improvements in Credit, Financial, and Business
Management '

The increased management capacities of the entlire movement are clezr
At both FEDECREDITQ and the credit uniong, greatly increased amount
of funds are being managed, and far mores successfully, O0f particular
ncte are the deposits managed by the systexm which have increased many
times over in the past four years. This is indicative of the system':
ability to mobilize and place these funds at rates often atove marXke:
lavels, and the confidence that the gSystem has generats
additicn, the syster is lending at siznificantly higher levels w
incurring far less serious problems with loan delinguency. Lozns
being increasingly channelled into productive endezvors, particul
for smzll business ventures, based cn a rigo:ous analysis of
profitebility of the proposed activity. The increased entreprensuria
approach that is found throughout the systam has resulteéd in an
unwillingness to accept inefficlent management practzices.
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3. Mobilization c¢f U383 Miliion in Loan Capital Frem Naticmal eand
International Sources

TEDECREDITC has been successfdi ir mobilizing funds from BID/COLAC,
AID/PL 480, and CODESA, which combined is sligihtly mcre than US$3
miliion. These funds have been used for the mest part to provide
loans at slightly below market rates *to small farmers, thereby
reducing their costs and presumably stimulating investment.

4. Additional M=asures of Develormant Impact

deyond these scmewhat limited measures of impact, we should note the
real impact that has occurred at the level of the individual memzer.
The movament now serves ahour 16Z of the population, a significant
figure in comparison with most other Latin American countries. Since
the project’'s inception, membership has increased fourfold.
Increasingly greater numbers are being attracted into credit unions,
in no small measure by the attractive interest rates being offered on
deposits. Per-member deposits increased from about ¢ 9,600 in 1983 tc
¢ 15,700 in 1985. At an interest rate of 14%, the average member has
received an additional ¢ 1,354 in interest income over that period.
Overall, an additional c 235 million in interest income was pumped
inte the mnational economy from credit unions during that two-year

-
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period. Credit unions have benefited from. the increased - liquidity
within the national economy in recent times. Yet they have been able
to capture a portion for savings, thereby reducing the likelihood that
the excess liquidity would result in inflationary consumer spending.

The formation of domestic capital has 1long been recognized as an
essential ingredient for development. This project has demonstrated
that lower and middle income families can, in a modest way, contribute
to that objective if provided with attractive savings incentives, and
if provided with assurance that their money 1is being safely and
efficiently managed. The savings habits that have been instilled, and
the system-wide improvements in capabilities and attitudes, are likely
to be lasting benefits of this project.

E. CONTRIBUTIOR TO USAID DEVELOEMENT STRATEGY

The USAID/Costa Rica Country Development Strategy Statement (CDSS)
noted that in order te achieve one of its objectives of promoting
production, programs would be developed to meet the "... working
capital requirements of the productive private sector i.e., dindustry
and agriculture”. The Statement also noted that "Many small farmers
still lack access to land, credit and technology ... Lack of credit,
sharply rising costs of inputs, and lagging product prices are
seriously jeopardizing the production possibilities...”.

" As part ‘of its development strategy for"lthe FY 1983-87 period, the
Mission noted its intention to - "...provide credit and technical

assistance to farmers, especially small producers, through an

extensive rural cooperative network." Clearly the FEDECREDITO proymt
was considered a part of thJ.S progxam strategy.

About two-thirds of FEDECPEDIZO's member credit ‘unions are found 1:1-

the rural areas; much ‘of the fedemtmu"‘ programs and services have
been focused on these credit unions. They have been the major
benefactors of FEDECREDITO's administrative credit program.
Membership and savings growth have been strong among rural credit
unions, and these have been the major recipients of external capitzal
intermediated by the federation, most notably the BID/COLAC IV, and
the AID/PL 480 loans. These programs are specifically designated for
agricultural production purposes, providing loan funds at attractive
rates of interest and agricultural technical assistance to small
producers. These two loan programs mentioned above have enabled the
federation to provide c¢ 87.3 millions in capital for agricultural
purposes, a figure multiplied several times over by the amount
provided by the credit unions themselves.

One of the FEDECREDITO sYstem's most notable achievements has been the
mobilization of impressive amounts of deposits. Thzse funds have been
used to finance productive activities such as small businesses in both
rural and urban areas. Clearly this capital has assisted in raising
the productive output of the Costa Rican economy, stimuiating

<
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employment and increasing income for a significant number of small
producers.

Of significance is the fact that this project correlates strongly with
each of the four "pillars" of AID's overall development strategy. It
exemplifies the Agency's objectives with respect to institutional
development; a strong human and financial resource base has been
established within a system designed to provide continuing benefits to
its members. In a nation with a nationalized banking system, the
FEDECREDITO system represents one of the few private sector
alternatives for financial and related services, particularly in rural
areas., It has actively dialogued with national government officials
to obtain policies more favorabvle to private sector finance
institutions. And it has been a leader in stimulating the adoption cf
new technology, - including not only equipment such as computerized
accounting and informaticn systems, but pelicies that will make its
member credit unions able to successfully compete as business
enterprises in the financial marketplace,

fe should also note that in a very medest way, the project may have
contributed to allesviation of the balance-of-payments prctlam. The
abocve noted savings were mobilized from domestic sources, that is,
cradit union rembers, reducing the reliance on external capital to
finance small-scale productiva endeaveors, Althougn  FEZDECREDITO
axpects that external financing will continue to be reguired to
finance some of its development activities, the commitment tc chrift
and the reliance on local rzsources has been so thoroughly. ingrained
that external support is viewed as only a complement. ‘

F. LESSONS LEARNED

For " davaloprent practioners interested 1in the develcpment of
broad-based  financial =~ institutions able to =serve small-scale
producers, this prcject has many relevant lesscns. Soma of the
lessons relate to the way in which the project was designad and
implemented. Others became apparent with the evolution of the
procject, and in most cases represent contiruing issues with which the
federation must grapple. The following identifies those lessons of
major significance to the evaluaticn team.

1. Administrative Credit Revolving Fund

The project design established a revolving fund to permit member
credit 'unions to attract and maintain qualified persoanel. This
approach was most successful in wupgrading the managerial skills
available for these local institutions. As it was a loan rather than
a grant, participating credit unicns had to show improved results in
order to Jjustify this expense to their members., Credit wnion
performance has been measurably increased, and loan repayments have

been made as scheduled., The evaluation team recommends this apprcach

to building local institutions.
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One aspect worthy of further study is whether the loan terms
correspond to the realization of the expected benefits. A positive
cost/benefit analysis would suggest that the increase in credit union
profitability should at least equal the amount of the loan plus
interest. For most credit wunions, the impact on profitability is
unlikely to be immediate, but would be realized several years hence.
Loan repayments should be set to correspond to this period.
FEDECREDITO's shortening of the loan repayment period, although not
resulting in any repayment problems, may have marginally reduced the
cash flow/profitability of the participating credit unions for the
short term.

2. Market Interest Rates

The project has been a dramatic demonstration of the effect of market
interest rates in mobilizing 1leccal savings. With the policies
encouraged through this project, credit unions as well as FEDECREDITO
have offered market, or in some cases slightly higher interest rates
on member deposits. In addition, a variety of terms have been
offered, generally ranging from one month to one year. Credit union
members, mostly lower- and middle-income families, have demonstrated
an interest-rate sensitivity, such that deposits at the credit union
level increased from c¢ 533 million to more than ¢ 1,460 million
between 1983 and 1985 alone. During the same periocd, FEDECREDITO
deposits increased from slightly mcre than ¢ 65 million to nearly c
295 million. Domestic savings formation - is possible, even .among
small-scale savers, if they are provided with attractive incentives.

3. Government Role in Private Sector Development

Although often wviewed more as an obstacle than an aid to private .

sector development, governments can play a most beneficial role as
shown by the government of Costa Rica (GOCR). Active encouragement
was provided to the developmeant of the FEDECREDITO system, thrcough the
passage of favorable legislation, particularly assistance for losses
incurred on external dollar-denéminated loans. In effect, the GOCR
recognized that these organizations were affected by economic
conditions that could not have been foreseen at the time of the
original loan negotiations, conditions entirely beyond the control of
these private organizations. The government's actions in enabling
these organizations to overcome these serious difficulties, as well as
its role in promoting and supervising the development of the credit
union movement while also respecting its independence, is a model to
be encouraged.

4, Loan-~-based Capitalization System

The federation relies almost exclusively on this system to increase
its ‘capital base. Several distortions and risks are introduced as a
result, First, large and/or regular borrowers may find themselves
with excessive amounts of capital tied up in the federation, producing

- 14 =
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possible dissatisfaction among these credit unions, and in the event
of their withdrawal, a capital shortage for the federaticn. Second,
this approach bears no relationship to the capacity to meet that
capitalization requirement; smaller credit unions often have greater
amounts invested in FEDECREDITO than larger ones. Third, it burdens
the loan transaction, making it more costly, although this may not be
fully appreciated by the ultimate borrower. Fourth, under present
conditions, capital raised under this method cannot keep pace with the
increase in deposits, meaning that over time, the federation’'s
liability/capital ratio will deteriorace.

The evaluation team suggests that alternative or complementary
proportional capitalization methods, using some type of savirgs or
asset-based approach, be introduced in the the FELECREDITC system, and
designers of projects with similar capitalization requirements should
avoid sole reliance on a loan-based method.

S. Creation of Equity

In Costa Rica, as in most other countriss, credit union shares are
considered as pz2rt of capital. Shares represant the members'
ownership of the instituticn and confer wvcting rights tor the ele:tion
of the Board of Directors and other committees. At the same tim

shares represent these member-owners' c¢laims com the assets of !
credit union or rederabloh. Thus, 1like deposits, <they «an t
withdrawn; the only difference is that in Cesta Rica, shars withdrawal
-usually requires the termination of membership in the organization.
fet, in the final analysis, the shares belong t¢ the investing
nrganizaticn or member, not the recipient federation or credit union.

o
-4 D .0"

In contrast, the truze equity of the cradit nion er federatic

consists of its fres reserves end retained earnings. These accounts
have no exte-—a?l Ci alm uopon them and can be ussd for any legitimate
purpose decided upon bv the organization's leadership. Of particular

I

o

- importance is the wuse of equity to support the organizaticn's debt

structure and provide 2 "finencial cushion" against pcssible losses.

Treatment of sheres as equity overstates the capacity to handle debt.
In the event of default on some of the organization's loans, the only
real sources of funds to repay its external credicors are its reserves
and retained earmings. The organizaticn cannot use its members’ share
capital to repay thase creditcrs vithceut sezriously undermining
confidence in the credit union or tederatlon as a secure depository
institution.

A consequence of treating shares as equity is that the imperative to
increase prefitabdility in order to adequately fund reserves and
retained earnings is reduced. Since present practices permi: equiry
to e increased by raising share capital, this approach is deemed more
convenient than the more arduous task c¢f increasing profitability.

While shares are an important socurce of capital funding, the true

equity strength of a credit union or federation is found -in its
reserves and undivided earnings.
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Greater emphasis on the build-up of equity, and mnot simply share
capital, is recommended in the design of future credit union and
cooperative development projects. The substantial share capital
accumulated by FEDECREDITO with project support does protect external
investors such as BANCOOP and COLAC, but risk to the investing credit
unions and their individual members is greatly increased. Only the
creation of additional equity, primarily through improved earnings,
can reduce this risk exposure and thereby enhance the security of
members' share savings.

6. Credit Union Non-Financial Services

Nearly half of FEDECREDITO member credit unions provide non-financial
services, including agricultural supplies, grocery . and hardvare
stores, pharmacies, and others. From our review of financial reports,
and confirmed in discussions with <federation and <credit union
officials, these services are relatively unprofitable. TFurther, these
services drain capital as well as scarce management resources from the
credit wunion. Although it did not appear to be a problem in the
credit unions visited, failure to maintain clearly distinct accounting
records may make it difficult to assess the profitability of the
different lines of business.

These services are provided in response to substantial member demand,
and it appears they are generally valued and supported by the
membership. However, the dilution of the organization's profitability
resulting from these services, which if serious enough could threaten
the viability of the financial services operations, suggest . that
alternative structures be considered, such as separate credit unicns
entirely distinct frem the credit union.

Experience from the Costa Rica projesct suggests that future credit

~union development projects should discourage the establishment oi &
wide array of non-financial services.

7. Computer Technology

Some of FEDECREDITO's member credit unions have already installed
computer systems; others are considering possible options. The
federation, having Jjust installed its own system, has not been in a
position to provide technical assistance in this area, nor develop a
set of guidelines to ensure standardization and compatibility.
Failure to act within the near future may result in a variety of
computer-based accounting and information systems that will be
incompatible with each other and with the federation's system.

It is clear that national organizations with a base of member
- organizations, such as the FEDECREDITO system, must be in the
forefront of computer technology in order to ensure that an integrated
system capable of producing financial and management decision-making
data for all levels of the movement can be implemented.

FERT VAl nid ¥ QOrY
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8. Project Design/Implementation

A useful 1lesson from the present project is that projects can be
successful without elaborate designs and rigorous implementation
requirements. A fairly simplified design was used for this project,
defining a small number of outcomes expected from a small set of
specified activities. The amount of resources was quite modest, just
US$500,000. 0f mnote 1is that USAID 1local currency resources Wwere
creatively used to support local costs of the federation and the
administrative credit program.

In effzct, although provided with the resources, FEDECREDITO had the
responsibility for extricating itself from the precarious situaticn of
1982. The USAID mission monitored the project's progress, and
provided advice and assistance as required, but the hard decisions had
t¢ be made by FEDECREDITO. With the able assistance of the COLAC
resident advisor, the decisions rtaken proved to be appropriate.
Flexibility during the project's implementation, in response to a
re-sxamination of existing circunstances, contributed to cproject
suzcess. Under gimilar circumstancss, the evaluation team weuld
recommend a gimilar simplified design and flexible implemzntaticn
agproach.

9. Technlcal Z4ssistance

As . described, the technizal’ assistance provided Dby COLAC was
exemplary. Noet. only did  the resident advisor make significar:
contributions, but notable monitoring and technical supp
provided by the regional organization. Sincs FEDICREDITIC is
of COLAC, a5 well as & torrower, it is clzarly in CO0L:A0's interest o
provide the support necessary to improve the movement's technical z
financial capabilities. In contrast %0 non-cradit union comsul:i
organizations, COLAC cannot permi* ~re . its member organizations te
fail.

P

The vertical integration linking individual er=éit unions tec national
federations, which in turn are linked to regicnal confederations, and
then to the World Council of Credit Unions, is one of the real
advantages of the worldwide credit union movement. ©Not only dces it
increase the probability of specialized, quality technical assistance
being provided for specific projects, but it ensures a measure of
institutional sustainability upon the terminaticn of  externzl
assistance. ‘

10. Project Participants

This project demonstrates an axiom that hears repeating, specifically
that the qualities of the implementing participants are perhaps the
critical factor to project success. Ia this case, the commitment,
enthusiasm, and hard work of FEDECREDITO's staff and leadership,
supported by its member organizations resulted in a complete
turn-around for the movement within four years.
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Where are such individuals found? 1In this case, a conscious effort
was made to upgrade the federation's staff. Young, university-trained
staff were recruited, with the skills and dedication required to make
a difference. Respected professionals were sought to fill Board
positions. As noted in a previous point, the project placed the
responsibility for revitalizing the movement squarely on the shoulders
of the federation. With capable staff and leadership, they were able
to meet the challenge.

It is often difficult for project designers to identify in advance the
specific qualities of intended project participants. Yet this more
than any other single factor will be the determinant of project
success.,

G. GENERAL OBSERVATICNS/FUTURE DIRECTIONS

1. General 0bservations

The major points related to this project have been detailed in the
previous sections. 1In summary, the project effectively complied with
the requirements stated in the grant agreement. -Some flexibility was
observed, for example, with implemencation of the administrative
credit program, and the annual evaluation requirements were not met.
As & result, there were no previous evaluaticns for this team to
review. ‘

The objectives cf the project have been met. The federation has been
restored to financial health. It has a sclid base of 50 member credjit
unions, serving nearly 100,000 members. Growth in key indicators such
as savings, deposits, loans, and assets has been exceptional at the
credit wunion 1level, in rpart a result of the market-level interest
rates used to increase deposits. FEDIZCREDITC has actively promoted
these effort, and has provided wvaluable technical assistance to
bolster the management capacities of the member credit unicns. Its
financial operations have mobilized additional funds for credit union
lending, both through its own deposit mobilization program and through
the mobilization of external capital. It should not be overlcokad
that the entire movement has benefited from improvements in the
national - economy over the ©past few years, notably increased
employment, lowered inflation rates, and increased 1liquidity;
conditions that have played no small part in the resurgence of the
movement.

The impact resulting from a strengthened credit union movement is
demonstrated by, amocng other things, the more than 50% increase in
per-member deposits and the estimated ¢ 235 million in additional
interest income received by credit union members between 1983 and 1935
.alone.

The project has contributed to the USAID development strategy, most
notably - through .- the . .provision of  financial services to rural
producers. Lacking access to credit and other services from
traditional financial institutions, small farmers have ' received
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assistance from the nearly half of FEDECREDITO's member credit unions
located in rural areas.

The evaluation team did not observe significant constraints to project
implementation; in fact, project management appears to have been most
harmonious and efficient. We would suggest a similar approach for any
future collaboration. We do recommend that evaluations be limited to
two: mid-term and final, and that they actually be done.

Tre success achieved to date does not imply that there is no need for
further concern. In fact, it the view of the evaluation team that
several risks exist that, although not cause for alarm currently,
could become aore pronounced within the next two years. Accordizgly,
the evaluation team has consistently recommended to FZDECREDITO that
now is the time, while conditions are favorable, to consolidate the
gains achieved and to address weaknesszss in the movement's striacture,
systems, and oclicies.

2. Future Directicns

a, Issues

It is cur view tiiat the FEDECREIDITO system must deal with a numder of
major 1issuzs in order to move confidantly into the future. Thsase nhave
been described in some dertail above; briefly these ars:

(1) Capital Base

Most of the fedsration's canital conz s of subscribed as crpecsed
to paid-in capital, mosxzly frcm zredi - nion bDorrowers. Further,
only 14% of FEDECREDITO's members aw:zunt for 55% of its shares.

Tre Zedaration's financial posizion
the subscrited shares are not paid if mezyur shareholde
chocse to withdraw. Alse, =oredit ion shares are exposed
reiatively high risks due to FEDECREDITO's relatively low level
liquidity.

ntially tarestenzd

T orn
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o
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Specific items to be addressed include:

-~ Distortions caused by loan-based capitalization system

~ Excessive reliance on subscribed capital

-~ Need to increase equity by Luilding resa2rves and retained
earnings

- Equity requirements for leveraging internal and external capital

- Development of a proportional capitalization system
(2) Deposit Mobilization System

Rapid deposit growth has increased system liquidity, tended to
depress earnings and put pressure on the liabilities-to-equity
ratio., The movement is now very much driven and exposed to new
financial risks. Theif reduction will require the development of
substantially more sophisticated financizl planning, marketing and
management capabilities. ' '
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Specific issues to be analyzed include:

— Impact on liability/equity ratio of rapid growth in deposits

- Possible volatility introduced into system with reliance on
deposits for growth

- Expansion of 1lending opportunities for market-rate capital
within/outside credit union movement

- Possible margin squeeze on federation and/or credit unions

- Risks in loans to private businesses and investments in national
exchange.

(3) Intermediation of Development Finance Capital

While this service remains important to many credit unions and
their members, it has become a relatively smaller portion of the
federation's operations. To continue tec provide credit at rates
farmers and other producers can afford, the movement will have to
develop new sources of funds and/or reduce lending costs.

Items requiring examination include:

- Feasibility of accepting hard-currency loans/probability of
obtaining GOCR guarantee for devaluation risk ‘

~ Limited availability of local currency loan capital, principally
BID and PL 480 '

~ Continuing demand for development finance capital, particularly

by small farmers’ ,
- Impact on credit union stability/growth with reduced flow of
external capital '

(4) Non-Financial Services

The drain on credit union resources, both financial and

managerial, posed by the widespread provision of mnon-financial
services reduces credit wunion profitability and could threaten
their financizl stability. The movement has yet toc clearly decide
to either retain these services and manage them more efficiently,
or eliminate then, and concentrate solely on the provision of
financial services.

Questions to consider:

Should member credit wunions be encouraged to divest these
profit-draining services that are valued by the membership? If
so, what strategy will be most effective? If not, what technical
support can be provided to make these services more profitable,

(5) Computerization

The federation as well as several credit unions have begun
implementation of computer systems. Initial review indicates that
there is a substantial risk that a 1lack of standardization,
flexibility, and expandibility could occur, thereby. seriously
.limiting the .potential benefits obtained from this technology.

- 20 -
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Issues to consider:

What strategy can the federation adopt to ensure that a) credit
unions make cost effective decisions with respect to
computerization, and b) the systems will be compatible to permit
transmittal of financial, statistical, and management information?

(6) Planninz and Development

How can the wvaluable technical assistance, training, aad
development services provided by the federation be finzanced
without being larzely subsidized by the financial operations? To
what extent can dues and fees be expected to cover these costs?
What cperztional adjustments are needed?

(7) Savings Protection/Guaranty Program

Can a program be established to prozzct member savings and
deposits in the event of credit unien liquidation? This may <tend
to reduce the cost of funds ané marketing expense for the movement,

(8) Expanded Credi: Services

How can the credit union system meet the large demand for e¢r
that exists for hcusing, small business devealopnent, and oth
critical needz? Are these credit services possible within tl
financial and managerial limitations of credit union?  C:
external capital bz identified tc weet this demand?

[{ I aad
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(9) Loan Protectien/Live S~vings Prograx

What guidelines are needed to assure
this program? Does it have an appre
including segregaticn =»f program asse
from other FEDECREDITO divisions?

the actuarial soundnsss of
riate financiel structure,

n bl o)
}- o
ts, liabilities and capital

(10) Credit Unicn Financial Condition

Credit wunions are FEDECREDITO's principal clients and owners.
What are their finzncial abilities to capitalize the federation
and purchase its financial and non-financial services? How
significant is delinguency? What 1is the degree of technical
solvency?

(11) Federation Cost Containment

How can FEDECREDITO contrel rising administrative costs? What
structural adjustments, systems modifications and cost accounting
techniques ars needed? Hew can productivity be improved?

(12) New Services Development

A number of new ventures have been put forward, including the

developrment of -a banking entity, expansion of credit services to
;v B ‘
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meet mneeds in housing and small business development, and
establishment of a program to protect member savings. Such
expansion must be analyzed against the risk of overextending the
movement's existing human and financial resources particularly at
the federation level.

What financial services and products are needed by the current and
potential membership, at both the member and credit union levels,
which are not currently being met by the credit umnion system, but
are potentially feasible? How can system consclidation and new
services development be reconciled? What are the movement's
strategic objectives for market position and performance?

(13) Cash Flow Management

The federation and its member credit unions will be subject to
potentially 1large swings in their deposit base with changing
national economic conditions.  Placement of these funds may alsc
be subject to severe seasonal and cyclical fluctations. Increased
skills in cash flow prediction and management at both the national
and primary levels will be required to minimize potential risks.

(14) Ass=2t/Liability Management

The federation ‘and its credit unions may be exposed to continuing
pressures on their spreads, duas to the term structure of their

- assets and liabilities. ' Increasingly sophisticated asset/liabi-

lity management techniques will be required to maintain adequate
margins throughout the system. ' '

(15) Information Management

Although the federation hés a relatively good information base,

incressing competitive demands will require this information to be

systematized for management decision-making purposes.

Recommendations for Future Development

Given these unresclved issues, and the potential risks involved, the
evaluation team rzcommends a number of major business development
~activities be undertaken to assist the movement's future development.
We believe that such a program will not only define the strategies for
expansion into new markets, but will provide guidance for the
resolution of current and potential problems.

We reccmmend a program of continued develorment assistance including
five major components in the following areas:

(1) Market Analysis and Deveiopment

An analysis needs to be performed to more clearly identify the
market segments best served by FEDECREDITO and its member credit
unions and to design and implement a comprehensive market
development strategy. Areas to be addressed include:

-
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- Individuals/groups not adequately served with financial service

- Interest rate structures on savings and loans

- Expansion of credit services and préducts to meet unmet
demands in small businesses, housing, and others

- Demand for non-financial serviczss/competitive alternatives

~ New products/services, particularly those related to computer
technology

— Alternative promotion and distribution systems

(2) Financial Policy Analysis

This component would focus on reselution of the various financial
issues discussed in this report, directed focusing at both the
credit union and federaticn levels. Initial development
activities would be undertaken-in the areas oI

- Egquity strengthening

- Capitalization methods

- Deposit mobilization stratzgies

~ Spread analysis

~ Pricing policies

- Asset/liabiiity management techniques
- fredit/investment policies

- Break-even arnalysis

- Functional costing

(3) FEDECREDITO Svstems Develcpment

Given the dramatic expansion in the volume of business handled by

the federation, and the possibility of initizting new business
ventures, a reviaw of the orgenization's = structure is
recommended, The analysis would examine staffing patteras,

unctional responsibilities, the impact of computar technolozy,
breakdown of direct and indirect costs, work f£low, internal
systems and procedures, and other rs=lated areas to identify
alternative structures apprepriate to ‘evolving requiremants.
Included in this study would be an analysis of the feasibility of
establishing a subsidiary banking institution to expand the
federation's deposit mobilization capabilities.

Based on these analyszs, and building on the suc
current project, this component would assist ¥

continue develonrent of its inctsrnal operating systems. ZInitial
systems development activities weculd focus o1 cost accounting,
loan protection/life savings pregram operations, credit wunion
performance monitoring and product development and marketing.

2
DECREDITC te
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(4) Computer Systems Development

As stated earlier, it is imperative that adoption of computer
technology by FEDEGREDITO and its member credit wunions be
undertaken in a systematic fashion. This study would identify

system requirements, hardware and software options, networking

- REST AVAE A3 FSOFY

- 23 -



options, data processing and information analysis alternatives,
and other factors to ensure that the systems to be developed
generate information in the most useful and efficient manner. It
should be noted that this study is not intended to establish a
single system, but to develop guidelines so that credit unions can
a) make intelligent decisions about the vast array of computer
options available, and b) ensure a measure of system-wide
compatibility.

(5) Savings Protection/Guaranty Program Development

Given the size of the movement, it is now appropriate to design
and implement adequate protection mechanisms in order to preserve
public confidence in the movement. The absence of any deposit
insurance program means that members' savings are at risk if a
credit union fails for any reason. This program component will
determine the feasibility of establishing a savings protection
facility to serve member-depositors and, 1if feasible, assist its
design, development and implementation. Experience in the
industrialized nations suggest that credit  union savings
protection programs are key elements for improving management
standards and successfully compating in the savings markect.

We wiew these program components as critically iImportant to the
successful evolution of the movement. They build upon the impressive
progress registered during the past four years and will guide the
movement's future growth and developmesnt. Each of these components is
of the highest priority; it is hoped they could be initiated within
the next year. We encourage USAID to provide the. financial resources
required to undertake them. ' ‘ ' ' :

c. Central Financial Entity

The evaluation scope 7 werk requested an assessment of the
federation's capacity to functicn as the central financial entitv for
the credit unicn system. As described in this report, quite clearly
FEDECREDITO is already performing that function. Its deposits program
serves as a mechanism to absorb excess liquidity at the credit union
level. These funds are either channelled back into the system to
credit unicns requiring additional loan capital or placed in loans or
investments outside the system. FEDECREDITO also intermediates
external locan capital that is channelled to the member credit unions.
Although some weaknesses exist, the federation generally performs this
function in an exemplary manner.

The introduction of the computer has opened new opportunities for more
efficient and responsive management. Reduced -costs, narrowed margins,
and expanded investment options are possible, all signifying increased
income for credit unions and their members. In time, the FEDECREDITO
program could acquire the capabilities similar to those found in
corporate central credit unions in the U.S. ‘
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The above-mentioned program components will provide many of the tools
for continued development of the national credit union central finance
system. We ©believe it 1is fundamentally sound at present. It
generates a major portion of the net income realized by the
federation. It has the potential to be even more productive, and in
doing so will provide a considerable degree of financial stability not
only to FEDECREDITO, but to the entire movement.

d. Productive Activities/New Employment Opportunities.

The scope of work also requested the identificatiocn of limitations to
the movement's capacity to further productive activities and gensrate
nev employment. Although limitations exist, we believe that they are
small compared to the opportunities available. The movement is
serving a market segment not generally served by other financial
institutions, particularly small farmersz and other rural prcducers.
Without the credit made available through the credit union systam,
these rural producers as well as small entrepreneurs in urban areas
wenld be unable to Initiate or expand their business ventures. Thz
“credit provided creates emplovment not enly for the borrTowing member,
but has a multiplier effect tnrougnout the community.

In Costz Rica, as in wmost developing countries, most sconomic acti
is carried cut by small-scale producsrs. Generally unatle to gua
for eradit from traditional  Dparking institutions, these sma2
producers censtitute a market garticularly approcriacte to cv
unions. The recommendad markst development cemponent should idencif:
additional market segments currently not  adeguatelv sérved by
financial institution and, accerdingly, will idantify opportunitci=zs
for the movement to expand its impact cn praoduction and employment.

Potentizl factors that weould limiz the movement's expausioen include:

(1) Trhe abiiity of smzll producers to pav wmarke: rates for
credit. - In Costz Rica it was noted that =mcst urkzn small
rroducers could readily pay these incerest rates, since thsy could
pass them on to the ultimate purchaser. However, zgricultural
producers have little opportunity to pass on interest costs, since
they have virtually no control over prices received for their
produce. - It would appear that government regulation of prices for
certain basic food products also contributes to the lovw prices
received by the farmer.

(2) The above suggests that capital raised at market rates may not
serve the credit needs of agricuitural nroducers. Th=z abilitv of
FEDECREDITO to mobilize additional daevelopment finance loan
capital, principally from BID or AID will determine its ability to
respond to these needs. Lacking additional external funds, the
continuing involvement of the small farmer in the cradit wunion
movement may be problematic.

(3) A limitation found in nearly any productive credit program is
the capacity-ta provide appropriate technical assistance. Without
the skills and knowledge to increase producction or sales, the
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credit is of 1limited value. It is often difficult to find
individuals who can provide such assistance effectively, and in
nearly all cases, it is quite costly. FEDECREDITO and its credit
unions have provided some assistance to small farmers through the
BID/COLAC IV loan program. To what extent can this be sustained
without this support? Can such technical assistance be extesnded
to the thousands of small producers presently receiving little if
any technical support?

(4) Productive credit programs require additional credit
undervwriting expertise in order to make sound loans. It is
essential for the credit union to understand the nature of the
business venture. Financing of businesses in nsw markets will
require enhanced management capabilities for the institution. It
is unclear whether the system can readily generate these
capabilties without external assistance.

In summary, the evaluaticn team believes that the FEDECREDITO system
is in a position to grea:tly expand its market, vastly increasing the
number of people served. Yet, a number of unra2solved issues and
problems suggest that it must proceed cautiously. A number of major
program components have heen recommended to consclidate the progress
realized to date and to assist the movement's future development.
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III. STATUS OF THE CREDIT UNION SYSTEM

A. FEDERATION LEVEL

1. Fipancial Area

In order to understand better the development of the federation, .we
utilized analytic approaches which divided the federation into cost
centers. We adjusted the income and expense statements and the
balance sheets to reflact these cost centers. These cost centers were
as follows:

o  Central Liquidity Facility {CLF)

This part of the federaticen deals exclusively with . menies
deposited by the imember credit unions or other entities, and
loaned or invested for mnon-restricted purposes, usually at market
rates. It includes most of the resources generated by past
cperations, such as share capital. CLF financial statements are
included in Appendix 2.

0 Devélopment Finance Facility (DFF)

This part deals with wusually below-market rate, subsidized lending
activities financed by loans and depusits from outside entities.
The funds for these activities consist for the most part of PL 48C
and BID/COLAC IV monies. These funds are loaned ocut to credit
unions for their use in extending productive ‘credit to their
members. ¥F financial statements are included in Appendix 3.

0o . Human Resource DeVelopmeht (HRD)

This part deals . with outreach institutional develcpment and
technical assistance activity. This division also solicits and
maintains data on all affiliated credit unions. This division has
always been supported by donations and/or surplus from other

- divisions. Recently the federation has begun an effort to
increase the amount  paid by the member credit unions for the
services provided. HRD financial statements are included in
Appendix 4. '

Included in each cost center is a divisional or departmental manager,
any professional and support staff, and zll costs normally charged to
those divisions and departments, as listed in their audited statments.

All other costs, such as the management of the federation, central
supplies, auto maintenance, etc., -are treated as administrative
overhead. Overhead was distributed to the three divisions. . Human
resource .development was charged 30% of the overhead. This is the
amount which FEDECREDITO charges. The remaining overhead was



distributed according to the number of staff in each of the remaining-

two cost centers,

The financial health of FEDECREDITO is first measured by its ability
to earn sufficient income from its financial services to support the
direct and overhead costs of those same activities., The direct and
overhead costs of the human resource development (HED) activities must
also be supported. A second level of financial health is therefcre
the ability to absorb those HRD costs as well. Finally, the financial
health of the federation is measured by its ability to retain net
earnings or equity at year-end, in order to support continued grcwth
and financial stability.

Before ana1y21ng the financial records, the study team determined that
three sources of FEDECREDITO income should be excluded £rom the
primary measuremant of financial hesalth. These three are classifiable
as unearned incomre. They are donations, Income from the lcan
protection/iife sawvings (LP/L3) program and the monies donated by tche
Costa Rican govermment to repay the losses incurred by the federation
during the 1982 devaluation. All three sources of income share the
characteristic that they do not derive from the bhasic financial and
ralated zctivitiss of the federztion. In additicn, donations cannot
normally  be counted on te concinue indefinitely, and the monies for
the devaluaticn losses will be ending shercly. Fimally, the LP/LS
program naeeds to be accounted for as a separate cost center, all of
whose income and expenses need to be handled separately and whose
risks and reserving requirexnents need to he analyzed thoroughly. In
fact, it is mnot clear .whether this rogram 1is veing operated on a2
completely sound actuari a.l and iwna"‘x-u_l basis.

Thnerefore, in order to ottain a more aczurate picture of the firancial
health of FEDICREDITO, wa establishad the following methodeclogy. We
caiculated tozal. inzome for e:z ch. c¢ost canter, excluding donaticrs,
government devaluation payuents, d‘ld the LP/LS program. This clears
the incoms and expence ‘statements of short-term, non-repeating or
possibly inappropriate income sources.

From this income we subtracted the cost of funds relevant to the cost
center. This left the 3zross margin. From the gross margin we
subtracted cost center operating costs excluding overhead. Note that
we also charged as an expense any ccntribution to reserves for lozn
lozses. This left a bzlance which we called the adjusted margin.
From this balznce wa then subtracted the overhead or indirect costs.
We called this remainder the net operating margin to FEDZICREDITC.
Finally, the profit or loss was then calculated taking into account
the donations, non-repeating and/or spacial income.

n
[t5]

For the purpcse of our analysis, we differed slightly from standard
FEDECREDITO accounting practices, and therafore have slight
differences between our results and those of the federation. In
particular, as already mentioned, we expensed all contributions to the
allowance for loan losses, which was not. the practice c¢f the

federation until recently. In addition we treated the allowance for:

loan loss as part of capital, rather than as a contra-account in
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assets. These differences lead to only minor differences in the final
results, but we believe give a truer picture of the state of health of
the federation. The allowance for loan loss has been growing, as it
should. It is therefore acting as an equity account. We believe that
the capital position of the federation requires careful study, and
will discuss this issue at some length in section III.A.l.f.

a. Economic/Financial Evolution

FEDECREDITO has grown substantially since 1982. Beginning with assets
of approximately 75 million colones in 1982, it reached 495 million by
year-end 1985, as shown in Table 4. By June of 1986 that total had
grown even more, to over 810 million colones (see Table 5).

During the same period the composition of the assets changed as shown
in Table 6. 1In 1982 only 15% of the assets were in loans, while 35%
were in cash and investments. The rest was distributed among fixed
assets and a large account receivable from governmental recognition of
their devaluation losses. By year-end 1985 the distribution was quite
different. 71% of the assets were in locans, while cnly 17% were in
cash and investments. The remainder was in fixed assets and other
investments, with little of the devaluation ‘losses remaining to be
received. Substantial growth in the deposit base in the first half of
1986 has increased the 1level of investments. In June of 1986

investments were over 36% of total assets, loans were 55%, as shown in
Table 7. ‘

This asset history was matched by an equally’ impressive growth in
liabilities.‘ In 1982, credit unisn deposits in FEDECREDITO funded
approximately 41% of total assets. By vear-end 1985 that percentage
had grown to mnearly 60% of a much larger base. In addition
FEDECREDITO had brought a substantial amount of external rescurces to
its member credit unions, though in percentage terms that portion had
decreased. ~ In 1982 external notes payable were 36 million cclones
(some of which was due to revaluation). By year-end 1985 that amount
had reached 116 million. This amount has remained stable in 1986.

Assets were funded by a changing mix of liabilitiss over the same -

period. At year-end 1982 assets were funded by 40.6% deposits, 48.4%
outside locans, and 5.4% shares and other capital. By mid-year 1986
this had changed to 69.9% deposits, 18.7% outside loans and other
liabilities, and 11.4% shares and other capital.

Clearly, capital has grown substantially in the same pericd. From 4
million colones in 1982 (just over 17:1 ratio of 1liabilities to
capital), capital has grown to over 92 million colones in 1986 (over
80 million by FEDECREDITO's method of measuring capital).

b. Economic Results
During the same period, the federation has managed to almost reach
self-sufficiency, according to our analysis. As noted in the section

on methodology, we define self-sufficiency as the ability to operate
the financial and related operations without a loss. This includes
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TOTALS ’

Table 4

FEDECREDITO EALANCE SHEET

BALANCE SHEET (in colonesg)

Assets:

Cash and checking
Investments
Loans, shert term
Loans, long term
Nther assets

TOTAL ASSTETS
Liabiliciles:

Passhook savings
Notes payable, s.t.
Fixed depeosits, s.t.
Fixed deposits, 1l.t,
Notes payablie, l.t.
Other liabilizies

dep.
T

TOTAL LIABILITIFS
Capital:

Credit union shares
Cther capital accouncs
Statutery reserves
Undivided earnings
Loan loss allowance

TOTAL CAPITAL

liabilities/cap: (FED)

liabilities/cap. (W0OC)

1982 - 1985

31-Dec-85  31-Der-84  31-Dec-83  31-Dec-82
10,015,108  2,889,C37 8,393,361 1,300,023~
76,124,568 17,352,349 16,081,366 253,353,929
244,552,212 142,517,950  3€,995,037 8,454,675
105,616,738  &7,665,831 8,464,675 2,827,553
58,406,685 51,053,261 43,004,319 37,406,700
494,716,365 281,278,478 118,138,758 73,352,931
13,310,757 8,712,016 2,080,562 2,176,111
24,577,273 7,356,403 6,605,016 3,106,241
280,300,383 139,997,398 562,354,633  28,410,31¢
1,683,560 2,210,305 38,308 : v
91,493,858 84,084,639 32,977,184 31,320,270
22,423,150 . 12,223,516 7,296,265 4,296,570

434,794,366

§ <

02,548

o

it

o

1

BEST aVv4ILABRIE CCFY

- 30 -

34,932,269 11,041,342 3,258,714 2,325,317
13,324,066 7,195,245 3,575,252 229,000
1,784,751 1,067,175 467,874 736,751

2,008,049 1,359,014 121,07 582,396

7,872,834 6,052,725 2,293,330 359,994

59,921,999 - 26,725,501 9,696,249 4,037,461
8.2 12.0 14.9 19.3

7.3 9.5 11.56 17.7



Table 5

ALLOCATED BALANCE SHEETS OF FEDECREDITO COST CENTERS

1986 INFORMATION

BALANCE SHEET (in colones)

Assets:

Cash and checking
Investments
Loans, short term
Loans, long term
Other assets

TOTAL ASSETS
Liabilities:

Passbeok savings dep.
Notes payable, s.t.
Fixed deposits, s.t.
Fixed depcsits, 1l.t.
Notes payable, 1l.%.
Other liabilities

TOTAL LIABILITIES.

Capital:

Credit “en «iares
Other capital accounts
Statutory reserves
Undivided earnings
Loan loss allowarce

TOTAL CAPITAL

liabilities/cap. (¥FED)

liabilities/cap. (WOC)

JUNE, 1986

CENTRAL  DEVELOPMENT HUMAN
LIQ. FAC. FIN. FAC. RES. DEV. TOTAL
8,771,003 0 NA 8,771,003
290,821,215 0 NA 290,821,215
245,836,385 37,368,821 NA 283,205,206
89,459,235 70,934,255 NA 160,393,520
68,491,546 5,496,716 WA 73,988,262
703,379,434 113,799,792 NA 817,179,226
18,592,475 0 NA 18,596,476
0 29,358,113 NA 29,358,113
550,423,037 0 NA 550,423,037
1,325,000 0 NA 1,325,000
0 82,452,753 NA 82,452,753
42,030,167 0 WA 42,030,167
612,377,680 111,810,866 NA 724,188,546
54,778,158 7,486,644 NA 62,264,802
12,339,774 1,586,502 NA 14,026,276
1,570,155 214,596 NA 1,784,751
2,229,058 304,650 NA 2,533,70¢
10,892,450 1,488,694 NA 12,381,144
81,809,594 11,181,087 NA 92,990,681
8.5 11.4 NA 8.8
7.5 10.0 NA 7.8

REST VAl AJLF CORY
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Table 6

FEDECREDITO BALANCE SHEET AS A PERCENT OF TOTAL ASSETS
1582 - 1985
TOTALS 31-Dec-85 31-Dec-84 31-Dec-833 31-Dec-82
BALANCE SHEET (% distribution, asset base)
Assets:
Cash and checking 2.0% 1.0% 7.3% 1.7%
Investments _ 15.4% . 6.2% 16.2% 33.6%
" Loans, short term 49.4% © 50.7% 31.3% 11.2%
Loans, long term 21.3% 24 ,1% 7.2% 3.8%
Other assets 11.23% 18.2% 33.1% 49.67;

TOTAL ASSETS 100.0% 100.9% 100.0%  10%.0%

Liabilities:

Passbook savings dep. 2.7% 3.1% 2.6% 2.5%
Notes payable, s.t. ] 5.0% 2.5% S5.6% 6.8%:
Fixed deposits, s.t. 56.7% 49.3% 52.8% 37.7%
Fixed deposits, l.t. 3.3% 0.3% 0.1% 0.C%
flotes payable, 1l.t. - 18.5% 29.9% 27.9% 41,.6%
Other liabilities 4.7% 4. 3% 6.27% 5.7%
TOTAL LIABILITIES 87.9% 99.5% 0% .,1% 94,55

Capital:
Credit unicn shares : 7.1% 3.9% 2.7% 3.1%
Other capital accounts 2.7% 2.6% 2.0% 2.3%
Statutory reserves 0.4% 0.4% G.4% 1.0%
Undivided earnings 0.4% 0.5% 0.1% 0.5%
Loan loss allowance l1.6% 2.2% 1.9% 0.5%
TOTAL CAPITAL 12.1% 9.5% 8.2% 5.4%

Capital, % liabilities 13.8% 10.5% 8.6% 5.7%
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Table 7

BALANCE SHEETS OF FEDECREDITO COST CENTERS
AS A PERCENT OF TOTAL ASSETS.

JUNE, 1986
CENTRAL DEVELOPMENT HUMAN

1986 INFORMACICN LIQ. FAC. FIN. FAC. RES. DEV. TOTAL
BALANCE SHEET (% distribution, asset base)
Assets:
Cash and checking 1.2%. C 0.0% NA 1.1%
Investments 41.3% 0.0% NA 35.6%
Lcans, short term 35.0% 32.8% NA 34%.7%
Loans, long term 12.7% 62.3% Na 19.6%
Other assets 9.7% 4.8% NA 9.1%

TOTAL ASSETS 100.0% 100.0% HA 100.0%
Liabilities:
Passbook saﬁings dep. 2.6% G.0% NA 2,3%
Netes payable, s.t. 0.0% - 25.8% A 3.6%
Fixed deposits, s.t. . - 78.3% 25.8% nA 67.4%
Fixed deposits, 1.t. 0.2% 0.0% NA C.2%
Notes payvable, 1l.t. 0.0% 72.5% - NA 10.1%
Other liabilities 6.0% 0.0% NA 5.1%

TOTAL LIABILITIES 87.1% 98.23% - Na 82.6%

Capital:
Credit union shares 7.8% . 6.6% NA 7.6%
Other capital accounts 1.8% 1.5% NA 1.7%
Statutory reserves 0.2% 0.2% NA 0.2%
Undivided earnings 0.3% 0.3% NA 0.3%
Loan loss allowance 1.5% 1.3% NA 1.5%

TOTAL CAPITAL 11.6% 9.8% A 11.4%
Capital, to liabilities 13.4% 10.0% NA 12.8%
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the need to support the human resource development activities, but
excludes donations, devaluation payments, and loan protection/life
savings income. Table 8 presents FEDECREDITO's income and expenses
for the 1982-1985 period. Table 9 shows the first half results for
1986.

The federation shows 2 small surplus at June 1980 after these factors
dre taken into consideration. It is important to note that domations
have formed an increasingly small proportion of the federation's tetal
revenues, falling from a high of 13% in 1983 to a low of 2% in 1985.

FEDECREDITO's earnings have improved steadily during the 1933-198%
period as shown in Tables 10 and 1l1. The gross interest margin

calculated as a percent of average total assets has widemed from a.

negative position of -2.1% in 1983 tc a positive 3.4% in 1986. At the
same time, net operating rosts have fallen from 6.3% to only 2.1%. &
a result, the operating margin hazs increased dramatically, rising from
-8.4% in 1983 to 1.2% in 1986. The net margin, befere unearned income
rose frem -10.4% to 0.1%. The adjusted net margin, whica includas
tnearned 1income, rose from 0.1% teo 0.9% during the pericd.
FEDECREDITO has clearly been effective in turning around its cperating
position.

e, Scructure

The team develcped cost center and censolidated balance shéen

< an?
income and expense statements for -the federatisn, bas2d upon bafore
and after closing cata provided bv the federation. (Thare are certain
minor differences hetwesen these statements and the fadaration's, which
will be referred to as necsgsary in the rasort). 411 fixed and
non-earning assets were discributed according to the rules explai

previously, a
3

- P
3 ware ali ovsriead @ expenses. A1 administracis
division cos ]

[

Our zanalysis rearranges the balance sheet by aoving the provision for
loan locsses frem a contra account in assets te capital. By treating
this account as equity, we get a different picture of the federation.
Total capital, including shares, becomes 11.5% of assets instead of
10%, a relatively small difference. But total equity, that is, the

" portion truly owned by the federation instead of the credit unions,
reaches 3,7% 1instead of 2.2% of assets. We will discuss the capital
and equity distinction in section £., below.

A significant structural issue arises due to the current practice of
the federation with respect to raising capital. The fedsration’s
capital consists mos:tly of member shares. These shares are raised
through a "forced capitalization" program where credit unions which
borrow are oblized to purchase a certain amount of shares. These
shares are alsc in their greata2r part financed by the federation
itself, through lcans it makes to its member credit unions. Those
loans have a relatively long term. - About 60% of the capital of tle
"federation is currently in this form of subscribed but not paid-in
capital. :



TOTALS

OPERATING STATEMENT (in colones)

Loan interest inc.
Investment interest inc
Commissions

Other income

Table 8

FEDECREDITO INCOME AND EXPENSES

TOTAL INCOME

Cost of funds

GROSS MARGIN

Personnel cest
Operating expenses
Other expense

DIRECT EXPENSES

Loan loss provision

. ADJUSTED MARGIN

Indirect costs

NET OPERATING MARGIN (

Donations and other short

Donations
LS/LP program
Exchange loss reimburse

1982 - 1985
31-Dec-85  31-Dec--84  31-Dec-83  31-Dec-82
60,161,818 33,751,817 11,596,288 2,875,701
16,424,914 3,462,488 4,699,925 3,392,421
6,590,339 3,259,245 637,128 131,419
3,198,595 1,814,446 2,274,338 3,149,653
85,493,613 42,046,850 19,207,679 9,570,885
65,127,614 32,907,219 18,287,364 5,398,338
20,365,999 9,139,631 920,315 4,172,547
7,617,132 4,239,988 2,769,751 500,284
3,986,354 2,996,439 2,631,359 1,227,957
1,059,317 431,031 261,364 928,077
12,662,803 7,667,458 5,662,474 . 2,656,348
2,416,334 3,163,170 1,923,334 118,826
5,286,862 ( 1,690,997)( 6,665,455: 1,397,373
8,043,289 4,057,797 3,357,083  '2,154,¢87
2,756,427)( 5,748,794) (10,022,578) ( 757,314

term sources

of funds:

GAINS OR (LOSSES)

TOTAL INCOME
TOTAL EXPENSES

REST AVAILABLE COPY

1,617,046 2,981,927 3,950,256 137,532

2,957,903 1,631,881 594,309 178,487

1,643,006 457,973 5,530,638 712,330

3,461,528 ( 677,013) 52,625 271,035

91,711,568 47,118,631 29,282,832 10,599,234

88,250,040 47,795,644 29,230,257 10,328,199
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Table 9

INCOME AND EXPENSES OF FEDECREDITO COST CENTERS

JUNE, 1986
CENTRAL DEVELOPMENT HUMAN

1986 INFORMACION LIQ. FAC. FIN. FAC, RES. DEV. TOTAL

OPERATING STATEMENT (in colones)
Loan interest inc. 45,650,782 €,916,403 0 52,567,185
Investment interest inc 19,417,130 0 0 19,417,130
Commissions 3,309,516 2,487,874 0 5,777,390
Other income 422,347 277,114 1,293%,15¢C 1,798,611
TOTAL INCOME 68,799,775 9,461,391 1,299,159 76,560G,310
Ccst c¢f funds 55,511,025 5,388,909 0 60,8%5,934
GROSS MARGIN 13,288,750 4,072,482 1,29%,150 18,660,382
Persomnal cest 1,357,666 1,094;132 1,874,101 4,335,335
Operating expenses 75.939 461,551 8§49 ,“b7 1,837,757
Cther expense 34,223 92,020 G 12¢,143
DIRECT EXPENSES 1,378,727 1,647,7C4 2,723,453 ° 65,349,386

Loan loss prevision

3,150,164

- ADJUSTED MARGIN 1,847,336 ( 1,424,308)
Indirect cests 4,879,810 890,579 2,473,195 5,243,934
NET OPERATING MARGIN 3,270,354 956,857 ( 3,397,3032) 329,708

Donations and other shorc ﬁerm sources of funds:
Donations 0 ) 922,704 22,704
LS/LP program 991,500 181,033 0 1,172,833
Exchange loss reimburse 583,377 106,481 0 689,538
GAINS OR (LOSSES) 4,844,931 1,244,351 ( 2,%74,799) 3,114,483
TOTAL INCOME 70,374,352 9,748,885 2,221,854 82,345,091
'TOTAL EXPENSES 65,529,421 8,504,534 5,196,653 76,230,608
REST avaii Ak COFY
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FEDECREDITO SPREAD ANALYSIS AND FINANCIAL RATIOS

Table 10

1882 - 1985
TOTALS 31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
FINANCIAL RATIOS (asset base)
Interest income 19.7% 18.6% 16.8% NA
Cost of funds 16.8% 16.5% 18.9% NA
INTEREST MARGIN 3.0% 2.2% -2.1% NA
Dir. oper. éxpenses 3.3% 3.8% 5.9% NA
Ind. oper. expenses 2.1% 2.0% 3.5% NA
Less non-int. income -2.5% -2.5%. --3.0% NA
NET OPERATING COSTS 2.8% 3.3% 6.3% NA
OPERATING MARGIN 0.1% =1.2% -8.4% NA
Loan loss provision 0.6% 1.8% . 2.0% REY
NET MARGIN -0.5% —278% -10:4% HA
Unearned income 1.6% 2.5% 10.4% NA
ADJUSTED NET MARGIN 1.1% -0.2% 0.1% N4
Earning assets/liacilit 98.0% 89. 4% 57.4% =
Loan yield 21.5% - 26.4% 40.9% NA
Investment yield 35.1% - 19.0%. c21.2% NA
Cormisions/loans 2.4%. ' 2.5% 2.2% NA
Cost of funds 18.9% 17.9% 19.9% NA
Expenses/income 96.2% 101.4% 99.8% 97.4%
Ind. costs/income 8.8% 8.6% 11.5% 20.3%
Loan loss prov./income 2.6% 6.7% 6.6% 1.1%
Personnel costs/income - 8.3% 9.0% 9.5% 4.7%
Expenses/fin. income 106.1% 118.1% .172.6% 161.4%
Ind. costs/fin. income 9.7% 10.0% 19.8% 33.7%
Loan loss prov./fin. in 2.9% 7.8% 11.4% 1.9%
Pers. costs/fin., inc. 9.2% 10.5% 16.4% 7.8%
Income/average assets 23.6% 23.6% 30.3% NA
Earning assets/assets 86.2% 80.9% 54.6% 48.6%
Ind. costs/avg. assets 2.1% 2.0% 3.5% NA
Adj. net margin/avg. as 0.9% -0.3% 0.1% NA
Donations/avg. assets 0.4% 1.5% 4.1% NA
Pers. costs/Dir. costs 65.6% 58.6% 51.3% 28.9%-
- 37 -
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Table 11

SPREAD ANALYIS AND FINANCIAL RATIOS OF FEDECREDITO COST CENTERS
JUNE, 1986
CENTRAL DEVELOPMENT AUMAN
1985 INFORMACION LIQ. FAC. FIN. FAC. RES. DEV. TOTAL
FINANCIAL RATIOS (asset base)

Interest inccme 24.1% 11.8% NA 21.9%
Cost of funds 20.6% 9.2% NA 18.6%
INTEREST MARGIN 3.5% 2.8% NA 3.4%%
Dir. oper. expenses 0.7% 2.8% NA 1.9%
Ind. oper. expenseas 1.8% 1.5% NA 2.5%
Less non-int. income -1.4% -4.4% NA -2.3%
NET OPERATING CC3TS 1.2% -0.0% NA 2. 15
OPERATIVNG MARGIN 2.4% 2.6% HA 1.27%
Loan lcss provisicn 1.2% 1.0% NA 1.1%
NET MARGIN l.2% 1.5% KA c.1%
Urearned inceme 0.6% C.5% A 0.5
ADJUSTZD NET MARGIY 1.8% 2.1% A 0.57%
Z.rmaing asser- . ziavilit 102.2% $6.9% LA 101.4%

Loszn jacad 20.6% NA NA NA

Investment yieid 13.4% NA N4 Na

Commisions/;oans 1.3% NA NA KA
Cost of funds 23.9% 9.4% NA 21.0%
Expenses/income 93.1% 87.2% 233.9% -96,2%
Ind. costs/income 6.9% 9.1% 111.3% 10.0%
Loan loss prov./income 4.5% 5.9% 0.0% 4.5%
Personnel costs/income 1.9% 11.2% 84.4% 5.3
Expenses/{fin. income 95.8% 90.6% NA 101.9%
Ind. costs/fin. income 7.1% 9.5% Na 10.6%
Loan loss prov./fin. in 4.6% 6.1% NA 4,8%
Pers. costs/fin. ine. 2.0% 11.7% NA 5.6%
Income/average assets 26.1% 16.7% NA 25.1%
Earning assets/assets 89.0% 95.2% NA 89.9%
Ind. costs/avg. assets 1.8% 1.5% NA 2.5%
Adj. net margin/avg. as 1.8% 2.1% NA 0.9%
Donations/avg. assets 0.0% 0.0% NA& 0.3%
Pers. costs/Dir. costs 70.3% 70.3% 68.8% 69.7%
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So long as the member credit unions pay, this procedure can work.
However there is the risk that economic conditions may charge. In
that case the credit unions may not receive their payments, and will
in turn be unable to pay the federation. If this happens, both the
capital base of the federation and its loan portfolio would be at
risk. Furthermore, ownership of the federation, as represented by
shares, is currently in the hands of a small minority of.the member
credit unions -- those that have borrowed the most over the past four
years. This concentration may not be healthy in the event of economic
reversals or political differences.

This loan capitalization system, despite its weaknesses, has played an
important role in FEDECREDITO's turn-around. It enabled the
federation - to build a capital base rapidly and thus leverage
additional external resources to increase its earnings., From the
point of view of external investors, this share capital is indeed
equity and protects them from possible lossss. From the point of view

of the investing credit unions, however, such leveraging in the face

of FEDECREDPITO's relatively low level of internal equity (total
capital minus shares) significantly increases the risk of capital
impairment (technical insolvency). While this risk-taking was
undoubtedly necessary in the crisis of 1982, it is now time for the
moverment and the federation to reduce their exposure by increa eing
‘internal equity.

A related structural issue is that the development finance facility
has been the main source of the forced share purchases. HKowever the
DFF has 1little ablllty to absorb the relatively high-cost shar
.capital which has been generated. The excess funds instead have beeﬂ
used in support of the central liquidity facility, whlch has in turn
generated less ghare capitai.

As can be seen in' Table 4, when total capital in the DFF is allocated
in a 1:10 relation to DFF liabilitles, total funds (liabilities and
capital) exceed total assets. The difference, 8.1% of DFF assets, are
invested in the CLF. As a result, CLF assets exceed CLF funds by 1.3%
(the CLF 1is much larger than the DFF). In effect, the DFF is
financing a small portion of the CLF. This exercise is only
illustrative, but does indicate the need to analyze the capital needs
- of the federation more closely. Too close a2 reliance on a simple

consolidated balance sheet approach to capital needs may mask a

potential capital’ deficiency.
d. Compliance with Bolicies'

The federation has adopted a series of financial policies which are
fairly well described. They require a liability-to-capital ratio of
10:1 maximum. FEDECREDITO currently complies with this policy. It
also has a policy of placing 70% of its loans in productive loans,
which ‘is not currently met. The demand for credit at FEDECREDITO's
rates is low among credit unions. There is a high demand for credit
at subsidized rates, but sufficient low-cost funds are not available
in large quantities at the moment. Furthermore, there is only limited
capability for absorbing more funds, partly ©because obtaining
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additional subsidized funds for lending would put the
liability/capital ratio in Jjeopardy. In short, wunder current
conditions, meeting this goal would be difficult.

The federation has a policy of charging commissions on loams.
Commissions in the marketplace are generally between one and three
points. The federation generally follows market practices.

The federation has a policy of preferring to lend on a wholesale basis
to credit unions rather than directly to private borrowers. It has
been successful in reducing such diract loans zs a proportion of its
total loan portfolio., Due to low demand for market rate loans among
credit unions and the high amount of deposits that FEDECREDITO has at
market rates, the federation is unable to eliminate non-credit union
lending. It is mnot clear that reducing higher return loans, sucn as
those to the private hbusinesses, 1s appropriate.

The federation has a policy of maintaining liquidity. It deces this
through its investments in short—-term instruments of wvaricus types.
There is a more ceomplete analysis of this in the section on Depasit
Mobilization. In genesral they are successful In maintaining adequats
ligquidity,

The federation has a new policy of requiring credit unions tc depcsit
in the federation 10% of their own deposit base, and to derosit
anywhere (including the federation) an additional 10%. The credit
unicns have beguq-ccmpliance. The policy is too nev to fully measure
its impact. 1In aggregzate terms, liguid investments ty credit unicns
totalled 39.7%4 of . their ‘deposits at vear-end 1985 ané ' their
investmentz in FEDECREDITC TCTALED 20.2%.

e, TFinauncial Resourca Raguiremente

Accurate estimation of the financial resources ziequirad by the
TEDECREDITO system reguires an in-depth market study, 1dentifying
creditworthy Dborrowers and credit unions, analyzing their debt
carrying and repavment capacity and estimating the demand fer funds
segmented according to the type of asset to be financed, loan term and
interest rate. Such a study is beyond the scope of the present

evaluation although we have attempted to estimate the mcvement's.

current absorptive capacity. FEDECREDITC will require addi:zional
technical and financial rescurces to utndertake such a market study;
support for it from USAID would represent a sound investment in =the
future of the national credit union system. '

It appears evident that the credit union movement is currencly in a
surplus position regarding the supply and demand for short-term funds
at market Interest rates. The survey of credit unions indicated,
however, that there is considerable (if unquantified) unmet demand for
longer term financing, particularly in the housing and small business
sectors. These require substantially longer terms and thus access to
savings and capital funds not currently mechilized by the credit union
movement at the local 1level. FEDECREDITO  is now the "principal
mobilizer and intermediary of such external funds. The federation

- ) -
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will require additional support to assist credit unions to develop
appropriate long-term savings instruments which can finance long-term
loans; this is another area where USAID support can be of critical
long-run benefit.

FEDECREDITO will also need to increase its access to institutions such
as pension funds, insurance companies, the Cooperative Housing
Foundation (CHF) and others which possess adeguate long-term resources
but lack the retail distribution system of the credit union movement.
Several other credit union federations in the region have now
successfully implemented CHF-funded, low-cost housing finance programs
and the movement would be benefited if similar arrangements can be
developed in Costa Rica.

FEDECREDITO has the financial ability to absorb about 20C million
‘colones in additional liabilities and still maintain a 10:1 ratio of
liabilities to capital. However the ratio of total claims
(liabilities plus credit unions' shares) to equity is about 25:1, a
much more risky level considering current uncertainties about the
Costa Rican economy and the lack of delinquency experience in the loan
portfolio. ‘ '

Two major constraints exist to expansion of the credit union system's
long-term lending operations, even when resources are obtained. These
are the liabllicies to capital and tctal claims to equity limits noted
above and the  loan-making capability of individual credit unions.
Long-term lending requires much more in-depth financial analysis of
repayment ability- and careful = establishment of loan security
interest. FEDECREDITO will need resources to develop appropriate loan
underwriting guidelines and procedures at both the -federation and
credit union levels. The movement will  also need to continue
strengthening its equity position at both 1levels. to absorb the
additional risks which are inherent in long-term lending, even with
improved collateralization.

- USLID/Costa Rica could further expand the FEDECREDITO system's ability
- to mobilize long-term savings by increasing the federation's equity
base. A grant of seed capital te FEDECREDITO's equity could be used
to leverage additional savings on perhaps a 15:1 ratio, thus
" minimizing both the level of USAID rescurces and short-term pressures
on the federation's spread to increase retained earnings prior to
implementation.  This seed capitalization could be tied to the
development of appropriate savings instruments and lending guidelines
for serving the long-term credit market.

The FEDECREDITO system can probably absord up to 200 million colones
at the credit union 1level,. about a ten: percent increase in the
portfolinbwithout straining operating capabilities. = Such a growth in
the federation's liabilities would require additional equity of about
5 to 10 million colones, assuming an equity ratio of 5%. This would
mean increasing FEDECREDITO's current equity of 31 million colones by
about 16% to 32%, which would exceed its current level of operating
surplus which is about 1% of equity. A capital grant to FEDECREDITO
of 10 million colones (about US$167,000) could thus support additional
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savings mobilization of 200 million colones, clearly a beneficial
leveraging of USAID resources.

. Additional mechanisms to obtain long-term funding include the
development of a proporticnal capitalization system, in which a given
percentage of members' share savings in the credit union are
automatically reinvested by the affiliated credit union in federation
shares. This plus other alternatives for increasing FEDECREDITO's
capital base are discussed in the following section.

f. Financial Issues

In this section we discuss several issues which came to our attention
during this study.

(1) Capital

The capital of the federation is based on shares whica nave besen
created through subscription. For example, when the fedesration
makes a lcan, a condition of that loan in many cases is that a
percencage of it (anywhere from 10% to 40% in soma przgrams) be
placed into shares. At tha2 moment two-thirds of the total capital
position of the federatioen is in the form of shares purchased in
this way. The federation cannot continue to rely so heavily con
this form of capitalizatien, for thz following reascns:

(a}. The share pledge loans are often relativaly lonz-term,
leaving the. federation exposed to.possible econqmic'rev'erses
in the cecuntry end thus to credit union inabiiity to rpav
these loans as scheduled. Though the lcans arz made as part
of a sirgle contract, including the monies ra2:2ived by the
credit unicn for preductive credit, the amcunt of the loans
which gzoes inte shares is well xmown by th: -ediz unisn,
The team believes that the possibility of non--piymant remains
a real one for the future. :

(b) The burden of capitalizing the federation falls on the
credit unions which borrow the most. In effect they nct only
pay the interest which supports the operating costs of the

federation, but they also must capitalize it. Currently the

capital they subscribe is used to support the deposit base
created by all the member credit unions. Thus the borrowers
create the income stream to pay the savers/depositors as w=2ll
as the capital base necessary to allow the depositors to
raceive that income.

(c) A substantial portion of the federation’s equity comes
from the revaluation of fixed assets and donated capital.
Some of the assets funded by this equity are really not very

liquid,  and may therefore not adequately reflect the true

capital position of the 'federatibn. These egulty (non-share)
capital accounts representad 2.7% of total assets at year-end
1985. ' )
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(d) Very 1little equity, only 2.4% of total assets at
‘year-end 1985, has been generated from operations. In our
analysis we included the loan loss allowance in the equity
base of the federation. It is our judgement that this is a
truer statement of the role of the loan loss allowance since
FEDECREDTIO is expensing an amount which remains higher than
the actual loan loss experience. The allowance represents
about 13% of the total capital, and about 32% of the equity.
Equity build-up is crucial to the federation. Substantial
equity gives the federation a pool of no-cost funds which can
ease the 1impact of mnarrowing spreads iIin market rate
programs. It is also the "financial cushion" available to
absorb losses without impairing members' paid-in shares.

(e) The credit unions are well aware of the difficulties
they face with forced capitalization. For example, many find
that they cannot pass on the capitalization burden to the
borrower. Thus their trus cash cost of borrowing from
FEDECREDITO is higher than its nominal lending rates. Credit
unions indicated a genesral acceptance of 'the need for
capitalization in our interviews with them, but not at the
levels required by the federatiom.

The study team has two suggesticns for dealing with the capital
issue. First, we suggest new capital building methods involving
the liabilities side of the ledger.. One possibility would be to
require that some uniform percentage of the share and deposit base
of all affiliated credit unions - be invested in FEDECREDITO
-shares. These shares -should earn ‘a reasonable dividend for the.
credit unions. ' : '

Second, we suggest a more'concerted effort. to retain earnings to
bolster the true equity strength of the federatirfa. In the long
run the only real 'way to protect the sevsrs » .1 depositors  is
through retained earnings. The 1likelihood of a sinwdown in funds
acquisition, or a 1lessening of the spread in order to remain
competitive, means that the federation faces the need to be
"~ conservative in its financial decisions. The current small
surplus should not be viewed as a windfall. Instead it should be
viewed as an opportunity. It should be guarded wisely, rather
than spent or invested in non-ezarning investments.

. The federation should be consolidating its gains. One way to do
this is to turn towards continued expansion of already successful
lines of endeavor rather than emphasizing new efforts. In 1986
‘the federation has shown a trend towards higher administrative and
- personnel costs. This trend is worrisome in an organization which
is barely profitable at the moment, and is still not able to
capitalize its own growth from those profits. In other parts of
this report we deal with developmental and organizational needs
which are. quite important in our judgement, and which will also
require use of some of the surplus funds now being generated.
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(2) Interest Rates

The federation has a relatively narrow spread between the rates it
pays and the rates it charges as can be seen in Table 8. It also
has very little of its own money (equity) that it can use to
increase its effective spread. Only in 1986 has the federation
been able to have more income than expense from 1its financial and
related operations. The federation has succeeded in slowly
building additional equity in the form of the provision for loan
losses, but this equity is still below a minimally safe level of
about 5%. Thus the spread, as the primary means by which income
is produced, must be protected and enhanced.

The federation has been moving towards a portfolic whose rates are
at market 1levels. In the central liquidity facility portion of
their business this is quite posible. On the liabilities side,
the federation has been able to coffer rates normallv ccmpetitive
in the marketplace. However, the marketplace itself does not
offer a large spread hetween wholesale ané ratail rates. 1In other
werds, the federation cannot zarn high enough rates in securce
reinvestments, such as other fianauncial institutions, to provide a
large spread and allow the cradit unions in turn enough margin to
pay their own savers. Addicionally, wholesale loans tc credit
unions at close to retail market ratas are dilificult to place.
Thus the federation is forced to coasidesr investments in various
securities ‘and retail loans to private businesses. These pay a
higher rate, but are riskier, especially the business Lloans.
‘Virtually all of the delinguency of the federation comes  from
these business icans. ' '

In the development finance activity of the federaticn =h. ‘ssues

arz differant. The spread is also relatively narrow. <. caver,
“the aet is higher, because of the lxpact of commissicu.. The
ren

rates for loans are all subsidized, with the funds coming £
low-interest loans from the BID, COLAC; and PL 430 monies. Duri
our inrterviews with managers of credit uniomns, the study tea
heard several times that there would be no market for productive
agricultural credit at market rates, only at subsidized rates.
While this may be true at the moment, changing market conditions
may alter this situation. -

Referring to the discussion about building capital, abhove, we have
pointed out that the burden of bowuilding the shares of the
federation has fallen almost exclusively on the credit unions that
borrow for productive agricultural credit. When those creditc
unions pass on the credits to their members, they also must have
some way of compensating themselves for the cost of the shares.

For thes PL 480 monies, the program with the stiffest capicalv

requirements, for every million colones loaned to a credit union,
400 thousand colones had to be left in the federation as shares.
As a practical matter, this has the effect of raising the
effective interest rate from a nominal 15% to about 23%. This is
close to market retail rates. -
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The credit union has two ways to make up the difference. The
first is from dividends it receives on its shares in FEDECREDITO.
It currently receives about 10% as a dividend on its shares. This
dividend currently cannot be withdrawn by the credit union unless
the credit wunion withdraws from the federation. It does mot
therefore produce any cash inflow to the credit union. Secondly,
the credit union receives the loan from the federation at a term
of four years and loans the money at shorter terms. It can
therefore insist on a share investment from its members at a lower
level, say 10%, and roll the loan over four times tc eventually
recoup in the form of shares in the credit unicn ‘the shares it has
invested in the federation. This is a long process which is
fraught with marketplace perils.

The problem is similar in all of the subsidized lending programs.
The real cost to the borrower is higher than the ncminal cost.
The means to maintain a viable spread are limited. And the risks
remain high in an economy only recently emerging from a most
difficult period. 1If the federation is to centinue te support a
market rate philosopy for its central liquidity facility, and if
it wishes . to continue its development finance activities
successfully, then an important step will be solving of the
capital-building problems described above.

As part of the discussion of rates, the team alsc notes the role
cf commissions in providing income to the federation. Commissions
are similar to points in the U.S. housing market. In addition to
the. interest payments;- the customer pays an upfroﬁt fee. The fee
ranges form 1 to 3%. Commission income 1s significant, as long as
the federation rolls over its loans regularly. This means either
a growing portfolio where new loans are made from mew money, or a
portfolio that is well managed, with terms well distributed to
guarantee a certain amount of rollover regularly. If ‘the
~ federation has. to invest in the securities market, or if it canr-t
make new loans regularly, commission income will be reduced.

(3) Loan Protection/Life Savings Program

A third financial 1issue is the way in which the 1loan
protection/life savings program (LP/LS program).is accounted for.
"The federation has recently decided to account for the program
separately. This 1s the proper decision and reflects the very
different nature of this program as a form of mutual insurance.
Previously, income from the program was counted as general income,
expenses were part of general expenses, and the accumulated net
was part of assets. Programs such as +this have certain
statistical probabilities of losses or costs, which need to be
accounted for and managed appropriately. This requires explicit
definition and segregation of asset, 1liability and reserve
accounts associated with these operations. There is no evidence
in the audited statements of awareness of the true obligations of
the program. There 1s no indication of the axtent to which the
operating costs of the program have heen correctly applied. The
evaluation team feels that separate accounting for this program,
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as a cost center, and with an actuarial analysis of all contingent
liabilities, is wurgently needed. As noted previously, we do not
include this program in the overall assessment of the health of the
federation. This also implies that we cannot confirm the state of
health of this program. The LP/LS program should be studied and

evaluated as a separate entity and as a possible expandable business

venture.

2. Credit Area
a. The Make-up and Status of the Current Credit Portfolio

Loans outstanding to borrowing credit unicns, private firms and others
comprise 70.7% of FEDECREDITO'3 total assets. This is an excellent
position, considering the role of the federation as a central
liquidity facility for the movement and its resultant need to maintain
a substantial portion of its funds in short-term, 1liquid investments
to meet pessible withdrawal demands at the credit wunion level. This
also compares faverably with other Latin American credit wunion
federations which have maintained an average lsans-to-assets ratic
between 49% and 57% in recent years.

The make-up of the loan portfolio is shewn in Table 12, where loans
outstanding are allocated 'to the federatisn's cost canters and
dist:rihu';ad according to tne source of funds. Nearly 64% of the
portfclio 1s in short-term loans outs:ianding. . The CLF administer-s

75.6% of the total portfolio, of which 73.3% are in short-term
accounts, The DFF has 24.4% of total loans outstanding, ¢f which

65.5% are in long-term credits., Slighcly more than half of tcotal
loans (51.4%) are funded by credit unions tfn.o‘.:,h the Deposit
Mobilization P"og am (CAD), about one-sixth (16.5%) by FEDECREDITO's
own  funds and the remaining 32.1% by othker progrmuv. T over
two-thirds (67.9%) of total credits are funded by internal mwe:’ne:.t:
scurces, an outstanding record in comparison to most development baaks
and other spsclalized credit agenciss. ‘ :

lll

FEDECREDITO has apparently alsn achieved notéble success in reducing
its loan delinquency from the high pre-project level of 38.9% in 1981

to less than 2% in 1986 (see Tatle 13). Using a conventionzl.

delinquency reporting format, overall loan delinqusncy as of June 30,
1986 was only 1l.46%. The CAD program's business loan portfolio was
experiencing a 2.32% delinquency and tke rate for CAD loans to credit
unions was 1.63%. Of these two account types, the majority was over 12
months delinquent. Delingquency cannot yet be quantified for the loan
types carrying extended grace periods befere principal payment must
"begin, Of those programs where payment has begun, n¢ delinquency
problems are evident as of this time.

The primary area of risk to the credit portfolio that is identifiable
at this time is in the area of loans made to private bdusinesses.
Since the rate of return on these loans is higher than other loan
programs, .the rate of delinquency in this area is not ‘surprisirng.
’ From ¢ 212 million in short-term CAD loans in that portion of the
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Table 12
FEDECREDITO LOAN PORTFOLIO STRUCTURE
JUNE, 1986

Millions of Colones

Loans Outstanding by Cost Center

Central Development
Liquidity Finance Total
Facility Facility Portfolio Percent
Loans Qutstanding
Short-Term 245.8 _ 37.4 283.2 63.8%
Long-Term _89.5 | 70.9  160.5 36.2%
Total 335.3 108.3 ' 443.6
Percent 75.67% 24,47 100.0%

?

Loans Outstanding by Source of Funds

Amount Percent

Depoéit Mdbilization Program , ‘ 228.1 _ | 51.4%
Own Funds - 73.3 16.5%
Other Programs | 142.2 32.1%

Total | 443.6 100.0%

Percent



Loan Type
Current & ¢ 2 mo.
5 to 12 months

over 12 months

Total

Loan Tyre
Current & ¢ 2 wo.
- 6 td 12 months
over 12 monthé

Total

Table 13

JUNE, 1986
CAD PROGRAM
Amount Percent
222,834,376 97.68%
58,666 1.12%
5,243,640 2.30%
228,136,702 2.32%

OTHER PROGRAMS

Anount Percent
142,210,173 190.00%
0 0.60%
0 -~ 0.00%
142,210,178 0.00%
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FEDECREDITO LOAN DELINQUENCY ANALYSIS

OWN FUNDS
Amount Percent
72,061,255 98.37%
0 0.00%
1,190,573 1.63%
3,“51 368 . 1.563%

TOTAL PORTFOLIO

Amount Percent

437,105,849 98.34%

0 0.00%

6, 43- 1233 . 1.45%

443, 598, 749 1.45%
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portfolio, there is ¢ 6.4 million that is currently more than two
months delinquent. Of that amount, 80% or c 5.3 million is related to
business loans.

0f the short term portion of the portfolio of ¢ 212 million, 62% is in .

63 loans with a combined balance of ¢ 131 million; ¢ 36 million or 17%
is in four loans, and two other loans contain balances of ¢ 20 million
and ¢ 25 million respectively (see Table 14). One firm has 1loans
totalling c¢ 26.6 million or 12.52% of the short-term portfolio, and
one non-affiliated credit union has loan balances of ¢ 45 million or
21% of the short-term portfolic. In accordance with policy, these
loans were referred by the Technical (Credit) Committee to the Board
of Directors for approval.

Apparently, the Administrative Credit Program has not experienced
major problems in the area of delinquency or discharge of debt, and
the anticipated revolving effect of the funds in the pregram should be
sustainable. There has been one case where the debt was difficult to
collect, and there currently exists one seriously delinquent account
with a balance of ¢ 245,000 due. FEDECREDITO has secured its interest
in this instance with property assets of the borrover.

b. The Development Impact of the Gredlt Provided with Funds from the
“Administrative Credit Program

To date 25 credit unions have participated in the prcgram using the
resources to fund a combined total of 78 positions. Two of the credit
unions which participated in the tdministrative Credit ‘Program have
since withdrawn from the FEDECREDITO system. The majority of the
credit unions used the borrowed funds to support the personnel costs
for the manager, an accountant and a marketing (or promotional)
person. A few used the credit to support personnel expenses fcr
divigion chiefs and technicians. The terms of these 1loans vary
regarding term, grace period, commission, etc.

The Administrative Credit Program has had a substantial and positive
impact on the movement. First, it strengthened a group of credit
unions which, while relatively large, still suffered from managerial
deficiencies. Second, it produced comparatively better performance in
- a number of key areas in the participant credit unions as compared to
the non-participants. Third, the concept of providing. full financial
service to the membership is more fully accepted in the participant
group. - Fourth, the ACP probably stimulated a greater interest in
improving managerial performance even in the non-participant group
through natural competitive forces. And fifth, it probably improved
the overall public image of the movement, thereby encouraging growth
‘in all credit unions, participants and non—participants alike.

Comparative growth data and key ratios for the ACP parf1c1pants and
non~participants are presented in Table 15. :

These data show that the ACP participants were more successful at

increasing savings, loans and total assets and in improving their key
ratios of reserves to assets and reserves to estimated. loan
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Table 14

FEDECREDITO SHORT-TERM LOAN PORTFOLIO ANALYSIS
JURE, 1986 '

Millions of Colones

Loan Size Categories Ho. of Loans
Less than ¢ 5.000,000 6

¢ 5,000,001 to ¢ 10,000,000

o~

¢ 10,000,001 to ¢ 20,000,0G0

1
c 20,000,001 and over _i
65
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Table 15

COMPARATIVE PERFORMANCE OF CREDIT UNIONS
PARTICIPATING IN THE ADMINISTRATIVE CREDIT PROGRAM

9/84 TO 12/86

Amount of Change

Percent of Change

Partici- DNon-Part-

_pants cipants Total
Indicators
Memberhip Growth 11,915 14,776 26,691

(Millions of Colones)

Asset Growth 738 598 1,336
Statutory Reserves 4,9 0.5 5.4
Loans Outstanding* 675 481 1,156
Estimated Chargeoffs - 14.5 4.2 13.6
Passbook Deposit .

Savings 71 28 97
Fixed Deposit Savings 360 219 579
Share Savings 103 136 239

Total Savings ' 534 ' 383 915

Ratic Analysis

Loans to Assets 91.5% 80.4% - 86.5%
Reserves to Chargeoffs 33.86 11.9% - 29.0%
Reserves ta Loans 0.7% 0.1%

Loans to Savings 126.4% 125.6%

Chargeoffs to Loans . 0.66% 0.08%

Exact figures may vary due to rounding

*9/83 to 12/85
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Partici-
pants

30.7%

64.27
44.6%
291.4%
153.1%
57.4%
62.6%
51.7%

59.5%

Non-parti-
cipants Total
40.8%  35.6%
81.5% 70.9%
2.9% 58.9%
195.8% 242.2%
92.1% 133.3%
19.3% 37.0%
147.3% 80.0%
65.8% 58.9%
77 65.7% .

.0%



charge-offs. This substantial growth, however, was won at the cost of
a slight increase in locan delinquency (estimated charge-offs) as
compared to the non-participants. The Evaluation Team's findings are
summarized below:

(1) Participants achieved total savings growth of ¢ 534 million
(a 59.5% increase) as opposed to ¢ 383 million (77.0% growth) by
non-participants.

(2) Participants achieved asset growth .of ¢ 738 million as
compared to ¢ 598 in the other group, and they directed 91.5% into
loans versus 80.4%.

(32) Participants achieved dramatically higher reserve growth in
both absolute and percentage  terms. As . a result, the
participents' reserve growthh to loan growth was 0.7% as compared
to 0.1%, reserve growth to estimated charge-off growth was 33.8%
.versus 11.9% and reserve growth to asset growth 0.66% versus
0.028%. VWhile these ratios may still be scomewhat low, they
indicate relatively gtronger equity growth in the participants.

(4) Participants were able to increase loans outsuaﬁd*ng faster

(291.4% growth versus 195.8%) ané generated a largar cctel
increment {c 575 million versus ¢ 481 million). ‘

(5) 'Es“”mated leoan charge-offs increased .bath fastcr (153.
. versus 92.1%) znd by a l ger amount (¢ 14.5 miliicn ver c 4.2
million) in the pa1t1c1phuta.

(&) Both pa* iC-Pantu and non-participants were about egqually
effective at directing savinzs inte loans. WNevertheless, th: higp
ratio of loan growth to savings growth (over 125% in both cases)
sugzests that both groups cf credit unionsg are facing <:hstantial
increases in loan demand and pressures on their ligquidisy.

Additional tables showing the credit unions which participated in cthe

prograr and the number of positions financed, disbursement history and

an aralysis of the revolving fund’'s turncver capability are presented
in Appendix 5-.

The operation of the Administrative Credit Program (ACP) does not
adhere  strictly to either tke loan policies developed by FEDEZCREDITO
or the mechanics outlined in the original implementation plan. In
~effect, the «circumstances of the credit wunions require some
flexibility in the application of the ©program's policies and
procedures, a fact illustrated by FEDECREDITO's flexible policies.
The result is adherence to the spirit and intent of the program withia
a reasonable framework supplied by the implementation plan.

Tae primary impediment to strict adherence to the implementation plan
was that in many cases the loan amount suggested was not sufficient to
meet the actual loan amounts required by many of the credit unions to
finance the activities outlined in the plan over the time frames and
including the three staff persons. Of the 25 credit unions who have
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participated or are participating in the program, sixteen exceeded the
average amount suggested. The average amount of total Administrative
Credit Program disbursements to credit wunions 1s approximately
US$9,600 as of June 30, 1986.  The average approved loan amount is
US$12,500. FEDECREDITO increased the maximum loan amount from c
500,000 to ¢ 1.0 million in 1985. These measures were deemed necessary
because of the rapidly rising salary structure of professionals in the
country and the desire to provide the opportunity to hire fully
qualified individuals.

The emphasis of the project was primarily on the rural credit unions,
which received 67% of the credit actually disbursed and 72% of the
amounts approved.,

The phenomenal growth in size of the FEDECREDITO system indicators,
both of recipients of administrative credit and those who have not
participated, comes from the addition of new credit unions to the
system and from increased activity of those credit unions already
integrated into the system. Six of the 25 credit unions wheo have
participated were not members of FEDECREDITO in September, 1983.

Analysis of the ACP disbursements made and the balance in the
Administrative Credit loan account shows that the revolving effect
derived from principal repayment has been achieved, As indicated in
the previous section, there is net a significant threat of loss to
discharge of debt in this program. Approximately, US$80,000 or 338% in
principal has been returned and made available for .additicnal. loans
under the program. As a result, it should not be difficult to reach

the goal of serving a minimum of 45 credit unions. However, since

there are only 49 credit unions currently affilli.ated with FEDECREDITO,

the  additional application of funds will hav= to occur in credit
1t ‘potential number of

unions affiiiating in the future. The curre: ‘
credit unions that .meet the requirements to hLecome affiliates i$§

approximately 70 out- of a mnational total <¢:i 128. = The goal ' of '
providing locans to ‘25 credit unions in the first four years was’

reached.
c. Credit Poiicies

- In order to properly interpret the credit policies associated with the
FEDECREDITO 1loan portfolio, the source of funds for each lcan type
must Dbe taken into account. Since each program has its own
requirements based on the source of those funds, many of the policies
are necessarily driven by those requirements. The major excepticns
‘are loan policies developed for the placement of funds derived from
FEDECREDITO's savings mobilization program {CAD).

FEDECREDITO has a general institutional credit policy that serves as a
framework for more specific policies related to the different sources
of funds and purposes of application. For the most part, FEDECREDITO
is in compliance with or is very close to meeting the standards set
forth. Although loans are made to private businesses, there is a sound
business reason for investing these funds, which are obtained at a
relatively high cost, in such a way as to provide. a margin of profit
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so that FEDECREDITO can continue to provide quality services to its
member credit unions. Currently, 55% of the assets are in near
market-rate loans. Thus some progress could be made in this area.
The federation is pricing its loans to retain a positive spread and
achieve self-sufficiency.

Capitalization policy differs from one loan type to another, and
perhaps a more general capitalization policy should be considered in
this section. FEDECREDITO has a loan loss provision that meets the
policy requirements.

The actual operation of the Administrative Credit Program does not
adhere strictly to either the loan policies developed by FEDECREDITIO
or the mechanics outlined in the origimal implementation plan as noted
previously. It is our understanding that an agreement to this effect
was worked out with USAID/Costa Rica.

The pollcies of the PL 480 program have beea followed with one recent
exception. Since the prograxn has matured, they have approved one loan
recently that 1s for five years instzad of seven, with one year of
gracse Instead of two.

More instituvional Jjudgement 1is used in the administraticn of the
BID/COLAC funds, especially in =he term of the loans and the grace
period granted. FEDECRECITO management clearly 1s tryirng to wmaintain
policies which will allow it tc compete successfully in this
financial market. 1In azddition, the federation reviews the individual

- applications and determines, within a range of options, what terms -
would be. appropriate, ‘Approximately 25% of this portfolio is loaned

out for four years with one year of grace and 35% fcr sherter
durations. :

The ecredit policies fer funds derivad frem the savings mobdilizaticn

- program (CAD)  are a bit mcre cempiicated. In March, 1985, a pelicy
was developed for CAD investments that apportionsd the funds by
percéntage for distribution through four different lozn types and
seven different terms. These are summarized in Table 16.

Table 16

PORTFOLIO COMPOSITICN GUIDELINES FOR CAD PROGRAM

Portfolio Capitali-

Share Borrowers/Loan Type zation Term

20%. Cbligatory Deposits 10% 6 months or less

20% CAD/OWN FUNDS 40% 30 months or less
6 CAD/OWN FUNDS 3tel 60 months or less
9% CAD/OWN FUNDS : 3tol 60 months or less

15% Private Business : . 18 months or.less

20% Private Business = - 6 months or less

10% Cooperatives/Short-Term ] 6 months or less
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FEDECREDITO estimates that it will place approximately 50% of these
funds at six months or 1less and that 60% will be on a monthly
amortization schedule. Each line has its own terms and conditions,
for example the 6% in CAD/OWN FUNDS is for working capital loans
funded for five years, with one year grace, 15% on annual balance,
variable rate after first year, a 2% one-time commission, a 40%
capitalization requirement, and a 10% capital subscription
requirement., Obviously there are many different way in which these
loan packages are structured.

This policy is designed to spread the credit over a wider variety of
borrowers and terms in order to create a diversification effect. The
strategy appears to be sound and recognizes the increased risk in
business loans. So long as the percentages are adhered to and
delinquency is controlled, a .good balance should be struck with this
structure. It also has the advantage of permiting the "investment” of
funds that are acquired at a relatively expensive ccst to be turned
over at a reasonable rate of return. The Credit Committee is
authorized to approve loans up to ¢ 5,000,000, and any amounts above
that must be approved by the Board of Directors. The Credit Committee
is made up of the Manager, Operations Division; Director, Office of
Resource Mobilization; and the Internal Contrcller.

d. GCecllection System

There .is a well-defined collection program currently in place at
FEDECREDITG. If a loan account payment is not received by the due
date, a letter is sent during the first week of delinquency, signed by
an official of the credit department with a copy sent to the Manager
of Operations. If payment .still is not forthcoming, a second letter
is sent the following week giving the borrower eight days to bring. the
account current. This letter is signed by the Manager of Operations
with coples to the President of the Board of Dir-ctors. A third
letter is sent. if the account remains delingueat, providing one last’
opportunity for payment within four' days of the date of the
correspondence. This document 'is signed by the General Manager. of
FEDECREDITQ with copies to the President, the Manager of Operatiomns,
FEDECREDITO's attorney, the ' Credit Department and to the file.
Finally, a telegram notice advises the delinquent account holder that
the account has been sent to an attorney for collection. All the
above referenced materials have been developed in a package that
allows timely and efficient administration of collection procedures.
In any event, after two months, all delinquent .accounts are
automatically turned over to an attorney for collection. According to
the federation ccllection staff, extension agreements and other types'.
of refinancing are negotiated infrequently.

. FEDECREDITO's collection efforts seem to have improved markedly in
1982 over 1981's miserable performance. Since that time it has been
reasonably effective 1in keeping delinquency under control. In
recognition of the potential risks in making business loans with CAD
funds, the Department of Savings Mobilization is in the process of
improving its evaluation procedures for those types of borrowers. The
collection area will also need to consider making any .necessary
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changes to adapt to collecting these types of loans and maintaining
adequate collection controls.

e. Credit Procedures, Manuals and Regulations

FEDECREDITO has paid close attention to developing procedures and
manuals to implement 1its credit programs. They include assigning
responsibility for each phase of the ' credit application and
digbursement process by title of personnel. In addition to having the
responsibilities clearly laid out in writing in the credit manuals,
these also include copies of all the appropriate forms and documents.
Clearly, this 1is an ongoing process and by utilizing their
nicro-computer driven word processing systems, they can readily
.maintain these manuals current.

In place are a full set of regulations governing the following:
*l. General orientation.

Who is eligibie for credit.

Requirements to reczive credic.

Maximum amounts & terms.

Loan types, rates of interest and other charges,

Collateral. '

Capitalization requirerents,.

Disbursement.

. Loan approval limits.

10, Anmortizacion. :

11. Refinancing, exts=nsion agreements ani loan consolidations.

-12. Supervision of loans.

13. Application for credit and agproval limits,

l4, Restictions for provident use ¢f credit

15. Review and revision and r=gul¢t*ars.

D@L W

Similar regulations are in effect for each major loan type. The mos:
recent version of regulatlons available applies to the Savings
Mobilization Program approved by the Board of Directors in 1986.
Regulations for the other loan programs snould be reviewed and updated
at least once per year as stipulated in the the regulations.

Recognition of the importance of regulations appears to be ingrained
in the FEDECREDITO staff; therefore, lack of sound regulations is nct
a problem for the orzanizaciomn.

f. Interest Rate Structure and Cost

The overall structure of FEDECREDITO's assets, liabilities, equity and
spread is addressed in secticn III.A.l. One cobvious element that
deserves additonal exploration is the "real" interest rate on loans
from FEDECREDITO to the affiliated credit unions, The steted or
nominal cost of these locans is significantly increased by the required
capitalization of as much as 40% of the amount borrowed and any
commission that may be charged. A sample calculation of the effsctive
cash cost is shown below: '
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Thus the effective interest rate in this example is over 7% higher
than the nominal rate. Since in this case the commission is a one time
charge, the effective rate would be somewhat reduced after the first
year. This same exercise must be applied to each loan type given the
terms of the loan to derive the effective rate to the credit unionms.

BID/COLAC Production Credit Loan:

Amount borrowed - : Us$1,500,000
Nominal Rate 15.00% : US$ 225,000
Capitalization required 10.00% Us$ 150,000
Opportunity cost of capitalization funds
@ 19.00% - us§ 28,500
‘Commission paid € 3.00% US$  45,000.
Total cost year 1 ' Us$ 298,500
Actual amount of funds received Us$1,350,000
Efféctive rate year 1 =~ 22.11%

The actual return..oﬁ earning assets is higher for FBDECREDIIO.than

nominal rates would suggest.

The cost c¢f funds to FEDECREDITO has also been developed in the
financial and deposit mobilization sections of this analysis. The
current high cost of funds to FEDECREDITO from the mobilization
program and the movement of cradit unions' funds into the higher-cost
fixed-term category effectively narrows the spread available.

Based on the above illustration, FEDECREDITO's effective interest rate
structure appears to be somevwhat high in relation to the cost of funds
to qualified borrowers in the national market. The effective cash
cost of 22% in slightly above the IMF-reported commercial bank lending
rate of 21.5% and somewhat below the nominal credit wunion retail
lending rates which ranged from 21% to 27% in our survey. This rate,
however, may be somewhat low compared to finance company or other
private. lender rates to non-prime borrowers. Thus FEDECREDITO is

probably competitive as a retail lender to other than top-quality
clients.

The limited data available to the Evaluation Team do suggest, however,
that FEDECREDITO may not be quite so competitive as a wholesale lender
to credit unions for retail on-lending to their members. Credit
unions reported savings interest rates of from 8% on shares to 27% on
longer-term fixed deposits. These rates compare to the IMF-reported
commercial bank short-term deposit interest rate of 16.5%. Even if
credit unions are paying a few percentage points more than this for
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their deposits, the cost of such savings may still be substantially
below FEDECREDITO's 22% lending rate. Such a differential may, in
fact, be reducing FEDEDREDITO's ability to generate additional
wholesale loans to credit unions.

Because it is possible that the federation, and even some credit
unions, may be too far above their respective wholesale and retail
market interest rates, the movement should examine its pricing aad
marketing strategies. This may prevent the need for some
organizations to continue chasing high yields at the risk of increasad
loss exposure which could result in possible solvency problems should
economic conditions worsen.

3. Deposit Mobilizaticn

FEDECREDITOC's savings mobilization program has been a dramatic success
at both the credit unicn and federation levels. According to
FEDECREDITO's aggregate data for its affiliated credit unions, total
members' savings, including passbool accounts, term or fixed deposits
and share savings, increased from ¢ 85.9 millicn (U3$2.5 miilion) in
1981 to ¢ 2,012.3 million (US$37.6 milliecn) in 1685. This phencmenal
growth rate of 96.3% per year reflects increases in both the number of
credit unions affiliated to tha federation and the level of cavings in
each affiliata. ‘

At the FEDECREDITO lavel, credit union rassbook savings and fixed
deposits grew from ¢ 30.6 million to ¢ 570.4 million from December,
1982 to June, 1936, an annual growth race of 110%. We have not
included shares in this total because they were not fully paicd in.

a. Compliance with Savings and Investnent Pslicies

Policies governing the CAD program are divided into twec categorises:
policies for attracting funds and policies fcr placing funds generated
by this program. These are summarized below: '

(1) Savings Attraction Policy Elements

(a) Minimum deposit of ¢ 25.00C. (b) Pay a rate of interest
from 1 to 4 percentage points above the rate paid in the national
banking system. (c) Place at least 20% cf the portfolic in fixed
term or liquid iavestments as a cushion. (d) Certificates issusd
by FEDECREDITO may be used by the member credit unions as loan
collateral. (e) interest rates may be adjusted weekly after due
consideracion of market rates, liguidity in the fund, investment
opportunities, maturities that week and tha condition of the
financial market. (f) The federation will accept investment
funds frem the credit union  movement, and non-profit
assocliations. (g) The term for certificates c¢ffered may be no
more than one month different from the fixed-term certificate
maturities being offered in the nationgl financial system. (h)
" Passbook savings must he encouraged because of their low cost.
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FEDECREDITO is in compliance with its savings mobilization policies.
Currently, it is difficult for FEDECREDITO to maintain a significantly

higher rate on the deposit funds from its affiliates over what they

could earn in the national banking system (i.e., a differential of 1%
to 4%). This is due to the high liquidity characterizing the current
financial marketplace. The underlying economic causes were discussed
earlier. Affiliated credit unions have been sending relatively large
sums of savings deposits received from their members to FEDECREDITO
for investment. FEDECREDITO in turn is finding it somewhat difficult
to invest or loan the funds at a rate significantly higher than they
are paying to their affiliates.

One advantage the federation does have is the experience of its staff
(particularly the Manager of Operations) and the ability to negotiate
lower settlement —costs with 1its  brokers based on Vvolume.
Unfortunately, the. lower-cost passbook savings accounts are not
attracting funds as most affiliates opt for the higher-paying
fixed-term accounts. This sensitivity to rate on the part of the
affiliates has the effect of further raising FEDECREDITO's cost of
funds and brings into question the iong-term viability of the passbook
savings account as presently structured.

(2) Policies for Placement of CAD Funds

(a)  Affiliated credit unions receive a preferential rate. (b)
At least 20% of the portfolio will be invested in short-term or
negotiable instruments. (c) A return of at least 4% above the
- cost of funds. (d) The borrower pays settlement costs.  (e) A
. commission on the principle loaned, depending on- the type of
. credit union, up to two perceant, will be. charged with member
credit unions exempted. (f) All funds not invested in the
National Exchange must be approved by the Technical (Credit)

Committee. <{g)  The applying organization must submit financial

and other official information. (h) All requests for CAD monies
must bhe reviewed by the Cperations Division dand organized with the
appropriate portfolio. (i)  The maximum lcan limit that may be

approved by the Technical Committee is ¢ 5 million. Any amounts

over this must be approved by the Executive Committee. (j) The
. federation reserves the right to require certain collateral
consistent with the value of the loan.
Investment policies for the CAD are more fully described below:

- Purpoese
To maintain 1liquidity “and stability in the investment of CAD
funds. To invest the resources in a manner consistent with the
socio-economic objectives of FEDECREDITO.
Policy Elements

"Avoid concentrating investments in a small number of entities.
Invest .in entities of known financial soundness.
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Maintain permanently a liquidity fund in order to guarantee the
ability to meet liquidity needs of the system.

Maintain the liquidity fund in National Financial Institutions
that guarantee maximum vreturn, timely recovery and maximum
security.

Invest in credit unions in the national sector with short-term
working capital needs for specific projects.

Excess funds are to be invested in entities which cooply with the
norms established in the regulations. Periodically, FEDECREDITO
will have sscurities in the 1llguidity fund anal;zed to determine
market value.

Liquid TInvestments

The liquidity fund will consist of up to 30%, but in no event less
than 20%, of the tctal balance of the CAD funds.

FEDECREDITO may acquire the securicies of fixed or wariable rat
of return in the primary  cr seccndary market of the varion
institutlions and eatitias of che financial syster.

Cnly up to 10% of the liguidity or capital funds may be pla
with a single institutica, and no less than 50% of rescurc:s
‘be placad in securities of the Natlona’ Banklno System.

Investments in tha Coooerative Sector

Recipients of the funds must comply with all naticnal laws and
- statutes and policies of the federation. : '

Have 'a debt-tc—-equity ratic of no more than seven te one and be of
technically sound financial conditieca.

Main:ain with the federatiorn the equivalent c¢f at least 20% cf
their deposits in fixed-term and 30% in passbook savings.

The maximum amount that may be invested with CAD funds is up to

350% of the borrower's deposits in FEDECREDITO.

This amount is established at the time according co the available
funds in the program in which case the amcunt will be no more than
20% of the funds availatle for each borrower.

All investments in affiliated credit unions may not exceed six
months in term.

Affiliated credit unions pay a rate 2% higher than the rate which
is paid on their deposits at FEDECREDITO.
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Non-affiliated credit unions and cooperatives pay a rate at least
4% above the average cost of funds for the CAD program and in
addition they are required to pay a commission of 1% each semester
on the amount of the investment. '

Short-Term Investments

Recibients of the funds must comply with all national laws and
statutes and policies of the federation.

Have a debt-to-equity ratio of no more than four to one and be of
technically sound financial condition.

Have at least c 3,000,000 in assets.

Present financial statements for the last three years, audited by
a Certified Public Accountant. -

Present a copy of the certificate which verifies the identity of
the officers of the organizaticn signed by the authorized
official. Present a brief description of the nature and the
direction of the activities of the organization. '

The . maximum investment is up to 5% of the available fund of
Short-Term Investments. The maximum amount of investment at one
time is determined by the debt to—-equity ratio.

_ All short term investments are placed at a max1mum term of six
months.

Up to three rollovers of the same investment, if approved by the
Technical Committee, are allowed before amortization of the debt
must begin. ‘ '

A commission ‘of.'3%' of‘ithe outstanding balance on the 1loan is
charged R ‘

"~ The Technical Comm1ttee will from time to time review the margins
and choose to distribute the Short-Term Investment funds
differently. ‘

Costs associated with the transaction are absorbed by the
investor.

These policies meet the operating needs of FED%CREDITO. Presently, a
much higher percentage of the. portfolio is in 1liquid investments in
the National Exchange and in investments in banking institutions. . The
portfolio is structured to provide a larger number of maturities at
the end of the calendar year to accommodate the increased withdrawals
from affiliated credit unions that historically occur.. This is due to
withdrawals by credit wunions members for production (especially
coffee), vacations, Christmas-time spending and the 1like. The
investments in the National Exchange Markets are reviewed periodically
using the -National Exchange Rating System which provides in-depth

financial information on those organizations that are permitted to
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participate in this market. Investments in bank certificates and
bankers acceptances are relatively secure and therefore have a
moderate rate of return. Other investments in securities are less
secure and carry only the pledge of the brokerage house to make the
investor whole on any losses. There 1s no legal backing for this
position; it is solely based on the brokerage house's interest in
maintaining its image by reimbursing its customer for any transaction
losses. FEDECREDITO, for the most part, opts for sgecurity of
principal over the chasing of higher interest rates.

b. Evolution of Sources for Deposits

The ability of FEDECREDIZO to a2ttract passbook and fixed depesits f{rom
the affiliated credit wunions 1is a function of <the affiliates'
confidence in the strength, security and return gprovided by the
system.- Since the time of the crisis discussed earlier, FEDECREDITO
has worked diligently to restore that confidence and build a structure

that vrovides a rate of return that will redound to the btenefit cf the.

member credit unicns. Passbook deposits in affiliated credit unions
totalled approximately ¢ 120.1 million at the end of 1982 and fixed
depesits tectallied ¢ 98.7 millien. By the end of 1985 passbeok
deposits had reached ¢ 321.9 million and fixed depssits had reached c
1,140.9 million for an increase of 162% and over 1000% respaccively.
Afrer adjusting for inflation, the grewth rates are 75.7% and 670.7%
respectively. ,

It is fair to say that confidence in the FEDECRELDITZ svystsm has been
restored. This phenomenal growth has come both from the credit unions
that retained their membership during the 2risis, thos:s who withdrew
and later returned and these who later jeoined the federation for the
first time. The stability of these savings over time iz untested and
there is no certainty as to the propzmsity tc save by the members cf

the cradit unions over ths long' term and in the facs of changing

economic conditions. WNonethels.s, FEDECREDITO has =stablished itself

as a strong alternative for investment of the credit unions' fuads and -

an important intermediary in the financial marketplace. ‘
c. Use of the Funds Mobilized

As menticned above,  the placement of funds by FEDECREDITO in a
financial market characterized by high 1liquidity and at a rtate of
return that provides a positive spread over the cost of those funds is
a difficult task. This 1is clearly recognized by FEDECRELITO and
substantive measures have been taken to maximize the return eon
investment of these funds. Some may argue that a concession, in terms
of the mission of tha organization te serve only the credit union
movement, has been made by investing some of the funds in loans to
businesses. This observer views these lcans more as an investment
that enables FEDECREDITO to serve better the interests of the credit

union movement by providing a fair return on the deposics they place
with the faderation. '
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Given the growth 1In size and number of the investment portfolio
related to the CAD funds, consideration should be given to developing
a more systematic asset/liability management system using existing
staff resources. '

d. Manuals/Documents for Program Administration

The Deposit Mobilization Program is well documented. The manuals
clearly state the,policies and procedures that govern this program.
As with the credit programs, the procedures manuals assign
responsibility by title. A complete trail of activity on both the
moblization and placement of funds is identified and copies of
pertinent forms such as investment memorandum, financial statement
analysis sheet, daily report on funds flow, etc. are included.

4, Technical Assistance and Education
a. Quality and Impact of COLAC Technical Assistance

Under thils project, technical assistance has been principally provided
by the COLAC Resident Advisor, Dr. Rail Sinchez, for a period of four
years. In addition, COLAC has provided other forms of assistance,
most notably through 1) the extensive diagnostic precess, that led to
the Five-Year Development Plan, 2) the BID/COLAS IV loan which
provided an additional US5$1.5 million in local currency funds, plus
the services of a productive credit advisor for two yearsg, and 3)
‘ clo:.e monitoring of the prcject's development through regular "4151!: S,

In our estimation, the quality of the technical assistance provided by
the COLAC resident advisor has been been outstanding. He has not cnly
amply fulfilled the terms of his original scope of work, but the
confidence he has established with leaders and managers at both the
federatior and credit union 1levels has .enabled him to provide
assistance in virtually every aspect- of the movement's development.
. Any listing of the areas in which he has had major impact is pmbably
incomplete, but the most notable include: '

(1) Initiation of the comprehensive diagnostic process whereby
the federation assesses the current strengths and weaknesses of
its member credit unions to establish medium/long-term planning
objectives. These serve as the basis for the development strategy
that credit unlidons are now implementing. The increased strength
and impressive growth shown at the primary level can be traced to
this initiative.

(2) Refinement of FEDECREDITO's production credit program,

through the development of improved policies and guidelines,
resulting in mcre business-like operations. Loan applications are
evaluated according to the feasibility of the proposed project,
thus credit has been increasingly directed into truly productive
activities, and loan delinquency is not a significant problem for
the federation.
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(3) Development and expansion of the ' system's  deposit
mobilization program, which has generated funds flow beyond the
most optimistic expectations. Policies and guidelines were
developed covering both the mobilization of member savings and use
of these funds in sound loans and investments. By encouraging the
use of market rates, and often above-market rates, to be paid on
deposits, the project has demonstrated that low and middle inccme
groups are interest-rate sensitive and will respond with
significant amounts of savings. At both the federation and credit
union levels, these activities have not only provided a service to
members, but have permitted access to significantly higher levels
of funds for lending and/or investment, resulting in increased
income and financial stability for the imsititutious.

(4) Refinement of internmal planning and develcpment czpabililties
for the federation, with particular focus on financial planning
ané ferecasting, resulting in greater ability tc meet financial
targets. '

(5) Development of alternacives &tc¢ handle ZFEDECREDITO's dollar
debt problem with COLAC, resulting in an extension of the
repayment period, while at the same time ottaining governmental
asgistance to .assume the monetary loss. Resolution of this
diffienlt issue has, by its=lf, enabled the federation to move
from a financial rosition of extreme precariousness to relatiwe
soundness.

The 'COLAC.:advisor has participated actively in the dec1siun—mak ng
process with federation management and board members; his influence i

-d
well recognized and vaiued. As an ‘2dvisor, he has DLLW abtie to offer
information and =zltsv:acives, without assuming the functions and
responsibtilities that properly belong to FEDEIREDITO 'managerent and
board members. Aithc::: committed fo movement growth and exgansion,

he has also served =s 2 restraining influence in &» attempt to easure
that the movement does nct take on risks it is unprepared to handle.

Although not directly a part of this project, it is worth mentioning
the related assistance provided by COLAC. The Five-Year Development
Plan, as noted earlier has served as the guide for the federation's
activities since 1933. COLAC supported the need for development
capital to permit the FEDECREDITC system to expa d its agricultural
production credit activitcies. As part of this program, an
agricultural credit advisor was made available for the past two vyears,
ably assisting rural credit unions to implement the PCP program. And
through its own policies and developmenc strategies, CJILAZ has
supported the transformation of the FZDECREDITO system intc a viable
financial enterprise. '

In sum, we believe that the Costa Rican credit union system has been
extremely well served by COLAC's support. We would agree with the
USAID/Costa Rica cable stating that "COLAC's work in (FEDECREDITO's
- recuperation program) has been outstanding. Today less than four
years since the project started, FEDECREDITO has become- a viable

- ¢
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financial institution,...We consider this to be one of our success
_stories, with most of the credit being attributed to COLAC."

b. Impact of FEDECREDITO Technical Assistance and Training Program

The federation's technical assistance and training programs are
handled within one division, the Planning and Development Division.
The division carries out a wide variety of extremely well-developed
and well-attended programs. In visits to credit unions, for example,
the evaluation team found that credit wunions had participated in
several different programs, and that several different people had
attended. (See Tables 17 and 18 for a listing of technical assistance
and training activities over the past five years.) The training and
educational programs are well respected. The new programs being
introduced are at a higher academic 1eve1 in response to the stated
' wiohes of member credit unions. :

The impact of FEDECREDITO's training and technical assistance
activities at the credit union level was reported as varied. Though
the programs get high marks for content, availability end personnel,
the technical assistance itself received mixed reviews. Two kinds of
comments seemed most common. First, several credit unions felt that
the assistance did not arrive on a timely basis, or if it arrived it
was too limited or narrow in scope. Second, several credit unions
commented on the need for technical assistance of a more advanced or
technical kind. Areas as divert:e as computer systems and running a
supermarket were menticned.

OQur own obsevvations of technical assistance and training programs, in
general, lead us to conclude that this program has been doing a good
Jjob 'of outreach, education and training. Comments such as the above
are natural, since no program can serve everyone perfectly, and some
credit unions will always be ahead of others. In particular, the
.Planning and Development Divi.icn has carried out diagnostic studies
for many ‘credit unions; those studies have received high marks in
terms of the impact on participating credit unionms.

There is one area of activity which we feel has not been covered
appropriately. Desktop computers are becoming increasingly common
among credit unions. The federation has no technical assistance
available in this area. The federation made the decision to become
competent technologically first, through the development of its own

computer systun base before offering technical services to credit
“unions.

Computer systems are, or become, the back-bone of the information
system of any credit union or federation. Likewise, the ability of
credit unions to share information and act as a system depends
ultimately on the ability of their internal information systems to
support system needs, To the extent that credit unions have begun to
go their own ways, buying sometimes incompatible systems with
different software, the risk 1s growing that the outcome will be
inflexible information systems unable to generate meaningfully
sharable data.
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Table 17

FEDECREDITO TECHNICAL ASSISTANCE PROGRAM
1981-1586

Dec. Dec. Dec: Dec. Dec. June
1931 1982 1983 19384 1985 1986 TOTALS

Number of Visits 125 39 121 193 g2 75 700

Credit Unions . : .
Benefitted 20 26 36 39 44 46 35%

Assessments cf

Credit Unions 15 35 20 128 49 35 222
Number Benefitted 15 23 20 3% - 30 32 27%
Organizational Analyses

Peformed 5 7 3 ) 5 2 28
Organizational Analysis _ .

Seminars 5 7 3z 4 7 2 23

'Vo;unteers - , : ,' 5 3 0 € 5. C ic
* Averages
;-
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Table 13

FEDECREDITO TRAINING PROGRAMS
1981-19386

Dec. Dec. Dec. Dec. Dec. June
1981 1682 1983 1984 1985 1986 TOTALS

Activities 7 21 24 25 29 10 116
Number of Participants 500 606 629 748 716 1,090 4,289

Credit Union

Beneficlaries 83 30 91 139 60 267 670
National Courses 5 2 12 8 5 7 39
Credit Union Seminars 2 19 3 17 13 10 64
Affiliations 0 5 3 9 6 4 - 32
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It is also true that the software of a system sets the limits and
defines the capabilities of the system. There is an opportunity for
the federation to have a marked influence on all credit unions through
the development of a computer-based accounting system. At a minimum,
standards for both input and output could be established. The
opportunity 1is significant, and the window will not be open long.
Probably 10% of all credit unions currently operate their own systems;
probably another 10% are introducing systems now. These are the
pacasetters who will determine the probable directicn of the others
for some time to come. Thus this represents a tremendous opportunity
requiring both training and technical assistance.

c. Linkage of Technical Assistance with Movement Objectives

Technical assistancz, by i1ts mnature, is linked to:. the goals and
cbjectives of the receiving organization. The technical assistance
program of FELDEICREDITO has been able to zssist in the achievement of
federation objectives through its support of financial operations.
For example, it is not uncommon for the planning and develcpment staf
to carry out a ‘“preinvestment study.” This affort assists the
cperations staff in evaluating a credit union for a 1lcan, or in
setting certain objectives cor conditions for the credit union. As
mentioned above, the division alsc carries out full-scale diagnostic
studies on request. These assist heth the federation and the credi:
union in targeting their own plans and activities.

The division alsc maintains a substantial data tase of infcrmation oo
credit unions.  In return far the quarterly reperts requested of
credit unions, the federation generates a statistical suwmary, showing
ccrparisons to average or target figures, for credit union use.
Getting credit unions to supply the information is difficult, but the

division has a reasonable system for <tracking those who are not

supplying the _data_‘and getting the data upon a next visit.

The division- zippea_rs to follow 1ts own recommendations. Just as
.planning and training are thought to ‘be important for the cradit
union, so also does the federation have a well-developed planning
methodology. A significant by-product is that in setting an example
"they make as much of an impression as in simply teaching about it.
. This point was made both by TFEDECREDITO staff and by some of the
credit unions. Leading by example appears to be a powerful tool in
Costa Rica. '

d. Analysis of FEDECREDITQ Trainlng Programs

The curriculum of the federation's training prcgrams includes a wide
variety of topics. A rough measure of cost efficiency is shown by the
following Table.

The Table is only ‘a’ rcugh approximation of ‘expenses 'per benefited
person or credit union. It divides divisional expense in half and
then divides by the number of participants or credit unions benefited.

BEST AVAILABLE COPY |

- 68 -



The Table shows that there was a general increase in costs per
recipient from 1983 to 1985. For the first half of 1986 there was a
reduction in those average costs. This 1lowering of costs is a
deliberate response of the division to the needs of the credit unions.
The division has a new policy of charging at least 92% of the costs of
sessions (exclusive of overhead and certain salaries) to -the
participants. The credit unions have been quick to point out the need
to reduce costs so that they could afford to continue attending.
Fewer outside experts are being used, and more of the courses are
being given in the training room of the federation instead of in
hotels or in remote areas. It chould be noted that in our credit
union visits only one credit union complained about the courses being
given primarily in San Jose.

Table 19

COSTS OF FEDECREDITO TRAINING PROGRAMS
1983-1986

Expenses per Participant and per Credit Union
Amounts in Colones

1986 1985 1984 1983
Expense per : . : :
Participant 1,249 2,130 1,639 1,343
Expense per
Credit Union 17,458 - 20,698 15,714 15,136

The contents of the educational yprograms available are extremely
wvaried. Federation staff is wused in the programs as leaders and
presenters, as are outside experts on many occasions. Topics covered
vary frem internal matters of risk control, accounting and
mobilization of savings; to external matters such as the national
economy. The professional-level training courses in conjunction with
two different universities appear well documented and comprehensive.

OCutside experts are used where the internal resources are not
adequate. ' ‘

e. Compliance with Technical Assistance and Training Policies

Policies for the division were established in the five-year plan and
are revised annually. The annual plans are listed in the annual
planning document. Every three months general reports are made to
management and the board. The technical committee reviews plans as
often as. weekly, as appropriate. The division 1is quite adept at
maintaining records. For example, every session has a separate file
in which all costs of the session are detailed, including summary
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statistics such as overall and average costs (these figures generally
square with our rough estimates, above). All hand-out and didactic
material is kept in these folders, as are the two kinds of feedback
information, evaluation sheets from the credit union participants and
a summary review by the session leader.

The general objective of the division is to provide education and
training in credit union and business principles. The materials and
course contents are well adjusted to this cbjective. There are
sessions in general credit union principles, as well as in specifie
technical areas of importance to a credit uvnion. There 1s a new plan
starting this year to invelve credit union leadership in an on-zcing
process of participative planning, first at a regional level and then
nationally. There has also been substantial attenticn paid to project
planning. There 1s substantial follow-up tharough visits to credit
unions, in an effort to evaluate the longer-term results of the
educaticn and training efforts. Thes=z are generally not separate
7isits, but part of the regular procedure of providing technical
assistance to the credit union.

The division is in the process of developing a compucer-basad system
of information management. This is certainly consistent with the idea
of providing leadership to eredit unions. The divizicn is curreatly in
the process cf developing a university-level program in cczputer
cystems and »priznciplés, - Becaus2 the management of information 1is s=
important witnin the credit union 2nd because computer systems are a
large expense for the crecit union, we wculd recommend that the
federation implement additionzl support programs ‘in this are
Clearly the federation cannct offer its own staff as. exper:s. Tw
things that can be dene are to contract with a reliables outside exper
to prov1d= technical assistance in the planning and evaluation afiorts
that cradit unions will have te go a;ough, and to provide =
systematic approach to the appropriate umifization of credit wuxien
neads so that their accounting systems wiTl be reasonadly comp Tete and
compatible.

We also reccmmend that the federation study with their member credit
unions the possibility of consolidating efforts inte a single modular
and flexible accounting system. Most of the credit unions already
have compatible (IBM-type) equipment, and are having prog:ams written
for them in the same data-base. language (dBase III). It would be
axtremely wuseful to bring these institutions together to maximize
their system development efforts. ané perhaps to achieve a werking
group that can uitimately lead to a standard accounting pacxage.

5. Institutional Developmeut of FEDECREDITO

a. Administrative and Crganizational Structure

The current organizational structura of FEDECREDITO largely reflects
the structure suggested in the Five-Year Development Plan. Since its

develcpment in: 1983, certain functions have moved from one division to
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another, and certain titles have changed but the basic structure
remains the same.

Currently, the federation's structure is as follows:

Management Staff (7)
General Manager
Assistant General Manager
Manager/Division of Operations
Manager/Division of Planning and Development
Director/Resource Mobhilization
Director/Finance and Accounting
Chief/Personnel and General Services

Technical Staff (9)
Credit Analysts (3)
Administrative Analyst
Financial Analyst
- Education Specialist
PCP Specilalist
Accountant
Internal Controller

Administrative Staff (15)
Secretaries (7)
Deposits Assistant
Accounting Assistants (2)
Cash Receipts Clerk
Collections Official
‘Auditing Assistant
Planning and Technical Assistance ASuiutant
Receptionist

" General Services Staff (8)
Guards (4)
Messengers (2) .
Miscellaneous (2)

The two major - service divisions are Operations, and Planning and
Development. The Operations Division carries out the functions of
deposit mobilization, investment brokering, and credit analysis and
. supervision. Within this Division, the Directorate of Resource
Mobilization manages the savings mobilization program, responsible
‘both for the capturing of deposits, as well as the placement of these
funds. About 25% of these funds are invested in the various
government-backed securities, another 25% 1is 1loaned to private
business, and the balance is loaned to member credit unions. It is
interesting to note that the federation is carrying out a major credit

" activity outside of the Directorate for Credit. The 1latter manages -

 externally funded programs, i.e., AID/PL 480, and BID/COLAC IV which
must be used for specifically defined purposes.

The Planning and Development Division is responsible for the the
provision of development services to affiliated credit unions. These
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include technical assistance and ©planning, particularly the
development of long-term plans through the comprehensive institutional
analysis approach and education and training. It is also respomnsible
for supervising the implementation of the administrative credit
program.

The Directorate of Finance and Accounting prcvides accounting, payroll
and related services. Interestingly, it also contains the collections
function which would seem to te more appropriately placed in the
credit area.

The federation recently engaged a full-time internal auditor to assure
that its financial operations are carried out in a manner consistent
with the best interests of its member-owners, the affiliated credic
unions. The controller ensures that federation acticns follow
applicable laws and established policies, and reviews ‘acccunting
practice for consistency with established norms.

The Department of Parsonnel and General Services. assumes
respensibllity for personnel functions as well as the maiatenance and
security of the federation's bullding, vehicles, office equipment and
other physical assets.

In addition, the organization has establishsd a number cf intern

srial
working committees such az the Technical Committes, to precvide a
s ¢f

structure by which staff may ‘discuss and Laxe action on issue
significance to the organlza-ion." ‘

As noted, the c¢urrent structure was developed to respond to the
challenges fuaced when the federacion was trying to recover from its
own eccnomlc crisis, With the wmocdifications that have Dbeen
introduced, it seems to have worked with a considerable deg-es of
reffectiveness ar. efficiency. Yet the challenges of the furure inay
depand asswewhat different struccure if effectiveness and 2fficiency
arz to be maintained.

The federation is exploring new business possibilities, including the
establishment of a subsidiary banking entity to gain access to capital
markets currently not available. It is recommended that an overall
systems analysis be undertaken to analyze the organizational structure
that would be most appropriate to enstle the federaticn to undertake
these new activities while maintaining its current operations.

b. . Human and Physical Resources
The federation has registered a notable improvement in the quantity
and quality of its management and technical resources over the past

four years. At the beginning of 1982, FEDECREDITO had the following
personnel characteristics:
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Table 20

FEDECREDITO PRE-PROJECT PERSONNEL STRUCTURE AND SALARIES

Number Average Monthly
Salary
Management Staff 1l ‘ c 7,800
Technical Staff 8 4,000
Operating Staff 10 2,500
Total 19 3,411

In terms of formal educational background, the federaticn had cnly one
individual with university training and another nine with technical
training. In contrast, FEDECREDITO now exhibits the following
personnel characteristics:

Table 21

FEDECREDITC POST-PROJECT PERSONNEL STRUCTURE ANDI SALARIES

Number .Average Monthly .
: . ’ Salary
Management Staff 7 .. e 52,000
Technical Staff ‘ : 12 , 30,000
Operating Staff . o 21 ‘ 15,000

Total - . 40 25,975
Educational background has also increased, with 14 staff" having
university training and 12 having technical training.

Within the past one and one-half years, the size of FEDECREDITO's
staff has grown considerably, from 27 at the end 1984, to 39 at the

end of 1985, to the present 40, Although the size of the staff

appears to be justified based on the increase in the volume of work
handled, the federation needs to rigorously control staff expansion,
particularly in administrative areas, as opposed to service areas that
generate income. It must also be cautious that staff expansion is not
based on projected growth, which may fail to materialize if the
economy slows noticeably.

The federation has experienced large turnover in the past four years,
although it appears to have stabilized within the past year. Since
1982, the federation has hired 66 individuals; during that same
period, 21 resigned and 18 were dismissed. However, since 1983, only
12 people have left the organization indicating a much more stable
work force. For professional staff, the turnover has been greatly
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reduced, with only four individuals leaving since 1983, out of a
current total of 14 professionals. )

The federation has established an effective personnel function which
has assisted considerably in upgrading staff quality. To fill new
positions, an intensive recruitment/selection process is used. Job
requirements are fully defined, care is taken to ensure that it does
not exceed budget constraints, and both management and technical staff
must give their approval. Initially, the federation attempts to fill
by promotion from within; failing thac, it advertises in the media,
particularly emong the universities. Following a review of written
credentials, interviews with at least three candidates are conducted
prior to selection. Upon hiring, the employee is ziven a three-mcnth
probationary period, in which following initial orientation, the
employee's performance 1s assessed. Beyond that period, personnel
evaluatiens are conducted annually.

Within the past two years, the faderation has greatly expanded its
staff development program. In 1985, the federation sponscred 25 sta:if
develooment activities, involwving various «courses, seminars, and
related events, invoelving 64 stz2ff members at a total cost cf ¢
387,000, © With the introduction of the computar system in
FEDECREDITO, the organization has provided traiaing to nearly all
its managerial, technical and clerical staff. As a result, there
ar evident willingness to utilize the computer system to the aximum
extent possible.

The organization has also implemented an employee motivaticn program
"designed t¢ establish a working environment conducive to  high
productivity. In addition to expanding the benefits tec employees, a
number of sgccial, cultural, and sperting activitles Thave Dbesen
organized. It would eppear that this prcgram has bez2n effective in
becosting employee morale and in creating a pleasant work setting.

The federaticn's physical resources primarily consist of the present
building, office equipment, ané vehicles. Tne building currently
occupied is considered too small and inconvenient. After examining
the possibility of renovaticn, the federation decided to purchase a
lot on which to construct a new building. Financing for this project
is anticipated to come in two equal parts, the sale of the. present
building, and a 24%, five-year loan from FEDECREDITO's member credit
unions. It is expected that construction will begin esarly next year,
with completion scheduled for approximately one year thereafter.

It 1s suggested that the federation ke cautious in tyving up capital
funds in non-producing assers. A frequently used indicator of the
appropriate level of investment in non-earning assets ia credit union
institutions 1is the 1level of equity. FEDECREDITO currrently has
equity equivalent to about 3.8% of total assets. On the other side of
the balance sheet, the federation has some 9.1% of its assets in the
non-earning category, about 2.4 times its equity. Thus there appears
to be no financial "room" to increase investments in fixed assets at
the present time unless, for example, a special issue of non-earning
. shares were to be placed among affiliated credit unions ready, willing
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and able to accept reduced income in order to enable the federation to
improve its facilities. Another  alternative, of course, is for
FEDECREDITO to continue to build its equity through retained earnings,
perhaps even more aggressively. In either case, the federation may
wish to utilize a modular approach in the construction of its new
building. A comparatively smaller building could be constructed
initially, but containing the possibility of convenient expansion if
and when that becomes necessary.

3

In terms of equipment, the federation has recently acquired a computer

system which, when fully installed, will consist of 6 microcomputers-

and 7 printers, including one in color. It has contracted with. Peat,

Marwick & Co. for the design of systems to handle accounting, loan

management, deposit management, budgeting and other areas essential to

FEDECREDITO's development. FEDECREDITO will retain proprietary rights

. to these systems. Thus these could serve as a potential revenue
source in the future. ' ‘

- At its present location, the federation has a small room to
accommodate approximately 30 individuals for training programs and
seminars. For events of greater scope, facilities at local hotels and
similar accommodations must be rented. Presumably, the proposed new
office - building will include adequate meeting/training space to
alleviate this problem. ' :

c. FEDECREDITO Systems . and Procedures

~  One aspect that the fedération appears to have understood quite well
is the need for. adequate systems and procedures. . The federation has
- developed a large number of documents to guide the provision of
various services and programs. These include policies and guidelines
applicable for the mobilization of deposits, investment policies,
" credit. .policies for each type of lending program, collections

precedur~s, policies for the administrative credit program, guidelines

for the various training and technical assistance programs, and
others. - In effect, for every service or program offered by the
federation, there - is an appropriate document providing guidance to
staff. ‘This is a most valuable tool to ensure that staff follow

proper procedures and that there is some consistency in the provision

of these services to the public.

The federation has ©been equally «conscientious in developing
documentation for internal systems and procedures. Policies have been
prepared that clearly define requirements with respect to recruitment
and selection, orientation, staff development, persomnel evaluation,

and other areas in the personnel area. Vehicle use and maintenance

policies have also been defined. Internal communications flows have
been documented to ensure that information is provided to the
appropriate individual in a timely fashion. In the accounting area,
'as noted, the federatiocn is changing to a ' computer-based system; full

documentation has been provided by the consultant for the management

of this system. The organizational planning and budgeting area also
has been well defined, which includes the preparation of reports on a
regular basis to monitor actual against projected performance in work
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plans and budgets. Standardized procedures for activities from cash

receipts and disbursements to bduilding security, have also been
developed. '

In summary, there exists a great deal of common understanding among
staff about the way things are supposed to be done. This lack of
confusion has contributed to the increasing staff efficiency noted
earlier and has enhanced the federation's image as a well-run
organization.

d. Capacity to Absorb Hew ?unds

As observed in the section on the financial status of the federation,
the federation still has some financial ability to absorb new funds,
as measured .according te the 10:1 debt-to-capital ratio currently
required by policy. Nevertheless, FEDECREDITO is somewhat comnstrained
by its debt-to-equity ratio when cradit union shares are excludad frem
thke equity base. This exclusion 1s based on rthe nature of these
shares, which, like preferred stock, are rafundable to zredit wumions
at par value and thus represent potential fizxed claims of the
affiliates on the federation's assets. This adjusted d=ebt-to-equity
ratio is currencly about 25:1, which is quite high, thecugh not yet
excessive, :

FEDECREDITO can absorb additional funds, based on its tradicicnal dabe
to capital ratio, but it will need to exercise great caution in
on~lending these funds if risk to the affiliates" sﬁbScribed share
capital base is to be kept within reasonable bounds. This will
require continued improvements in loan-making capabilities at both the

federation and ecredit union levels. Particular care will need to be

exercised at the credit union level to assure that adsquate eguity
capital (excluding share savings from tha equity base calculation) is

-available tc meet poterntial loan default and/or othasr losszes, It will
be equally important tc .. assure that adequate loan underwritcing

standards are applied by - the borrowing credit unions to miniwize
potential delinquency. Assuming that these conditions are met and
that FEDECREDITO can continue to increase its equity capital accounts,

the federation's financial capacity for additional liability

absorption is conservatively ‘estimated at up to 200 million colones.

Operationally we believe that FEDECREDITO staff is capable of handling
such an increase without problem. In addition to the experience they
now have in receiving and processing their liabilities, they have also
learned much with respect to the placing of those funds in productive
assets. Credit policies and lending and collection systems are all
well developed, and both staff and credit unions are experienced in
their operation. o

We conclude therefore that the federation has the installed capacity
to absorb more funds. However, the federation must take care to
maintain its spread. This implies the need to have policies which
permit continued investment in higher return investments. It also
implies the need - for  maintaining or increasing the amount of
productive credit loans to the federation. Finally, FEDECREDITO will
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need to exercise great care to minimize its fixed operating expenses.
If financial expansion is to be successful, economies of scale will
need to be achieved so that increased net interest revenues are
translated into higher net income and thus increases in FEDECREDITO's
equity base. .

e. System Integration

The federation has enrolled as members approximately forty percent of
all credit unions in the country, representing about two-thirds of all
the members in credit unions. The federation continues to have
contact with non-members, primarily through management contact in
efforts to induce them to enroll and through training and education
programs.

Our interviews and other.conversations with credit union boards and
managers lead us to believe  that there is substantial feeling of
confidence in the federation. Although the infamous ‘"crisis"
continues in their minds as a significant historical fact, the recent
success of the federation has overcome much of the earlier bad
feelings. It is also true that most of the management of the member
credit unions assumed their positions since that difficult time. They
have 1little or no first-hand experience with it and much prefer to
concentrate on their current needs.

This sense of common purpose extends to recent decisions by. the
collective group of members at ‘their annual meeting. The credit
unions agreed to deposit in the federation an amount equal to at least
10% of their own deposits and to deposit an additional 10% either in
the federation or some. other financial institution. This decision
"took more than a year of debate and was certainly not universally
popular., Yet current indications are that they are complying. We
Judge this to be a strong in'i* cator of the growing sense of system
integration. v

Additionally we -have commented on the planning method being used for
the development of the next  five-year plan. This 1ncludes ' the
formation of working groups of credit union leaders on a regional
basis. There is high participation in this effort so far, and this
represents both an indication of the system capability already
implanted and a new vay of further strengthening that system.

f. Sustainable Institutional Capabilities

The federation has made enormous strides during the course of the
project. This is due to both internal and external factors. The
confidence and support demonstrated by COLAC, USAID and other external
assistance agencies has been critical to the federation's resurgence,
providing it with both financial and technical resources at a time
when the system's very survival was at stake. Similarly, the
commitment of a core of affiliated credit unions and the capabilities
of the federation staff they hired made the turn-around possible.
This strategy was translated into successful market performance,
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enabling the movement to grow and develop at both the credit union and
federation levels.

FEDERECREDITO's capabilities: have been developed by the project,
institutionalized in practice and established in the marketplace.
These sustainable capabilities are briefly summarized below:

(1) Deposit Mobilization

The. federation has achieved a2 significant presence in the national
financial market, and credit unions have captured a meaningful
share of total private sector savings and time deposits. The
movement's 4.5% share of tials market (estimated using IMF data for
December, 1985) compares favorably with, for example, the U.S.
credit union movement'’'s 5.5% share of consumer savings.:

(2) Capitalization

FEDECREDITO's ¢otal capital has increased from 5.4% total assets
in December, 1932 to 11.4% in June, 1935. The pcrtion of members’
share savings at the local level invested by the credit unions in
FEDECREDITC's share accounts has risen from 1.6% in 1932 to §5.3%
in 1983,

(3) Equity Growth

FEDECREDITO's equity zas grown from 2.3% of total assets in~ 1922
to 5% . at December, 1985. While it has fallen slightly to 3.8%
during the first half of 198&, .this may understate post-closing
additions to reszarves and retained earnings to be achieved by
vear-end. The federation's financial ecapabilities thava Dbesan
- significantly strengchened during the pericd by its growth in
equity of 29 nmiliion colomes. FEDECRELITO now has a substantizl
firancial cushicn to meet probable aznd possible future lesses.

(4)  Financial Self-Sufficlency

The federation has achieved a slight positive surplus from its
overall operations in June, 1930. Wkile cost constainment and
increasing income from non-financial services need to become key
priorities, achievment of operational break-even is a critical
strength which can reasonably be sustained.

(5) Delinquency Reduction

FEDECREDITO has been remarkably strengthened by its reduction of
delingquency to less than 2%, which is excellent even by U.S.
credit vnion standards.

(6) Human Resources

The federation has a capable, highly motivated professional staff

vho will be able to continue leading the movement's development in
the years .ahead. FEDECREDITO will need to continue improving
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staff productivity so that future income gains from growth can be
translated, in part, into improved remuneration and working
conditions. The crisis has now been largely overcome and
FEDECREDITO needs to consolidate its gains to prevent staff
"burn-out” or loss of key employees to competitors offering more
advantageous employment packages.

(7) System Development

FEDECREDITO has well designed and documented operating policies,
systems and procedures. These are fully institutionalized and
will continue to serve the movement well after AID funding ends.
Successful computerization of several of these systems will be the
federation's major challenge in this area during the coming years.

g. Sustainable Benefits

We believe that the project goals have been achieved and that the
benefits are sustainable. The COLAC assistance has accomplished a
"technology transfer" which has made the federation able to continue
the work originally introduced or promoted by COLAC. Just as
FEDECREDITO's development has resulted in strong and sustainable
institutional capabilities, so are benefits at the credit union and
community-level economy largely sustainable by the movement after AID
funding ends. These sustainable benefits are discussed below:

(1) Credit Union Management

The administrative credit component has enabled many credit unions
to upgrade their managerial staff. These staff are now in place,

they have overseen tremendous growth 3jn the movement and are
gaining the experience required to lead the movement successfully
for a generation to come. Good managers are the single most
imr-~»*ant element in credit union success. The managerial teams
put together with project assistance will enable the affiliated
credit wunions to continue their own development, providing
services in the marketplace that the membership and their
communities need and are able to support financially.

(2) Expanded Financial Operations

The savings mobilization program has.created a huge deposit base
and pool of lendable funds which will continue to grow and serve
‘members' needs for the foreseseable future. While rationalization
of financial versus non-financial services, products and prices,
and financial structure and capitalization are issues which must
be addressed, the human, technical and financial capabilities are
in place now to assure that the movement continues meeting
members' needs.

(3) Central Liquidity Facility (CLF)

The project has developed the CLF to regulate and rationalize
.liquidity management in the movement. This is a key element of
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the national credit union financial system and will, over time,
reduce required levels of system liquidity and thereby enhance
credit union earnings. It will alsc help to stabilize the system
by creating a pool of 1liquid assets available to meet short-term
liquidity needs. The increased stability and earnings will enable
credit unions to continue improving and expanding their services
and markets The CLF can also become tke vehicle for accessing
Central Bank resources when the credit unicn movement gains
participation in the formal financial system.

(4) Development Finance Facility (DFF)

The project has helped reestablish FEDECREDITO as a creditworthy
financial intermediary. It can now borrow once again from COLAC
and other sources. This will enable thz movement to increase
total resources available to serve members, particularly in the
area of medium- and long-term credit which currently cannct be
supplied from short-term credit union dapcsits.

The federation should now be able to borrow from the Cccperative
Housing Foundation (CHF) program and other scurces of longer term
funds to meet members' needs in this area. FEDECREDITO wiil also
be able to develop longer term, vairiable rate savings inszrumente
to support the system's lending activities in the years to come.

B. CREDIT UNION LEVEL

This section briefly discusses developrents at the credit union lavel
of the FEZDECREDITO system. The credit union survey confirms the
-evaluation's findings at the federation level of a drazatic
‘turn-around irn . the rmovement's performance, management and oublic
confidence., With the support of USAID and COLAC, an effectively
integrated natioral credit union financial system is emerging which is
increasingly capable of developing and distridbuting the savings and
credit services required by an ever-widening membership.

1. Financial and Social Growth Trends
a.‘ Managementv‘

Since 1981 there has been a substantial change among the credic
" unicas. Thirty-six out &f the 49 member credit unions have managers
who were hired after 1981. These managers are generally young and
aggressive, We have prcbably met the managers of half of the credit
unions, all of them fitting this description. Much of the elected
leadership in the federation is also new, both to credit unions and to
the federation. Their work effort is high as is their interest. They
also bring a high level of training and education to their efforts,
coming from the business and financial fields as well as traditional
credit union backgrounds. These -changes in the human resources of
credit union movement . leadership in Costa Rica . are ighly
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significant. The federation has begun to involve the leadership at a
new level through the planning process for its new five-year plan.

b. Finance

On the financial side the credit unions have shown continued growth
throughout the period. Our data are limited however to information
through the end of 1984, with only projections for 1985. The
federation is improving its data collection, but we would recommend
that more be done. Balance sheets and income and expense statements
should be gathered for year-end information back through 1981, and
then kept up to date at least annually. In this way the federation
will be able to monitor significant trends and measure probable
changes in the short and medium term. Such data would also help in
targeting assistance to credit unions needing it.

The trends show that there has been a steady growth of about 70% per
year in assets and liabilities, except for 1982-1983 when the growth
was about 125% in assets and 160% in liabilities. Capital growth has
not kept pace, so that the ratio of liabilities to capital has
increased from 1:1 to 2.6:1. This trend is further complicated by the
existence of many credit unions in this group which are of the
multi-service type. It is difficult to know how the financial or
credit union side of their business is developing. As part of the
record keeping of the federaticn, we recommend that the data base of
credit union information be divided into credit union versus other
kinds of business. Most credit unicns do keep separate records at
this time. It is unclear how easy ‘it would be to obtain consisteant
formats for balance sheets and income and expense statements.

The 39 credit unions in our sample had 3.2 billion colones in total
assets at year-end 1985, up from 290 million in 1981. 1In liabilities
they had 1.5 billion in deposits from their members. This amounts to
approximately 4.5% of the ~-vings and time deposits in the country.
In membership the credit unions had about 94,000 members  (March,
1986), serving approximately 16% of the population of Costa Rica,
assuming one member per family, a family size of 4.5 persons and total
population of 2.6 million. These figures represent a substantial
increase in the amount of penetration of the savings market.

2, Analysis of Principal Indicators

The performance of the affiliated credit union system during the
1981-1985 period will be analyzed wusing key operating ratios,
calculated from aggregate financial data reported by credit unions to
FEDECREDITO. This evaluation will be approximate at best, due to the
mixing of financial and non-financial books of business in the
reporting credit unions. The analysis focuses on the following key
results areas of credit union financial performance: capital adequacy,
asset quality, earnings, liquidity, financial = structure, system
support and growth. The values of the indicators measured reflect
movement-wide averages; individual credit unions will certainly vary
from the averages. ) o
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In summary form, the analysis shows that: capital may be inadequate to
support the current volume of financial and non-financial assets;
asset quality is undefined and needs further study; earnings rates are
declining; and growth is extremely high. These findings suggest that
greater operating efficiencies, loan growth, improvements in earnings
from non-financial services and increased capitalization of
non-financial services are needed to assure continued strength in
local credit union operations. :

a., Capital Adequacy

These ratios measure the extent to which credit union equity (reserves
and undivided earnings primarily) is sufficient to protect members'
and creditors' claims on assets in the event of probable and possible
losses or other financial difficulty. Equity 'is ‘the "financial
cushion" of zero-cost funds which may absorb losses,

The credit unicms have maintained, by financial indus:iry standards, an
excellent capital ratio {(total equity ¢to total assets) of 10%.
Similarly the resarves %o loans ratio is atove average and rises
during the period from 12% to 18%. Eowever, it is not pcssibie to
determine whather or not this level is adequate to protect the credit
union members and ereditors against loan lossa2s, bhecause aggregacte
delinquency data are ndt available. ror the same reason it is not
possible to estimate solvency, the net asset value of total savings
(shares and deposits). If delinguency 1s =zero, then the solvancy
estimator has risen froa 114% to '116% of the par or bock value of
shares and depos‘ts. Each percentage rpoint of delinquency reduces the
gc1v9n~" estimator by 0.6%, so the movement cculd have, omn average, uc
to 25% <dalinquency before technical insclvency wouid be rezched.

The multi-service naturz of many of the credit unions may, nowever
negate what otherwise is an excellent capital position. This i
because the equity needs of mnon-financial services are generally
substantially greater than for financial services. In fact it appears
that capital in the system is far below what is truly needed to
support the current 1level of non-financial assets and operations.
Tnis finding is based on the following analysis of the 1985 balance
sheet data presented in Table 22. The analysis assumes that fixed and
. "other"  assets (ie., non-financial assets) are entirely dedicated to
non-~-financial services and that Mother™ 1liabilities (ie., excluding
savings dep051ts and notes payable) are used entlraly to finance these
non—x1nanc1al assets.

Millions of Colcnes

Fixed and other non-financial assets: 1,293.6

Less other liabilities: 424.0
Less total equity: 314.6

Equals financing from notes payable, ) ‘
savings deposits and shares: .555.0
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Table 22
CONSOLIDATED BALANCE SHEET OF 39 MEMBER CREDIT UNIORS
1981-1985

In millions of colones

Balance Sheet in Absolute Figures

ASSETS 1981 1982 1983 1984 1985%
Cash and Banks 7,8 21,1 40,7 49,5 105,4
Investments 16,8 81,6 - 167,0 275,5 475,8
Loans to Members 170,3 207,5 423,9 863,4 1.275,3
Fixed Assets 39,8 74,5 228,5 311,4 607,2
Other Assets 56,1 127,0 283,8 350,8 686,4
TOTAL ASSETS 290,8 511,7 1.143,9 1.850,6 3.150,1
LIABILITIES
Passbook Savings o 55,2 120,1 181,2 265,6 321,9
Fixed Deposits 34,7 98,7 351,7 664,6 1.140,9
Notes Payable 24,4 - 38,8 136,3 '203,2 " .392,2
Other Liabilities 31,2 - 50,1 . 132,3 206,11 424,0
. TOTAL LIABILITIES - ,145:5 307,7 - 901,53 1.339,5 2.279,0
. CAPITAL
Share Savings , 117,1 143,2 213,1  .330,1 556,5
Loan Loss Allowance 1,6 2,2 5,0 13,7 . 29,8
Statutory Reserve 2,7 6,1 7,2 6,8 12,2
Education Fund 1,4 3,0 3,8 5,8 ’ 10,1
Other Reserves 13,8 31,5 - 79,7 103,6° 185,4
Donaticns 1,8 3,0 11,1 21,1 - 37,0
Undivided Earnings 7,0 15,2 22,5 27,9 40,1
TOTAL CAPITAL 145,4 204,2 342,4 511,0 871,1

* Preliminary data
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This analysis shows that the fixed and other assets absorb all credit
union equity plus other liabilities and still require 555 million
colones from notes payable, savings deposits and shares. In effect,
this means that there are no equity funds available to cover potential
losses in the financial services area. It also means that some of the
interest and dividend payments on the notes, savings and shares must
be derived from net income of the non-financial services. As we will
see later, it appears that these services are on average losing money
rather than adding to net income and thus are a drag on both equity
and earnings.

b. Asset Quality

These ratios measure the earning power of the credit unions' assets..

Unfortunately, it is not poessible to measure the most critical of
these ratios, the delinquency rate, due to lack of data. FEDECREDITO
urgently needs to update its reporting system to include credit wunion
delinquency. '

A second critical measure of asset guality 'is the share »f non-earning
(ie., non-interest producing) assets as a percent of tctal assats. In
general this percent should not exceed the percent of 2quity to total
assats in a financial services oriented credit union. FEDECRELITO's
"~ affiliates have, however, far exceeded this guideline: non-earning
assets rose from 33% to 41% of total assets during the pericd while
equity was constant at 10%. ' :

"e. Earniags

Earnings are the primary source of additions to eguity and funding for
interest and dividend payments toc members and creditors. Earnings
performance is generally measured by a "spread" or margin analy:zis
.which cornverts the absolute amounts of inccme and expenses to percent
rates ‘on total assets. Table 23 shows a spread analysis for the

credit unions for 1981 and 1984 (earnings data are not available for .

1985). The income -and expense items are based on the data shown in

Appendix 6. Percent rates are calculated on ending total assets for
each year.

Yield on assets increased during the period from 9.60% to 16.62%,
while the cost of funds rose from 4.28% to 10.83%, resulting in a
slight increase in the gross interest spread from 5.32% to 5.8C%.
This growth was subsequently lost to increases in net operating cost.
Operating costs were more than offset by commission income in 1931,
resulting in a net addition to the gross spread of 6.82%; however by
1985, operating costs had risen while the percent rate of commission
income had fallen, producing net operating costs of 2.02%. As a
‘result, the finzncial operating spread fell dramatically from 12.14%
to 3.78%. While this still represents sound performance by credit
union industry standards, the trend is ominous.

Assuming that. all “"other" income .and expense items shown by

FEDECREDITO for the credit unions represent non-financial services
related items, the spread analysis shows that these improved their
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Table 23

CONSOLIDATED CREDIT UNION SPREAD ANALYSIS
1981 and 1984

Amounts in Millions of Colones, Percent Rates on Ending Total Assets

Interest Income/
Yield on Assets

Interest Expense/
Cost of Funds

Interest Margin/

Gross Spread
Financial Services:
Operating Costs
- Commission Iﬁcome
ﬂet Financial Operating

Cost ’

Financial Operating
Margin/Spread

Non-Financial Services:

"Other" Expenses/Cost
"Other" Income/Yield
Net Non—Financial

Operating Cost

. Net»Margin/Nét Spread

Notes: (1) Source:

1981
Amount Percent
27,782 9.60
12,330) =4,28
15,402 5.32
(22,244) -7.69
41,980 14.51
19,736 6.82
135,138 12.14
(87,954) . -30.40
_63,338 21,89
(24,616) - 8.51
10,522 3.64
FEDECREDITO

‘(2) Details may not sum to totals dﬁe to rounding
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Amount Percent
222,674 16.62
(145,035) -10.83
77,639 5.80
(149,242)  -11.14
122,251 9.13
27,001 -2.02
50,638 3.73
(621,627) -46.40
601,349 44.89
20,278 -1.51
130,360 2.27
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performance during the period but were still money losers. The yield on
non-financial assets rose from 21.89% to 44.89%Z but this was nearly
balanced by the rise in non-financial expenses from 30.40% to 46.40%; the
net non-financial operating cost ratio fell substantially from 3.51% to
only 1.51% but still represented a net subtraction from the financial
operating ratio. As a result, the net spread fell from 3.64% of total
assets in 1981 to 2.27% in 1984.

In sum, it appears that credit unions are facing reduced financial
operating margins as they grow and that non-financial services, while
improving, are still mnot able to generate net additions to egquity. The
movement, ideally with USAID assistance, needs to examine in detail both
its financial and non-financial services if it is to centinue teo prosper
in the face of ever-increasing competition.

d. Liquidity

Ligquidity ratios measure the relationship of liquid assets to members' and
creditors' claims and the degree of depasndency on external funds. The
latter is also a measure of leverage, or the relationship of fixed
interest and principal repavment obligations to members' shares.

The traditicnal measure of liquidity, the lcans %to savings (deposits and

LT

shares) ratio, decreased during the perind from 82% in 1931 to 63% 1
he

1985, This reflects hoth inecreases in cash and investments. dus to t
movement's aggressive savings mobilization preogram and increazad
investment in non-financial assets. Since lecans are the principal =arming

asse;s' of the credit unions, the decline in this ratio parallels the
dectine in the financial operating ratic analyzed above.

A second measure of liquidity is the ligquid reserve ratio, which measures
liquid assets as 'a percent of the  principal claims of members and
crediters (deposits, notes pavable and shzres). This ratic more cthan
doubie” Jurimg the period, rising from 11% to 24%. The actual liquidicy
available to meet these claims may, however, be somevhat less than ths
ratio indicates, ©because  the ‘non-financial services may requirs
substantial cash balances. Even so, it appears that the system currently
has sufficient liquidity and could well examine alternatives to expand and
‘lengthen the loan portfolio. This can be expected to increase eacnings as
well as improve financial services to members, as long as delinquency can
be adequately contreolled.

The impazt of the deposit mobilizatiom program and expanded FEZDECREDITO
lending to credit unions is seen in the leverage ratio. This measures the
percent relation of the sum of deposit savings plus notes payable to
members' share savings. The higher the value of this ratio, the greater
the reliance on fixed interest sources of funds and the greater the risk
of variability in earnings available to pay dividends on shares and add to
reserves and undivided earnings. This levsraze ratioc increased by over
200% during the period, rising from 98% to 333%. This implies a need for
constant improvement in asset/liability management technigues to assure
adequate earnings and liquidity to meet potential withdrawal and
amortization requirements. - )

S -
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It also magnifies the potential impact of delinquency on solvency and
earnings. The credit union movement will probably need continued external
.assistance to develop appropriate financial management policies and
techniques to minimize the risks inherent in this leveraging.

e. Financial Structure

The strength and competitive position of the credit union depends on the
quality and strength of its earning assets in relation to its funds
bearing cost. The higher this ratio, the easier it is for the credit
union to accumulate undivided earnings while offering members top savings
interest rates and charging minimum loan interest rates. The ratio
utilized to measure financial structure is the  percent relationship
between earning assets (cash and investments plus loans to members) and
funds bearing cost (deposit savings, notes payable and share savings).

The affiliated credit unions suffered a weakening in their financial
structure during the period as earning assets declined from 84% to only
77% of funds bearing cost. This was due principally to the rise in
non-earning assets and a consequent fall in earning assets from 67% to 59%
of total assets which exceeded the decline in funds bearing cost from 80%
of assets to 77%.

f. System Support
System support measures the degree to which credit unions are investing in

the federation's shares, thereby providing capital for 1its central
liquidity and - develcopment finance facilities., '~ The ratio utilized is the

sum 'of federation shares expressed as a percent of total credit union.

assets. This ratio rises during the period from 0.46% in 1981 to 1,12% in
1985. - As noted previously, however, this does not provide an accurate
measure of each credit union's investment in the permanent share capital
of FEDECREDITO. Many credit unions have extremely small investments in

the <federation while others, principally. the major borroewers, have -

relatively high share investments. A proportional capitalization system
would permit a rationalization of the investment burden among credit
unions, requiring each one to invest a similar percentage of its total
assets (or other common base) .in federation shares. Such a program must
be balanced, of course, by effective management of the federation to
assure that investing credit unions receive adequate yields on their funds
and that delinquency is controlled, .

g. Growth

Growth has. been the hallmark of the affiliated credit unions during the
last four vyears. Total assets grew by 983% from 1981 to 1985 while
liabilities increased by '1,466% and capital by 499%. Total investment in
the system increased by 2,859.3 million colones. Funds bearing cost
financed 76.2% of ‘this growth and earning assets absorbed 58.1% of total

funding. ~These data are .summarized on an account by account basis in
Table 24.
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GROWIH IN CREDIT UNION SOURCES AND USES OF FUNDS

Table 24

1981-1985

Amounts in Millions of Colones, Percent of Total Asset Growth

Source_ of Funds
Deposit Savings
Notes Fayable
Other Liabilites
Skare Savings
Equity

' Total Liabilities and Capital

Uses of Funds
Cash, Banks-and Investments
Loans to Members

Otiier Assets

Source: FEDECREDIIO.

Growth

Amount

1,372.9

286.3

2,859.

w

556.6
1,105.0
1,197.7

2,859.3
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Deposits financed 48% of growth, while notes payable contributed 12.9%
and shares 15.4%. Equity and other liabilities contributed 10% and
13.7%, respectively. On the assets side of the balance sheet,
non-earning assets were the major funds user, absorbing 41.9% of total
growth, while loans claimed 38.6% and cash and investments accounted
‘for 19.5%.

Savings deposits and shares accounted for 63.4% of total growth,
another measure of the success of the savings mobilization program.

The major area of concern is the high concentration in non-earning
assets, which absorbed 41.9% of total asset growth, as compared to the
contribution o¢f non-costing funds (equity and "other" 1liabilities)
which provided only 23.7% of funds growth. Slight declines in the
profitability of these non-financial operations or the market value of
these non-earning assets, combined with increases in delinquency,
could lead to serious financial difficulties in these ever more highly
leveraged credit unions. Both FEDECREDITC and the credit unions will
need to monitor carefully theirperformance in these areas, improve
their equity capitalization and develop appropriate management
techniques to prevent possible problems should economic conditions
change for the worse. '

3. Major Strengths and YWeaknesses

Clearly the member credit unions have grown substantially. Their

growth is faster than the overall financial growth in the country.
They have been successful in capturing a substantial share of the
savings market. Many have improved -their physical appearance and
their convenience. The enthusiasm shown by staff and management in
the credit unions we visited was substantial. The human resources of
the movement are possibly the greatest source of strength. ‘

The current weaknesses lie in the following areas:

~a. The credit union portion of the business may be undercapitalized.
In the credit unions we visited it was not uncommon for capitalization
of the non-credit union functions to be at a level per member of 10
times the credit union portion. Of course there was not necessarily a
100% overlap in participation in the different functicns. Nonetheless
we cannot determine the degree to which the purely financial functions
are adequately capitalized. Further, this capitalization has been
- worsening relative to the total indebtedness.

b. The deposit base may be volatile. The Costa Rican economy has
been able to recover some of its strength during the past several
years, and 'in particular there is a substantial amount of 1liquidity
currently in the financial system, due to favorable but possibly
‘'short-term conditions. It is difficult to measure the likely impact
on this deposit base should these favorable conditions change.
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¢. The non-financial services may be drawing off surpluses from the
purely financial business. In most of the credit unions we visited
with multiple services the credit union portion of the business was
the most profitable. Often the other businesses were losing money.
This subsidization may be weakening the ability of the credit unions
to survive future reversals.

d. The credit unicns are moving fairly rapidly into advanced
operational methods, such a3 desk-top computers. Most are acquiring
IBM-compatible equipment and hiring programmers. Most programs are
being written in dBase III. Most credit unicns expect to hLave network
systems operating soon. Though their intentions are admirable and
their needs clear, we believe that they have exposed themselves to
several risks which will ultimately convert themselves into costs for
the credit unions. The first risk is that the credit wunicns are
developing their systems separately and are therefore 1likely to
develcp somewhat incompatible procadures and reports. The second 1is
that by daveloping their systems separately they wind up paying full
cost several times over for work which is cften id=ntical. The thizrd
is that their reach has exceedsd their grasp. That is, they intend to
have networks when in fact neither their software nor their harcdware
is adequate for such retworking. To complete their efforss they will
need to invest substantial additional funds, and possibly even teotally
revrite . their scoftware. The fourth is that it will ©become
increasingly costly to maintain  their individual systems at the
‘appropriate competitive level. As their competicicn introduces new
' services and new ways of attracting accounts, the credit unions may

find themselves unable tc adjust. due <o -inflexibilities in their
systems. o : :

till lack some of ths
hem fully capatla of

o
T

e. The human resources of the zredit un!
training and education which  would ==z

operating at the highest levels of tecani: .. =x
movement's continued accalerated grewth.

(SN 7}

Lol
N

4. Impact of the Federation Programs

As detailed throughout this report, there have been several resulté

which we believe can be attributed directly tc the federaticn. In
this section we shall summarize those results.

4., Development of Human Raesources.

Through its education and training programs the faderation has

succeeded in promulgating general principles and specific technical -

capabilities through a wide base of individuals and their ecradit
unions. ‘

b. Organizational Development
One of the major aids to'é;edit unions which they reported to us was

FEDECREDITO's organizational - development study process and the
- supporting technical assistance which came with it.
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c. Expansion of Productive Credit

The development of a substantial portfolio of productive loans was a
success of the federation, as was the ability of FEDECREDITO to
provide technical assistance and training in how to manage these loans
successfully to avoid delinquency and help the member.

d. Expansion of the Savings and Deposit Services of the Credit Unions

The federation was able to encourage a substantial increase in the
marketing efforts of member credit unions. The idea of capturing the
savings of members and placing those savings in productive loans and
investments has taken hold. The credit unions have recognized the

importance of be:Lng a major source of financial services for their
members.

e. Expansion and Strengthening of the Idea of a Financial System

The credit unions have agreed to place 1l0% of their own deposit base
as deposits in the federation. This is a substantial recognition of
their own need for liquidity as well as the value of utilizing the
federation as a central 1liquidity facility. The federation has also
been able to exert leadership among the credit unions to resolve such
issues as overlapping membership. The principle of a financial system
has also been extended to the lending services of the federation to
the member credit unionms.

f. Implantatlon. of the Idea of Systemat1c Planning and Informatlon
. Processing

The credit unions have received training in these areas, and have seen
the leadership of the federation in improving itself through these
activities. In addition the federation provides feedback in both
.areas to oartgclpating credit unions.

g. Strengthening of Credit Union Managementi
Directly through the training, education and technical assistance
programs and indirectly through the administrative credit program, the

federation has been active in strengthening credit union management.

h. Resource Coordination

The federation has been able to play a valuable role in distributing
‘certain resources. We have already mentioned the work in preparing

- credit unions for productive credit. Another example is the training

and assignment of Peace Corps Volunteers.
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Appendix 1

List of Contacté and Surveyed Credit Unions




LIST OF PRINCIPAL CONTACTS

FEDECREDITO

Manuel Araya B. General Manager

Carlos Mora V, Assistant General Manager

Mario Vargas A. Manager/Division of Operation

Pablo Cruz M. Director/Resource Mobilization

Marco Vinicio Garro M. ' Director/Finance and Accounting

Evaristo Alfaro C. Internal Auditor '

Liliana Vargas V. Chief/Personnel and General Services

Abel Salas M. Manager/Division of Planning and
Development

COLAG

Raul Sanchez | Resident Advisor .

Rail Vaca Advisor/Production Credit Program

USAID

Rafael Rosario : Project Officer

‘Beverly Latham : ' Assistant Project Officer

 Vincenz Schmack o Private Sector Development Officer:

. List of Surveved Credit Unions

Coopetierrablanca R.L.
Cocpealianza R.L.
Coopesanmarcos R.L.
Coopeorotina R.L.
Cootilaran R.L.
Coopesparta R.L.
Coopesago R.L.
Coopeguadalupe R.L.
Coopenae R.L.
Coopedent R.L.




Appendix 2

Central Liquidity Facility Financial Statements



ALLOCATED ANNUAL BALANCE SHEETS OF CENTRAL LIQUIDITY FACILITY

CENT. LIQ. FACILITY

BALANCE SHEET (in colones)

Assets:

.Cash and checking
Investments
Loans, short term
Loans, long term
Other assets

TOTAL ASSETS
Liabilities:
Passbook savings dep.
Notes payable, s.t.
Fixed deposits, s.t.
Fixed deposits, 1.t.

Notes payable, 1.t.
Other liabilities

TOTAL LIABILITIES
Capital:

Credit union shares

Other capital accounts

Statutory reserves
Undivided earnings
Loan loss allowance

TOTAL CAPITAL

liabilities/cap. (FED)

liabilities/cap. (WOC)

1982 - 1985
31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
7,333,866 1,731,682 : 0 0
76,124,568 12,153,252 19,081,366 20,261,290
217,821,912 127,861,727 32,790,108 5,834,429
34,312,977 10,760,666 5,834,429 335,457
38,905,800 34,256,073 36,548,363 26,765,459
374,499,123 186,763,401 94,254,266 53,196,635
13,310,757 8,710,016 3,080,562 2,179,111
0 0 0 0
280,300,588 139,997,998 62,354,633 28,410,314
1,325,000 1,992,000 0 0
0o 1,000,000 3,000,000 4,000,000
23,423,190 12,223,616 7,296,265 4,296,570
318,359,535 163,923,630 75,731,460 - 38,885,995
28,144,581 7,297,092 2,013,837 458,377
10,735,058 4,755,252 2,223,096 43,096
1,437,955 705,283 290,925 144,982
1,617,864 898,156 75,287 . 75,251
6,343,058 4,006,783 1,425,996 72,810
48,278,516 17,662,566 6,029,140 794,516
7.4 11.7 16.1 53.8
6.6 9.3 12.6 48.9



BALANCE SHEET ACCOUNTS -OF CENTRAL LIQUIDITY FACILITY AS PERCENT '

CENT. LIQ. FACILITY

BALANCE SHEET (% distribution, asset base)

Assets:

Cash and checking
Investments
Loans, short term
Loans, long term
Other assets

TOTAL ASSETS
Liabilities:

Passbook savings dep.
Notes payable, s.t.
Fixed deposits, s.t.
. Fixed deposits, 1.t.
Notes payabie, 1.t.
Cther liabilities

TOTAL LIABILITIES
Capital:
Credit union shares
Othsr capital accounts
Statutory resarves
Undivided earnings

- Loan loss allowance

‘TOTAL CAPITAL

Capital, % liabilities

BEST AVAILABLE COPY

OF TOTAL ASSETS 1982 - 1985

31-Dec-85  31-Dec~-84  31-Dec-83  31-Dec-82
2.0% 0.9% 0.0% 0.0%
20.3% 6.5% 20.2% 38.1%
58.2% 68.5% 34 .8% 11.0%
9.2% 5.8% 6.2% 0.6%
10.4% 18.3% 38.8% 50.3%
100.0% 100.0% 100.0% 100.0%
3.6% 4.7% 2.3% 4.1%
0.0% 0.9% 0.0% 0.0%
74.3% 75.0% 66 .2% 53.4%
- 0.4% 1.1% 0.0% 0.2%
0.0% 0.5% - 3.2% 7.5%
6.3% 5.5% 7.7% 8.1%
85.0% 87.3% 80.3% 71,17
7.5% 3.9% 2.1% 0.9
2.9% - 2.5% 2,47 9.1%
0.4% 0.4% 0.3% 3%
0.4% 0.5% c.1% 0.2%
1.7% 2.1% 1.5% 0.1%
12.9% 9.5% . 6.4% 1.5%
15.2% 10.8% 8.0% 2.0%



ALLOCATED ANNUAL INCOME AND EXPENSE OF CENTRAL LIQUIDITY FACILITY

CENT. LIQ. FACILITY

OPERATING STATEMENT (in colones)

Loan interest inc.
Investment interest inc
Commissions

Other income

TOTAL INCOME

Cost of funds

—~

GROSS MARGIN

Personnel cost
Operating expenses
Other expense -

DIRECT EXPENSES

Loan loss provision

ADJUSTED MARGIN

Indirect costs

NET OPERATING MARGIN

Donations and other short

Donations
LS/LP program
-Exchange loss reimburse

GAINS OR (LOSSES)

TOTAL INCOME
TOTAL EXPENSES

1982 - 1985
31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
48,153,203 28,732,104 10,833,685 1,734,505
16,424,914 2,425,060 4,699,925 2,711,013
3,863,306 916,837 434,398 0
320,968 53,774 970,005 410,091
68,762,391 32,127,775 16,938,013 4,855,609
56,602,641 27,522,722 15,331,942 2,859,544
12,159,750 4,605,053 1,606,071 1,996,065
2,130,950 851,912 528,318 125,071
1,318,511 743,102 706,963 306,997

538,464 0 0 0

3,987,925 - 1,595,014 1,235,281 432,068
1,769,257 ° 2,036,976 1,295,852 64,792
. 6,402,568 - . 973,063 ( 925,062) 1,499,206
4,122,547 1,829,160 1,583,289 1,174,881
12,280,021 ( 856,097) (2,508,351) 324,325

term sources of funds:

406,213 536,650 578,339 - 34,383
2,165,798 1,050,877 400,417 97,323
1,203,021 294,919 3,726,279 388,410
6,055,052 1,026,349 2,196,684 844,441

72,537,422 34,010,221 21,643,048 5,375,726
66,482,370 32,983,872 19,446,364 4,531,285
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INCOME AND EXPENSE RATES OF CENTRAL LIQUIDITY FACILITY AS A PERCENT

OF AVERAGE TOTAL ASSETS 1982 - 1985

CENT. LIQ. FACILITY

OPERATING STATEMENT (% distribution, average asset base)

Loan interest inc.
Investment interest inc
Commissions

Cther income

TOTAL INCOME

Cost of funds

GROSS MARGIN
Perscamel cost
Operating expenses

Other =xpens=2

DIRECT EXPERSES

Loan loss provision

ADJSUSTED MARGIN

"Indirect costs

NET OPERATING MARGIN

Donations and other short term sources of funds:

Donations
LS/LP program
Exchange loss reimburse

GAINS OR (LOSSES)

31-Dec-85 31-Dec—-84 31-Dec-83 31-Dec-82
17.2% 20.4% 14,7% NA
5.9% 1.7% 6.4% A
1.4% 0.7% 0.6% NA
0.1% 0.0% 1.3% NA
24 .5% 22.9% 23.0% NA
25.2% 19.5% 20.8% Na
4,3% 3.3% 2.2% Na
0.8% 0.5% . 0.7% TA
0.5% 0.5% 1.90% NA
0.2% 0.0% 0.0% RE
1.4% S 1.1% 1.7% ri
0.5% 1.,4% 1,8% N
2-37» 0.77: —1.3}"; LI
1.5% 1.3% 2.1% Ma
0.8% -0.6% -3.4% NA
0.1% 0.4% 0.8% . WA
0.8% 0.7% 0.5% Na
0.4% 0.2% £.1% NA
2.2% 0.7% 3.0% N
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SPREAD ANALYSIS AND FINANCIAL RATIOS OF CENTRAL LIQUIDITY FACILITY

1982 - 1985
CENT. LIQ. FACILITY 31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
FINANCIAL RATIOS (asset base)
Interest income 23.0% 22.2% 21.1% NA
Cost of funds 20.2% 19.6% 20.8% NA
INTEREST MARGIN 2.38% 2.6% 0.3% NA
Dir. oper. expenses 1.4% 1.1% 1.7% NA
Ind. oper. expenses 1.5% 1.3% 2.1% NA&
Less non-int. income -1.5% -0.7% -1.9% NA
NET OPERATING COSTS 1.4% 1.7% 1.9% NA
OPERATING MARGIN 1.4% 0.8% -1.6% NA
‘Loan loss provision 0.6% 1.4% 1.8% NA
RET MARGIN -0.8% -0.6%. -3.4% KA
Unearned income 1.3% l.3m 6.4% NA
- ADJUSTED NET MARGIN 2.2% 0.7% ' 3.0% NA -
Earning assets/liabilit 103.1% 192.0% 76.2% 68.0%
Loan-yield‘ 24.6%' 32.4% 48 .4% NA
Investment yield o 37.2% 15.5% 23.9% NA
Commisions/loans 2.0% 1.0% 1.9% NA
Cost of funds 23.5% - 23.0% 26.8% ‘NA
" Expenses/income 91.7% 97.0% 89.9% 84,3%
Ind. costs/income 5.7% 5.4% 7.3% 21.9%
Loan loss prov./income 2.4% - 6.0% 6.0% T l.2%
Personnel costs/income 2.9% . 2.5% 2.4%. 2.3%
Expenses/fin. income 97.1% 102.8% 121.8% 101.9%
Ind. costs/fin. income 6.0% 5.7% © 9.9% 26.4%
Loan loss prov./fin. in ©2.6% 6.4% 8.1% 1.5%
Pers, costs/fin. inc. 3.1% - 2.7% 3.3% 2.8%
Income/averége assets 25.8% - 24 ,2% 29.4% KA
Earning assets/assets 87.7% 80.7% 61.2% 49.,7%
Ind. costs/avg. assets 1.5% 1.3% 2.1% . NA
Adj. net margin/avg. as 2.2% 0.7% 3.0% NA
Donations/avg. assets 0.1% 0.4% 0.8% NA
Pers. costs/Dir. costs 61.8% . 53.4% 42 .8% 28.9%
-5 -
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Development Finance Facility Financial Statements




ALLOCATED ANNUAL BALANCE SHEETS OF DEVELOPMENT FINANCE FACILITY

DEV. FINANCE FACILITY

BALANCE SHEET (in colones)

Assets:

Cash and checking
Investments
Loans, short term
Loans, long term
Other assets

- TOTAL ASSETS

Liabilities:
Passbook savings dep.
Notes payable, s.t.
Fixed deposits, s.t.
Fixed deposits, 1l.t.
Notes payable, 1l.t.
Other liabilities

TOTAL‘LIABILITIES
Capital:

Credit union shares

Other capital accounts

Statutory -.serves
Undivided earnings
Loan loss allowance .

TOTAL CAPITAL

liabilities/cap. (FED)
liabilities/cap. (WOC)

1982 - 1985
31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
2,682,242 957,405 8,593,361 1,300,034
0 5,199,097 0 5,092,639
26,730,300 14,656,223 4,204,929 2,630,246
71,303,811 56,905,165 2,630,246 2,492,106
19,500,889 16,797,183 8,455,956 10,641,241
120,217,242 94,515,077 23,884,492 22,156,266
0. 0 0 0
24,577,273 7,326,403 6,605,016 5,109,241
0 0 0 0
363,660 218,305 88,908 0
91,493,898 83,084,639 29,977,164 27,320,204
0 0 0 0
116,434,831 - 90,629,347 36,671;088 32,429,445
6,787,718 . 3,744,250 1,224,877 1,870,940
2,589,008 2,439,993 1,352,156 - 175,904
346,796 361,892 176,949 591,76¢
390,185 460,858 45,792 307,148
1,529,776 2,055,942 867,334 297,184
11,643,483 9,062,935 3,667,109 3,242,945
11.4 12.6 12.8 10.9
10.0 10.0 10.0 10.0

/ -~



BALANCE SHEET ACCOUNTS OF DEVELOPMENT FINANCE FACILITY AS PERCENT
OF TOTAL ASSETS 1982 - 1985

DEV. FINANCE FACILITY

31-Dec-85

BALANCE SHEET (% distribution, asset base)

Assets:

Cash and checking
Investments
Loans, short term
Loans, long term
Other assets

TOTAL ASSZETS
Liabilicies:

Passbook savings dep.
Notes payable, s.t.
Fixed deposits, s.t.
Fixed deposits, 1.t.
Notes payable, 1l.t.
Cther liabilities

"TCTAL LIABILITIES
Capital:
Other canital ace:
Tl ntutony raserves

Undivided zarnings
Loan loss zllowance

TOTAL CAPITAL

Capital, % liabilities

BEST AVAILABLE COPY

2.2%

0.0%
22.2%
59.3%
16.2%

100.0%

0.0%
20.47%
0.0%
. 0.3%
76.1%

- 0.0%

96.9%

5.6%
2.2%

0.3%
'0.3%

1.3%

9.7%

1000%

31-Dec-84

1.0%
5.5%
15.5%
.60.2%

17.8%°

100.0%

0.0%
7.8%
0.0%
0.2%
7.9%

0.0%

195.9%

4.0%
2.6%
0.4%
0.5%
2.2%

9.6%

10.0%

31-Dec~-83

36.,0%

0.0%
17.6%
11.0%
35.4%

160.0%

0.0%
27.7%
0.C%
C.4%
125.5%
0.0%
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ALLOCATED ANNUAL INCOME AND EXPENSE OF DEVELOPMENT FINANCE FACILITY

DEV. FINANCE FACILITY

OPERATING STATEMENT (in colones)

Loan Interest inc.
Investment interest inc
Commissions

Other income

TOTAL INCOME

Cost of funds

GROSS MARGIN
Personnel cost
Operating expenses

Other expense

DIRECT EXPENSES
Loan loss provision
ADJUSTED MARGIN

Indirect costs

NET OPERATING MARGIN

Donations and other short term sources of funds:

Donations
LS/LP program
Exchange loss reimburse

GAINS OR (LOSSES)

TOTAL INCOME
TOTAL EXPENSES

7,081,501

1982 - 1985

31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
12,008,615 5,019,713 762,603 1,141,196
0 1,037,428 0 681,408
2,727,033 2,342,408 202,730 131,419
117,389 29,730 469,701 342,001
14,853,037 8,429,279 1,435,034 2,296,024
8,524,973 5,384,497 2,955,422 2,538,794
6,328,064 3,044,782  (1,520,388) ( 242,770)
2,841,267 1,703,825 1,056,637 375,213
1,758,014 1,486,203 1,413,925 920,990
520,853 431,031 261,364 0
5,120,134 3,621,059 2,731,926 1,296,203
647,077 1,126,194 627,484 54,034
560,853 (1,702,471) (4,879,798) (1,593,008)
1,507,755 1,011,298 766,669 979,806
( 946,902) (2,713,769) (5,646,467) (2,572,814)
541,617 1,073,299 1,156,677 102,149
792,105 581,004 193,892 81,164
439,985 163,054 1,804,359 . 323,920
826,806 ( 896,411) (2,491,539) (2,064,581)
16,626,745 10,246,636 4,589,962 2,804,256
15,799,939 11,143,048 4,868,837



INCOME AND EXPENSE RATES OF DEVELOPMENT FINANCE FACILITY AS A PERCENT

OF AVERAGE TCTAL ASSETS 1982 - 1985

DEV. FINANCE FACILITY

OFERATING STATEMENT (% distribution, average asset base)

Loan interest inc.
Investment interest inc
Commissions

Other income

TOTAL IICOME

Cost of funds

GROSS MARGIN
Personnel cost
Operating expenses
Other expense

DIRECT EXPENSZS

Loan loss provision

ADJUSTED MARGIN

“Inairact costs:

NET OPERATING MARGIN

Donations and other short term sourcas of funds:

Donations
LS/LP program
Exchange loss reimburse

GAINS OR (LOSSES)

BEST AVAILABLE COPY

31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-32
11.2% 8.5% 3.3% NA -

0.0% 1.8% 0.0% NA
2.5% 4.0% 0.9% NA
0.1% 0.1% 2.0% NA
13.8% 14.2% 6.2% NA
7.9% 5.1% 12.8% A
5.9% 5.1% —6.6% NA
2.6% 2.9% 4.6% NA
1.6% C2.5% 6.1% NA
0.5% 2.7% 1.1% A
4.8% 6.1% 11.9% Na
0.5% 1.5% 2.7% N&
0.5% -2.9% —21.2% N
1.4% 1.7% 2,3% NA

- -0.9% -4, 6% -24.5% NA

0.5% 1.8% 5.C% NA
0.7% 1.0% 0.8% NA
0.4% 0.3% 7.3% A
0.8% ~1.5% -10.8% NA

-4 -



SPREAD ANALYSIS AND FINANCIAL RATIOS OF DEVELOPMENT FINANCE FACILITY

42,8%

1982 - 1985
DEV. FINANCE FACILITY 31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-82
FINANCIAL RATIOS (asset base)
Interest income 11.2% 10.2% 3.3% NA
Cost of funds 7.9% 95.1% 12.8% NA
INTEREST MARGIN 3.2% 1.1% -9.5% NA
Dir. oper. expenses 4.8% 6.1% 11.9% NA
Ind. oper. expenses 1.4% 1.7% 3.3% NA
Less non-int. income -2.6% -4.,0% -2.9% NA
NET OPERATING COSTS 3.5% 3.8% 12.3% NA
OPERATING MARGiN —0.3% .-2.7% =-21.8% NA
Loan loss provision 0.6% 1.9% 2.7% NA
NET MARGIN ~0.9% ~4.6% -24.5% NA
Unearned income 1.7% 3.1% 13.7% NA
ADJUSTED NET MARGIN 0.8% _1.5% -10.8% . NA
Earning aésets/liabilit 84.2% 84.7% 18.6% 31.5%
Loan yield _‘ 14.,2% 12.8% . 12.8% N&
Investment yield 0.0% 39.9% 0.U% NA
Commisions/loans 3.2% 6.0% - 3.4% NA
Cost of funds 8.2% . 8.5% 8.6% NA
Expenses/income 95.0% 108.7% 154.3% 173.6%
Ind. costs/income 9.1% 9.9% 16.7% 34.9%
Loan loss prov./income 3.9% 11.0% 13.7% 1.9%
Personnel costs/income 17.1% 16.6% 23.0% 13.4%
Expenses/fin. income 107.2% 132.7% 733.6% 249.2%
Ind. costs/fin. income 10.2% 12.0% 79.47% 50.1%
Loan loss prov./fin. in ©4.,4% 13.4% 65.0% 2.8%
.Pers. costs/fin. inc. 19.3% 20.3% 109.5% 19.2%
Income/average assets 15.5% 17.3% . 19.9% NA
Earning assets/assets 81.5% 81.2% 28.6% 46.1%
Ind. costs/avg. assets 1.4% 1.7% - 3.3% NA
Adj. net margin/avg. as 0.8% -1.5% -10.8% NA
Donations/avg. assets 0.5% 1.8% 5.0% - NA
Pers. costs/Dir. costs 61.8% 53.4% 28.9%
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Human Resources Division Financial Statements




ALLOCATED ANNUAL INCOME AND EXPENSE OF HUMAN RESOURCES DIVISION

HUMAN RES. DEV.

OPERATING STATEMENT (in colones)

Loan interest inc.
Investment interest inc
Commissions

Other income

TOTAL INCOME

Cost of funds
GROSS MARGIN
Personnel cost

Operating expenses
Other expense .

DIRECT EXPENSES

Loan iOSS<provision

ADJUSTED MARGIN

Indirect costs

NET OPERATING MARGIN  (4,089,546) (2,173;928)

Donations and other short term sources of funds:

Donations
LS/LP program
Exchange loss reimburse

GAINS OR (LOSSES)

TOTAL INCCME
'TOTAL EXPENSES

1982 - 1985
31-Dec-85 31-Dec-84 31-Dec-83 31-Dec-~32
0 0 0 0
0 0 0 0
0 0 0 0
1,878,185 1,489,796 834,632 2,419,252
1,878,185 1,489,796 834,632 2,419,252
0 0 0 0
1,878,185 1,489,795 834,632 2,419,252
2,644,915 1,684,251 1,184,796 0
909,829 767,134 510,471 0
0 0 0 928,077
3,554,744 2,451,385 1,695,267 928,077
0 _ 0 0 0
(1,676,559) ( 961,589) ( 860,635) 1,491,175
2,412,987 1,217,339 1,007,125 n
(1,867,760) 1,491,175
669,216 1,371,978 2,215,240 0
0 0 0 0
0 0 0 0
(3,420,330) ( 806,950) 347,480 1,491,175
2,547,401 2,861,774 3,049,872 2,419,252
5,967,731 724 2,702,392 928,077

3,668,
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Administrative Credit Program Analysis Tables




- FEOFCREDITO EVALUAT
ADMINTSTRATIVE CREDIT PROGRAM
PERSONNEL RESCURCES ATTRIBUTABLE

O =3 O B W N

9
10
11
12
13
1
15
16
.

.18
19
20
21
22
3

24
25

(onos Particinating
Admin. Credit Prog.

COOPERATIVE

COOPACA
CQOPEALTANTA
COOPFBFELEMITA
COOPECAFE
COOPECOMUN
COOPECORRALES
COOPEDENT*
CGOPEGRFCIA

CCOPEISIDRENA
CCOPEJUDICIAL
COOPENAZ**
COOPENARANJO
COOPEOROTINA
COOPESANMARLOS
COOPESANRAMON®
COOPESANTACATALINA®
COOPESANTARROSA

COOPESANTI
COOPESARCHI
COOPESPARTA .
COOTILARAN®
CREDICOQP® -
LA FANILIA

Subtatal
- COQPECARM

COOPEHATI
Total

[CN

in

W N B L) W W

PERSONNELL

MANAGER, ACCOUNTANT MARKETING REP.
MANAGER, ACCOUNTANT WARKETING REP.
MANAGER, ACCOUNTANT WARKETING REP.
MANAGER, ACCOUNTANT,MARKETING REP.
WANAGER, ACCOUNTANT,2 MARKETING REP. .
MaKAGER, ACCOUNTANT.

MANAGER, ACCUUNTANT MARKETING REP.
MANAGER, ACCOUNTANT MLRKETING RFP.,

- SAVINGS AND CREDIT MANAGER

O L W W W oW W W W

MANAGER, ACCOUNTANT,MARKETING REP.

MANAGER, ASSTSTANT ACCCUNTANT MARKETING REP.
MANAGER, ACCUUNTANT,MARKETING REP.

MANAGER, ACCOUNTANT, AGRONOMIST

MANAGER, ACCOUNTANT,MARKSTING REP.

MANAGER, ACCQUNTANT,MARKETING REP. .
MAKAGER, ACCOUNTANT MARXETING REP.

MANAGER, ACCOUNTANT MARKETING REP.

MARKETING RED., MARKETING MANAGER, 2 CREDIT
DFFICIALS, CREQIT MANAGER, AOMISTRATIVE MANAG
MANAGER, ACCCUNTANT MLRKETING RED.

"MANAGER, ACCOUNTANT ,MARKETING REP.

MANAGER, ACCOUNTANT. (

MANAGER, ACCOUNTANT MARKETING REP.

MANAGER, AGCOMUNTANT SAVINGS & CRFOIT MANAGER
NANAGER, ACCOUNTANT,MARKETING REP.

3
3
78

MANAGER, ACCOUNTANT MARKETING REP.

. MANAGER, ACCOUNTANT .MARKETING REP.

.
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USE OF ADMINISTRATIVE CREDIT FUNDS BY COOPERATIVE 1983 to JULY 1906

B S T L T T E I T m T o T o o o E  E o L T T e T o o T o I T o o o T O o s oy e o o o e o e r e b 2. o o e o 2 i e e o e e % e om0 2 = o 1 e e 5 b o e e < s < o 40 2 e 2
e b e R b e et e e e A e D e L R R P T

AMOUNT o DISBURSEMENT  DESAURSEMENT

COOPERATIVA : APPROVED 1981 1934 1985 1986 AS OF 5/30/85  JULY 1986
1 COOPACA R.L. ' ~ 500,000.00 125,000.00 375,000.400 0.01 g.00 500, 000.00 0.01
2 COOPEALIANIA R.L. 500,000.00 0,00 125,000.00 125,000.00 0.0o 750, 000.00 0.00
3 CODPERELEMITA R.L. 487,490.55 243,785.30 243,145.25 0.90 0.04 417,480.55 0.00
4 COOPECAFE K.t . 465,303.00 0.00 127,672.00 337,631.00 0.00 405,303.00 0.00
6 CUOOPECOMUN R.L. 500,000.00  125,000.00  375,000.00 0.00 .09 500,006.900 a.00
T COOPECORRALES R.L. » 500,000.00 000 375,000-00-  125,000.00 0.00  500,000.00 0.00
8 COOPEDENT R.L. 500,000.00 - 0.09 375,000.00 125,000.00 0.00 $00,000.00 0.00
. 9 COOPEGRFCIA R.L. - 1,000,000.00 - 0.00 250,000.00°  256,000.60 125,000.00 - 625,000.00 0.00
" 11 COOPEISIDRENA R.L. 1,040,000.00 ©0.00 0.00 1,000,000.00 0.00 3,000,000.00 0.00
12 COOPEJUDICIAL R.L. -451,896.00 0.06 225,848.00 225,948.00 D.60 - 451,696.00 0.00
13 COOPFHAE R.L. 1,000,000.00 §.00 6.20 250,000.00 500,000.00 150,000.00 250,000 00
14 CODPENARANJO R.L. : 486,11 .60 486,771.60 0.00 S (1 6.00 486,77 .60 6.00
15 CODPEOROTINA R.L. 1,000,000.60  500,000.90 0.00  500,000.00 0.40 1,000,000.00 0.00
16 COOPESANMARCOS R.L. : 979,804.C0  107,4%1.00 322,353.00 137,500.00 0.00 - 5067,304.00 412,500.00
17 COOPESANRAMCN R.A.. : "593,400.00 - 0.00 . 0.3y 2.00 g.0n 4.00 148,450.00
18 COOPESANTACATALINA R.A.. 500,000.00 0 0B 125, 1. 00 315,000, ¢0 0.00 500,000, 00 0.00
19 CONPESANTARROSA R. 1. 1,000,000.00 - 0.9 o N 250, 000.00 - 0.00 250,000.00 750,000..00
20 COOPESANTI R.1.. 304,560.00  157,2R80.00 6.00 0.00 0.00  152,240.00 0.00
21 CONPESARCHE R.L. 500,000 09 ~0.00 125,000,680 125,000.00 0.00 250,600,600 0.00
22 COUPESPAKTE R.1.. 364, 000,00 - 0.00 213,000.00 91,000.00 4.60 304,000 00 0.00
23 COOTULARAN R.L. ©500,000.00 0.00 175,000:90 375,800.00 0.04 500,000.00 g.00
24 CREDICOOP R .4, . 230,000 00 0.0 0.00 59,000,060 HR, 000,00 | 177,000.00 59,000.00
25 LA FAMILIA 500,009 .00 T 0.0 500,4690.00 T 0.00 0.00 500,000.00 0.00
TOTAL 13,859,625 1% 1,746,247 90 3,042,718.25 4,351,019.00 743,000.00 10,777,045.15 1,619,950.00
5 COOPECARMER R.1 . 246,120,600 246 120 00 0.00 0.0 N 24612000 0.00

10 COOPUHATILED R LY 33,000.00 33,8600 0.00 0.00 0.00 13.000.00 0.00



Appendix 6

Aggrepgate Credit Union Financial Statements

Affiliated Credit Unions, 1981-1985



FEDERACIONA NACIONAL DE COOPERATIVAS DE AHORRO Y CREDITO - FEDECREDITO R.L.
CONSOLIDADO DE LA EVALUACION DEL DESARROLLO DEL SISTEMA FEDERADO (1981 - 1984%)
TOTAL DE COOPERATIVAS -

FECHA: 07/01/85

ESTADO DE RESULTADOS -

INGRESOS

INTERESES PRESTAMOS.

1981

182

1983 -

12984

26.508.904

37.001.872

93.028.781

192.82C.C456

INTERESES S/INVERS. 1.272.556 6.551.646 16.884.049 29.754.333
COMISIONES 41.579.839 103.186.380 216.071.858  122.251.425
OTROS INGRESOS 62.337.906°  125.053.211 372.254.740 © 601.348.388
TOTAL INGRESOS.......... 133.099.205 . 271.792.109 700.239.428  946.274.383

© GASTOS |

'GASTOS DE PERSONAL 18.932.991 32.159.684 74.179.678 . 121.574.857
GASTOS OPERATIVOS 3.311.122 5.636.084 15.836.210 ~ 27.677.276
GASTOS FINANCIEROS 12.379.976 . 24.319.229 74.338.388  145.035.465
OTROS EGRESOS 87.953.741  187.323.852 514.242.473  621.627.472
TOTAL DE GASTOS....... ... 122.577.830  249.438.849 678.596.849  915.915.070
UTILIDAD O PERDIDA........ 10.521.375 22.354.260 30.359.323

21.642.579



\
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FEDERACION NACIONAL DE COOPLFATIVAS DE AUORRO Y CREDITO - FEDECREDITO R.L.

1.1 ACTIVOS

Caja y Bancos

Inversiones

Préstamos _

Prov. Prest. Incob.

Activos Fijos

Otros Activos
TOTAL ACTIVOS

1.2 PASIVOS

Dep6sitos a la vista

Depdsitos a plazo

Créditos Externos-

Otros Pasivos
TOTAL PASIVOS

1.3 PATRIMONIO

Capital Social
Reserva lLegal
Fondo Educacién
Otrag Reservas
Donaciones
_ Fxcedentes no dist.,
TOTAL PATRIMONTO

1/ Preliminar.

CONSOLIDADO DEL DESARROLLO DEL SISTEMA FEDERADO {(1981-1985)

BALANCE_QE SITUACION ~ TOTAL DE COOPERATIVAS

1981

¢ —

7.825.037
16.842.985
176.335.716
-1.587.699
-39.806.061
56.101, 307
289.323.407

55.245.466
34.660.379
24,386,504
31.196.674

145.489.023

117.119,732
2.719,902
1.436.149

13.757.253
1.838.254

_ 6.963.071
143.834.361

1982

21.138.090
81.610.638
207.494.801
-2.150.811

74.517.09) -

127.044.250

1983

40.702.146
166,995,154
423.919.430

-5.028.921
228.503.211
283,823,706

509.654.059

120.148.104
93.670.919
38.774.676
5%0.115.604

.138,914.726

101.199.719
351.688.432
136.3312.013
132,300,545

1984

49.482.894
275.514.534
863.371.487
-13.677.756
311,395,597
350.813,962

1.836.900.718

265.645.474
664.619.636
203,210,162
206,145,900

1985 1/

105,356,890
475.767.572

1.275.304.774

-29,760, 207
607.202, 500
686.447.031

307.709,303

143..13.936
5.118, 344

2.9%45. 346

31,493,108
2.997.295
} cl.l‘l(}.-/‘(,li

FOT 944,735

801,528,709

213.119.836
7.158.070
3.797.165

74,701,498

11,092,459

22,515,001
337.385.999

BEST AVAILABLE COPY

1.339.621.172

330.100.796
08.763.061
5.821.295

103.586.362

21.113.967
27.894.,037

3.120.318.560

321.930.474

1.140.867.232

392,230.820
424.017.357

2.279.045.883

556.531.049
12.174.205
10.110.183

185.367.352
36.995.054
40,094,834

497.279.518

841.272.677





