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I.

INTRODUCTION

This report presents the findings, conclusions and recommendations of
an assessment carried out in October 1577 of the USAID funded Crelit
Union project in Paraguay (ATD Project Number 526-0101). The project
is designed to establish a viable central cooperative institution
(CREDICOOP) and a number of viable member credit unions.1 These
institutions ave to prévide savings and credit facilities to the pro-
ject target group, small farmers, to enable them to raise their net

family income by 50 percent over a five-year period.

A. ASSESSENT PURPQSES

Two principal purposes were intended to be realized by this assess-
ment. The first focused on the assessment of project progress, using
the existing design indicaters as the objective criteria. The second
purpose was to analyze the Institutional capabilities as both *he
naﬁional and prirmary levels o identify pozential areas for improve-

ment in project design and/or izplementation.
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The first purpcse relates to the AID losical Iramewcrk, using the
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indicaters of inmputs, cutputs, purpose, and peal contained in the

existing project documentation to assess preg:
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sons between actual and projected fijures wore possible Zor input
and output indicaters; for purpose and poal statuments, an estima-
tion of tiie progress achieved towards attzining these end-of-project
objectives was made. This part of the assessment constitutes the
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purposes (See Chapter II).

-

lTwo affiliates of CREDICQOP are agricultural cooperatives.



It was deemed. worthwhile to go beyond the logical framework
approach, howgver, to develop additional information on existing
institutional capabilities. The project purposes call for finan-
cial and technical viability at both levels; using an analytical
methodolegy developed by CUNA Global Projects, more precise es-
ti;miées can be prepared related to eventual attainment of these
purposes. This analysis is presented in Chapters III, IV, and V.

PROJECT BACKGRCUND

Initial activity for this project began with a feasibility study
conducted by ‘_ACE}.\.I‘\ in late 1968. The study results indicated the
potential of developing a small farmmer preducticn credit sroyran
through the use of credit unicns as had been donc elsewhers in

Latin Arerica by CUNA. A CRA advisor was pluced in Paraguay in

March 1970. At that time was quize ligted.
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Some C"cd_u unicns had been organized, buz with ne wuaticnal isso-

. . . T T Y e, . 3
ciation to assi .)L., :}’;UC’I‘CL\J Rad been slow and ungeriain.

ey et et -
phase program. The initial ghase focused on the Tormaticn of a

specified number of credit uniens principally in the rural areas,

encouraging small fammers te become munbhers cter rraching 2 mini-
> h K
mm level of marbership and savings, the credit unicn would be eli-
A Sy T LYSRD ey ”
gible for lcans frem the Naticmal Develcrment Sank.

The second phase called for the formation o: a muonal association
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of credit unions. With 16 credit unions as charter membefs, CREDI-
COOP was formed in Octﬁber 1973, and received its charter in May 1974.
The third and current phase of the project is designed to enable the
cradit_:» l}nion system to become financially and technically self-
sufficient, obviating the need for additional external assistance.
'This phase is scheduled to be completed by June 1980. “ne of the
principal mechanisms used to attain this objective was 2 sofv loan of
$3 million from AID to CREDICOOP to be used for apricultural credit.
It is assumed that the inceme generated from the lcan will enable CRED-
ICOOP to reach financial self-sufficiency within five vears. A loan
agreement was signed in June 1975, This agreement included {unding
for UNIPACO, a separate complementary marketing instituticn, as well
as for CREDICOOP. Shortly after the signingof the lean aprecsent,
UNIPACU was found to have serious Iinancial protlems. As a resule,
thé original lcan agreement was witiirawn by AID™ in Noverber 1975,

Subsequently, CRECICOOP reorganized itself as o multipurpose cocpera-

: - el e e IR TP 3 ey e T Man et 1Q7

tive central with 1ts own marketing department.  In Decomber 1976, an
. . . . [P RRUN S R SR S L SR e R B o -

amendment to the loan agrecment wos sioned roecosnizing CREDIZICE as the

implementing instituticn for btoth crodit and marketing services, but
without providing the $1.7 millicn that had been previcuzly designated

for the marketing cocrerative.

ASSESSMENT METHODOLOGY

1. Design
Although this project was initiated in 1970, only the third or

current phase of the project has been assessed by this study.



That phase apbroximately coincides with the preparation of the
first CAP paper iﬂ June 1974.  The approach taken was intended
to make the study more manageable, and since a mumber of previous
evaluations had already assessed earlier performance, it was not

deemed necessary to assess project performance prior to 1974,

To measure project progress, two principal documents wore used as
basic sources, i.e., the revised CAP paper of November 1978 for the
years ending June 1975 and 1970, and the Allen orojoctions as con-
tained in the amendment to the Loan A
subsequent vears. The latter resuited frem the INIPACD 5ituation
and the subsequent withdrawal 27 the AID ican, nedessitating nes

projections which in gereral rovised the oripinal CAP vrajecticns

downwards.

To ascess institutional capabilities, a prccess analysis approach
[ P

- bat o - R oy -
coal Projects in previcus sutudies,

was used. ALl sctivizios perdorned by most antional associitions
have been identificd and Zedined 15 nrocosses. A STIUD of processes
constitutes 1 tuniticn, which jenerally correstends oo -iser ser-
vices or activities, o... rctunting, marketiry.  For each orecess,

a statement of minimal performance has boen precarsd acainst which
actual performance may be measursd. Using thiz aprroach, reoLesses
requiring improvement can he svsteraticallv identifiod as well as
the factor(s) czusing the Jefiziency. This approazh is also applic-
echnical viagbility at both levels was

able at the pri mary leve

examined using these criteria.
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The apbroach originally intended to be used to analyze financial
viability proved to be unworkable in the Paraguayan context. This
methodology, again develqped'and utilized by CUNA Global Projects
for similar studies, applies regression analysis to previous years
financial data to derive algebraic expressions that can be projected,
using a programmab.e calculator, to estimate the break-even point

of the instituticn. However, the existing model does not allow for
the inclusion of somz variables pertinent to CREDICCOP. Therefore,
an alternative approach was devised, i.e. a re-examination of assump-
tions and data used to prepare the cperaticnal financlal projections
as contained in the Allen report. Where conditicns warranted, new
assumptions or estimating teochniques were used, resulting in a

revised set of projections, us present.d in

- tions update the Allen projections, and presumably, more acourately

project CREDICOCP's future financial status.

Since it was impossible to visit all.affiiliated credit unions,
information at the primary level was obtained primarily through
visits to a sample of 12 crelit unions, nine rural and three urban.
To obtain a fairlv good cross-secticn of the differenczt levels of
develcpment, all affiliated credit unions were classificed as either
well developed, madium, or ponrly develeped. Three Ircm each class-
ificaticn were chosen at randem for rural credit unicns, cne froa

each for urban credit w.ions.

Implementation

A key feature of this assessment has been the heavy involvement cfrearly



all project participants in all aspects of the study. The results,

therefore, are those of

views of just one organization.

report preparation, all

pportunity to make thei
have been the staff and
§CUNA/Paraguay, and CUNA

Ci

by

were repres entatives

1VeS

of Cocperati and

n

Development 2ank, an

o

The evaluation Jdesion

a joint evaluation and do not reflect the

From assessment. design to final

major project participants have had an

ir input. Playing mujor roles in the study

leadership of CREDICOOP, USAID/Paraguay,
volved

Global k.O_; ‘CL.),'-nLnllﬂ”t\.‘.. Also o

< 1 . - o - ~ry T e t- N

She MlnistTy ov Agricuiture's Zepartment
- : N .y - e N e g
tculoural Extensisn Service, the National

snoand methedolegy was prepared in July 1977
by CUXA Glcbal Frojects Washingeon for review and corment by the

three other tev

a5 the

. .7 A ) L P O S I -
framework for conducting the cvaluazicn, althoush medifilations,
agreed ¢ by all narticinants, were intraduced as tha Sialdvork
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17 to Neverber 9, 12 Zuring the first woed information ard
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STATISTICS wWwere jatnerad 4t JREDIIP Irom docimments ind racords
as well as :interviows with kev staf? and Zoard merbers. The assoss-
ment tedm ftcused on the data required by the existing project
design indicaters, the nrocess. function anz Lwsis, and the finan-
cial analysis.

~ = % -~ 3 § ~me . -~ N 3
Field visits tc the crodit unizns were conducted curing the second

- , . . : s .
week of the study. Interviews were cenducted with credit union
e

££ *d and commite —p A e et = - P
stati, bcard and cormittee momters, and with 2 3 tle of fammer



members. The latter provided some information on the effect

of the program upon their productivity and income, and what
services the credit unions were providing that had proved
useful. Additional information on farmer produc-
tivity and income was obtained from AID surveys of small farmers

carried out in 1972 and 1977.

The third week consisted of completion of the informaticn collection
activities at CREDICOOP as well as discussions ¢f prelirminary find-
ings and issues. All project participan:zs were represented in

the discussions. Where di
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however, legitimate diffcrences of opinien remzinel. The report

format allows for these differenzes o be noted.
A draft report was prepaved by CUNA Glebal Projects in February
1978 for review by CREDICIOP and USAID, Parzruav., This final

Pl ~» .

report incorporates the zomments and clarificatiens of that review.

D. REPORT FORMAT

In Chapter II, project performance is discussed vis-a-vis the current

project design. In Chapters III, IV, and V the financial and te~hnical
viability of CREDICOCP and the primary level instituticns, respectively,
are discussed using the CUNA Glcbal

described above. These chapters provide additicnzl information related



analysis and scme tentative conciusions are presented concerning
the project impact on small farmers. This area also requires
special attention, since,4s the project goal, it is the ultimate

measure of project performance.

The report focus reflects that of the entire study, i.e., oriented

towards the future rather than the past. Problems and shortcomings

are identified and discussed so they may be resolved, no

ct

to find
fault. Hopefully, similar problems can be aveided in the future or

in other projects, if thwy are adequately Jefined and analyzed. If

-~

successful, the assessment should constizute o leaming experience
for all participants, enabling cach to mere effectively discharge

his responsibilities.
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II.

PROGRESS BASED ON PROJECT DESIGN

The following describes the progress made by the project in terms of
the existing ~esign indicators. The AID logical framework used to
design and evaluate projects consists of four principal corponents:
inputs, outputs, purpose, and goal. If properly designed, there
should exist definitive linkages among these components, such that

if the inputs are provided as indicated, the outputs should be real-

ized, which in turn shculd lead to achievement of the project pur-

pose, which likewise should result in attainment of the project

oal. Problems may arise, however, either because the design. logic
H b < o
is inadequate, e.g., the linkages are tenusus, or the design lmple-

mentation is faulty, e.g., the inputs are provided tco late. Threugh

&

o8]
{
(
(&}
]
[
[
3
~
[
[
%]
2]
<
w
vi

s:
‘il

discussion of each of the project components cne can

the effectiveness of implementation and the adequacy of the design.

A. INPUTS

As shown in the following listing, a total of 16 inputs are included

Vi e

to the $3 millicn loan. The Ministry of Agriculture and the Notional
Development Bank provide perscrnel and other services to TRIDICO0P and
the project. Tax exemptions are provided by the Sovermment of Paraguay.

U.S. Peace Corps prevides a number ¢ wolunteers.

Nearly aill irputs have been provided as originally scheduled. The

key exception, of course, was the delzy in receiving the AID loan wiich
p ? 1 P
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resulted in an extenéion of the project for an additional year,
including AID grant support. The accelerated disbursement of

the loan, resulting from its use to finance marketing, may signify
that the loan will be completely disbursed long before the end of
the project. CREDICOOP staff estimates that additional capital
will be required in approximately two years to finance the expanded

marketing activity.
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AID budget support has been provided a
allocations have been Cemplotely used except for those fow exceptions
noted in the listing. Two inputs rasulted Sros ofisrss o Irprove
the delinquency situatica, L.c., the manacerent cmaorading orogran
and the positive incentive progriun.  2oth have anparentiv croluced
satisfactory results, althoush the delinguency spreobien is Bv no means
resolved. AID's willinyness to resolve a ifficult situacion is il-
lustrated 5y the grants malde o CREDICICP's roserve Tund 13 rreovide
some working capital while the AID loan negotiations wers pein

out.

The Department of Ccoperatives has recently reduced the nrocessing
time required to grant legal status o pre-cooperatives, in pars, a
reflection of the increased ccordinaticon hemween it and CREDICOCP.

It is currently providing assistance with resoluticn of +he situation

E e : N S [ I -~ :
in a number of SCTLCUS LY Jolnquent Crodlt cceperatives.,

ural Extension Service
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has not been concistent, some of the indicated activities have
not been accomplished, and the overall effectiveness has been
questioned (see IV.B.). It has, however, provided effective

assistance to CREDICOOP via seconded personnel.

The loans provided by the National Development Bank will in the
future be directed towards cotton and tobacco preduction only.
The Bank provides both cash and supplies in its loan package;
however, there has been some contenticn by small farmers that the
supplies provided are obsolete, such that farmers are reluctant

to use them and/or the results obtained are less than satisfactory.

Peace Corps Volunteers have been used primarily as auditors and
P P ),

promotors.

One input mentioned during the field study that cculd prove useful
was a short-term consultant on marketing. Technical assistance to
CREDICOOP has been unavailable in this area, and given the increas-
ing significance and the inherent complexities in this area, such

assistance seems cntirely appropriate. In addition, tne new project
paper mentions consultant services to ccnduct at least cone feasi-

bility studv re: agro-industrial investments.

The new project paper estimates the continuance of the same types
of irputs. Except for the marketing consultant noted above, we

see no need to recommend any additional inputs.



) W s apid A e I BN i e — B

-12- -l :
TABLE 1 | -[ 2

LISTING OF PROJECT INPUTS® ']

i 1

1. AID Grant/Technical Assistance: '1

The current Program Director/Finance Advisor, George Wohanka, was e
installed in June 1974, and has provided assistance to CREDICOOP

in all areas. The Credit Advisor, Richard Leigh, was installed '1

in August 1976, and has provided assistance at both the coopera- A

tive and CREDICOOP level, particularly in accounting. A previous
Credit Advisor, Pedro Perez, provided assistance from August 1975
to June 1976. '

—

2. AID Grant/Participant Training:
(Included in Input No.4)

{20y

3. AID Grant/Commodities:

From FY 75 to FY 77 a total of $66,000 had been scheduled and received
for office supplies and equipment for new credit unions, vehicles for
advisors and counterpart staff, agricultural implements and equipment,

' etc. However, only $2,500 of the FY 77 amount of $35,000 has been dis-
bursed; a dispute over import duties is holding up disbursement of the
remainder. In addition, about §20,000 in equipment and materials have
been donated to CREDICOOP from the now defunct PACTA program.

—

o'

4. AID Grant/Other Costs:
From FY 75 to FY 77 a total of $§332,000 had been scheduled and received
towards a Revolving Fund for: a) salaries of CREDICOOP staff, b) local
training, c) printing, d) office rent and utilities, e) vehicle mainte-
nance, f£) local transportation and per diem, and g) a revolving
fund for loans to credit unions for covering adrministrative
costs.

5. AID Grant/Other Costs:

For FY 76 and FY 77 a total of §30,000 had been scheduled and received
for education and training as part of a two-year management upgrading
program.

6. AID Grant/Orher Costs:
For FY 76 and FY 77 a total §7,000 had been scheduled and received for
a positive incentive program to improve the lcan recuperation rate.
Last year's allccaticn was due to be disbursed to the credit unions in
December.

7. AID Grant/Other Costs:
For FY 76 and FY 77 a total of $§140,000 had been scheduled and received
for additions to CREDICOOP reserves to be used for crop lien advances
and crop production loans by member credit unions.
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10.

11.

12.

13.

14.

15.

16.

-13-

AID Loan:

A total of $459,902 was scheduled to be disbursed by June 1977.
However, CREDICOOP had received $1,469,969 by September 1977.

The accelerated disbursement resulted from the need for additional
funds to finance the marketing activity during the past agricul-
tural year. Two-thirds of the loan disbursed was for marketing,
only one-third for production.

Department of Cooperatives was to provide: a) expeditious processing of
applications of pre-cooperatives for legal status (average proces-

sing time, 5 1/4 months), b) monitoring of legal compliance (per-
formance unknown).

o

wai to provide

» and Lrplement

v CREDICOOP organ-
;¢ with demonstration

Ministry of Agriculture/Agriculturzl Extension Serv
local technicians to: a) assist credit unions prep
annual agriculrtural credit plans (not done), b} ass:
ize training courses for fammers (done), and &) assi
plots (not done).

f

ice
ars

7
5
fod

Ministry of Agriculture was to provide to CREDICUOP:

Scheduled Actual

"FY 75 - 2 extensicn specialists 1 extensicn specialist
1 cooperative specialist 1 cecperarive specialist

FY 76 - I extension specialists 1 extensicn specialist

FY 77 - 1 extensicn specialist 1 exzensicn specialist

National Development Bank was to provide credit te rural ccoperatives to
meet loan demand not Iinanced by CREDICOOP:

FY 75 - 31,190,000

FY 76 - 51,190,000

FY 77 - § 790,000 {cctten and tobacco only)
Exact figures unavailable. It is believeld that the Eank has provided leans
approximately egual to these figures. '

National Develepmaent Zank was o D
credit advisor to CREDICOCE and 1t

National Development Zank was o provide services to administer AID loan
i . :
(perfcrmance uninown).

The Government of Paraguay was to provide exemptions frem import and export
taxes (done).

Peace Corps was to provide Veolunteers to assist in: 2 administration,
b) development of educational programs, <) auditing, and d) premstien of
new cooperatives.

Scheduled Actual

FY 75 -3 !
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OUTPUTS

The project outputs as compiled for this assessment are shown in the
following table, indicating both projected and actual figures. Note

that a number of sources have been used to compile this listing; the

‘main sources are the CAP paper of November 1974, which is used as the

source for the first two years of the project, and the Allen projections
used for subsequent years. As noted in Chapter I, because of the UNIPACO

problem and the AID loan delay, the CAP projecticns had to be medified

to reflect the changed conditions. For the most part the Allen projections
are a bit more conservative than the C\P projections, rseflecting the sericus
delinquency situation in severalcredit uniocns indicating that the original
projections on farmer members, borrowers, savings and lcan Jemand cculd not

be realized.

Our analysis of the output indicators shcows that the project is just about

on target for most indicators. For exarmple as of June 1977, the nprojected

i

Y
1 4
>
]
b
3
)
FY,
~p
bl
[

number of affiliated cradit unionswas 33, actual was 32, 2w the enl

; ; g R b L R I b SSUT et ~ o o
project, there are 56 Credilt unions scheduled o be affiliated, 1 zrowth of

e o L

about 4 rer year. This reflects CRDIIICY's zolicy af slow leliteraze growsh
forming only those credit unions that are readv o he fomald, Leeping the

rel e R aave S
4

number within the capabilities, and the staff size of ZREDICT

Y-

nd savings is expected to come

Most of the projected growth in merbership

from the existing credit unions.
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TABLE 2

PROJECT CUTPUTS

RURAL CREDIT UNION

1. Number
Projected
Actual

2. Membership
Projected
Actusl

3. Share Capital ($ 000)
Projected
Actual

4., Loan Volume ($ 000)
Projected
Actual

5. Agricultural Loan Volume (3 000)
Projected
Actual

6. HNumber Ferm Borrowvers
Projected
Actual

T. Number Hectares Financed
Projected
Actual

'URBAN CREDIT UNION

1. Number
Projected
Actual

2. Membership
Projected
Actual

3. Share Capital ($ 000)
Projected
Actual

L. Loan Volume ($ 000)
Projected
Actual

6/75 6/76
15 21
21 23
5,543 6,725
6,369 6,577
T) 7)
L33 508
1,05 1,62k
1,550 1,05L
995 1,5Lk0
1,377 1,000
3,033 L,125
3,150 2,000
7,963 13,757
11,016 7,600
12 15
1 10
6,800 8'3008)
4,878 L, 687
505 597
5L 5k )
758 895
6h4 768

6/77

2k
26

8,250
8,016

591
810

1,268
2,063

1,000
1.6003)

7,500
8,2L55)

857
937

6/18 6/81
4 38
10,500 19,060
9005) 1,619
2,041 7,526
2,000%) 7,060
3,050 5,000
12,505  Lk,125
15 18
6,680 10,340
080f)  1,3¢36)
981 1,471
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/75
CREDICOOP

1. Affiliated Credit Union
Projected 27T
Actual 32

2. Percentage of Bad Debt
Projected 0
Actual 0

3. Net Income ($ 000)
Projected (97)
Actual (December) (9% )

4. Volume Crops Marketed
Tons
Projected
Actual

Value (3 000)
Projected
Actual

5. HNumber Trained Administrators
(Cooperatives and CREDICOOP)
Projected
Actual 262

6. Affiliate Savings ia CREDICCCP? ($ €00)
Projected
Actual

Projected Tigures Ier 1375 and 1976 2re from oh

indicated.

Projected Tigures for 1377, 1978, and 1931 are froz the Allez trolecsiczs except

w@e:e indicated.

Pro-Ag 2/24/76

Pro-Ag 12/30/76

Projec* Faper 10/20/7TT7
Drafs Project Paper 6/30/77

CAP Prolections invalid
o

Includes only zembers of CREDICOCP. Previous years inciude

Vicvemhe

33

.
N

(x2k)
(128)

7,000%)
4,034

330

'

6/TT 6/78
38 L2
39

1.0 1.0
0

(111) (83)

(1o1)6)

1,211%)  1,5005)

1,759
200%)
281
15 1c6
87
FTh AP arzezt un

A
<

nco-members.

6/81

56

1.0

26

7,0005)

500



As shown, membership in both rural and urban credit unions is just

about equal to the projected figures. The projected growth in mem-
bership of rural credit unions is about twice that of urban credit
unicns, in part a result of CREDICOOP's emphasis on this sector and

also the increased availability of credit to rural credit unicn mem-

bers from the AID loan. We note that the projected growth for each

rural credit union is about 85 members per vear, a fairly substantial
growth rate. This growth of course is essential, since a large increase
in the number of farmer borrovers is required if the projected toral loan

aes Amiavigmry
1TIN T2 TriCd have

r—

demand is to be realized. Somz other movements in
stagnated in terms of membership and savings growth; the strategies
employed by CREDICOOP to achieve the desired growth will be useful to

observe. .

One significant indicator of project performmance relates to the amount
praj P

of share capital invested in both rural and urbancredit unicn.  For

both, the actual amount received is about 40 porcent greater than pro-

jected as of June 19-7. Part cf this growth ~esulis Jron the forced

capitalization reguirement, i.e., mamlers must save 5 spocificd

the loan received. For example, a member receiving a loan for 1,000 will

repay $1,100 plus interest, with 5100 added to his share capizal account.
1

In additien, the arount available for lending is related to the zmount a

member has in his share capital acccunt. For farmer lcans, herrewing of
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up to 5 times

provided with an additional incentive to add to their share capital account.
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We assume that nearly all increases in share capital result from
these two factors. Assuming current trends continue, share capital in both
rural and urban credit unions willfar surpass the current end-of-project

estimates (See III. A).

It is important to emphasize however that 10 rural credit unions have high
delinquency rates, four of which are at risk of being liquidated such that

the share capital represented by those credit unions may be virtually non-

9]
‘.
r—l
~
O
Pt
ce
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~
[eed
Y

existent. An effort is underway to keep those craiit uni
if those efforts fail, and the ccocperatives are liguidated. the ooverent
’ b 1
share capital wi'l obvicusly be reduced by thar amount.  Thus, <he actual
share capital may be scmewhat less than that representod by othese Tigures.,
Currently, the amount delinquent in these 1D crediz unions is $313,700(and
y {
in the 4 critical credit unions 5212,009). If che revorsed hare captital

is reduced by the amcunt delinguenu in the § critical crelit unions share

capital equals $588,000, §7,200 ahova the profected Tijure.

The volure of all Icans made v ruralcredic unicns, plilus the volume

of agricultural leans oxceeded projeciicons in the most recent vear. However,
in the year ending June 12375, loan volume decreased from the gricr year,
reflecting the cut-of: {rom oxtornal cvedits for 12 oreils unisns due %0

the delinguency situaticn, plus thoe Jdelay in obhtaining and cisbursing the
AID loan. Since it now appears that the AID icuan will Te ldistursed at a
greatly accelerated rave, annual lcan volizme may be substantially higher

than that originally projected.
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Actual data for the number of farmers recieving'loans, and the murber of hec-
tares financed was unavailable for the most recent year. The new AID project
paper contained these figures, however, we are uncertain as to whether they
are actual or estimated figures. Note the large increases jn farmer borrowers,
from 2,000 to 9,000 and in hectares financed, from 7,600 to 44,125, by the end.
of the project, again illustrating the necessity of an effective member promo-

tion strategy.

Urban credit unions also have exceeded the projected loan volume and it is
expected that these will easily surpass the projected end-of-project figures.
Since the majority of the membership of urban credit unions ars non-farmars and
therefore not eligible for financing through the AID loan their lcan Jemand

ol FEEYTIIN Y o ey g .t
yveee 0T I 2T - AR
or Iron LenluUll?s oun share

pot

msut be met from internally generated capita
capital. Some urban credit union members have received REDICTCP sub-leans;
for example, 85 farmer members of the credit union Seembuzu received sub-loans

for agricultural production.

One important project indicator is the level of icsses incurred by CREDICOOP.
The projected amount for the remaining period of the project is ! percent of
loan volume. To date (REDICOCP has not incurred ary losses. T course, it is

important to remember that it cnlv horan extensive leniing cperaticns upen re-

ceiving the AID loan in December 1576. Thus, there has not toon oan adeguate
4 ~
period for a significant bad debt problem to surface. Sver a ionger oericd of

time, and with larger cmounts of manev peing lamed, 3 more accurate picture of
the loss situation will be obtained. ¥we shcould nose b
staff at CREDICOOP, having witnessed the problems that develeped with INF loans
to member Credit unions, are fully cognizant of the critical preblems that =

arise if inadequate laon analysis, monitering,and cellection mrocesses are utilized.
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The actual net income or deficit is reported here for the close of

- CREDICOOP's fiscal year, December 31. Those figures roughly correspond

to the projected Juné figures for the same years. Data prepared for

the new project paper also indicate that for the period through June 1977,
the actual deficit approximately equals the projected figure. It should

be noted that those projections, and the actual figure reported, do not
include the net income or loss from the marketing operation. Any income
obtaired from marketing is to be re-invested to develop the marketing infra-
structure, and thus does not enter into the break-zven projecticns.  (See

Chapter III, Section A for revised projections).

CREDICOOP initially used a weight indicator to measure its marketing cper-

ations, but has since switched to a value indicater. [+ was substantiall
b4

below the forrer indicator im 1975, bat far surpassed the latter in 1977,

STy T

Since the comission camed by CRIDICICP relates %o weigh

mend that both indicarers, se menitored in the future.

An indicator included for the vear ending Jume 1378 i5 she nusher of ad-
, &
ministrators and managers trained through CREDICTCP elucatisnal arograms.
The figures shcwn for the previcus vears are the mumber o fsurse -artic-
ipants, not all of whom were adainistraters anl —~unagers. The extensive
’ o

educational program of CREDICCCP will presumably allew this cutput to be

realized.

Finally, an indicator of the affiliate’s share capital deposized in CREDICOCP

is presented. Much of the proj:
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talization requirerent, it.e. lcans made by CREDICCCP includes a 5 percent

capitalization feature.
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Since this represents CREDICOOP's permanent capital base, which can be

used to leverage additional funds, realization of this output is par-

ticularly significant for post-project operations.

In summary, CREDICOOP has generally met or surpassed most of the ouput

indicators, which would lead to the conclusion that the project is es-

sentially on-target. However, we find that the linkages between the

stated outputs and the project purposes are fairly ambiguous. Even if

all the projected end-of-project output indicators were achieved, the

project purposes may not be realized. Technical or strucrural weaknes-

ses may exist at either CREDICOOP or at the ccoperative level that would

not be revealed by focusing solely on these outputs. The analysis con-

tained in Chapter III,IV, and V attempts to address these factors.

Note:

For the purposes of this assessment the term “savings' is a broad
concept which means funds that are accuwmlated rather than spent.,
There are two types of savings - deposits and shares. Denosits

are liabilities and as such are basicallv merber loans o the credit
union or league. Ceposits earn a stated rat
on the other hand, are equity and as sush e

g - - g
¢ or interest.  Shares,
S ey ey > -3 :
gnate ownershin in

the credit union league. Shares carn cividends, the rate of which
MAy vary ircm perica to peried {or not be declared at zll).  There-
)

12 o
i

fore, the temns deposit savings or share savings will be u
quently in this paper to distinguish the Two. when "saving
used alone it refers to poth deposits and shares.
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PURPOSE

Two purposes are identified in the project documertation:

1. The establishment of an independent, economically viable, central
cooperative organization able to provide member credit unions with

effective technical, financial, and marketing services.

2. The organization of independent, economically viable, and broad-
based credit unions and agricultural ccoperatives, primarily in
the rural areas, able to meet the savings, credit, and marketing

needs of its memvers.

Some 11 indicators of project purpose hive been nrepared describing
the end-of-project status, that preswubly would indicate achievement
of project purposes, as follcws:
1. 38 rural credit unions 19,000 merberss15,9C0 Zarmers.’2,000 farmer
borrowers.
2. 18 urban credit unicny’10, 300 rembers.
3. Number of fammer borrowers with:
Less than 5 hectares - 1,030
5 to 20 hectares - 5,120
more than 20 hectares -1,800
4, 44,000 hectares financed.
S. Rural credit unisns share capital $1,619,000
6. Urbancredit unicns share capital 31,303,000.
7. Annual agriculturai lean volimae $7.0 million.
8. Member credit unicns savings in CREDICICP $300,000.

9. Volume of crops marketed through CREDICOOP $7.0 million.



10. CREDICOOP charge-off rate - 1 percent of loans made 1976 - 1980.
11. CREDICOOP net income $26,000 (need for USAID subsidy eliminated).

One difficulty with these measures is that, except for number 3, (for
which information was unavailable) they duplicate the indicators used
fbr outputs, contrary to one of the fundamental principles of the log-
ical framework methodology. Separate and distinct indicaters must be
used for each level, or else the design logic breaks down. An indicator
of output achievement cannot at the same time serve as an indicator of

purpose achievement. !

We can state, as noted in the previcus section on outputs, that prcgress

is being made as projected for nearly all indicaters, and that if cur-ent
'trends continue, most end-of-project conditions would be attainel,  Since
we believe that these indicators do not provide sufficient inforrmation

to conclude that the purposes have been achieved, a more in-depth anal-

ysis is presented in subsequent chapters.

1The October 1977 Project Paper does include separate indicators for
outputs and purposes. Project documents for the period being assessed
did not make this distinction.
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GOAL

The goal, as stated in the December 1974 project paper, calls for a
50 percent increase in net farm family incomes of project participants
over an initial estimated income base of $300 by the end of the pro-
ject -- the initial bése having been determinted by an AID-sponsored
survey of more than 1,000 small farmers during the period 1973-1974.
Progress towards achieving that goal was to be measured by means of
two instruments: first, through an AID-funded series of annual follow-
up sample surveys or a system cof farm journals kept by farmers, and

second | through CREDICCOP's own reporting system.

Since it was thought that a series of sample surveys would provide
more accurate long-term data on farm cperations than wculd a system
of farm joﬁrnals kept by farmers, the survey methed was utilized to
obtain the necessary information on farm inccmes. The CREDICIOP
reporting systenm, on the other hand, was used to cellect statistics
on other activities related to the project goal such as the growth

in farmer savings, loans, mirketad preduction, etec.

The first attempt to numerically measure ;cal progress did rot occur
until June of 1976 when AID conducted a sub-sample survey of the
original survey pepulation. The purpcse 75 this Zollewup survey of
297 credit union member and non-member families was to measure the
progress that project participants had achisved during the 1972-1976
pariod. Unfortrnately, the survey results hive been of only limited

usefulness to the assessment team in evaluzting the success of the

3

project in achieving its stated geal due to two technical problems,
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the first related to AID;s inability to gain compyter access to the
original 1972-1973 data base, and the second related to certain
methodological problems encountered in the sampling procedure used

in the 1976 survey.

These probiems are regrettable since they limit the type of infer-
ences that can be made with respect to the project's impact on farm
family income, agricultural preductivity, the distribution of rural
income, etc. Consequently, until these problems are solved, there

is little that we can say in quantitative terms. OCur onlv recommenda-
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tion is that AID move as quickly as possible t
ciencies and that the amalysis of the Survey results be prepared as

a separate report and distributed to all project participants.

A measurement of the change in farmer family incemes, however,
provides only a partial view of the impact of the project cn
small farmer well-being. In order to gain a more complete pic-
ture of project's influence, other indicators must also be used.
Some of these are of a subjective rature such as the irprovement
in the performance of certain organizaticnal tasks at different

functional levels necessary for tie project's implementation;

[&H

others are incre quantifichle like the impact of the project on

member savings and crcp vields. These and adliticnal mzasures of
project success will be discussed in the following chapters,

especially in Chapter VI where we focus on a more useful grouping

of indicators of project achievement.
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III. ANALYSIS OF CREDICOOP

In the following sections we expand upon the analysis presented above
to more precisely assess CREDICOOP's current level of development and
the 1likelihood that one of the project purposes, i.e., the establish-
ment of a financially and technically viable central cooperative, will

be attained.

A. FINANCIAL ANALYSIS

The financial viability of CREDICOOP is a most essential clement of
the project, for if this is not achieved, attainment of the remain-
ing project objectives beccmes difficult. A number of previcus pro-
ject design documents have estimated revenues and expenses for CREDI-
COOP over the life of the project; the projections currently in use
were developed by AID Financial Aralyst, B.'H.'Allcn, in January 1976,
It was decided, in censultation with CREDICCCP mannuemont, that the
most useful financial analysis would be o examine those prolecticns
to determine 1 the underlying assopticns still held and o chonge
the projecticns accordinglv. Using data where available “or the most

T T S sy

sy management,

recent year and re-examining each assompticn with
we were able to revise the projucticns as shown in Arpendix A, (In
order to fully understand the projecticns, the razder should also care-

fully examine the asswptions following the table.)

The focus of this analysis is cn the projectad breakeven data for
CREDICOOP. Allen projected a number of relased variables, i.e.,

membership, savings, loan demand, revenues, expenses, etc., to derive
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an estimated net profit-.and loss figure for each year. His prujections
showed losses for the four fiscal years from FY 76 through FY 79 amount-

ing to $272,000. In FY 80 a net profit of $26,000 was projected.

Using the same analytical approach, with some modifications that seemed
appropriate, the team derived revised net profit and loss figures.
Actﬁally two projections have been prepared using differing assumptions
regarding the annual increase in persomnel and operating costs. Using a
10 percent annual increment in these costs (which is rc.ghly what Allen
assumed), we show breakeven also occuring in FY 80 with u nct profit of
$54,000. Losses for the four prior years are estimated at $314,000.
However, it is likely, based on past experience, that the 10 percent
annual increment for personprl and operating -costs may be too low and
that they may actually increase considerably faster. As the second
alternative shows, these costs can increase no more than 16 percent
.annually for CREDICOOP to exactly breakeven by the end c¢f the project.

This projection shows lcsses totaling $306,000. The amaual increase
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for the past two years for re
percent. lManagement has indicated thot this increase is hig
normal due to substantial salary increases in an effort to "catch up"”
to the prevailing market rates. Presumably then, the annual increases

in these costs will be lower in future vvars.

We would expect that the actual increase in personnel and cperating
costs would fall somewhere within this range, i.e. between 10 percent

and 18.9 percent. These points, essentially the most optimistic and
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and most pessimistic alternatives, assuming all other variables in
these projections are accurate, may he useful to CREDICOOP management

as a guide to future budget projections and as cost control criteria.

It is important to note that the losses indicated under either assump-
tion are substantially higher than the Allen projections, implying that

AID budget support may need to be increased.

In order to comprehend the "bottom line,” it is important to review

the variables that led to these figurcs. Qur projections show increased
revenues for CREDICOOP, primarily as a result of the increase in the
interest rate from 9 perceat to 10 percent. Thus, for axarple, interest
on loans is shown as $343,000 for the year ending June 1931, unile Allen
projected $309,000. We also show slightly higher revenue projections
from dues and program revenues, based upon the revised assumptions of

CREDICOOP management.

Farmer ivoan demand, the principal inccme base for CREDICICP, has bteen
revised reflecting actual data contaired in the curvent wear's global

investment plan (sce assumptiens). Althcough the current wvear is lower
project loan demand at 33.3 millicn for the year ending June 1Y
amount of this demand met by CREDICOCP. For the vear ending June 1281,

CREDICOOP's loan volume with rural credit unicns is projected at just

$5.5 million; the remaining $4.8 miilion preswnably is ¢ be met by
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the BNF or other sources. Quite obviously, there is considerable
potential for CREDICOOP to increase its share of the total amount of
loans going to farmers (particularly if the restriction on cotton and
tobacco is lifted), which would naturally mean even greater revenues

from interest income than those projected here.

It is conceivable that farmer loan demand cou1d be lower than prcjected
however. A critical calculation is the projection of the number of
fammer borrowers. From the current global investment plan, we find
that there are more than 1,000 fewer borrowers than the originally
projected figure of 3,050. Taking this into account, w2 have projected
the end-of-project mumber of farmer borrowers at 7,921 instead of 9,000
as estimated by Allen. Although this figure is reduced, it still rep-
resents 2 substantial growth rate, i.e., an averuge annunl;increasc of
nearly 52 percent. The average number of farmer borrowers per credit
cooperative will need to increase from the current 104 to 233, an
average yearly increase of 43 farmer borrowers. (Assuming 34 coopera-
tives are receiving external credit in 1981.) It seems irperative

that the scheduled membership promotional carpaign be effective, If
this target is not achieved, total fammer loan demand and as a result,
(REDICOOP interest incomz, may be decreased, possibly affecting the

objective of financial self-sufficiency by the cnd of the project.

Note that, unlike Allen, we have included interest inccame resulting

from loans to urban credit unions, using CREDICOOP's own capital.
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Although this amount is relatively insignificant, it does reflect
CREDICOOP's policy of attempting to provide financial assistance to

all affiliates, not only. rural cooperatives.

Finally, we wish to point out the significant increase in the savings
rate for urban and non-farmer members contained in these projections.
The Allen projections were apparently too conservative,evidenced by the
fact that the share capital estimates for both rural and urban credit
unions were far surpassed. Thus, these revised estimates lased on
actual data show end-of-project savings for urban and rural credit
unions at $3.3 million and $3.4 million respectively, compared to

Allen's estimates of $1.0 million and $1.6 millicn. Since total loan

£

demand is, in part, a function of available savings, this projec
safings increase implies a corresponding increase in total leans.
assume that most of these leans would be made to urban and non-farrer
members and thus, would not markedly affect CREDICICT's projected
revenues. However, some Zadit unions may find that an incressing per-
tion of the fammer loan demand can be met Irem their cwn funds, thus,
reducing the need Zor external funds, which obvicusly wsuld have an
effect upon CREDICOCP. It mav be userul to study thas pattern in the

future.

Based on the information that can be derived Ircm these revised pro-
jections, however, CREDICCOP's firancial ccrndition appears quite strong.
The revisions, for the most part, present an optimistic picture, indi-

cating that financial treak-even by the end-of-project is very attainable.
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The only significant factor producing some uncertainty ic the estima-
tion calling for a substantial increase in the number of farmer bor-
rowers. It is possible this may not be realized, which could adversely

affect CREDICOOP break-even.

We mist stress that these projections are based upon the best informa-
tion available to us, which may not have been complete or accurate in

all cases. We urge CREDICCOP and other project participants to care-

fully review these projections. Once a formal set of projections has

been prebared and agreed to by all parties, we would recomnend its

adoption as the operational financial projections for the prbject.
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TECHNICAL ANALYSIS

The following results from the process analysis approach described
above in the méthoaology section, in an attermpt to assess the cap-
abilities of CREDICCOP more precisely and identify specific areas
requiring improvement. During the ficld study the participants
agreed to assess only those functions.and processes of critical
importance to CREDICOOP. Thus, this does not represent a complete
analysis éf how CREDICCIP 1is perfbrmiﬁg; however, all key processes

related to institutional viability are included.

We have divided the material according to the: 1) functions and
processes related to the internal administraticn of CREDICCCP, and
2) the services provided to affiliated credit cocoeratives.

1. Organizational Functions

a. Organizationa? Coals and Policies

The organizaticnal gcal showld Jdefine the basic cbjectives

O

of the organizaticn, the groups it intends o serve, and
the product or services it hopes to provide.
the ultimate criteria agal
of organizaticnal policies, objieczives, and specific programs.

e~y

The goals orf CREDICICY can bte found in the or

bye-laws or "estatutos." In Chapter I, nine principal

organiczational obiectives are listed:



1) Promote the-creation and organization of cooperatives,
and in general assist the development of cooperativism
in the country.

2) Develop norms and uniform procedures of administration,
accounting, and supervision for its associated coopera-
tives.

3) Provide information, advice, and all types of assistance
to the directors and staff of associated cooperatives
in order to allow them to provide improved services to
their members.

4) Provide services of training, finance, insurance, bond-
ing, materials supply, office equipment, publications,
agricultural supplies, marketing including warehouses,
stores, drying and processing of agricultural precduction,
importing and exporting, market administration, and other
services required by member cooperatives.

5) Establish bonds of coordination amonz the ccoperatives,
and with other national and internaticnal cooperative
organizations.

6) Maintain the authentic ccoperative character among its
affiliated institutions. ’

7) Represent and defend the economic and financial inter-
ests of its member cooperatives 35 necessary.

8) Promote good working relations with the Govermment and
with its cooperative develcpment and regulatory organ-
izations.

9) Undertake other activities as reguired for the develop-
rment and/eor strengthening of its merber cooparatives
and of CREDICCOP preper, in accordance with the Bye-

Laws and laws of the Republic.

These statements seem to contain both organizaticnal goals,
i.e., the ultimate reason for being of the organizaticn, and
organizational policies, i.e., how the goals will bz attained.
It appears that statemsnts No. 1, 5, 6, and
essence of the organizational goal, while the rermzining state-

ments provide some clarification as the means. It may be use-
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ful to extract from those statements a definitive goal state-
ment that would serve to define CREDICOOP to the public.
'This statement should be prepared and approved by the Board
of Directors, and subsequently approved by the General

Assembly.

It should not be implied, however, that CREDICOOP has not
adequately defined its goal. The previous listing does in
fact serve that purpose. All staff and persons closely
connnected with CREDICCOP would have no difficulty in identi-
fying its basic goal. Except for the greater recounition
that might be attained with the public if the seal staterent

were formally ccdified, there is no shortcoming in this area.

Organizaticnal policies serve uis clarifying statements of

the organizatioral seal, describing the of
operaticn ard types ¢f servicoes and activities. As neted,

e & - JRpeey -~ T . I SR —~ery e T a1 ~ 1
SCre of thie statements listed ibove mav he viewed as bread

policy statements. Thev specify the mvmes of services to
7 RN : b8!
be provided, e.g., unifom ~uides fo- accounting, technical

assistance, training, surmolies marxeting, aind varicus ac-
’ A4 S y X% 2

support of the orgunizational geal. Inciuded are statements

related to technical assistance, capitalization, insurance,
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auditing, marketing, supplies, and numerous other areas.

In addition, organizational policies have to some extent
been defined in the project documents prepared for AID grant
assistance and for the AID loan. To obtain funding, CREDI-
COOP's objectives and policies must presumably be consistent
with AID's fﬁnding objectives. Therefore, policiss defining
the target group, i.e., small farmers, and service strategies,
i.e., production credit, technical assistance, and marketing,
have been set tc meet AID requirements. There may be some.
question over the validity of externally derived policies,
since there is always the danger that the basic gculs and
objectives of the organization may be distorted in order to
obtain the desired funding. Any organization receiving out-
side funding must be aware of this potential pitfall. At
this point though, we can see no distortion resulting froa
the AID funding. AID and CREDICOCP are in Zact pursuing

LY

mutually compatible objectives: the orranizational nolicies
P e ? o <

derived from the AID nroject would meost likelwy have been
e - P

developed by CREDICOOP on its own without AID influence.

Again, as with the goal statement, we believe the policies
should be formally codified. The Board and senior manage-
ment shculd review the policies pericdically, e.g., every
two or three years, to reassess their validity. The current
policies though, adequately define CREDICOOP and serve as

useful operational guides.



-36-

Institutional Development

This functional area relates to the activities the organiza-
tion pursues in order to develop its capabilities to fully
meet its goals and objectives. To do so, an institution

ﬁust analyze both the environment in which it is gperating

to identify member needs, and its own institutional strengths
and weaknesses. It then develops a set of objectives reflect-
ing the priorities identified, and defines a means for on-

going monitoring and assessment of progress. The objectives

identified are usually long-term, i.c., development of exist-

ing or new capabilities usually requires morc than onc year.

The objectives set forth are Internal, as contrasted with
the program planning objectives which are usually external.
For example, as a result, in par:, of environmental analyses,

CREDICCOP concluded that it needed to develop a marketing

37 4 . s - - . Tiarrar Y e ~t Y RN
capability. The institutional leveloyment cDjecilyve ZORCeIms
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the dévelopment of thut capability, wilon will fontlinue unt:il

. . e . . - .
an adequate level is reached.  The program planning opjuctive

identifies the specific marketing sevvices to be provided

each year.

Like many institutions, (REDICCCP has not develeped 2 defind-
tive instituticnal develcpient program. Te scme extent the

various project decifs=nts preparcd over the vears for AID

funding elaberate how REDICOCP will be develeped. Yet these



are oﬁly partial development strategies, i.e., aimed at develop-
ing an institution that can serve as a catalyst for AID objec-
tives. To be fully adequate, the institutional development plan
should be elaborated by CREDICOOP itself, based upon its assess-
ment of member needs and internal capabilities. There may be a
number of needs, e.g., urban housing, that are not a part of the
AID preject, yet which CREDICOOP may determine are appropriate
areas in which to become involved. Development of new institu-
tional capabilities would be required as a result. Instead of
the current, externally derived and partial develcpment appreach,

a complete picture of needs and capabilities would be elaborated.

CREDICOOP: CREDICOOP dces not believe that its development
strategy has been determined by AID priorities and objectives.
Candor, 1nte111qence and Clptlblllt\ on both sides have
resulted in CREDICOOP determining its own objective« to the
maximum possible extent.

In esseace, a comprehensive long-term planning process is required.
Such a process may involve the following activities:

- Identification cf all member needs to wnich the instirution could
respond.

Formulation of needs intc measurable objactive statements.

- Prioritizing of needs objectives aCFordin
including crganizational goal and policy s

.n(i"
"J rt
O

- Analysis of Institutionel canﬂgl‘*:ics
tions and precesses requiring Iurther
prioritized cbjectives.

ification of func-
ont, vis-a-vis

- Development of institutional develcpment objective statements
to enable institution to respond to needs objectives.

- Selection of strategy for implementation, plus procedures for
monitoring and assessing progress.
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CREDICOOP does’ perform some long-term plamning but apparently
on an informal, non-rigorous basis. Instead of establishing
a procéss that would define what CREDICOOP should be in say
five years, CREDICOOP management tries to anticipate problems
and take adequate preparatory measures. Although this is
noteworthy and fairly well performed, it cannot adequately
substitute for a formalized leng-term planring process. We
would recommend that fhis process be instituted, taking a
comprehensive view of both member needs and institutional
capabilities, beyond the partial view derived frem the AID

program.

Program Planning and Evaluation

This functicnal area relates to the management's ability to
utilize its resources to maximam effectiveness. Program
objectives are set for a specified pericd (often cne vear),
stating in quantative or qualitative terms, the cuticres

]

desired in each area. The objectives shculd be cemsistent
with the organizational gsal statement, the needs Jetermined
by environmental and institutional analyses, and the existing

organizaticnal capabilities.

For this functicpal area we find that CREDICCOP dees a fairly
geod job. Prior to develcping its annual pian, CREDICOOP
field staff, in coensultation with the ccop's leadership, com-

plete a form identifying the strengths and wealnesses of each



cooperative and.the areas where CREDICOOP could potentially
provide assistance. ‘ihis information, when compiled, sum-

marizes the current level of development and potential needs
for all credit cooperatives affiliated with CREDICOOP. The
information is quite extensive, covering all areas in which

cooperatives are involved.

With this as a base, CREDICCOP prepares an annual plan to be
analyzed by a review group camposed of deiegates from member
cooperatives. Breaking up into small groups and analyzing

specific sections, each group offers recommcndations on the
plan. The plan is revised accordingly and subsequently sub-

mitted to the General Assembly.

The annual plan itself is a profile of the activities and
targets of CREDICOOP. !ore derailed plans are also prepared

by functional area, specifying the objectives in measurcble
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terms, describing the a
the resources required, indicating initiaticn and ceopletien
dates, and assigning responsibility. Each Departtent prepares

its specific plans; the results are usciul guides for staff

activities and valid measures of performance.

Each staff member prepares a monthly work plan submitted to
the Department head. At the end of the month this staff mem-

ber reports on progress made in meeting the proposed activities.
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The Department head prepares a summary for review by the
manager. Although this appears to be an adequate system,
there are some shortcomings. First, most work plans do not
relate activities to planned objectives. There is littie
consistency in the quality of plans submitted. Unfortunately
many work plans resemble travel itineraries. Thus, it is
difficult to ascertain how the proposed activities relate

to the Departmental objectives. Reports of Department heads
to the manager aie similarly imprecise with little relation
of activities to planned objectives. The manzger reviews
those reports monthly and makes appropriate cerments, but

the quality of the informaticn being presented precluddes a
fully effective monitoring system. Thus, the acticn planning

and program menitoving processes cculd e immroved.
P T4 a

The plan is reviewed at mid-vea
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Information relating accemplishments to planned tarsets is

prepared for all areas of the plan. Shertfalls are identified
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and appropriaty
review are compiled and reviewed by the entire stafs. At the
end of the year the unfinished objectives are recvcled into
the subsequent year's plan. This rather detailed precess

results in a most effective »ro

Overall, the senior management staff at CREDICCOP have con-

siderable skills and experience in program planning and
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and evaluation.  Although some weaknesses exist in the system,
the quality of the plans prepared as well as the means used

to evaluate tpese plans far exceeds the norm. This naturally
has a positive impact upon the performance of all other func-

tions and processes.

Accounting
An adequate accounting system should:

1) Produce reports at the time and in the formats speciried
by various parties concerned

2) Include a chart of accounts ccmpatible with the system
documentaticn

3) Include a flexible numbering system

4) Require perlodlc accrual, recvaluat*on, and bad debt
adjusting entries

5) Require monthly balancing cf subsidiary ledgers with
general ledger control accounts

6) Require daily cash reconciliations
7) Require ronthly bank accecunt reccnciliations

8) Produce an allocation of revenues and oxpenses by
organizational unit

9) Produce financial data and reports required by existing
budgeting systcm decitnentation

CREDICOOP's accounting svsten meets most of these minimal
outcomes, but scme deficiencies were noted. Since the system
was approved by the govermment Cocperative Department in 1973,
it does corply with statutory requirerents. The system com-

plies with lending institution requirements since it has beem
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approved by the National Development Bank and COALC. Although
AID has never fo?mally approved the accounting system, it has
never indicated any dissatisfaction. Unfortunately, because
of lending and donor agency reporting requirements, certain
-asset and expense accounts have been grouped by source. This

has created a rather large number of accounts.

Prior to recent computerization of CREDICCOP's accounting
system, the monthly financial statement prepared by CREDICCOP
was not very useful. A listing of all debit and credit bal-
ances was prepared for all accounts. MNo grouping of accounts
was presented, i.e. liabilities, net worth, ctc., and obviously
no sub-totals were included. Since separate cccounts by source
of funds was maintained for many items, the statement was
extremely lengthy, inhibiting its use for analysis or as a

management tool.

The computerized system intreduced in January 1973 has resolved
these problems however. Complete balance sheets and inceme/
expense statements are prepared menthly, with apprepriate
grouping of similar accounts. These statements provide readily
accessible information for financial analysis and management

purposes.

Monetary readjustment of loans and savings was initiated
recently (3/77) to keep pace with inflation. An additional

percentage (1 percent or more depending upen changes in
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the inflation index) is added to the required capitaliza-
tion rate on loans to member credit unions. Savings are
increased by the same percentage as loans and the balance
is added to reserves. An arbitrary percentage (1 percent
of outstanding loans) to cover bad debts has been estab-
lished, but due to a lack of experience on recovery of
loans, it is not known whether this is adequate. The law
does not require a revaluation of fixed assets and in any
case they account for only about 5 percent of total assets
on an historical cost basis. However, the adjustments
mentioned provide at least a partial protection agaiﬁst

inflation -- induced decapitalization.

Subsidiary ledgers are reconciled at least monthly with
general ledger control acccunts. Both daily cash recon-
ciliations and monthly bank acccunt reconciliations are
performed. However, at the time of the assessment the
General Ledger and the Dailvy Journal were both one mﬁnth

.

behind, but all expenditures were supported by veuchers.

The large number of accounts and sub-accounts has made
hand posting progressively more cmbersome and often pre-

3

{

vents the timely presentation cf monthly reports to manage-
ment. It is expected that this prcblen will be solved in

1978 when the accounting system will be computerized.

The system is designed to allocate expenses by department



-44-

and income by source. For example, each major expense account
has sub-accounts for the various departments. The following
financial reports are prepared monthly which assist in the
preparation of the budget:

- Detailed itemization of all major accounts

- General and detailed listing of expenses by departments

- General and detailed listing of income by scurce
Howéver, these are often delayed 15 tc 30 days following the
end of the month. Only a projected annual source and uses of

funds for loans and a monthly control is prepared. CREDICOOP

plans to prepare a global cash flow staterent next year.

Budgeting

An adequate operating budget is compatible with the accounting

system, permits precise estimation of all revenues and prepara-

[4

tion of pericdic income and expense statements by organizaticnal
units. An adequate budget includes a statement of all assumptions
specifies contrel dates and pericdically relates ictual operating

data to projections in order to identify any significant budget

variances.

The budgeting function is performed satisfactorily, although

some weaknesses were found for specific processes.

All overhead and administrative expenses are allocated by depart-
ment, based on allecation fcrmilas that appear to be fairly rea-
sonable. This includes allecatica of salaries according to the

estimated amount of time expended by ecach person for each
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departmentai area. With this system in place, CREDICOOP could

easily move to a’complete program budget approach if it so desired.

A control and evaluation of budgeted income and expenses is pre-
pared each month. This presents actual expenses to date both
globally and by departments as well as the percentage these
represent of each budget item and the difference, if any, with

the amount budgeted.

Capital Funds Mobilization

This function deals with the mobilization of both debt and
equity capital. The function is considered adequate if:
1) All sources of permanent equity capital have been identified

2) An optimal capitalization methed has been selected to develop
a permanent equity base

3) Debt instruments have been used to mcbilize surplus funds
from affiliates

4) External loans have been received if reauested
5) Conditions of external loans have been met
6) Grants of capital have beoen received i requested
7) Conditiens (including reporting and utilization cf funds)
of the grants have been met
strategy
Most of the processes related to this function are being performed

satisfactorily.

Sources of permanent equity capital that have been identified
to date include affiliated credit unions, Desarrollo y Paz, AID,

the Ministry of Agriculture and others. As of June 1977, shares
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purchased by member credit unions represent 41 percent of

permanent capital.

An important process related to capital funds mobilization is

the selection of an optimal capitalization method. With CREDI-
COOP's capitalization method, the shares purchased by the credit
unions repfesent true ownership in CREDICCQOP, since they are non-
withdrawable during membership and they define the members' limit
of liability. Shares may be withdrawn only upen disaffiliation
and only after the close of the fiscal year except in case of
liquidation. Thus, these shares are equity rather than liabil-
ities and as such represent a permanent capital base for CREDI-

COOP. The capital base also includes reserves and donated

]
w

capital. However, this sase does not represent the primary
collateral for the tulk of 2xternal borrowing. Althcugh the
AID loan is guaranteed by the Sovermment of Paraguay and the
COLAC loan by CREDICCCP shares in CCLAC, the share capital

has provided collateral for scme commercial loans.

The ratio of external debt to net worzh ‘owners' eguity) as of
6/77 was 5.89:1. This may appear to te scmewhat high, however
53 percent cof the debt is acccunted for by AID lzan dishursed to
date. All of these funds will o lent o member credit uniens.

Five percent will be capitalized, which in turn will continue

to increase the capital base.

The total share capital of CREDICOOP is partially a function

of the growth of member credit union savings. Members are
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required to maintain as shares in CREDICOOP an amount equiva-
lent to 2.5 percent of their own shares and deposits. The
contriﬁutions due are calculated twice a year and members are
permitted six.months to comply. Also, new members are required
to invest a minimum of 10 shares® with 20 nercent being paid
jmmediately upon acceptance as a member and the balance within
eight months. In addition, as mentioned, 5 percent of loans

to credit unions must be capitalized.

CREDICOOP has established a program for the mobilization of
deposits from credit unions (2.5 percent of credit &nions'
deposits must be maintained as deposits in CREDICDOP), bhut

it has not actually been implemented. This will be done with-
in the next six months by estab ‘ShAWV various types of debt

instruments such as derand deposits, term deposits, eic. A4S

of 9/77, the amount of credit union deposits whichk could have

{1
o
(r

been mobilized in CREDICOCP was 5,311, icw
there are only limited surplus funds at the credit union level,

since most funds have been lent to merbers.

To date CREDICOOP has erphasized the tuilding of permanent
capital base (shares, donations and reserves) as cpposed to
deposits (liabilities) in order to create stability and to
develop collateral for external loans. The current external

loans should be adequate to meet projected demand for produc-

*par value $8
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tion credit at least until the end of the project period. How-
ever, with the anticipated increase in marketing activities,
CREDICOOP will probably need additional funds to finance mar-
keting advances. This reflects the need to mobilize addiﬁional
internal capital (both shares and deposits) as an alternative
or at least a substantial supplement to the external loans.

The planned éxpansion of deposit programs may help meet this

objective.

To date CREDICOOP has received grants from AID, Ministry of
Agriculture, and .lesarrollo y Paz to increase their working
capital btase. Reporting to these dorors is semi-arnual and

includes an itemization of the use of funds.

For external loans, each year CREDICCCP develops a cash flow
projection for scurces and uses of loan funds. (REDICOOP

also plans to develop a global cash Flow which would include
all inflows and cutflows cof cash. Financial reports are sent

to both AID and COLAC wwice a weur. o Jar n2 reravments

have been made on the AID lcan, sinze the jrace poriod is
still in effect. C0LAC n crne lsan to CIDICTCP which was

3 - St daqe ~ed —— - I
repaid within thir-ty davs and TepavTients on the current lean

are on schedule.

Finally, as shown in the section on CREDICOCP's financial
viability the cost of capital is ccnsistent with the projected

break-even date of 1981
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g. Loan/Investment Portfolio Management

This functional area has two subdivisions: credit management
and inQestment management. Credit management involves pro-
cesses dealing with the loan portfolio plamning system form-
ulation (capital budgeting), loan policies and procedures
formulation, and loan analysis. These have all been rated
as adequate. Investment management involves investment
policy formulation and review (non-existent) and cash bud-

geting (adequate).

An essential part of adequate credit management 1is ghe process
of loan portfolio planning. For agriculitural lecans to rural
cooperatives, CREDICCOP annually prepares a global investment
plan for brcdu:tion credit loans, both crop preduction and
implements as well as for marhketing advances to credit wnions.

This conforms to *he reporting requirerments under the AID leoan

agreement. The global investrent nlan Is preparsd by conseli-

. . C e . . - . .. )

dating the individual investment plans for cuch credit unlen.
LN SR = . P TS 2 JPU I S .

These individual nlans estimate the credits unicn's oxternal

loan needs for the follewing year by crop or 1ltem.
tions used in these projections are well-docurmonted.  This plan
cticn showing repavients frem

2 - O 20t

includes a monthly cash “low
prior lcans frem AID, CCLAC, and CRIDICICP's own capital (small
amount) as sources of funds. No depcsits are assumed, since,
as noted above, this program has not yet been irplemented.

Loan demand (uses of funds) is projected on a month-by-month
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basis taking into account the seasonal variations of the
various crops. No liquidity reserves are projected, since
there are no deposits involved, only equity and donated
capital. Any monthly projected cash deficits (loan demand
exceeding available funds) defines the amount of additional

disbursements required from the AID loan.

' Loan policies and procedures of CREDICCOP fulfill all the
minimal outcome requirements of this prccess. A ""Reglamento
de Credito" has been written and made available to all member
credit unions. This has been implemented in that it serves
as the basic guide for all lcan applicaticn pre cessing. This

loan policy contains the following clements:

1) Eligibility requirements o=
2) Applicaticn formats (VIID.A.) and procedures (VIII.B.)
3) Permissible use of leans (I1I)

4) Financial counsellin: ines (production planning) -
REDICCCP preovides . i invest-
ment plan, general
loan applicatizn ©0
ing a feasibility

5) Required records (IIDL

6) Loan cpplicaticn analys

7) Approxal procedures

v
8) Permissible loan amcunts (1), terms i 1Y, interestorates
(XIT), ard guarantees ({iIT)
9) Contents of lcan 1'*ﬂﬂ":‘: Cinciuding lisbursemont condi-

tions) r‘\I‘., viII.3.8.12)
10) Collectinn (i1, irite-oi’ nrocedures - Law requires
vTite-off agfter
11) Other follow-up (¢
ing and cther adjustren
12) Capitalizaticn roquircments (VII)
13) Supervisicn (XVI)

= ~ yre - ~ e ho I
cursement) DTCCoCUresS - aclnanc-

*Roman mumerals refer to sections in the 'Reglamento de
Credito."
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The loan application analysis done by CREDICOOP appears to be
more than adequate. The analysis and approval procedure in-
volves three stages: 1) Technical staff, 2) Manager, 3) Credit

Committee.
The technical staff analyzes the following:

1) Background of credit union - organization, members,
services, etc.

2) Administrative capacity - qualifications of erployees,
facilities, accounting, internmal control, delinquency
control, functioning of committees, etc.

3) Proposed use of funds

4) Proposed repayment plan and capacity for repayment

5) Capitalization requirements

6) Operational and financial analysis-profit and loss and
balance sheet status for last ihree years and projected
during term of loan

7) Evaluation of guarantees offered

8) Verification of authority to submit application and sign
loan agreement

9) Reccmmendaticns and conditions for loan

To determine the degree of risk, the technical staff analyzes
the credit union's delinquency report (allowable delinquency
limited to 10 percent of outstanding lcans), assesses the
feasibility of the project, and performs ratio aralvsis (loan
amount is limited to three times credit union's own paid-in
capital;and total debt, including new loan, cannot exceed five

times credit union paid-in capital).
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The analysis and recommendations are then passed on to the
manager for his perusal and discussion. If there are changes
in the amount (manager authorization to increase or decrease .
up to 20 percent), term, or other conditions sought by the
credit union, the manager will discuss and work out an agree-
ment with the credit union before passirg on his recommenda-

tions tc the Credit Committee.

The Credit Cermittee reviews the analysis nrepared by the
technical staff ard the recemmendations before final approval.
A loan contract is then prepared including all pertinent cen-

v vaey yp

ditions agreed upen by both the credit unicn ind CREDTCOOP.

The investrent managerment sub-functioral area includes the
process of investment rolicy formulaticn and review. Cur-
rently about 39 percent ¢ wember shares are tnvested in

loans to credit unions, mestly urban.  Funds available ia
excess of loan requirements are preductively invested in

credit uniens, banks, and savings and
est, on at least cne acicunt, twe persent higher than th
standard rate because of the acccunt's iportance.  Onee

CREDICQOCP begins mobilizing depesits as a resuls of the in-

1
l

tended promoticral program, a specified per:

required in a liquidity reserve to cover withdrawals.
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Investment management also includes the cash budgeting process
which, if adequate, rssults in documentation of all estimated
cash réceipts and payments during future time periods as well
as opening and closing cash balances. At the present time,

as noted above, CREDICCOP prepares only a global plan for
sources and uses of loan funds. Next year, however, CREDICCOP
plans to prepare an overall annual projection for all antici-

pated receipts and payments.

Commmications System

-
O
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An effective commmnications system should permit identifi
¥
of all required informztfon and the efficient reouting, storing,

and retrieval of such informatisn. A gecd systom alliows an

: 3 3 3 . — . - N B B le
organization to be able to prooptly respend to client needs,
s 3 o ey S ey e sren.d Ty Y.

and to keep personnel informed of acticns and Qollsicns taden.
: 1 RN i -

It allows tnc information to be channeled o avnid tottlionecks,

and reduces the informatic: turden cn top managoment staff.

Finally, it maintains rederds for all essential Zonrnmmications

2

e

that can be

(]

asilyv accessed when required.

The system of external cermmmicatieons used by GRERICOO? relies
heavily on the field promotors and other persens in regular
direct contact with the credit unians. Through these
visits, the problems and needs of the crelitimiczn: are identi-
fied and reported to (RDICKCP management.  The {inancial

statements prepared and forwarded to CREDICOOP each month
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also serve as a key source of information. In addition, the
cred unions are encouraged to contact CRIDICOOP dirsctly
when assistance is required. It was stated that telzphone
service is available to some of the credit unions which repre-
sents a more certain means of commmication than the some-
times uncertain mail service. A large number of the credit -
udons are located in or fairly close to Asuncidn such that
managers or other <redit union representatives are readily
able to come directly to CREDICCQP's offices.

CREDICOOP commumicates with the mredit unicns larzely thiuugh
the use of circulars ard newsletters. Abcut 80 circulars
are prepared annually notifying credit unions of Sorthecming
educaticn courses and other CREDICCCP activities in which
they may wish to participate. The newsletter "CUDICCOP!

is prepared pericdically and contains featuros on Sradit
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great as anticipated. During the zvedis unicon visics,

most members could only vasuelv recall secing copies

3
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approach to dotemm
duce more lasting irpact. Again, the ficld prozoters are the

principal means to fellewup en the written cormumicaticns, and
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_to provide any other additional information. In summary,
the view stated by CREDICOOP management appears to be quite
accurate, i.e., there is no lack of information about each

credit union's activities and problems.

The system for receiving and routing commmications within
CREDICOOP is fairly adequate. All incoming commmications

are dated by the receptionist and most are usually forwarded

to the manager for review. The manager in turn will forward
the commmication to the Department head handling that matter.
One apparent flaw in this system is that the manager may

spend time reviewing communications that he does not need to
receive. A svstem that weuld route all corrmmications directly
to the Department head responsible fof the matter would free

up time for the manager for other activities.

This relates to another area that cculd be irproved, i.e.,
identifying the information required Ly managerment for
decision-maling purposes. As a new, fairly small orpaniza-
tion, information exchange cccurs largely onoan infonaal
basis. Each Department head Jdoes submit a ronthly report
of activities to the manager, but since thoy usually do not
closely relate to work plans and defined cbiectives, it is
difficult for the manager to fully utilize this informaticn.
Thus, at the point ¢ reaching a decision the manager may

not have all the required informaticn available to him. As
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noted, the size of the organization is such that it probably
does not constitute a serious problem currently. However,
as the organization grows and becomes involved in increas-
ingly more complex activities, an informal system of com-
mmications may not be cdequate. A systematic identifica-
tion of management information necds and the implementation
of a prdcess to ensure that the required information is made

available would be necessary.

The current system for storing and retrieving information
appears to be quite adequate. All personnel with whem the
evaluation team worked were able to cusily obzzin reqguested
{
informaticn frem the records and files.  There appeared to

be no instance where essential informaticn was lickineg., Cne

I

rather minor chunge that could Lo instituted is 1 zontrol

card that each stac? rmember would 111 in upen removing a
% 5
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folder frem the f£il s easily locate

the folder at any time.

In sumnary, the communications svstem is essentially adequate
for current condizions. As specified, a nurker of internal

changes could be rade that weuld irprove the svstem efficiency.

2. Services to Affiliates

The following functicns relate to services provided to the affil-

iated credit unions by CREDICOOP.



a.

Accounting

An adequate accounting system for affiliates is consistent

with the following:

1) Written easily updatable operating manual of various
elements of an accounting system

2) General ledger, balance sheet and profit and loss accounts
that provide all financial data at the time and in the
format required for management control and decision-
making

3) General ledger flexibly-organized to alliow for the inser-
tion of new accounts in the appropriate places

4) Operates within constraints of available perseonncl abilities

and time

5) Is adaptable to all existing/projected varl
ing cenditions {e.g., hand geosting, machline acccunting,

EDP, etc.)
6) Meets all financial reporting requiresments
7) Requirss at least monthly balancing of subsidiary ledgers

2S s
with general ledger control accounts

8) Incorporates daily reconciliation of physical cash with
cash control

Altiough this service is generally adequate, the financial re-

ports prepared based on this system are less than satisfactory.

An accounting manual for credit unicns has been prepared in
draft form, but there is some disagreemant among CREDICOOP
personnel as to whether such 2 detailed mzmizal weuld indeed
be useful tc credit unions. A committee has been formed to
study this gquestion and present reccrmmendations to the Beard

of Directors.

ations in opera-
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The current method for training credit union personnel is
through a series of courses which deal with various aspects
of the accounting system rather than attempting to cover the

whole system in one course. These courses are as follows:

1) Basic - use of vouchers through preparation of manthly
trial balance and other financial statistics

2) Intermediate - from montnly statemcnt through year-end
statements (balance sheet and inccme/expenses)

3) Accounting for marketing function
4) Private course (for one credit unicn) on various aspects;

taught if credit union personnel have been changed when
no courses are available

Writtgn instructions are handed cut in these ccurses on the
various aspects of the credit union accounting systen. To
date this approach las been preferred to distributing a com-
plete manual. The theory is that it allews ccurse partici-
pants to absorb the infecrmaticn in a mpre systomillic manner
and assure their underssanding btefore proceeding <o another
topical area. At the ccrpleticn of these <ourses, these

written instructions can be assemiled into a tvpe cf working

"manual."

CREDICOOP estimates that scmeone with a high scheool education
can learn the system in about four months.
less educaticn, that time is increased te cnie vear. Tha fact

that most credit unions use hand posting maxkes the systen



somewhat time-consuming and sometimes results in books not
being current. This problem should be partially solved,
however|, once a centralized accounting system is established
by CREDICOOP using a mini-computer. The system seems adapt-
able to this projected change in operating conditions due to
its present standardization. The credit unions will still
have to fill out details of every transaction on computer
input forms and may not substantially lessen the amcunt of
time involved in bockkeeping. However, accuracy should
improve at the least, and firancial statoments can be pre-
pared more quickly and in a more readily understandable for-
mat. Implementation of this system will be phased in over

the next two years.

The accounting system meets all the financial regorting

requirements. It provides information (theugh the finan-
cial statemant format can be improved as noted helow) for
financial analysis, for monitcring the proiected srowth of

3 - - 3 4 A Ay V8 R I
savings, for controlling the budpet, and for auvdits. The

account classificatioen was approved with saome minor excep-
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tions by the Department of Coceperatives., The ment
are submitted te (REDICQOCP, usuzlly within a reoascnable per-

iod. In fact, if these are submitted within 13 Zavs of the

end of the menth, the manager receives a tonus Zrom CREDICOOP.

However, the monthly financial statement does not provide
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information in a readily accessible form. It is recommended

that this form be modified as follows:

1) In order to give a truer picture of total assets and net
worth (i.e., prevent overstatement):

a) Accumilated depreciation should be shown as an off-
setting contra-account and subtracted from total
fixed assets to obtain net fixed assets.

b) The amount of loans c>timatnu as unrecoverable should
be subtracted from member loans outstanding (to obtain
net loans).

c) The amount of accoumts receivable est
coverable should te subtracted frem ¢
receivable (to obtain net acccun

2) Lines should be added for total assets and total liabilities

and '"net income vear-to-date."

3) Lines shculd be added fer total incerme (credit balance)
and total axpenses {debit balarce). Both of these totals
' weting inceme and expenses so lines
should also te addod for these.

4) Sales, cost of feods sold and
be indicated; this would require
. . l
estiration.

?
,cricdic steck-taking or
5) Line should be added
for year to date.

6) Marketing cos
with adninist

7) Leave more blank spaces for credit
types of operations.

g
g
]
o
8J)
141
r:
b
£

These changes should give a clearer picture of the credit

rv
{.

unjon's financial positien and cperating rosults as of th
end of each ronth to members, management, and CREDICOCP. The
financial statements resulting frem the computerized acccount-

ing system will likely rasolve mest of these preblems. Until

in on sales should
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this changeover occurs, however, credit union level financial

statements will rcmain cumbersome for analytical purposes.

The accounting system does require a monthly balancing of

subsidiary ledgers with general ledger control accounts. It
also incorporates daily reconciliation of physical cash with
the cash control account using the '""hoja de colecta." CREDI-

COOP does a surprise cash reconciliztion of credit unions

about four times per year.

Financial Planning

The financial planning guidelines for affiliates arec adequate

if they:

1) Include short-term planning puidelines for credit unions
which involve 'medel" cperating and cash budgeting  syee
2) Are corpletely documented anld easily updatable.

4) Are ccnsistent with the Zollowing criteria:

a) Compatible

b) Compatible i

c)

d) Permit pericdi

.y Ve - o~~~ < ~rr g
control and evaluzticn of organiza-
ce an

e) Require inclusion of all assumptions used in prepara-
ion of annual budget
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5) Include a self-sufficiency strategy (long-term financial
planning) for credit unions.

Lverall, this service provided by (REDICCOP is satisfactory,
excépt for one important deficiency, i.e., lack of cerpatibil-

ity between the accounting system and the cudget format.

CREDICOOP has designed a short-term (i2 menths) firancial

plamning fom wuhich allows a aredit union to repare 4 com-
plete operating budizer, but anlv a sartial cash budges (lean/
investment volume oo
and sum ocourzes wd uses of funds, nor Joes Lt inclide lean
repayTents s 4 scurce of funds. The tean recosrends that a

separate Qo Le developed for preparing a corplete cash flow.

This form {5 supplemented with "ruitlelines® presented in two
ceurses presented by QRUDICTC? - "Preparation o7 Zxdger and
Growth Projections,' and "eve atse
courses are taupht hoth for mamagers and lirectors. itey
deal with how o plun fimancially and how 2o =eniszar the
achisverment ¢f those plans.  In each course Sor =inagers, the

participants bring Jata from their credis wmicn and prepare

their cwn plans.

The budget form is not exactly cerpatible with the accounting

stem. That is, the items on the budget form do
-
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not correspond with genéral ledger income and expense accounts
nor with the monthly financial statement form. Therefore, it
seems difficult both to project from past results without sub-
" stantial recalculations and to compare monthly results with
those prujected. It is recommended that this form be made com-
patible w.th the credit union general ledger accounts (or vice
versa) and that the accounts on the form be placed in the same

order as on the monthly statement.

CREDICOCOP estimates that mznagers with two years of experience

s

can prepare their own budget, but those with less cxperience
will probably need nelp fronm CRIDICCC? and shculd attend the
courses menticned and perhaps any follow-up courses offered.

It would appear that in a nuber of cases the financial plan-

ning guidelines that Jo exist are not cerpatible with available

personnel sxkills at the crelit unicrn Tevel.

The cperating budjet form permits rather precise estimation
of opcfating revenues needed to cover cperating expenses,
since they are projected cn a monthly basis. Initial operat-
ing deficits, if they are classified as '"'start-up cests' are
amortized over a minimm pericd of five wears as reguired by

the credit unicn mcdel bve-laws (Article 32).

In addition, as noted above the form does not allow for effec-

tive estimation of the totzl resource needs and projected
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sources of funds to support existing and projected loans.
CREDICOOP stated that preparation of global cash flow projec-
tions is taugﬁt in the courses mertioned. However, in the
visits to credit unions by the three teams, no such pro-

jections were available.

The fact that income and expense projections are done on a
monthly basis allows for regular control and evaluaticn of
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the credit union's actual inccne
prepared for the credit union as 2 who!., cven though many
credit unions include a number of distinct service areas
(marketing, input supplies, ctc.). O Lue'rgvcr;: ot the bud-
get form is a monthly centrel form for entering actual incore
and expenses. [T these indicate 1 need o rovise the projecs
tions for the remainder of the vear, a new set 27 projections
can be prepared on the front side of the form. Otherwise, the
front is left blank -ach menth and the oripinal budget 15 used.
As rentioned, <he entire menitering and revision precess could

be facilitated bv making this form cerpatible with jeneral

ledger accounts.

Theoretically, as a requirement of registration, all potential
credit unions must prepare a plan which includes annual budget
projections up to and incluling the wear sell-zufliciency is

SNt

projected. (REDICTCY neips

.
-

prepare such a plan i they agree fo join (RIEDICOCP within
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60 days of receiving registration. This allows CREDICOOP
to implement its model plan which has been approved by the
Department of Cooperatives. This plan results in a series
of proforma annual financial statements up to the year in

which self-sufficiency is projected.

However, in at least some of the sarple credit unions visited,
it appears that even though these plans were prepared, they
were not often followed. Some managers could not locate the
plan 1in their files. Most are likely to b cutdated and of
little practical use. Although the ceoncept of selrf-sufficiency
is strengthened by this exercise, more Lmmediate benefits for
the credit union could be rezalized by focusing on short-tern

financial planning.

ration

ct

Credit Adininis

Two distinct processes ave related to this service function,
both of which were being provided satisfactorily., An adequate
"model loon porticlio planning and roview! process rosulis in
the development and documentaticon of u standardized loan port-
folio managemont and record houping process which aosures that

* T oayres s R P [ . o~y (= v " PRgren’ (SR A <
the use of avairlable lcan fimis 1s consistent with memrorchip

. - —~ 1 . ) o
needs and Joes not exceed an acceptable degree o :

- - - r— 1 < 5 - - e
process rust be fully corpatitle with the & itizn inan

portfolio management' process and reviewed jeriodically.
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CREDICOOP has developéd a standardized loan portfolio manage-
ment and record keeping system consisting of a set of stand-
ard record keeping cards for agricultural and urban loans
and a delinquency control form. Training programs provide
Instruction on loan record keeping and procedures for dis-
bursement and repayment of loan funds and on estimation of

loan demand.

To assure the appropriate use of loan funds, the loan appli-
cation for agricultural or other producticn loans requires.

an investment plan. This shcws total estimated costs and pro-

contribution to project cost. In addition, an agricultural
field assistant surveys the project feasibility and estimates
T .

the applicant's debt/equity status. Together the farmer and

the field assistant determine if the loan amount solicited is

d
in fact appropriate to the projected need, whether the Jebt
can be serviced and if there is adequate collateral. The
applicaticn for an urban (non-farmer) loan reguires a state-
ment of the proposed loan's purpose and amount, torrcwer's
credit history and salary, estimated payments, and guarantees

offered.

The loan portfolio maragerent and reccrd keeping prozess is
compatible with that of CREDICOCP, since it is tasically a
simplified version ¢f that system. The forms have been de-

signed and prcduced by CREDICCOP, which assures standardization.
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Generally, this process is reviewed at least yearly by the
Boards of both CREDICOOP and the credit unions. Any changes
are usually made on the basis of Credit Committee recommend-

ations.

The second process related to this functional area, "standard -
loan policies and procedures? results in the development and
documentation of standard or medel loan policies and proce-
dures for credit unions which contains at least certain key
elements. These policies and prccedures must be consistent
with relevant legal, cultural and risk constraints and with
the skill levels of available staff, and should be period-

ically reviewed.

Model loan policies and procedures for credit unions have
been developed by CREDICOOP and distributed to all affiliates.

This model contains the following critical elements:

. ieiqs . - . %
1) Eligibility requirements of applicants (VI)

2) Application formats (model 'standardized forms prepared
by CREDICOOP) and proczdures (IV.2)

3) Permissable use cf leans (III.1-6)
4) Required records (IV.1)

5) Loan application analvsis procedures (IV.2) - also are

various courses i{or credit comitrtee mormbers on how to
analyce loan applications

6) Approval procedures (IV.2)

% " .
Roman numerals refer to sections of the "Model de Reglamento
de Credito.”
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7) Permissable loan amounts (IX), temms (V), interest and
commission rates (X) and guarantees (XI)

8) Contents of loan agreement (including disbursement con-
ditions) (IV.3)

9) Collection procedures \'2)
10) Refinancing and other follow-up adjustwents (V)
11) Capitalization requirements (VII)

12) Monitoring of loans made (XID)

Since this medel is pattemed arter CREDICOOP's cwn lcan
policies and procedures, it is equally specific and Jetailed.

It provides &ore than adequate guidance rfor credis unions.

The guidelines include risk onslderations, sinze thoey specify
the required ratio between siutres and budget formac.

(5:1 in the case cf agricultural lcans) and ke precedure

for applicaticn analysis. The analvsi; prescribed is cem-
prehensive and involves shree stages: 1 For agricultural
loans, visis <o preject by the agricultural <ilerd assistant

to verify informaticn; 2) Analvsis by manaper: 3 Analvsis and
resoluticn by credit cocmmittee. The loan policies and proce-
dures based cn the model are sau
by CREDICCOP and appear to be consistent with the skill levels

of credit union perscnnel.,

H
[}

These model policies and procedures are reviewed abeut once a

year by CREDICCCP. ‘when the CRIDICOOP Creditc Cemitte ¢ changes,
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v

they are generally reviewed again. Training course partici-

pants' views are used to determine any needed revisions.

- Stabilization Fund

The '"'stabilization fund development'’ process results in the
documentation of policies, procedures, formats and forms
necessary to establish and operate a stabilization fund/share

insurance program. The program typically should be able to:

1) Stabilize any credit union in severe financial difficulty
2) Repay all shareholders of liquidated credit unions

3) Separate fund from national association.'regulatory agency
funds

4) Relate premiums and fund size to movement growth and pro-
jected risk levels

CREDICOOP's stabilization fund was established in 1977, There-
fore, it has not been operaticnal long enough to neet most of

the minimal outccmes statxd abeove. As of the time of the

assessment, no funds had been set aside for the stabilization

(@l

fund; and in fact, it was not listed in the current plan of
accounts. Thus, no resources are yet available to provide the

indicated financial assistance.

A pclicies and preccedures statement for CREDICOOP's stabili-
zation fund has been prepared. This statement covers the

following areas:
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1) Use of the service

a) Non-financial assistance (e.g. provide temporary mana-
ger to resolve problems)

b) Financial assistance

(1) To establish tinancial solvency (primarily by loans.
to solve immediate problem)

(2) To re-establish financial solvency in combination
with other objectives (e.g. formulate plan for..-.
achieving financial stability) -

2) Factors and criteria for use

3) Application process

This statement is not very detailed and provides only some
general guidelines for the Stabilization Ccrmittee and credit
unions. So far as is know no formats (e.g. model agreement)

or forms (e.g. application form) have vet been desicned. It
also appears that no policies ard or procedures have been
established for the management and investment o7 the fund.
Presunsbly once the fund is capitalized at some initial ainimm

level, these kinds of guidelines and materiais will be develcped.

The fund is to be capitalized by: 1) an allccation of 25
percent of annual dues income, and 2) a charge of $10 per

member. The first allocation is scheduled for December 1977.

Activities normally undertaken by a stabilization fund, e.g.,
buying creditunion lcans, repaving member shares, etc., will
eventually be periommed. However, the irmediate cbiectives

of the fund relate to a strategy desigred to revitalize those
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credit unions with serious delinquency problems. This

strategy includes:

1) Agreement on a long-term repayment plan between the
credit union and the BNF

2) During that period, CREDICOOP makes interest free loans
from the stabilization fund to the credit union to:

a) Provide capital to lend to its members

b) Cover operating expenses

Although no estimates of the capitalization required to reach
a level adequate to meet expected contingencies has been pre-
!
pared, we do note that many funds relate to a specified vper-

centage of movement savings, e.g., one percent of toral shares.

CREDICOOP's present itand capitalization method would never
attain this level, since it is essentially tied to mombership

which is a linear growth functicn, while savings growth is

curvilinear. We recormend, therefore, that the allccation
method to the stabilization fund be tied to savings rather

than membership growth.

CREDICOOP: The total amount of dues for all programs
is already quite burdensome. It is estimated that on

a per capita basis, credit union members in Paraguay
pay three times more in dues than U.S. members. Money
paid in for dues reduces the amount of funds available
for income-nrcducing lcans for each credit union. Thus,
it is currently intcasible to increase dues assessments
either for stabilization cr other purposes.

HHy

In addition, part of annual dues income, of which 25
percent is allocated to the Stabilization Fund, is based
on movement savings. Each credit union pays .5 percent
of its savings for annual dues to CREJICOOP.

[ &%
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TABLE 3
STABILIZATON TFUND PROJECTIONS
$) '
6/77 6/78 6/79 6/80 6/81

1. Savings (shares and

deposits) cumulative

a. Urban 972,400 1,440,000 1,988.100 2,621,600 3,345,400

b. Rural 810,200 1,155,600 .1,658,700 2.334,500 3,457,500

c. Total . 1,782,600 2,595,600 3,646,300 5,006,100 6,802,900
2. Estimated Member Dues

Income 2,882 5,423 5,620 7,916 9,333
3. C.U. Membership-cumulative 13,552 16,946 20,686 24,736 29,166
4. Allocation to Stabilization

Fund

a. 25% Member Dues Income 721 1,356 1,655 1,979 2,333

b. (10/Member 1,076 1,345 1,642 1,963 2,315

c. Total (Annual 1,797 2,701 3,297 3,942 4,648

d. Cunulative* 1,757 £,498 7,795 11,737 16,385
5. Allocation/Savings

(4.d *» 1.c) .101% .173% .214% L234% .241%

*The cumulative total of $16,385 is the maximum amount that could be generated. Actually
this total will probably be less if the recuperation of loans made to credit unions is
not 100 percent.
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e. Institutional Development

CREDICOOP is performing in an outstanding fashion in this
functional area. It surpasses the adequate level for all
processes related to this function. Since this area is crit-
ical to the effective development of viable local level insti-
tutions, the excellence with which CREDICCOP performs these
processes has a markedly positive impact on the entire move-
ment. An increasingly greater number of localvleaders and
managers are able to perform their respective functions in

an adequate manner and are able to assume more sophisticated

activities.

A brief review of CREDICOOP's program will illustrate its
thoroughness and effectiveness. As noted in the section
describing CREDICCOP's. program planning and evaluation
activities, a vearly evaluation is made of each affiliated
credit union. The information obtained describes how
well the creditwnion 1is performing cach of 1ts majer func-
tions and how successful it has been in reaching projocted
growth targets. Problems are identified, along with poten-
tial training needs by the CREDICOOP fieldwerker, in consul-
tation with the leadership of the credit unicn. Tnis infor-

mation serves as the basis for CREDICCCY's develenmment

program vis-a-vis each credit union for the year. OCne

-t

9 intTcduce 1s a

ct

innovation that CREDICOOP 1is atterp

ing

method to specify precisely the type and amount of technical
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assistance that CREDICOOP will provide to each credit union
during the year. All needs it can efficiently meet, it will
do so. For all other needs, it will attempt to make arrange-
ments vith other institutions to provide the needed services.
In this manner CREDICOOP: a) can develop a plan specifying
the types of services it will provide to each affiliate, and
b) does nct become involved in activities not within its
scope of cdmpetency to provide. This "contract' approach
will likely be implemented for the year beginning January,
1973. Certain charges for services will be implemented after

the first year of operation.

Some of the needs identified are met not through formal
training programs, but through cn-site assistance provided

by CREDICOOP staff, usually the prometors or accounting

tny

.or leadership.

.

specialist, to the credit unionstaf

an
Most problems in beokkeeping, perscnnel, and office admin-
istration are handled in this fashion. For preblems common

to several ccoperatives the Education Department of CREDI-

COOP prepares specific training programs.

An example of the needs identified and CREDICOOP's response
can be obtained from the training courses offered during the

12-month period ending June, 1977, as follows:



1) Credit Analysis II - N

2) Risk Management - N

3) Credit Analyses III - N
4) Agriclutural Machines - N
5) Extension Methods - N

6) Exporting - N

7) Technical Assistance - N
8) Accounting - N

9) Board of Directors - R
10) Supervisory Committee - R
11) Credit Comnittee - R
12) Education Committee - R
13) Agricultural Planning - N
14) End-of-Year Closing of Accounts - R

n - national courses
Tr - vegional courses

As shown, both national and regional courses are provided
depending upon the scope of the need identified and the most
effective means to provide the training. CREDICCOP maintains
a file on each training‘participant listing the courses pre-
viously attended so that persocns of approximately equal skills
and experience arc brought into the same training programs.

By so doing, precise performance-based training objectives

™™ | SO
e Chyectiy

)

can be set for all participants. appears to
serve as the operating guide for development of the training

curriculum, schedules, and subsequent cvaluation.

The materials developed for the courses appear to be very

eifective, making use of prepared problems, case histories,
dramatizations, and the CREDICCCP Game. The latter demon-
strates the ingenuity and resourcefulness of the CREDICOQOP

staff. A board game which nresents situations
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encountered in operating a credit union has been developed
as a teaching device and has been used with great success

in a number of training programs. In addition, lectures,
group discussions, and individual work are used during the
courses. Thrcughcut, participants are asked to solve pract-
ical problems related to the ccurse subject to dermonstrate

their progress.

Some, btur not all ccurses, have scme form of examinaticn at
the conclusicn. Corrments abeut the course ars also asked of
the participants.
conducted after zhe course Ls Japlersd, e.g., six months,
to deternine how tch fas bheen retained.  Inoaddicien, the
pracotors are tastructed o Wentidy how elfectively the
parcicipants are acnmlly using the anisrmaticn
These rindings are conastdermd e the Sdication Dopartient
in developing subneguent prograns.

e should note that the assesszens oF this area is based
entirely on nterviews with Bducazion
review of the releovans doazwents and materials,  wWe did not
have an sSrpartimite oosbserve a4 tralning progUin being cen-
ducted Which —av have enabled us o ddentiiv adliticnal fac-
tors, toth positive and negative, o ot censidered. The
available wnformation, though, indicates that this is cne

of CAZDICACP's strocngest areas.


http:I~ticr.al

f. Institutional Monitoring

This functional area includes those processes related to

inspection and auditing of credit unions.

An adequate inspection system results in comprehensive and
detailed documentation of tasks and associated procedures,
tests and forms. This activity is performed satisfactorily,

although it could be improved in some areas.

Inspections are accomplished by a combination of field staff
and the various Supervisory Committees of the credit umions.
No inspection guide for fieldworkers was observed during the

assessment. However, a guide for credit union supervisory

3

comnittees covers the following:

1) Assessment of credit unicn bockkeeping
2) Reconciliation of cash and bank acccunts with general
ledger accounts

3} Reconciliation of member passbooks with control accounts
4) Justification of expense

§) Assessment ol scl:-guzzlci“w - status

6) Compliance with regulaticns and bye-laws

7) Examination of membership aa‘l cations

8) Examination of loan supporting documents

9) Assessment of loan delinquency

10) Examination of calculations of 4.te1e
11) Payment of insurance premiums and comp

insurance policies

12) Verification of management reports to Board
13) VWorkplan for Superv1sory Cormittee
14) Written summaries of inspections

t and commissions
npliance with

This provides a basis for an inspection system. There is, of
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course, a great.deal of variation in the frequency and quality
of Supervisory Committee reports. Some Committees do not
function at all. Fieldworkers generally try to visit their
assigned credit unions at least once a month and prepars
reports as often. In addition, the monthly financial reports
from the credit unions serve as a means for monitoring. How-
ever, as noted above, these forms could be improved substan-

tially.

The inspection system could be improved if the following ele-

ments were added:

1) Assessment of Board and member influence'on management and
detection of improper relationships

2) Adequacy of internal control and risk management measures

3) Assessment of adequacy of meeting management and minutes

4) Determinaticn of adequacy of ccordinaticn with related
organizations,  and identification of specific problems

to credit unicn's needs. Each audit 15 divided into an assess-
ment 2f the administrative and accounting aspects of the credit
union. An audit work progran wis prepared Jduring 1970 and is
still being used as a juide. Since the operations of the
credit imions have expanded to new areas such as sales of
inputs and marketing, detailed audit steps regarding these
areas should be inCluded in the progranm. The current work

plan includes:
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1) Cash verification with vouchers

2) Bank statement reconciliation

3) Comparison of income with deposits

4) Loan portfolio analysis
- member loan cards with total in general ledger -
- sums on selected cards
- analysis of how selected loans granted
- repayment record

loan delinquency analysis

5) Analysis of internal control system(s)

6) Verification of cheques with vouchers

The final report format is specified and all the audit reports
examined conform t~ it. Judging by the content of the audit
reports, the quality of the work is outstanding. The reports
are very thorough and cover virtually all aspects of the credit
union's operation. Each audit report makes séccific observa-
tions and relevant recormendations wherc inmproverments are
needed to move towards self-sufficiency. After the audit there
is a meeting among the Board, Supervisory Comnittec, auditor,
and the fieldworker to discuss the findings and reccrmendations.
The audit report resuits are then incorporated into the plan

.

of activities for the fieldworker as well as for the credit

union.

The audit function is part of the General Plan of Activities
of CREDICOCP. A -ontract system for audits has been used
since the start of the auditing cperations. To date 22 rural
and 6 urban credit unions have contractad for those services

from CREDICCOP.

One major problem has been the length of time required to pro-
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duce the audit-repbrt. In 1976, a total of 12 audits were
plamned and completed. In 1977, the plan scheduled 18 audits;
as of October 1977, 10 were completed, the.reports for thre:
others were in preparation, and the fieldwork for one audit
was being done. Unfertunately,this rate falls far short of
CREDICOOP's own goal of one audit per year per crédit union. '
In addition, the amended loan agreement with AID (Article III,
Sec. 3.02) states that no loan of AID funds may be made to a
cre@it union with more than $30,000 in. total assets unless it
has been audited within one year prior to such loan. As of

9/77, 16 of the 26 rural credit unions exceeded this figure.

The great level of detail included in the audits currently
precludes realization of this target with current staff
resources. It is recormended that a review of the audit
sysiem design be conducted to determine what arecas might be
reduced in detail, leaving only those crucial to the credit
union's development to be analyzed. Cne obvious ap?roach is

to separate the administrative portion from the current audit
program and use only the financial portion as the formal audit.
Administrative audits or reviews can justifiably be done less

frequently.

In summary, we find that technically this function is being
performed quite adequately. However, the use of resources
appears less than optimum, precluding the achievement of

the stated targets.
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IV. ANALYSIS OF FARMER SUPPORT SERVICES

The previous chapter discussed CREDICOOP services directed principally
at the individual credit cooperatives. This chapter discusses
CREDICOOP services related not only to the individual credit cooper-
atives, but also more directly to the farmer members. Direct effects
on farmer yield and income can presumably be traced to the effectiveness
with which marketing, input supplies, and technical assistance services
were provided. Since a positive impact on small farmers is the stated
goal of tnis project, CREDICOOP and the assessment team agreed that.
a particularly detailed analysis should be made of these services.
Special attention was directed towards the marketing function, since

it is a relatively new service area for CREDICOOP, cne that is
expanding very rapidly and has large implicationg for the viability

of the entire agricultural credit system. Following the discussion
on marketing, an analysis of the systems used to provide technical

assistance and agricultural supplies is presented.
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MARKETING

The leadership of CREDICOOP views the provision of effective market-
ing services to its member farmers as an important component of the
project. They argue that the delivery of directed small farmer
production credit is a '"necessary'' but not ''sufficient " condition
for the development of Paraguay's small farmers; it must be
accompanied by sufficient marketing support to ensure that they

can realize the financial gains made possible by the new credit.
They maintain that the federation's partial control of the market-
ing process not only allows member credit unions to enjoy addi-
tional benefits derived from certain econcmies of scale in the
joint marketing of their preducts, but also provides a mechanism
through which CREDICOOP can better cnsure repayment of the original

farmer production loans.

CREDICCOP has been providing marketing services to member credit unions
since the termination of AID support in 1975 for UNIPACO, the organization
originally designated to provide marketing sources for the project.

At present CREDICOOP assists its member creditunions in the marketing

of several agricultural products. These major crops include:

cotton, tobacco, soya, rice, corn and to a lesser extent wheat.

The first three are primarily exported, while the latter three

are mostly destined for internal ccnsumption. As the attached table
illustrates, CREDICOOP's marketing operatic.s have demonstrated
remarkable growth iﬁ the first three years of operation, and

marketing services now comprise an important part of the overall
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CREDICOOP budget, accounting for 47.5 percent of its gross earned income
and 2.6 percent of costs.
TABLE 4

PRINCIPAL CROPS MARKETED THROUGH CREDICOOP
1975 -"1977 (in 000's Units)

1975 1976 1977
X g kg g g g
Cotton 1762.4 50,759.8 1,366.7 62,406.8 3,889.6 193,189.5
Soya 251.1 4,441.2 2,720.8 55,254.7 700.7 25,606.9
Tobacco 8.9 456.2 191.6 14,779.2 72.0 3,245.2
Rice 687.2 15,817.9 --- --- 512.4 6,876.6
TOTAL 2,709.6 71,475.1 4,279.1 132,440.7 5,174.7  228,918.2

SOURCE: Marketing Division, CREDICOOP statistics

As the data illustrates, cotton marketing has played a major role in these
growth processes. Several reasons given for the dominant role of this
particular crop have been: extremely favorable price conditions in the
world cotton market during the last three years, relatively favorable
climatic conditions during the same period, and CREDICOOP's conscious
choice to focus ma -keting activities on that crop.1
CREDICOOP: CREDICOOP points out that cotton Jominates in marketing
operations because cotton is the major and mcst important small farmer
crop.
Cotton would dominate regardless of world market price. While market-
ing operations reflect the importance of this smali farmer Crop a para-
dox exists because CREDICOOP is prohibited from using AID funds to
finance the very crop of importance to almost all small farmers.
To better analyze the operation of this marketing service of CREDICOOP,

we have adopted a process analysis approach similar to that used in

other sections of this report. Each process related to marketing is

1Domestic cotton prices, which are closely linked to world market prices,
increased steadily during the above period from $29 per Kg. in 1975 to $49.5
per Kg. in 1977.
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analyzed individually, based on the data that was made available to

the assessment team and that was collected during the field visits.

Planning
The planning system used by CREDICOOP to guide its marketing operations

is designed to produce a comprehensive and internally consistent plan
which can be used to estimate individual as well as aggregate capital
and support services needs for the following year. Under the system,
all credit unions participating in the marketing program are required
to submit credit union investment plans at the end of each calendar
year estimating thzir production and market activities for the
following agricultural season. These credit union level plans are
normally based on individual farmer investment plans submitted
earlier in the year as well as on data provided by the credit unions'

local leadership.

Fram these credit union-level plans, CREDICOOP draws up a "global
investment plan'', which estimates the aggregate vclume and type

of crops which will be marketed through CREDICOOP and the approximate
amount of financial support that will be needed for working

capital, packing materials, etc. Utilizing the above information,
CREDICOOP then ccmputes its credit and service requirements,
negotiates additional credits from outside'sources such as the

BNF, and enters into marketing agreements with major buying

houses and exporting firms in preparation for activities which

will begin at the start of the agricultural year in September.



-85-

Looked at from a purely functional point of view, the planning
system for marketing is more than adequate. It serves as a useful
device to plaﬁ and coordinate marketing activities for the next
year and involves all levels of the credit union Structure in its
implementation. The only question concerning this process relates
to the long time-lag -- generally eight months from submission

of farmer plans to the implementation of market operations -
between its initiation and actual execution. .According to
interviews with CREDICOOP personnel, provisions are made to
update or modify the plan in the light of changing informationm,
although there appears to be no formalized system requiring
periodic update repofts. Whether such an updating system should

be dopted, however, is open to argument.

Contracting

In.a functional sense CREDICOOP operates as a marketing agent,

or broker, for its participating affiliate credit unions. It
arranges bulk sale contracts with buyers and ensures that

credit unions deliver their part of the bargain. It is worth
noting that under the existing scheme CREDICCOP does not
actually take physical possession of the produce; instead, credit
unions accumulate and store the produce, and when designated,
ship directly to buyers. This approach has its advantages

since it not only spreads the overhead costs of marketing more
evenly throughout the system, but alsc frees CREDICOOP's

resources for use in other areas of .the operation.
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While it is true that CREDICOOP does ﬁot physically take possessioﬁ
of the marketed produc'ts it does assume legal responsibility

for fulfilling the sales agreement with the buying house. Sales
contracts are signed between the prospective buyer and CREDICOQP,

not the credit union.

These agreements typically specify the type and amount of crops

to be delivered, the credit and transport services that will or
will not be provided, and the approxinate time periocd during which
the agreement will hold. The sale price is normally not included
and is ordinarily the daily wholesale price set at the date of

delivery.

To ensure that it meets this legal obligation to the buyers
CREDICOOP enters into delivery agreements with each credit union
affiliate. These marketing agreements establish the amount of
produce that will be marketed threugh the CREDICCCP system and
fixes the approximate pericd of delivery. If the central organiza-
tion is to supply additional services to its affiliates, such

as transport or processing, they will normally be included

in this agreement.

In the team's opinion, CREDICOOP's system in market contracting
appeared to be working smoothly. The process was well coordinated

and there seemed to be few problems.
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3. Financing
CREDICOOP does not yet possess sufficient capital of its own to
finance all of its marketing operations and must depend on external
sources to satisfy all of its credit needs. The required capital is
presently being generated from four major sources: its own capital
resources, COLAC, AID, and private firms who have market dealings
with CREDICOOP. A description of these sources, the amount of
their contribution, and the terms under which the capital is
supplied is provided in the following table.

TABLE &

PRINCIPAL SCURCES OF MARKETING FUNDS
IN 1977 (US 3)

SOURCE AMOUNT TERMS ANNUAL COMMISSICN
($) INTEREST ETC (%)
: (%)
COLAC 300,000 8 months 10 4.5
ATpl 3,000,000 40 years 2 ---
Firms 39,700 8 months - -—-
Own Capital
(1, 2) 51,063 - - —--

NOTES: (1) About 2/3 of these funds are to be used for production and other
’ non-market activities

(2) As of June 1977
SOURCE:  CREDICOCP financial records
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The $3,000,000 AID soft loan supplies the bulk of these capital needs;
nevertheless, U.S. government restrictions on the use of these funds

- for the financing of both the production and marketing of cotton and
tobacco have limited the usefulness of this source. Because of these
prohibitions, CREDICOOP has been forced to utilize more expensive
sources of capital, e.g., the COLAC loan for the 1975-1977 tobacco
and cotton years. In Méy 1977, the restriction on cotton marketing
was lifted, thus somewhat easing the sitﬁation. However, the ban on
usiné the funds for cotton and tobacco production and tobacco market-
ing is still in effect.

CREDICOOP utilizes the above fumds to provide cash advances to member
credit unions during the marketing year which in turn are advanced to
individual farmer members when they deliver theirt crops to the credit
union. The amount of advance issued by CREDICCOP to each credit union
is normally some fraction of the estimated value of crops that each
credit union plans to market for the coming year. The tyvpical advance
varies from 25-60 percent of the value of estimated marketed production.!
No interest is charged on these advances and the only recquirement is
that each participating redit union agree to invest 2.5 percent of the

value of that advance as share capital in CREDICOOP.Z2

In a similar manner, the local credit union distributes
these funds to individual small farmers in proportion to the local

value of the product delivered or to be delivered. The

LcREDICOOP Led. 1977/1978 Global Investment Plan, p. 11.
2CREDICOOP Credit Policy



-89-

actual proportion may véry considerably from nothing up to 100
percent, depending on the value of the crop, local credit union
policy, and the dcgree of competition being exerted by local
middlemen or acopiadores. No set overall policy governing the
allocatioﬁ of these advance payments at both levels has yet been
established by CREDICOOP. As a result, arrangements show
considerable variation, sometimes leading to misunderstanding.
Nonetheless, it can be argued that such flexibility may actually
be needed so that instantaneous adjustments can be made in

changing situations or when new funds become available.

CREDICOOP's marketing services are directed through its Marketing
Division with a work force of four persons including a director,
technical advisor, and two assistants. To help pay the operat-
ing costs of the Division, CREDICOOP charges participating

credit unions a handling fee of 1.& per kilogram of produce
marketed tirough the organization.l Based on the projected
budget for 1977 shown below, the income derived

from such a formula will be sufficient to cover the Division's
oﬁerating costs of § 4,197,483 plus financial costs of § 3,177,492,
by only a slight margin. Were any major fluctuations to occﬁr

in the volume of crops marketed due to adverse price or weather

conditions, some losses might result.

1 The only exception to this rule is wheat for which a @ .30 kg fee
is charged
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TABLE 6
1977 BUDGET ESTIMATES' FOR MARKETING DIVISION
®)
EXPENSES:
Operating Costs 4,197,483
Market Financing Costs 3,177,492
Total Expenses 7,374,975
INCOME:
Marketing Commissions 7,750,000

SOURCE: CREDICOOP Budget Projections for 1977

While it seems likely that the federation will generate sufficient
revenues to cover its marketing costs for this year, we would
hesitate to predict that such a situaticn would continue in the
future, given the noted volatility of world export prices for
commodities like soya and tcbacco, both of which CREDICCQP
markets. Moreover, in spite of the prediction of a streng world
market for cotton - a major CREDICOCP camedity - for the next

few years it is uncertain whether Paraguay and CREDICCCP will

be able to maintain their present markct share in the wake

of increased competition frem low cost producer countries such

as Turkey, Sudan, USSR, etc.!

1 U.S. Department of Agriculture, 'World Cotton Trade Union 1975/1976
U.S. Exports Slip for Second Year", Foreign Agriculture Circular
FC 1-77 January 1977 ‘
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The federation's efforts to finance their marketing operations
at this time appear adequate; nonetheless, based on its own
projected value of marketed goods, CREDICOOP will probably require
additional capital aside from that which it presently has to
support its activities by 1980. The probability that this
additional capital may not be supplied at the cor~essional rates
of the AID loan, however, seems high and if so, would have a

significant effect on costs related to the financing of marketing,1

. Packaging

Virtually all marketed crops are packed in cotton or jute bags
at the credit unions to facilitate easy handling before shipment
to the buying houses for ultimate sale. Packigg materials fbr
raw cotton are generally supplied by the buying houses, but

due to delays in return, CREDICOOP is presently reccmmending
thatcredit unions purchase 25% of their cotton bags with thelr
own funds. Packing materials for other projects are generally

provided by the individual credit unions.

Interviews with credit union officials at the local level indicated
that the cost of a typical jute or cotton bag varied beween

§ 150 - @ 160 per bag. Considering the short use-life of these
bags - approximately two years - this implies that packaging
constitutes a sizeable expense to some credit unions. For example,

utilizing 1976 statistics and the above cost per bag, each

11f you assume that CREDICOOP's working capital requirements for market-
ing will amount to 50 percent of the value of its projected marketed
production, then by 1980,/1981 capital demands will far exceed existing
resources. USAID/Paraguay Revised Project Proposal, p. 61.
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participating credit union spend an average of § 164,125 for packing

materials in that year.

The two principal problems affecting this marketing process appear.
to be the delays experienced by credit unions which must depend

on buying houses to supply them with bags and the short use-life
of the bags themselves. CREDICOOP is currently attempting to
solve the first problem by providing credit unions with credit to
buy their own bags and, more recently, by arranging for the
importation of cheaper packing materials from Brazil. The sécond
problem, however, has only been partly addressed. The import-
ation of cheaper packing materials for sale to participating
credit unions will serve to reduce the variable costs of marketing
at the credit union level; nevertheless, there are other measures
that CREDICOCP has not taken, such as the improvement of control
and accountability procedures in the handling of these containers,
which might further reduce costs due to theft or excessive

maltreatment.

. Product Classification

The Marketing Division of CREDICOOP has established a set of
product classification standards based on buyer requirements for
use in the grading, classification and pricing of products
received at thecredit union level. To ensure that these

standards are enforced,. CREDICOOP provides pericdic training
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to relevant credit union .employees in the use of these norms in
product grading and pricing. Any changes that might occur in
these standards are usually published in the federation's bi-
monthly bulletin to the credit unions or later incorporated
into scheduled training courses for credit union marketing

personnel.

The key individual in the marketing operation at the local
level is the credit union warehouse clerk who receives the
product from the member, classifies it, sorts it, and ensurés
that the farmer is p1id a price which reflects the quality of
the product which he delivers. Once the warehouse clerk
accumilates sufficient volume and selling conditions are
satisfactory, he and the credit union manager arrange for the .
product to be shipped by truck to the buying house. There,

the product is weighed and classified a second time by buying

house personnel and the final selling price is fixed.

Based on our own analysis, the above process appears to have
suffered from three major weaknesses: firstly, until recently,
CREDICOOP has had no way of accurately checking the validity of
the reclassification conducted by the buying house, since it
required the use of humidimeters and other measuring devices
which CREDICOOP did notpossess; secondly, though warchouse
clerks seemed to be familiar with classification norms, they

had only a general understanding of how to apply those norms
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in actual situations, implying that there is still need for improve-
ment in the clerk's training program; finally, it was also apparent
that the product classification system did not extend down to the
farmer member level. Farmers interviewed know relatively little
about how the classification system cperated or about the advantages
and disadvantages of utilizing proper on-farm storage techniques
and pre-classification pressures to maintain product quality and

reduce shrinkage.

CREDICOOP: CREDICOOP checks the validity in two forms.
It has hired professicnal cotton graders to do such
checking. A lccal credit union employeoe goes alony with
each majer delivery to check the grading precess. They
can and do complain when grading is nct agreed with.
CREDICOOP will enter the picture if agreement is not
reached on the lccal level.

CREDICCOP now nas fumidireters.

CREDICOCP's recent pﬁrchusc of precision hand testing equipment

is encouraging and sheculld assist in Lmproving the accuracy of

the grading process at the credit unien feval and in verilying
buver classification preocedures; however, mull work needs T0 B
done in the area of training project participants in the exedu-
tion of better grading and sterage methods at the credit unien and
farmer levels. 3y placing increases emphasis on product guality
of producticn, thus improving CREDICICP'smarxeting ~csiticn at

the buying hcuses.

CREDICOOP: Pre-classification at the farmer level is much
more complex than it seems in the absence of ccplete
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vertical integration. Early project documents spoke about
the considerable advantages of a credit union's p: >-class-
ification that seldom occurred nor did any benefits pass

to the farmers. As long as the process is not integrated
and parties with non-identical interest are doing the class-
ification, too much risk is built into paying a premium for
quality or even indicating that one may be obtained. This
is true since it is the final classification that counts.

Storage

As mentioned previously, CREDICOOP does not assume physical
possession of its affiliates' produce; instead, crops are
accumulated and stored at the credit unien level and then
shipped directly to precessor, buyers »r exvorter by the

participating credit union. The theery behind this procedure
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is that it helps spread the overnsad costs of wie

keting more evenly throughout the system, thus-allowing the
. o . ’ o

federation to concentrate its erfforts on the overall manage-

ment and coordination of the marketing cperation.

All but one of thecredit unicns narticigating in the marketing
progran opcr;te storage warchcuses, but as the following table
reveals, only one third of these are agctually ouned by the

respective credit unions; the vast majority arve rented. Total
crop storage capacity (as measured in rmetric tons of cotton) is

now approximately 2,400 metric tons.



CREDIT UNION

Acahay
Artigas
Barrerena
Bogado
Caguazu Poty
Carapegua
Carmena
Coe Pyalhu
Copasagu
Coronel Oviedo
Del Norte
[tacurubi
O'Leary
Paraguari
Promocion
Qaiindy
Rosarina
San Ignacio
San Juan
San Pedro
Santa Rosa
Santani
Yaguaron
Ypane

Yuty

TOTAL
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TABLE 7

MEMBER CREDIT UNION

PRESENT STORAGE CAPACITY

METRIC TONS COTTON

(1977)

CAPACITY (MI) OWNERSHIP STATUS
100 Rented
100 Rented
100 Rented

80 Rented
100 Rented
100 Rented
500 Rented
200 Cwned
--- 2eing Zullt
400 Cwned

30 Cvmed

S0 Rented

60 Rented
200 Ranted

3 O '.} ~ T L‘L".

30 Rented

70 Rented

S 0 i}n’ﬂ-f.‘d

S 0 O’.ﬁ 1 C\i

20 Rented
1600 Cwned

2,390

SOURCE: Marketing Department Data
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A second major problem concerns the observed poor physical condition
of many of the credit union - operated warehouses. Most of the
structures are 0ld and not ideally suited to multipurpose uses:

the storage of farm implements and supplies as well as delivered
crops of various types. Moreover, informaticn collected during

the team's field visits indicated that many warchouses suffer

from humidity and pest problems, both of which increase shrinkage
losses during long pericds of storage. All of the above cenditions
could be significantly improved with caly siishe modifice

for example, by dividing warchouse spales into rooms or bins

s

]

which separate item lots and facilitate pest centre! by Qzmigation:
. . ’

by the cement cupping of warchcuse Zoundaticn walls 2o poevent

moisture seepage; by the constructizn of better Jdrainage

. F ol Rl ’ o

arcund the storage structure; and by the const cn of low-

cost brickoremmnt drying patiocs. CRIDICIY has rezently bequn

to furnish limited crediv and technical assistance 1o its

affiliates for the purchase and’cr improvenment of thelir cwn

storage facilities at the credic unien and farm level.  For

i i by the end of I877 it plins Lo have exzenloed about

instance, by the end 16 plan ! 2d 2

B 4,500,000 in credits for the construction of Zamn sheds

and deposits. In additicen, all net income ecamel in CRIDICOCP's

1
v
V3
o
v

marketing operation is re
storage and market Infrastructurce of he swstom. Dut it is also
evident that CREDICICY will have to maks o greater eoffort in
'this area if it Is to keep pace with 1ts gTowing rulti-purpose
rarket activities. To assist in that effcrs the federation

is currently seek’:g cutside support and negotizting with AID

for an extra $85,000 in local currency project funds to be
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used for improvement loans. to better existing facilities.

Processing

CREDICOOP does not normally invclve itself in the processing of
agricultural products for market; for instance, raw cotton collected
at rural credit unions is shipped directly to buying houses where it
is ginned and the fiber and seed prepared for export or for domestic
consumption. Likewise, tobacco and food gmins such as corn, wheat,
and soya are also sent to wholesale buvers in the Asuncion area for

further processing or milling before final sale.

The only exception to this rule recently has heen rice. In 1977 the
federation tcok a more active role in the processing of this crop

yeifore -

and contracted directly to have a larpe quantity of rice milield
final sale to local buyers through processor or subcontracting drringe-
ments. The idea of this pilot schems was to test whethor <he Jederation
could further increase cradit unicn mirket revenues By oliminating
several steps in the marketing chain., Infortunately, the experizent

did not yield the desired rasults duz o excessive nraiuct shrinksge

before and after processing. CREDICOCY personnel have indizated that

several negative factors may have influenced the cuticmes, arsng them;
the poor quality of the grain at time ol harvest, the lack of adequate

storage space and consequent humidity probless suffered at the farm
and credit unicns levels, delivers delays, and the lack of cverall

supervision by CREDICOCP in th

[¢+]

precessing of the grain.

Our interviews with CREDICOOY staff indicated that the federation
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.

intends to play a more active part in agricultural processing in the

future, especially in cotton. A direct involvement by CREDICOOP in

]

0O

cotton processing might prove lucrative, given the comfortable profit
margins of the local cotton processing industry and tax advantages
which a CREDICOOP-sponsored processing operation would enjoy. Never-
theless, the weaknesses observed in the farmer-to-processor nexus
mentioned in Section 5 and 6, the specific management control problems
associated with running a cotton processing operation, and the existing
market power exercised by the larser preceszors suppest that CREDICOOP
would do well to first cenduct a detailed stuly of the cconcaic feas-
ibility of such a venture in order to establish the time and size of
processing technoloyy which would be best suited to exizzing business
conditions and the federation's own monagerial and rescurcs capacities.

It seems doubtful, at this carlv stage, that CREDICOCY will need the

3 - ol -3t ~ - - - v I “a=- .o vees ) -
services of cutside confultants to perfom the nezessars proundwork.

<
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In fact, there would appear o be an alvantage in first identifving

the key preblems in the famner-to-precessor linkaze and in more fully
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understanding the economics of lecn cperations heiore

negotiating a request for outside ceasultant services.

8. TrangEort

Under the present marketing systen, credit unicn affiliates are respons-
ible for contracting their cwn transport services frem crelit union to

buying house or processin

93

case of cotton marketing where cne of the largest buvers, Vargas Pena,

furnished its own transpert as part of the purchase contract.

1 oy - . .
CREDICOOP does not plan to utilize this type of arrangement in the coming
year due to problems it has encountered in the transport scheduiing of cotton

to the wholesaler.
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Transport costs have and will continue to comprise a major part of
total marketing expense from the fam-gate to buyer. Almost all
products are shipped by truck on Paraguay's highways, only some
of which are weatherized. At present truck freight rates, which
range between 4-10 percent of the farm-gate price, vary according
to the condition of the road travelled as well as the distance
hauled. Currently, there are about 871 kms. of ashpalted rcads
in the country and, depending on road cenditicns, costs may vary

from § .50/kg in the central area arcund Asuncifn to ¢ 2.00/kg

T

betwen Encarnacidn and the capital. Sharp increasss in field

a

13

prices since 1974 have further influenced the upward trend in

transport costs.l

Lack of adequate transport infrastructure within the ccuntry has

limited marketing opportunities and led te hish Zarm-to-market

costs. CREDICCCP's effcrts o better ccordinate trmuck services
have no deoubt helped reduce these coszi Novorshe
have to enter more strongly into this area +F it i5 o reduce

product shrinkage lesses due to transport delavs and thus improve

its market positicn.

CREDICOCP is presently atterpting to improve transpert flexibility
by having credit unions individually centract all of their transport
services, thercfore, reducing the cover-dependence cn huving houses
for the prevision of transpert services. In additicn, it intends
to establish a small $90,000 fund for transcort truck leans

to begin in 1978 and go through Jume 30, 1981.

1 USAID/Paraguay Small Farmer Sub-Sector Assessment and Constraints Analysis
August 1976, p. 134.
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9, Commmications

Marketing problems have been considerably eased through the
establishment of an efficient commmications system between
CREDICOOP, its rural affiliates, and the offices of supporting
government agencies. The system has three major clements

which assist in coordinating market activities and disseminating

useful market informaticn. They include:

a. periodic marketing training courses held For credit
union functionaries, usually lasting rrcem 2-5 days
each

s
5C

b. monthly and bi-mcnthly written rmaterials relating
market informaticn such 2s th tr of Agriculture's

er
2 Minis
"Informativo sobre Morcadeo' and the b
CREDICCCP newsletter

bi-menthly

’

c. radio and telecormunicaticns such as the use of radio
transmitter/receivers To conmumicite nLtnC'cu.t unions
not serviced by reguiar nhcone servi

: services and the
broadcasting o7 a1 morning agricultural ralio program
called "Surces del Pregrese
Interviews with training zcurse oarticipants and Sur own inspecticn
of end-of-course ecvaluaticn reports rovealed that the courses
have served as a useful fonm for the discuscicn of market
problems and have provided the fog
on the effectiveness of certain pelicy moves. Yot 1T was also
clear that these ceurses have largely been focused oo credit

union functicnaries and not cn the general mocbership.  This

[®

latter cbservaticn was scmawhat disturdbing, since 1t was at
the farmer level that we saw signs cf a lack of cermmmicaticns.
Many of the farmers interviewed during cur field trips displayed

a general lack of kncwledge of the short-and lcng-term advantages
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of cooperative marketing, the importance of on-farm storage and

pre-classification, etc.

Written materials conveying information on cormmodity prices, grading
standards, storage practices, and market scheduling appeared to be
in use in all the credit unions visited. And while many interviewed
thought that the documents were informative, others indicated that
the information was < ien presented in an esoteric style, utilizing
a vocabulary and frame of reference which was cut of reach of

many credit union functicnaries. Radio and verbal camunicaticns,
on the other hand, seemed to premote a useful flcw of informaticn
between credit unions and the zpex organizaticn, CREDICCC?. The
only disadvantage of the latter was that it l2ftno written

record in the credit union of the inforraticn received and

transmitted.

CREDICQCP has also made much progress in improving the quality
of internaticnal market informiticn thut 15 needed to erfectively
manage its comadity sales and impoers cperaticns.  Indizative

of this is the rfact that the marketing Dupiartment now subscribes
to one of the leading Brazilian popers "Journal do 3razil
in order to keep abreast of intermaticnal Joevelopments in the
cotton, tobacco and grain markets. Also illustrative of the
level of CREDICOCP's develcpment bas been the recent installation

of a telex machine to assist it in negotiating export and
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import contracts quickly in response to market changes.

The efforts being made by CREDICOOP in the arca of comrunications
have been impressive. Yet there still appears to be rocm for
improvement. This is especially true in the domain of federation

to farmer and credit unicn to farmer relations. It is at the

.

lowest level where the system must be strengthened if the

federation is to maintain the collective diszipline and support

1

xeting program,

13
o]

S0 necessary to ensure the success of its m

Market Development

In 1974/1975, the first year of CREDICCOP's marketings activities
o ’

the federation marketed {§ 71,47 ricultural preduction.

By 1976/1977 that value had more than tripled o aver 5 228,018,200.

The major factor centributing to this remarkabie srovth was the

favorable price conditien in the world coteocn =nrles which servel
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of 1,762 metric toms in 1673 to 3,550 metric toms in che present

year.

Today, cotton sales generate almost §5 rercent cof the total
value of CREDICOCP's marketed production. The cverall deninance

ceen selely

cr

of cotten in CREDICCCP's marke: activities las no
due to the favorable price climate in cotton. Fluctuaticns

in the internaticnal demand and surply for CREDICICP's other
three major export creps - soyvz, tebacce, and comt - also had

an impact on the pattern of marketing which changed dramatically

during the three-vear period as the followiag table indicates:
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FIGURE 1
PRODUCT SHARE IN VALUE OF PRODUCTION

MARKETED THRUUGH CREDICOOP 1975 - 1977

Value
in 6
(millions)
ZSO - .
200 <
100 -
Tobacco
'\gige
1975 1976 1977

The overvhelming importance of cotton in CREDICCCP's marketing activities
raises some critical questions, however, ccncerning: the strength

of the world market for cotten in the short-uand long-rmm, the ability

of CREDICCOP and Paraguay to maintiln or Lrprove its share of that

market, and lastly, th fatl in world cotton
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prices might have cn ZREDICOCP's marketing and production lcan

y—

activities.

With regard to the first question, world market conditions do
appear to be favorable in the short-and medium-run: world demand

for cotton preducts is increasing in part due to producticn shortfalls

t

in major preducer nations such as the United St2tes and in part due

to the increased costs in the manufacturing of synthetic fibers.
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How long this upward trend will continue, however, will depend on
a number of factors far beybnd either Paraguay's or CREDICOOP's

control.l

Concerning the second question, Paraguay has so far been able to
maintain and even increase its share of the world cotton market in
spite of its relatively high transport costs; nzvertheless, some
economists have suggested that progress i this area will become
increasingly difficult as new, low-cost producers in other develop-
ing countries increase their output.? If, for example, there
were a 10 percent drop in the world market price of cotten, marketing
margins (the difference between final sale price and fur-gate price)
would fall by an even greater proportion, probably 20 percent,
given the present structure cf cperntions.3 Since it is reascrable
to assume that export buyers would atterpt to r:csvcr this Jdecrease
by making proportional decreases in coticn purchuse prices, the end
result could be harmful causing farmors o2 reduce cotiton producticn
e v

for the next year and thus drastically reduecing CREDIXCD's Suture

marketing income.

CREDICOOP could reduce its exposure to this tvpe of market risk in
a number of ways: by irmroving the "marketability' ¢f the prolucts

within its current market protfolic thrcuch such means as better

1 U.S. Department of Agriculture, Foreipgn )griculture Serve, oo. cit.

2. Food and Grain Institute. Xansas State University " Evaluation of the

Market System and PoLCthhl for Agriculture Products in Paraguay"
Report No. 61. Manhattan, Kansas, February 1976, pp. 136-143,

3. Ibid. p. 89,
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quality control, pre-classification, etc., by strergthening its market
position through the gredual integration of product processing into its
operations; or by further diversifying the areas of crops marketed and

including other products with higher market potential.

Based on our analysis of the federation's marketing system there appears
anple room for improving the quality of products that are marketed through
CREDICOQP channels. This is particularly true in the area of establishing
. improved on-farm storage and pre-classification svstems, and the better-
ment of credit union grading procedures and storage facilities. CREDICCOP
is well award of these deficiencies and is o rrently zetion to amellorate

them; nonetheless, it does not dppar to be focusing sufTiciont arrention

L i)

on the correction of farmer-level deficiencies where min. stmle, vet
. 2 '
beneficial improvements could be made. It should also o added that

CREDICOOP has tegun to examine the feasibility of incorzorating sortain

3 -y - 1 e - ~ - H v T 3=
agricultural precessing activitios into its mirketing creracicns iais
- - )
. R T T et :
strategy might well imprave JREDICICT'S sontrol cver she sualise and
- - RN . ' . : }
value of the final precduct, but it Alght 4053 add o increoased croblems

if not properly executed at the lccal level.

On the other hand, the federaticn ha, devoted few of its rescurces to
investigating the benefits that it might reap by Jdiversifying its mar-
s

keting so as to include other marketihle Products 23 woll as ~otentiaily
i : b

profitable crops such as potatces, tmatces, and green peoprers.  Granted

o
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for these high value crops.does exist especially during the winter
months of June-September when a large proportion of the Paraguayan
crop is exportéd to nearby markets in Argentina.1
Certainly, any diversification in marketing activities entails

some risk and would require a re-allocation of CREDICOOP's existing
marketing resources. That risk would have to be weighed carefully
against the risks of under-diversification and the benefits of

concentrating on higher value crops.

CREDICOOP: The marketing of these crops presents different
needs and problems. CREDICOOP does selective marketing and
selective financing. It has analvzed and used the reports
of others to determine which crops to market. It is only
interested in marketing those crops where it provide the

same or better service to members at the sumo r cost
zrd do so at a profit which is reasonable in r to the
risk assumed. \Vegetables are a speci 4 <cro can
yield high profits for a few preducer : ed the
case with the Japanese who also are & the
retail outlet level. However, cnze a er of
small furmers bogan to proluce vegeral ccal
market in Para;uay would ne oversun 1id
fall to distress levels. In Araen W1ts
Paraguay to market its creops ther ore
the border is closed to protecs =

CREDICQCP in hriaf and has had
actual exparience ¢ o . Intry
into this arez coul ; 1ty 2 its members
but only a linited ‘e LS5t or ;reat risk.
Time and rescurces spent ~n adiitional investization of
this area appears unnecessary.

rd

- . . T e e .
1 Japanese farmer greups in are:s near Asuncidn and Encarnacidn in the
south have been especially active in the procducticn and marketing of
e

these vegetables. No deubt much could be lezrned frem a detailed
investigation of the marketing and preducticn techniques utilized by

these and other such greups.
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TECHNICAL ASSISTANCE

In 1976 CREDICOOP granted over § 12,400,000 in agricultural production
loans and an additional f 66,300,000 in cash advances for product
marketing to its affiliates. As part of these credits, the organization
also provided technical direction, i.e., support services designed to

make these credits more productive and to ensure their eventual

Tepayment.

These technical support services focused primarily on improving the
production and marketing of several key agricultural creps cultivated
by Paraguay's small farmers: cotton, soya, tcbacco and rice (and

to a lesser extent coin, wheat and pidgeon peas). ‘While all of these
crops received same attenticn, the major emphasis appearsd to be
placed on cotton preduction followed by sova, rice and tchacco.
According to (REDICQOP's 1977/1378 global investrment plan, this same

focus is expected to be continued in 1978.

Several members of the CREDICCCP staff ipdicats! that they were

rn
1]
v
M
v
1

somewhat disappointed with the erfectiveness ¢f their technical
support services. Utilizing data available rrom cariier sacple
surveys and information gathered frem snull farmer intziviews, we

attempted to detemmine if those opinicns were, indeed, correct.

In general temrms cur analysis supported the view that the assistance
provided had helped produce increases in farmer incomes through the

diffusion of land-extensive agricultural technologies to small
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farmers (see section on Small Farmer Impacts), but had not led to
any significant differences in per hectare yields. Thus, it
appeared that small farmers had benefited from some forms of
technical assistance such as marketing support and technical
assistance which allowed them to extend the area of land under
cultivation, but not from others which might have increased their
crop vields. Given the magnitude of CREDICOOP rescurces devoted
to providing the latter type of assistance thesc results were
surprising; and hence, we will devote much of this scction to

a close evaluation of the causes of its apparent failure.

1. Organization

Internally, the Development and Finance Divisicn of CREDICCOP
is tesponsible for providing technical assistance and training
to member cooperative staffs and small farmers_ icwever, it 1s
assisted in its activities by the Marketins Divisicn which
provides specialized day-tro-day suprert to crodit unicns

participating in federation marxeting cperaticns (ser Figure )

The chief function of the former divisien is to organize,
control and coordinate all technical assistance and training
activities for member afiiliates at the naticnal, reglenal,
and local levels, including those related to agricultural
production and rmarketing. The divisicn s
a director and seven employees - an ample number for the

task - vet most lack sufficient preduction and marketing
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skills to meet all of the technical assistance requirements

of the program. To fill this gap, the division utilizes the
services of persomnel from other divisions such as the Marketing
Division, fram its seconded advisors, or from cutside scurces

such as the Ministry of Agriculture Extension Service.
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" FIGURE 2
ORGANIZATION OF TECHNICAL ASSISTANCE

TO AFFILIATE CREDIT UNIONS
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Under an agreement with. the National Development Bank at the
Extension Service of the Ministry of Agriculture, CREﬁICOOP

is also utilizing the services of two seconded technicians,

one from each organization, to help in the design of technical
training courses for credit union staffs and in the coordination
of extension activities between credit union field assistants
and local BNF and SEAG extension personnel. As an incentive,
the federation supplements their agency salaries with a

$ 18,000 monthly bonus plus pays all per diem and travel
expenses associated with their work.

The key element in this system of technical assistance at

the credit union level is the agricultural field assistant.

Each credit unicn participating in the project is required

to employ a field assistant ©to assist in extending the
agricultural and marketing services to the credit unicn

small farmer members.
recipients of CREDICCCY-spenscrsd tyaining inn agricultural
production and extensicn zechninues and thecretically work

in close ccordinaticn with leccal SEAS extonsicn agents.

The organizaticn of the system is designed to rrevide an
efficient structure for channeling technical assistance down
to the farmer level. In a structural sense, it seoms
adequate because it allecates many of the respensibilities
of the operaticn to the credit unicns themselves and does

not overly tax the limited personnel rescurces of the

federation. Yet in fumctional temms, it does not generate
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sufficient informationai feedback fram the farmer level to
serve as a check of the effectiveness of the various extension
strategies empioycd. Agricultural field assistants do submit
reports but these reports seem to focus more on the functions
performed (e.g. the visits made, the number of talks given,)

than on the results obtained.

Coordination with Other Govermment Prosrams

CREDICOOP's technical assistance activities are coordinated
with other government programs through formal agrecments
signed between the federation, the National Develepment Bank
(BNF) and the Extension Service of the Ministry of Aericulture
(SEAG) which are the only other governmont afencies involved

\ e

in the country.  The two

in agricultural extensicn work
seconded technicians supplied by the INF and SHAS serve to
concretize this reolationship and o facilitate coimunications
between local ENF and SEAG representatives in the Jieild,
the credit unicns' extension agents, and zhe CREDICCCP
hierarchy.

~

While technical assistance efforss appeared to be well

1

coordinated at the CREDICOCP level with the sccended technicians
performing a useful advisory role in the technician training

of credit union perscanel, there were signs at the credit

union level that this coordinaticn was lacking. In theory
local SEAG agents are supposed to work closely with the

credit unicns' £field assistants,providing them with

additional job training as well as assisting them in their
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agricultural extension atfivities; nevertheless, interview data
collected during, the team's visit indicated that in several cases
assistance was sporadic and often did not contribute to improved

performances of the credit union fieldworkers.

There may be many factors which explain the poor execution of
this process at the loccal level, such as the limited rescurces
of many local SEAG offices, the lack of technical preparation
of many of the credit unions' field assistants, etc. The
remedy to some of these deficiencies may require censiderable.
time. Yet, in the team's opinion, the time cculd be shortened
by CREDICOCP's placing additional wrphasis cn the prototicn
of joint CREDICOCP/SEAG training exercises at the lccal level.
Up until now such joint training exercises have been minimal.

Technical Training of Extensicn Personnel

The level of technical training ot senlor CREDICOOP perscnnel
involved in technical assistance appears to b2 wore than
adequate. Virtually all have university degrees in their
respective fields and aprear to te able to perfom thelr

duties satisfactorily.

In contrast to the relativelv high level of skills at the

apex level, local crodit unicn staf involved in agricultural
and marketing assistance are less well-prepared. Agricultural
field assistants, for example, tend to be much ycunger

and at best have only a high schcol degree. In additionm,
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few possess the type of agricultural experience or training

needed to become effective extension workers.

CREDICOCP is aware of these shortcomings, and has taken several
steps to upgrade the skills of credit union personnel. The

two principal methods now used to accomplish this task are:

a) encouraging local SEAG agents to provide on-the-jcb training
to key credit union bersonnel such as the credit unien's
agricultural field assistant, and b) requiring that credit uniop
personnel attend periodic short ccurses organized by CREDICCCP
in such subject areas as agricultural extonsicn, marketing

and crop-specific production techniques. The fomer method,

as was previcusly mentionad, has not worred well, thus

requiring CREDICCCP to focus much of its efforts cn the

d

I

latter technique. In 1976, for instance, CREDICICY spensored
six national and regicnal ccurses cn marketing preblens as
well as two major week-leng ccurses cn producticn and
extension techniques. All told 205 pecple particinpated, the
majority being creodit unicn fumctionaries: managers, credit

cammittee members, warehcuc.: clerks, and agricultural field

assistantsl.

On the surface, the technical training effort cf CRECICOCP
seems adequate. Courses are well organized, attendance levels

are high, and end-of-course evzluaticns arc held to measure

1 Development and Finance Divisicn statistics gathered by CUNA/GPO
team during visit
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the effectiveness of training methods. But, as of yet, the
federation has not developed an appraisal system which can
measure the effectiveness of this training at the operational
level; for example, there was no way of knowing whether the
formal training of agricultural field assistants was actually
improving their field effectiveness with fairmer meabers and
contributing either to higher crop yiclds or to a better

quality of product delivered to the credit unions.

Extension Methcdology

-

The extension technique utilized by CREDICCC? is essentially

a4 " package-of-practices appreach” in which a foested and
recommended set of practices for a specific ¢rep L5 tranvmitted
from national research centers down o2 small famers via
national and regicnal shors-courses o roricultural fieid
assistants and Irem oagricultural Ciell assisnants to small
fammers via individual famm visics or via strategically

located dermenstratzion plots

The extensicn methodelomy has several unigue features which
bear scme mentic Firstlyv, 1t is focuscd primarily on a
series of key crops rather than a single crep. These creps

are cotton, tcbacco, sova and rice, each c¢f which nlay
critical roles in the Zederaticn
A second feature is that CREDICOCP has enccuraged the formation
of regional sub-groups within the credit unicn structure,

called "comites por ccmmania', to expand the cutreach of
! y xXp
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credit union field assistants in credit wnions with geographically

dispersed memberships.

A final characteristic of the CREDICOOP approach is that it
requires the active involvement of the small farmers in planning
and analyzing his participation in the project. This participaticn
plaming occurs at the fammer, credit union, and federation levels.
The interested farmer joins with the agricultural field assistant
and fills out his agricdtural investment plan several months
prior to the start of the agricultural seascn. The credit wnicn
management then develops its own 'cocperative investment plan!

for the forthcaming year based on this individual informaticn.
Finally, CREDICOOP formulates its cwn 'glcbal investmont plan’
from the cooperative-level data it receives from its participat-
ing affiliares. This global plan is vsed b» CRIDICCCY management
to set training program pricrities, to begin ne;
buying houses for marketing gocds, and to serve as a basis for

estimating the organizaticn's credit needs Sor the fclleowing

year.

In performance terms, same aspects of the extensicn strategy
seem to be working quite well. Judged by the growth in the
volume and value of creps marketed throush the systen and

frem farmer interviews, the rarketing technical assistanc
appears to be vielding positive results. ! Likewlse, evidence

collected at three credit unicns which showed increases in land

1 See Section on Small Farmer Impacts
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area under cultivation alsq'indicated that some of the production tech-
nology, particularly of thé'labor-saving variety, is getting through.1
But,.surprisingly, our own preliminary analysis of the 1976 survey
results seems to indicate that this technical assistance has had almost
no impact on crop yields. For example, sample data gathered in 1976
implies that per hectare cotton, rice, corn, and soya yields of credit
union members have changed little in four years in spite of a consider-

able extension effort on the part of CREDICCCP.

The reasons for this implied lack of success may be several: delivery
and quality problems may have limited the efiectiveness of scme inputs;
the package of practices’prcmoted at the farmer level may have been

inappropriate to leccal famm, soil, and climatic conditicns; or the
credit union's extension agency may have lacked credibility in the eyes

of practicing small farmers.

Delivery problems and quality problems related to product shrinkage
were a frequent zcwmplaint at the credit unicen level. lMany of the
credit unicns visited, especially those invsivel inocotton and tohacco
production, had experienced daiavs in the arrival of fertilizer, seed,

3 Y (1 3~ [ B - ry 1 . " i} sren v A - el
and insecticide inmputs. Mereover, several o7 the orodit unizsn stase
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members interviewed indicated that theoy wore Ji:ipleased with Uk

ability of scme of the seed fertilizer, and inscotizide supplies.
I

With respect to the secend reascn, there is some couse t2 bolieve that

seed-fertilizer ccombinaticns currently being promosted by CREDICIC? may
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were being used in cropping practices. While the increase in world
fertilizer prices since 1973 definitely reduced farm consumption of
chemical fertilizers, it does not fully explain the low levels of

utilization observed during the team's visits.

Several members of CREDICOOP's staff have argued that the low utiliza-
tion levels merely demonstrate the lack of usefulness of chemical
fertilizers as a method for increasing crop yields in Paraguay's

physical setting and cite as evidence a 1973 study cn fertilizer use

(o

. . . .4 1 P
in neighboring Brazil.™ However, our own analysis cf that study sug-

gests a different view. In fact, the study seems te Lmply that low

I

fertilizer response in Brazil is caused more by the inapprepriateness

of the recommended fertilizer formulas and practices to specific soil

.

and moisture regimes encountered than to the inapprepriztencss of chea-
ical fertilizer themselves. A similar situaticon mav well exist in
Paraguay. If such is the case. CRIEDICOCP would do well 72 initiacte

. . . .
with the collaboraticn of the 7sovernmant oxtension sorvice 1 more

B3

vigorous program or Iarm-level soil-sampling as woll as a ¢ore Jetailed
evaluation of the effectiveness of its own extensisn »iforis. As a
longer term objective, CRIDICCCP mijht alse lobhy Inr increascd govern-

ment funding in the area of supplied small farmer srop rescarch.

CREDICOOP: lMany new oxreris are amazed a2t the low levels
of fertilizer used in Paraguav. After rore consideration
this non-use cemes to be seen as appropriate for certain
CTops such as cotton. For exarple, cotten fiber vields

1\Jelson,“.' C. and Mever, R.L. "Fertilizer Use and Agricultural
Development in Brazil," Econcmics and Schzo;ocx Occasional Paper No. 163,
Ohio State University, Columbus, July 1673. See csnﬂcially secton on:
""Factors Affecting tne Lack of Response to Fertilizers," pp. 22-24.
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on non-irrigated land compare very favorably to U.S. non-

irrigated yields and favorably to irrigated yields. U.S.

farmers use considerable fertilizer while the Paraguayans .
do not.

The Paraguayan small farmer rotates his crop to land which
has been faliow for several years.

The article cited was not to demonstrate lack of usefulness
but rather exactly the point raised in the study which was
that following recommended application rates resulted in non-
economic use due to lack of compensating increases in yields.
In some cases yield went down since the recommended rate
increased the already acidic condition of the soil.

The point being that recommendation to use fertilizer should
be made on the basis of research which proves the plants are

yield responsive and that the increase in net inccme will be
significant and offset the increased risk.

The third possible explanation, i.e., that the credit unions's agri-

cultural field assistant lacks credibility in the eves of member farmerg
due to his relative youth, his styvle, or his iack of experience in agri-
culture may have also been a factor. Scme of those cerscns interviewed

at the CREDICCCP and crudit union levels indicated thas Tany Larmers

lacked conridence in the reccomendations of some acriculzural Sield
assistants. This lack of trust seemed unlferstaniabls, pven the vouth

and lack of experience of the tymical Tield assistant ard sus
. Ly : . L : .
that CREDICCOP may have to think sericusly about revising its require-

ments for such positions.

Unfortunately, the federaticn's present extensicn evaluation systen

does not generate encugh farmer data to determine the real causes of
5 5

this poor performance. Cne streng recermendation, therefore, is that
CREDICOOP institute an extension cvaluation system based on "farmer-

rields, the alter-
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ation of certain agricultural practices or the improvement in the
quality of product delivered, rather than on such measures as the
number of visits made, the number of courses given, etc. which say

nothing of the actual impact of the extension approach.

Financing the Cost of Technical Assistance

A key issue in all small fammer directed credit programs is the high
delivery cost of such credit services. Many development economists
argue that the costs are so prohibitive that such programs will never
be able to pay their own way. Perhaps this is true; nevertheless, a
better question to raise would be: which type of delivery system is
the more efficient? The CREDICOOP system constitutes cone such system.

How effective is it?

Measuring the true econcmic cost of delivering small farmer credit is

a complicated process and involves many assumpticns,  we will ron atterpt

to do that here, tut rather will cnly trv 1o exanine the lirect financial

£ e 3 o - i Le ewmie e TS S P VY -4
COST 0f operating the sysiem, sSinte 1U 185 This CC5T Whidlll 13 Whe Chler

: & e ; c R Hp FRSI RUTE PRI SRS
determinant of investor interest. Cur caloulations inzliude onlv those

y ~ ) . i by - by vzt mem m S e e e, e o
COSts tnat <an De atiributed T0 the provision oI suTportive sprisultural

T Fa -, = T 5 . . s - o [ A S - v -y hEE | b .
services to farmers participating in the direct crodis program. xluded are:

- All direct perzonnel
of its agriculrural ;
ing any subsidies p

program

- The costs of training ccurses provided by CREDICOCP to credit union
personnel on agricultural perUC;lOA and’ market;ng prcblems
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- Per diem and travel expenses of all CREDICOOP persomnel involved
in the technical assistance program

- Vehicle operation and maintenance expenses
- The estimated cost of local credit union technical assistance pro-

vided, i.e. the salary and traveling expenses of the agricultural
field assistant.

No effort was made to compare the above costs with the costs of similar
technical assistance programs operated by other Paraguayan institutions.
Such a comparative analysis would be well worthwhile, but, unfortunately,

time did not permit us to collect the additional data.

The cost estimate in the following table is based on several assumptions
relating to the inter-divisional allccation of technical assistance
costs within CREDICOOP, farmer participation rates, and the imputed
costs of seconded personnel, etc. They are presented as fcotnotes for

the reader's information.
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TABLE 8

ESTIMATED FARMEP. COST OF AGRICULTURE
TECHNICAL ASSISTANCE IN 197
(In Guaranies)

LEVELS AT WHICH COSTS INCURRED
CREDIT
CREDICOOP UNIONS(20) BOTH

1. SALARIES, etc.
a. Development and Finance Division 822,190%
b. Min. Ag. And BNF Advisors 1,736,0001
C. Marketing Division : 3,687,483 3
d. Agricultural Field Assistanc 2,400,000
2. TRAINING COURSES
Agricultural Production Extension, 4
Marketing . 402,975
3. PER DIBMS, etc.
a. Min. Ag. and BNF Advisors 202,000}
b. Marketing Division 315,000
4. TRANSPORTATION EXPENSES 195,0001 640,0007
7,360,648 3,040,000. 10,400,648
. COST PER CREDIT UNION 368,032 . 152,000 520;032
COST PER PARTICIPANT 3,525 1,456 4,981
Assumptions:
1. Derived from 1977 CREDICOOP hudget projections. Development and Finance Division
personnel contribution estimated at 15 percent of gross salary cests of Division.
2. Seconded technicians base salaries were calculated at §51,500 ner month which
would be equivalent to the approximate replacement of cost of hiring them inde-
pendently, plus the actual bonus rayment of 15,000 per month
3. Based on an average monthly field assistant salury of $10,000.
4. Based on an analysis of CREDICOOP training records for 1976.
5. Assumes that only 20 of 26 rural credit unions receive the bulk of these services
(based on 1976 data).
6. Assumes that the average sice of a typical rursl credit union is 174 members
and about 60 percent of this number participate in the prograu (based on sample
data from 12 credit unions).
7.

Assumes each ayudnte rtravels 3,000 kn/year & 6.4 € per km.
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The cost of 4,981 per participant per year conveys little

information unless it is.presented in more relative térms. A
random sample of 1,482creditunion loans granted during 1976-

1977 provides us with that reference frame. In that study,

the average small farmer loan was estimated at & 33,768. If

we utilize that loan value as a base, the estimated cost

comes to represent about 15 percent of the value of an "average"

small farmer loan.

It is true that the above figures do not include the imputed
cost of support time provided by local SEAG agents to the
project. We chose to amit this cost for two mijor reasons:
firstly because ocur field visits revealed that lccal SEAG
agents presently devote little time tocredit union support
activities, and secondly because it is deuptful that
CREDICCOP would ever have to incur this additional support

cost itself. Netwithstanding the above, it 15 clear that

v

the relative cost of this extra service to small farmers
is considerable. ‘Whether it cculd be further reduced withcut
sacrificing the existing quality of extensicn provided is,

of course, another questicn.

Presently, the movement is fully covering these ''delivery
costs'by means of several extractive mcchinisms. First and
foremost is the 14-21 percent interest charge levied cn

all production loans. Delivery costs are further reduced
through such mechanisms as tuition charges of frcm § 200 -

f 400 per perscn for participaticn in CREDICCCP-sponsored
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training courses and through required capitalization on producticﬁ
loans, etc. which serve to reduce financing costs. Finally, the
system generaies additional revenues and cost reductions through
the 1 § per Kg. commission charged on marketed products and by

a second required capitalization on all marketing advances supplied
by CREDICOOP. However, it should be noted the movement's

ability to continue covering its delivery costs will depend on

a number of factors, two of the most important being CREDICOOP's
ability to adjust to changing world market conditions and its

ability to obtain additional scurces of :heap capital.

Extension Development

Recently CREDICOOP has begun tc expand its te;hnical assistance
program to include other production activities such as fish
marketing and family dairy production. Pilot projects have
been initiated at several rurzl credit unicns to test the
feasibility of such undertakings, bhut it is still too early

to determine the impact of these actions.

The Revised Project Proposal also envisions CREDICOOP entering
more forcefully into the field of precessing, especially

the ginning of cotten - the federation's principal income
earner. Yet, if the above plans are to reach fruitionm,
several major meadifications will have to be made in its
present technical assistance program. Not cnly must CREDICOOP
develop new technology packages for the new agricultural

activities, but it must also begin to consciously acquire
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greater in-house expertise in the economic and managerial

* aspects of agricultural processing operations.

Several of the persons interviewed at the CREDICOOP level
also indicated that the present crop-specific focus of
technical assistance may be too narrow, since it does not
include the ''total " farming system in its calculus;

for example, it places little emphasis on practical systems
of record keeping, prcblem solving, or family health care -
all of which have an impact on project cutccme. Whether
such an integral approach to farm extension will produce
better results is an opeﬁ question and can only be determined
by weighing the costs of utilizing such a strategy against
the farmer benefits that accrue, especially as measured

by indices such as yields per acre per farm and quality

of product delivered.
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C. AGRICULTURE SUPPLIES

In 1976 CREDICOOP added a new service to its member affiliates:

The bulk purchase and distribution of agricultural supplies.

The purpose of this new service was to provide member credit
unions with certain economies-of-scale in the purchase of needed
agricultural inputs. During the year 1977, the first year of
large scale operations, over $31,500,000 or $250,000 in agricul-
tural implements and supplies have been obtained chrough CREDICOOP
channels. According to available data, the greatest proporfion

of these purchases have been for farm machinery and other labor-
saving implements like tractors, harvesters, steel plows, sprayers,

and planters.l

Given the newness of this supply service, however, little per-
formance data was available for a thorcugh analysis of the oper-

' ation; nevertheless, there did exist suificient information for
the assessment team to make a few observaticns which will be pres-

ented in the following pages.

1. Planning:
An essential part of any supplies cperation is an accurate fore-
casting and planning system which can estimate credit union
demands and efficiently schedule purchases in a world of changing
prices. Under CREDICCOP's existing system, the t)ype and guantity
of supplies to be ordered is primarily based on direct credit
union requests, data contained in the‘global investment plan, and

advice provided by credit union and SEAG fonctionnaries. As of yet,

1 Letter from CUNA/Paraguay Advisor dated December 27, 1977.



-128-

CREDICOOP planners do not have enough time-trend data on
o.ther iﬁlpOﬁ@t variables such as supply prices, volumes
and usage to incorporate these extra dimensions into the
planning process. An examination of CREDICOOP records
revealed that the federation has not yet begun to analyze
historical price data that existed on inputs purchased
through the system, nor had it developed a mechanism to
provide monthly and annual statistics on the volume trans-
actions and the usage or consumption of these inputs at

the credit union and farmer level. These weaknesses, however,
are somewhat understandable considering the incipient nature

of the supply service.

There was some évidence that the lack of a more accurate
planning system had created a few problems in estimating the
type and volume of supplies needed, in scheduling curchases

and in predicting the actual lag-tire between requisition and
distribution. Most of these prcblems appear to have arisen
from the lack of an internal data system which cculd sunply
monthly updated information cn credit union input requests

and usage or consurption rates so that supply and demand bottle-

necks could be identified and proper action taken to correct them.

Financing
CREDICOOP finances the purchase of agricultural supplies through

the utilization of its own capital resources, the AID project loan,
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and a $200,000 loan provided by the Banco Real. The terms
of the Banco Real loan are for eight months at an annual

rate of 12 percent.

In addition to financing costs, CREDICOOP incurs other
administrative expenses in arranging for bulk purchases
for import tax exonerating, and for transport and handling.
These costs are covered by charging credit unions the nor-
mal rate of 10 percent on all supply loans and by adding

a surchage of from 5-10 percent, depending on the type of
input and the degree of competition it faces frecm other
input suppliers. A similar surchage system is used at the
credit union level. However, there appears to be no set

procedure for establishing this surchage.

According to CREDICOOP's 1977 budget projections, the insti-
tution expects these surcharges to generate approxinately
£ 700,000 in additicnal income for the crganization during

t year - inccme that will be uscd to help pay the operating
costs of the total supply system. Even with the CREDICOCP
and credit union surchages included, the input costs to the
farmer still tends to be 15-25 percent lower than cammercial

costs.

. Procurement and distribution:

CREDICOOP imports the bulk of their implement supplies (such as

tractors, plowing equipment, etc.) and fertilizers, although scme
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animal-drawn equipment -is purchased locally. Other supplies
such as seed and insecticides, which are more subject to rapid
shifts in farmér demand, are purchased loczlly. While CREDICOOP
is now the principal supplies of key farm inputs to its member
credit unions, many continue to obtain a portion of their seed,

fertilizer and other input requirements from non-CREDICOOP sources.

CREDICOOP: We have nc desire to become the sole supplier
of all farm inputs to our member credit unions, but rather
only of those items which can be supplies at a significant
cost advantage. Continued credit union contact with non-
CREDICOOP supplies only serves to make the federation more
efficient. ‘ ‘

Under the current distribution system, supplies are shipped
directly to the requesting credit unions once they are received.
In this way CREDICOOP avoids the necessity of maintaining a ware-

. .’ . -~ - - .
house in Asuncion to store the items, and CREDICOQP is relieved

48]

of the responsibility cf safeguarding the preducts until thev
are sold. Affiliates are then charged a price »qual to the-

quoted price plus transport costs and the CREDICCOP surcharge.

The procurement proczss for imported agricultural imputs is
usually lengthy and lasts a minimm of 90 days duz to lag-times
‘inherent in any import system cf this type and to bureaucratic
procedures which rust be followed in order to obtain import tax
exemptions. Local procurement, on the other hand, is quite rapid,
provided that there is sufficient stock available and prices are
favorable. In general, the procurement and distribution process

appears tn be adequate.
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Supplies Storage:

CREDICOOP does not physically store the supplies it purchases
for member credit unions; instead, the inputs are shipped
directly to credit unions and stored in the credit unions'

own warehouses until they are issued or sold to farmer members.

In the team's opinion, the existing storage operation appears
. P g ge op Pp

to suffer from two major weaknesses: 1) the lack of an adequate
inventory ceutrol and storage monitoring svstem, and 2) the
insufficiency of secure and weatherproofed storage facilities.
Indicative of the first deficiency was that the inventory control
and monitoring system did not provide the credit union and
CREDICOOP with useful information on the, cousuzption of various
inputs at the farmer level. Morcover, it did not provide any
mechanism for monitoring the quality cf certain inputs received,

especially inputs with low shelf-lives such as fertilizers, in-

secticides, and treated seeds.

Inadequate storage facilities for agricultural supplies pose
another problem. Many of the existing facilities are not pro-
perly designed to store perishable ingut supplies such as seed
or fertilizer due to moisture problems caused by foundation
seepage, roof leaks, etc. In addition, none of the warshouses
visited appeared to be properly secured against the rossibility
of theft. Granted that thefts are a rare phencrencn in rural -

Paraguay; nevertheless, the presence of many high-value inputs
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in storage such as plows, sprayers, etc. should warrant stricter
control. Hopefully, storage conditions will be considerably
improved once CREDICOOP initiates its planned facility improve-

ment program in 1978.

Development
CREDICOOP's agricultural supplies operation is still in its

infant stage and continues to evolve. Several improvements
are envisioned for the next few years, but two of the more
interesting ones appear to be the gradual intrcduction of an
inflation pricing mechanism which would better reflect the
true cost of goods sold and the investization of econcmic
feasibility of establishing a fertilizer mixing facility which
would allow the federation to import fertilizer ingredients

in bulk and tailor-mix packages to fit the specific needs of

each of its credit unions.
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V. ANALYSIS OF AFFILIATED CREDTI‘ COOPERATIVES

In this chapter, the level of development of the affiliated credit
unions is analy.zed to assess the likelihood that the second
project purpose, i.e., establishment of a network of financially

and technically viable credit unions, will be attained. Info-
mation for this chapter is derived from the visits to the 12 sample
credit unions. Since these credit unions are fairly representative of
the entire movement, the analysis provides a fairly good measure of

the current level of development of the primary credit institutionms.

A. FINANCIAL ANALYSIS

Our approach to aredit union level financial analysis is based on
the concept that analysis of summary data of all thecredit unions
is not particularly meaningful. For exa:rple,’ an analysis prepared
by CREDICOOP responding to a donor agency request, indicated that
for all rural credit unions combined there was an excess of revenues
over expenses of about £2 million. However, ugon close examination
it was found that this was entirely due to the 5 million surplus
reported for one cocperative (COPAUAGU); the rest of the credit
wnions, as a whole, showed a deficit. More irportantly, the summary
data obscures the more essential piece of informaticn, i.e., how
many of the credit unions are in geod financial cendition. For that
reason, we have not followed the approach contained in the Allen
projections, but have chosea vo examine each of the 12 sample credit
unions separately. From this analysis, some cconclusions about

the general financial conditions at the primary levei can be developed.
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The following analytical table presents an analysis of‘the current
conditions and previous growth trends for each credit union grouped
according to level of development. The financial data for each
credit unionused to prepare this analysis is shown in Appendix B.
It is recommended that the reader refer to these data to better

understand the analytical table.

One key indicator shown is net income. Six of the nine rural credit
unions and all the urban credit unions showed a surplus for the most
recent fiscal year. Note that all three of the better developed rural
credit unions recorded gairly high net income per member, while the
three other rural credit unions reporting profits just barely broke
even. For two of these the profit is misleading, since toth currently
have extremely high delinquency rates. If, as probably will happen,
some of these lcans must be written ofZ, then both credit unions
actually incurred deficits during the most recent fiscal year. Thus,
only four of the nine rural credit unions may be viewed as actually

breaking even.1

From the net income resulting from the margin tetween
gross income and operating expenses, an adequate portion

must remain for reserves and dividends. And as stated

lNotc the very high gross inceme ad expense figures for San
Ignacic resulting frcm members repaving the interest on delinquent
loans, but being unable to repay the principal. with a large loan
portfolio, the interest inccme is high. However, the credit union
in turn must pay interest on its large delinquent lecan with the BNF,
thus the net income figure is very low.
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TABLE 9
" 'FINANCTAL STATISTICS OF 12 SAMPLE CREDIT UNTONS
. RURAL - HIGH RURAL - MEDIUM
6/77 6/77 5/77 7/77 6/77 6/77
Cml Crnl Jusz La Cos

Bogado Oviedo Bautista ‘Quiindy Barrerecna Pyajhu

A. TFINANCIAL INDICATORS

Loans/Shares 1.98 1.03 1.37 1.53 1.32 1.65
External Loans/Shares 2.48 .52% 1.04% 1.70% 1.31 1.10
Percent Delinquent 12.0 11.0 - 4.0 6.1 47.0
Percent Reserves/loans 1.8 6.5 2.9 1.8 1.1 5.8
Percent Reserves/Delinquent Loans 14.6 58.7 52.2 18.7 12.2
Percent Total Expenses/Gross Income 75.1 70.7 65.4 99.6 131.7 94.6

PER MEMBER INDICATORS % (000)

Loan Volume 38 14 38 36 33 32
Farmers " 45 16 53 40 53

Loan Balance 26 12% 19* 20% 17 23
Farmers 33 28

Shares Balance 13 12 14 13 13 14
Farmers 14 14 18 14 14

Loan Balance - External Loans 33 6* 14* 23% 17 15

Gross Income 7.91 3.23 5.18 5.06 2.62 6.82

Expenses - Total ' 5.94 2.28 3.39 5.04 3.45 6.45

Net Income 1.97 .95 1.79 .02~ -.83 .37

AVERAGE ANNUAL INCREASE § (000) ¢

Members 85 -48 68 39 39 12
Farmers 26 -47 34 39 6

Loan Volume 3,967 2,613 1,578
Farmers 1,791 962 1,668

Loan Balance 5,990 -1,462* 1,441* 1,865* 1,185 1,516
Farmers 565

Share Balance 2,287 1,000 1,486 1,232 1,124 814
Farmers 1,195 203 970 850 293

Gross Income 1,528 188 845 498 195 516

Gross Expenses 595 214 418 455 238 458

Net Income §33 -26 427 44 ~43 59

*12 month average
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RURAL - LOW URBAN
' HIGH MEDIIM  LOW

6/77 12/76 6/77 3/77 12/76 2/77
San
Promocion Acahay Ignacio Comecipar Pablo Mburicag

FINANCIAL INDICATORS

Loans/Shares 1.78 2.26 2.61 1.12 1.16 1.19
External Loans/Sh.res 1.35 2.34 2.88 - - -

Percent Delinquent 53.0 51.0 95.0 1.5 11.0 3.0
Percent Reserves/Loans 10.5 3.1 3.7 .8 2.8 3
Percent Reserves/Delinquency 19.7 6.0 3.7 60.8 25.6 9.3
Percent Total Expenses/Gross Income 130.3 186.3 . 98.5 61.1 68.5 95.0

PER MEMBER INDICATORS & (000)

Loan Volume 11 9 16 60 9 11
Farmers 9 1S 18

Loan Balaace - 21 11 43 S2 6 7
Farmers 21 17 53 :

Shares Balance 12 5 16 46 S 6
Farmers 11 5 19

- Loan Balance - External Loans 16 11 47

Gross Income 2.47 1.67 11.50 7.91 .84 .93

Expenses Total 3.22 3.11 11.33 4.84 .58 .88

Net Income -.75 -1.44 A7 35.08 .26 .05

AVERAGE ANNUAL INCREASE % (000)

Members 5 20 36 112 .22 41
Farmers 16 17 72

Loan Volume -414 84 -1,462 9,627 563 591
Fammers 91 165 -1,553

Loan Balance 1,120 276 -2,023 8,189 441 387
Farmers 334 245 -2,287

Share Balance 511 153 7 7,501 301 343
Farmers 255 103 19.

Gross Income 53 86 1,410 1,424 70 48

Expenses - Total 106 111 1,380 856 39 46

Net Income =53 -25 30 568 31 yA
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earlier, most are not cﬁrrently paying dividends, which should
legitimately be included as a cost of operation. Therefore, when
these criterv'a.areapplied, none of the credit unions have rezched
the breakeven point. One must remember, of course, that most have
been recently formed and thus are still in the early stages of

development.

It is perhaps more important to note the past trends to determine

if they appear headed towards eventual breakeven. Discounting Coe
Padyajhu and San Ignacio, whose growth trend is clouded by the delin-
unency issue, we see that three of the remaining seven rurai credit
unions show positive average annual increases in net inceme. For
one credit union, Crnl. Oviedo, the negative growth trend indicated
is somewhat misleading, since they showed a marked decrease in income
in 1976 as a result of a cut-off in external credit, but revounded to
almost the previous level in 1977. Ve would expect that credit union
to show a positive growth rate in subsequent vears. tHowever, for

La Barrerena, Promocion, and Acahay, the deficits are consiétcnt and

high delinguency problems
b . - ?

»

[¢]

increasing. Since the latter two also hav
the real deficit is greater than shown. Action is required to develop
a strategy to reverse these trends; obviously no institution can oper-

ate indefinitely with expenses exceeding income.

For two of the best developed and all three of the medium developed
rural credit unions, the loan velume for the past vear ranged from

$52,000 to $38,000 per member, and frem $40,000 to 53,000 for farmer
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members. In contrast for the remaining rural credit unions

the range was between $9,000 and $16,000 per member. The differ-
ence in loan volume obviously has an affect on the credit union's
gross income, but more significantly indicates that the former

are serving their membership more effectively than the latter.
Most of the capital for the farmer loans comes from external funds,
CREDICCOP or BMNF, enabling the credit unions to serve more members
with larger amounts. All four of the low loan volume credit unions
had been denied external credit because of their delinquency prob-
lems in prior years. Three have since been reinstated (except for
San Ignacio). The effect of external credit on the -ability of the

aedit unionto effectively serve its farmer members is clearly seen.

Too much external credit can also create difficulties, as shcwn by
San Ignacio. The balance for external loans per member is $47,000,
nearly three tires the combined averags !

eight rural credit tnions. With such hizh leverage, the prcblem

created by member loan delinquency was greatly cepaunded.

One often overlooked measure of credit unica achievenment is

the ability to mobilize savings. Except for cne rural credit union,
all had mobilired between $12,000 ard 16,000 per momber.,  The
better develope Tedit unions seermed to be mobilizing savings at a
substantiaily faster rate than the lesser develeped credit unions,
External loans funds also have an impsrtant afiect on mozber savings.

Since ten percent of all farmer loans are capitalized in shares, the
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greater the loan volume, the greater the amount of shares that can be
mobilized. External funds enable a credit union to increase its own
capital resources at a much faster rate than if such funds were umavail-

able,

Although delinquency is a frequent occurence in developing credit union
movements, the situation in Paraguay is somewhat unique. Several credit:
unions owe more to the BNF than they now have in outstanding loans to
members. This early availability of large amounts of external funds
obtained from the BNF under the original CUNA/AID program has made the
problem in Paraguay more difficult to resolve than in other ccuntries
where such funds were usually not obtainzble. Four of the nine rural
credit unions in the sample have high delinquency rates such that if
continued would eventuzlly lead to insolvency.. Overall, ten rural_credit
unions currently have very high delinquency rates, four of which are in
critical condition. CREDICOOP is currently working with the BNF to
effect a long-term solution to this situation. As iy =o seen, the

reserves are not nearly adequate to cover the existing delinguency.
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The recent addition of marketing to the scrvices provided
unions has also provided an additional significant source of incame.
Although the informatien is not unmiform, it appears that marketing may
provide the difference between i surplus and a deficit for some credit
unions close to the breakeven peint. For credit unions for which there
were data, net marketing income varied from £633,000 for Crnl. Bogado

to $68,000 for Quiindy.
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Overall, we would rate the three better developed credit unions, plus
Quiindy in good financial condition with indications of developing
into healthy financial institutions. La Barrereha would also be
included, since all its indicators are quite positive, except for
the negative trend in net income. Coe Pyajhu suffers from high

‘ delinquency althcugh most of the other indicators are positive.
Thus, these latter two credit unions are rated in fair condition
with good possibility of improving if their respective problems are
addressed. The three lesser developed credit unions are in poor
financial condition; most indicators are negative. Immediate con-
certed action is required and being taken by CREDICCCP to revive
these credit unions, All three urban credit unions appear to be in
good financial condition with prospects of continued irproverment.

Comecipar is particularly strong.

Applying this sample to all credit unions in Paraguay, one

would deduce the following:

Number Financial Cenditicon
Good Tedlm Poor
Rural
Better Developed 4 4
Medium Developed 10 3 7
Lesser Developed 12 12
6 7 -7 1z
Urban
Better Developed 4 4
Medium Developed 7 7
Lesser Developed 2 2

TOTAL ' 39 20 7 12
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The above is obviously only a rough approximation; if all credit
unions had been surveyed, the results would likely have been some-
what different. It does illustrate a point already well know to
CREDICOOP staff, i.e., that a sizable number of rural credit unions
are not financially sound, and some are in extremely precarious condi-
tion. Efforts to improve their condition are in progress. It is
important for CREDICOOP's own financial viability that these efforts
succeed, for if a number of these credit unions do not grow at the
expected rate, or worse are declared insolvent and liquidated, the
projected laon demand and CREDICOOP's expected interest income may

not be attained.
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B. TECHNICAL ANALYSIS

The following discussion attempts to present a composite picture

of the level of technical capabilities at the local level, based

on the field visits to the 12 sampleCredit unions.

Rather than

prepare a detailed description of each credit union,we have taken

the informa’ion gathered by each team and developed a synthesis

which we telieve is representative of the movement as a whole.

As with any attempt at generalization there will be exceptions,

" e.g., one creditunion may far exceed the indicated performance

level, another may not have attained it.

However, in terms of

understanding the general level of development, and identifying

-areas t..t require improvement, we find this approach most useful.

1. Planning and Evaluation.

In the majority of credit unions visited, the manager prepared

an annual plan for review by

mission to the membership at

generally consisted of two major ccrpenor

the projected growth usuallyv contain

and the second relating to the

staff and leadership.

jections, specifying the targets

loans, and other items. The mean

may not accurately reflec< the

the

the

aCt

annual o

—

Co e
Jdoin budges

Board of Directors and sub-

nrojeciions,
nursued by the
112d pro-

, shar

capital,

vious growth trends, or ccnstant percentage increases, yet

it probably does not significantly distort the results

those that would be obtained using a more "scientific'
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projection technique. The targets are definitely measurable,

and serve as the focus for subsequent activities.

For the second component, CREDICOOP has promoted the usage of

a form for planning which details each objective, all activities
related to each objective, responsibility, and completion date.
The better developed credit unions seem to be using this format
fairly effectively. There does exist, cn occasien, some inad-
equacy in the linkages between objectives and activities, i.e.
it is not clear, that completion of all the stated activities
will lead to achievement of the otjective. This results par-
tially from a weakness in the system, and partially from the
lack of experience in using ir. In'the lesser developed credit
unions, the planning activity is fairly weak, such that even
though they may have targets identified, the strategies to
achieve them, the rescurces required, the assignment of res-
ponsibilities and scheduled completicn dates have not been
specified. Obviously these credit unicns reguire assistance in
this area, assistance that is bteing provided by CREDICIOP through
its continuing series of courses on planning and :hrough the

services of the field prcmoters.

One fairly common problem is that systematic planning is not a

familiar activity at the local level, and accordingly, is not
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valued highly. Part of CREDICOOP's task in this area is to
demonstrate the real benefits that can be achieved; e.g., in
obtaining maximum utilization of resources, assistance with

decision making, focusing on real needs and priorities. As

thecredit union expands and takes on more activities, an

effective planning process will become even more essential.

A number ofcredit unions were already in the process of moving
into new service areas. COne had established a program to market
artisan goods, i.e., ponchos and shawls. Another was considering
establishing a processing plant for sugar cane. For these and
other potential new service areas, a feasibility study should
be conducted to fully identify the likely costs and returns,

and the potential risks involved. Meost ciedit unions would not
have the capabilities to conduct such a study, and would require
the assistance of CREDICOOP or related Severnment agencies.
CREDICOOP will need to rurther develcp this capability arnd pro-

vide services to its affiliates. 7 checrxiit unions move into

new service areas withcut fully identifving the asscciated risks,

icus difficulty and

e
W
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it seems likely that scme will encowtte

potential losses.

Some of the better developedcredit unicns renitor progress made
toward completion of the plan at periodic intervals, e.g.,mcnthly,
quarterly, or bi-annually. Cthers appear to do very little ron-

itoring, thus the plan does not serve as an effective guide to



-145-

program activities. End-of-year evaluations regarding the

annual plan appear to be conducted informally if at all,

and it does not appear that the results are used in any

significant way. The results should indicate where the

estimating technique was invalid, or what unrealized tar-

gets should be incorporated into the subsequent yecar's plan.

At the current level of development, any shortcomings

in

evaluation techniques probably do not have a substantial

effect upon a credit union'sgrowth. However, in time it will

likely be very usecful to accurately assess progress, again to

enable thecredit union to maximize its resources, both physical

and human.

Personnel

Most credit unions have some form of job description for each of

their employees, although in scme cases the descripticn lacks

¢ i
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sufficient precision. However. sin-
1

{

3

[¢9
v

latively small, the lack of precisic
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the credit union. Most emplovees are cornizant of the

bilities assigned to them, and the existing

&

structure

of authority within thecredit unions.

instituticns are re-

not Sveave e g oS -
5 Dot adversely asfect

Salaries are based principally upon the projected inceme for

the credit union. A small credit wnicnwill normally be unable

to offer the same salaries as a larger one. This cperates as
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an effective incentive fof the manager to increase the credit
unim's loan portfolio and attract additional members. Most credit
unions budget salary increases in their projections, using cost-
of-living changes and the availability of funds to detexrmine the
increase. Overall, it appears that the salary scale for credit
union employees is slightly below the scale for similar positions
elsewhere. Although it does not appear to be a problem now, it

may cause urmecessary turnover if salary scales continue to lag.

CREDICOOP has instituted a program of positive incentives for
credit unionmanagers. This program allows the manager to receive
bonus payments if he performs a number of activities in a satis-
factory manner. For example, bonuses are received if loan delin-
quency is reduced or maintained telcw 2 specified minimal level,
or if the manager consistently forwards menthly financial state-
ments to CREDICCOP cn time.

Written cvaluation of employee performance is nct done, in part
because such evaluations are not a usual feature or positions

in Paraguay. Informal dialogues about performance hetwren the
manager and the erployees seem o be fairly ccormen, although not
on a regular basis. Although dialogues may have scre merit,
written evaluaticns, if preperly carried out, can te mere useful.
They must be related to the erployee's job description, plus his

plan of work for the pericd. In additicn, specific personal
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objectives agreed to by both the manager and the enployee for the
period being evaluated should be included. MNumerous methods can
be used to actually conduct the evaluation. The important fea-
ture is that a written document be prepared. Only by so doing

can an employee's progress be objectively charted, and will there
be firm evidence for merit salary increases, or in some cases,
dismissal. With specific criteria being used, it is likely the
evaluation will be more objective ‘and that the manager and employee

can reach a consensus,

Accounting

All credit unions are using the accounting system designed and

recomeended by CREDICOOP. The system is fairly elementary, allow-

p)

>erform

re

ing persons with some bookkeeping experience to be able to
all required activities. Since the system does inciude a number
of new activities not normally included in credit unicn accounts,
i.e., marketing, input supplies, ctc., it does mke the svstem

somewhat more complicated, particularly since thesé new accounts
are not currently on the standard financial statemont forms dis-

tributed by CREDICOOP.

One problem that the marketing activity peses is that there may be a
large amount of potential income accrued not vet realized. The
creditunionmay have accumilated large quantities of produce, or

the produce may be in transit to the buyer, or they may still be
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awaiting payment. The same may occur, to a lesser extent, with
expense items, i.e., large expenses associated with marketing may
be accrued,but not yet paid. Thus, the actual profit and loss posi-
tion of the credit unionat any point in time before the year-end

closing may be difficult to assess. As recommended in III.B.Z2.a,

- the monthly financial statement forms should be revised to more

readily provide basic information. Except for this area, the
accounting system appears quite adequate for the needs and condi-
tions at the credit unionlevel. Some of the credit unionsare .
somewhat behind in their bookkeeping and financial statement pre-
paration activities, although it appeared to be a transitory
phenomenon in at least some of thecredit unions. Nearly all pre-
pared reconciliations with general iedger and sub-ledger accounts
for loans, share capital, and deposits, as well as rcconciliations
with bank statements at least monthly. Although rost do not have
a written policy on receipt and disbursement of funds, this act-
ivity is apparently managed adequately. It moy be wsesul for
training new employees to establish written prccedures in this

area.

Operating Budget

Thecredit unions generally utilize a budgeting process recommended
by CREDICOOP. It is not precisely ccmpatible with the accounting
system (see IJI.B.2.b), which makes it difficult to ccmpare actual

expenses with those projected. 1t does estimate required resources
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for the year. A couple of problems exist in this area that make
the results less than satisfactory. First, it appears that many
managers and Board members do not fully value budgeting as a
management tool;.thus, they do not make full use of it. Second,
most credit unions lack a global cash flow analysis which, given
the cyclical variations in loan demand of most credit unions, is
essential. Income and expense items are projected, but not the
total cash flow reqﬁirements including loan and loan repayment
cycles. Thus, credit unicns may face situations of both insuffi-
cient funds at one point and idle surplus funds at another. This
is a critical feature, one that, if included, would allecw manage-
ment to better Qtilize the budget. Currently it is only used

to ensure that the specified limits on expenses are not surpassed.

Another shortcoming is the lack of precision in projecting. As
noted earlier, most use constant percentage increases based cn
previous trends, which may not adeguately reflect changing cir-
amstances. Also, few Tedi

tions behind the projections, so that it i5 vers difficult to

analyze and revise the estimating technigue as a later date.
fe 1y

(REDICOQOP is offering training ccurses in <his area in an effort
to improve this area. Again, there is the feeling that at the
current level of develepment, it does not have a significant

adverse effect on the credit unicn's growth.
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Mobilization of Capital

Most rural credit unions have obtained external credit from
CREDICOOP and/or the BNF to finance agricultural loans. CRED-
ICOOP management indicated that in order to insure the credit
unions do not acquire excessive external debt, they do not
encourage them to seek alternmative sources of capital funds
outside the regular CREDICCOP/BNF channel. The credit unions,
however, are able to obtain loans from the BNF branch office

in their area for loans 'm to a specified limit withcut approval
from CREDICOQP or the BNF headquarters office. The cost of
capital received from the Bank is approximately 16 percent,
from CREDICOOP 10.5 percent. The prohibition on the use of AID
funds for the financing of cotton cr tobacco production pre-

cludes using the lower rates offered by CREDICOOP.
g )

One alternative sources is thecredit union's own mternally
generated capital. Most credit unions have shown fair v large
gains in share capital, mostly as a result of the forced
capitalization provisien cn loans. Since many credit unicns
have been unable to pay dividends cn share capital, these funds
have been essentially cost-free. It seems IiXely that as the
credit unicns become more prosperous, though, <Jividends will he
paid. Thus, at scme point these funds may cos® saw 5> percent

to 6 percent, still considerably below that paid to external

cr

sources. In addition, a number of credit unions
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have recently initiated short-term and long-term deposits programs,
paying specified rates of interest, in an effort to attract volun-
tary sav:'in;gs. It is too early to project how successful this pro-
gram will be, although a number of urban credit unions have been
able to mobilize considerable funds from the deposits programs.
One concern voiced was that these savings instruments may detract
from the use of share capital, which constitutes the permanent

capital for the credit union However, to date this concern does

[ 1)

not appear to be valid. Share capital is the basis for determin-
ing the amount a member may borrow. Thus, the member will still
have strong incentive to increase his share capital. With other

savings instruments paying guaranteed rates of interest, he will

.
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also be encouraged to place surplus fimds with
In projecting the cost of capital for local credit unions, it has
been assumed that farmer lcan demand is met almost entirely by

external finds, at least to the end o the nroiect. Most intern-

ally generated capital is used to meet non-farmer loan demand

and does not arfiect the smant required extormalls However, as we
have projected, local credit unicn savings mav increa.  markedly
’ -t .

such that an increasing porticn of famer lcan Jemand ray be met
fram their own fimds, thus significansly reducing the cost of
capital. IZ, in additicn, the cotton and wobazco restrictions
were lifted, the cost cf axternal funds would be significantly

reduced, thereby reducing the average cost of capital funds.
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One final problem noted by several credit unions is the lengthy
delay in receiving loans, particularly from the BNF. Funds have
often been received after the beginning of the agricultural year,
such that funds for land preparation, plantir;, and weeding must
be provided by the credit union's own resources. In several credit
unions visited, allavailable capital had been exhausted such
that no additional loans could be made, and yet the BNF loan had
not beeﬁ received. Non-farmer loan applications, entirely met
from internal funds, could not be precessed in those credit unions.
Timely availability of credit, particularly zor agricultural loans,
is a basic tenet for financial institutions; the T unfortunately

has not always heeded this tenet.

Loan Portrolio anagement

For farmer lecans in ruralcredit unions loan demand is estimated

using the farmer investment plan as a base. These plans are filled
out for each farmer ustally with the assistance of the field assist-
ant. Cne of the problems menticned was the length or time taken to
fill out the form, usuallw becween 1.5 to 1.5 hcurs Zor each farmer.
As the credit unions yrow, it may be teo timg-coasiming with a large
number of farmers invelved. In additicn, the fom itsel:l does not

really assist the farrer in planning anvthing; it morely Indicates

>

the appropriate times he will need funds, n2lus the amcunt and type
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consuming to ccrplete and more useful as a plarning guide for the

farmer.
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All the individual forms are summarized on a credit union
global investment plan, which details the amount required,
total number of hectares to be planted, etc., by type of
crop. Thus, the same farmer may be listed several times
if he is growing more than one crop. These forms are

forwarded to CREDICOOP and the BNF for review.

Thus, for all farmer loans, the credit union has a well-
established process to identify demand, most of which is

met by external borrowing. For non-farmar loans, most credit
unions usually rely upon historical data to estirate the amount
and types of loans. Since external credit is unavailable for
these loans, there is a definite censtraint, i.e., the effec-
tive demand which can be serviced cannot éxceed the supply of
funds generated by internal savings. In smaller credit unions,
where internal savings are not substantial, neon-Tarmer borrowers

may experience scre delay in echtaining funds.

Nearly all credit unioas have alepted CREDICIOP's recommended

loan policies format, adding scme madifications to meet their
’ >

particular circumstances. The lcan policies are usuallw

adequate, covering all aspects that sh

the process of granting a lcan.

Criteria applied with some regularity include the borrower's

previous credit record and repayment patterns, the regularity
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of savings growth, the objectives of the loan, etc. The
loan to share capital ratio which sets the maximum amount
that can be grantéd seems to be applied consistently, per-
hpas because of problems resulting from previous policies
allowing up to ten times the amount in shares. Although
the above criteria are taken into account, most credit
unions indicated that personal knowledge of the member

was the most importanc factor in deciding on a loan appli-
cation. This, of course, is valid, yet as the credit union
grows, the Credit Committce may have less perscnal kncwledge
of the applicants and will need to rely more heavily on the

other, objective criteria.

Most loan policies seem to contain fairly ambigucus state-
ments about the specific procsdures that should te Zollowed
to collect on delinguent lcans.
action can be taken but Jdo neot detaill the procodures that
;al action. Pevhaps
those steps are btest letailed In a separat: leaument;
however, withcut themn tha credisz unicon Joes not have a

useful guide to collect ¢n Jelinguent lcans.

Qffice Administration

Very fewcredit unicns have written cifice precedures, although
all indicated that the precedures to be followed wore fully

recognized by all employees. Since most cradit unions are

oW
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still fairly small, with small staff, the lack of written pro-
cedures is probably not significant. One possible adverse
affect is that, with staff turnover, there is some possibility

that the procedures will not be executed consistently.

To illustrate, few credit unions have written procedures on
Teceipt and disbursement of funds, or on filing procedures;
however, nearly all these activities are performed satis-
factorily. There may be room for improvement, e.g., the files
are often not identified, making it more difficult to obtain
data, yet the staff feel that they can readily use it, and

importantly, that no information is lost.

The majority of credit unions have space and equipment that is
probably adequate for current cenditions, but will need to be
upgraded as the credit union grows. Only a small number have
a safe, an item that will be increasingly inportant as the
credit unicn grows. Most maintain an invento
ment but fail to indicate such items as the purchase price,
depreciation, zurrent book value, or replacemsnt cost. Cnly

a few credit uniens own or are huving their building space,
which given the large increases in rent experienced in some
parts of Paraguay in recent vears, may substantially affect
operating costs. (In other parts, renting mav, however, be
more inexpensive.) Most credit unicns have eniing insurance
policies offered by (REDICOOP adejuately insuring them against

losses.
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VI. PROJECT IMPACT ON SMALL FARMERS

The CREDICOOP project has affected the material well-being of its small
farmer members in a number of ways: through an increase in farmer access
to reasonably priced credit, through increased farmer capitalization and
savings mobilization, through better input and output prices and improve-
ments in agricultural technology. The purpose of this short section is
to examine some of these measures of project impact in greater detail so

that a more complete picutre of the project's influence can be obtained.

A. INFORMATION DEFICIENCIES

The main findings in this sectivon are based on informaticn drawn
from several sources including team interviews with project staff
and small farmers, existing CREDICCOP records, and a preliminary
analysis of data contained in two AlID-sponsored small Zarmer surﬁcys,

ne involving sas £ farmers in 1972-1373 and the other ¢
one invol sample of 1,001 farmers in 1971-1 1 other a

297 small farmer sub-sample of the original pepulation ceonducted in

June of 1976. In theory, the abcve scurces should have Leen suffi-
cient to estimate changes that had ccourTed in g nmumier oI areas.
Unfortunately, the data frem the two simall Iarmer survevs, by far

the most reliable source, was of limited useolfulness lus to cortain

P
1

technical problems which nrevented detailed statistical analysis

from being performed.

The most serious problem relates to the use cf the 19721-1873 survey

. .

involving 1,001 small farmmers. The published survey results did not

distinguish between credit unicn and nen-credit union farmer activities,

and since AID was not able to provide the team with access to the
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original data base due.to the lack of the proper computer access code,
it was impossible to directly measure the increase or décrease in a

particular credit union farmer variable over time.

Fortunately, the 1976 sub-sample data could be accessed therefore
allowing comparisons to be made between credit union and non-credit
union farmers. However, several technical problems relating to the
statistical weighing of the sample chosen must be resolved before
detailed analysis can proceed. The above two deficiencies are
regrettable since they substantially limit the statemsnts that can

be made concerning the impact of the project on small farmers.
Therefore, given the critical role that this data might play in
measuring project impact and the fact that the 1976 sub-sample survey
“WdS eXpressly Jegigned Lu gggﬂ;r'cr;dit unici pérfor;nﬂcc inlcrmatien,
we strongly recommend that the AID Mission correct these leliciencies
as soon as possible so that ccmplete analysis of project izpact can

be performed. We also reccmmend that the findings be performed frea

this analysis be published as a separate project report.

-In view of the difficulties mentioned above, the statements made
in the following pages should be viewsd as tentative chservations

moans of identi-

j 63

rather than firm conclusicns. Thev are offered as
fying a series of guestions which the leadership of CREDICICP night
wish to analyze with greater precision than was possible with the
data available to the tean. The absence of adequate fammer level
data would also suggest the need for develcping a reperting system

which will allow CREDICOQP to eifectively track the impact of the

project on the ultimate target of their efforts -- the small farmer.
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B. INDICATORS OF PROJECT IMPACT.

| A number of indicators were used to measure the impact of the project
on small farmer living conditions during the period 1972-1976.1
‘These are presented belww and should provide the reader with some
idea of the progress of the project. Many other variables could have
been examined tco, such as the impact of the undertaking on farmer --

non-farmer membership growth patterns, on cropping systems, etc., but

time did not permit us to gather teh necessary information.

1. Access to Production Credit Services

It was quite apparent frecm the team's analysis of credit union
and éﬁEDICOOP rccordslthat rural credit unions now provide sig-
nificant amounts of prcductien credit and marketing services to
their farmer members and that they are beginning to replace or
supplement other oxisting formal and informal credit scurces.

Prior to 1975, virtually all production credis was supplied by

the Banco Nacional de Femento, ut with the irplementation of the
$3,000,000 project lean in late 1379, crodic union services have
expanded censiderably and have atiracted an over-increasing number

of small farmers into the credis unicn =svermsnt. 3y the ond of

of which about 70 percent was used for marketing purposes.

A preliminary analysis of the survey results indicates that the

1. ~ . N . .
~ “Since CREDICOOP did not begin formal operations until the
spring of 1974, the term "project impact also includes impacts
resulting from project support provided to the movement pricr to
CREDICOOP's foundation.
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main beneficiaries of these additional credits are farmers
operating farms of greater than 5 hectares in size. However, a
detailed anaiysis of the distribution of these project benefits
cannot be performed until the deficiencies mentioned in the pre-

vious section are corrected.

Net Farm Income

The only sources of information on changes in project partici-
pant farm incomes during the life of the project are the two

AID-sponsored small farmer surveys conducted in 1972-1973 and

farmers that the project had produced scme positive effcct on
small farmer incomz, it will be impossible to draw any £im
conclusions until the problems mentioned in Section VI.A. are

resolved.

iember Canmitalization

No doubt sone of the inceme gains achieved by farmer participants
channeled into asset accumulation activities, e.g., buving a new
improved plow, a tractor, purchasing land, or increasing the
amount of liquid assets held as shares in their credit unions.
The scarcity of any data con farm investment levels did not
permit us to accurately measure the amcunt of asset accumula-

tion that had oczurred on the farms of project participants

during recent vears; nenetheless, we were able to gain a partial
P ’ k. r
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idea of the accumulation that had occurred by examining the
increase in fammers' savings (shares) in their respective

credit unions.

In an analysis of the financial records of seven rural
credit unions visited, three of which had been cut off from
any external sources of production credit from either CREDI-
COOP or the BNF, we found that the average savings or capital

per farmer member had increased by 20 percent frem 1975-1977.

On the surface, this increase appears to be extremely low in
view of the fact that farmer participants normally receive a
wide range of both credit and technical services in producing
and marketing their crops, and furthersore, are requricd to
capitalize 10 percent of the value of any praducticn loun

. e . . -
received. VYet in this particoular case, three ot

credit unisons Jid not have anv access D oexternial oC

o
{
&)
-~
[

rcduction c¢redis supplied under the project because ot pre-
H L K 3
viously high delinquency rates; =hus, Their capubility to

provide additicnal farm preduction lzans and related services
was greatly restricted. Had we excluded these three credit
unions from cur analvsis, the average indrease in savings por

farmer would have teen tuch higher, increasing frem $65 to

$121 per farmer, an increzse of 86 percent.

Certainly the difference in growth rates of 36 versus 20 per-

cent cannot be sclely aztrituted to the presence cf cutside
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project funds and.services, since the high delinquency rates
experienced in three of the credit unions may have also dampened
farmer willingness to invest in their credit union; nevertheless,
interviews at the farmer level seemed to confirm that the avail-
ability of external sources of credit was a powerful influence
in the generation of small farmer savings and a definite benefit,
since the increased savings not only served as a sort of insurance
policy against possible crop lesses and a fund for future invest-
ment, but also because the growth in savings allowed the farmer

to borrow larger and larger sums for productive

pUrposes.

Expansion of Cultivated Land

There is some evidence to suggest that part of the observed

increase in the net farm incemes cf project participants
came frem expansion or land pliced in cultivation rather
than from any significant irprovensznt in crop zechnology.
The original 1573-1374 survew did reveal that many small
farmers with more than 5 hectares Zammerd onlv a portion

of their total available lanld. Tho

8
vy
]

surplus on the large
that the additional credits sy
have been used

MComes thrcuih the exXtensicon

A randcm examination of

e un

thp
v
el

unions in the departments of isiones and Paraguari revealed
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that this had, indeed, been the case and that all three credit
unions had expanded the area under cultivation by more than
100 percent during the 1973-1977 period. Another indicator
of this land-extensive behavior has been the rapid increase
in the purchase of labor-saving technology like tractors,
sprayers, steel plows, etc. provided through CREDICOOP's
agricultural supplies service which in 1977 amounted to
almost $250,000.

Cost Savings and More Favorable Cutput Prices

Since the observed increase in net farm income among pro-
ject participants apparently did not result from vield per
hectare increases, other factors should be exanined. Cne
obvious exﬁlanation is that under the CREDICCOP scheme
farmers generally received better prices for btoth their
marketed preduce as well as cost savings cn the agricultural

supplies.

The assessment team's analysis of CREDICOCP's records
revealed that the federation was, indeed, able to obtain
both volume and quality price bonuses frecm huvars. More-
over, for those nrciucts exported, it was able te secure
additional price benefits due to the special export tax
relief that it enjoved because of its cradit unien status.
According to data provided in the revised nreject proposal,
the volume and quality benuses have averagad about 6 percent
and 1 percent cf the annual value of crops marketed respec-

tively. Export tax relief has providad an addirional
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2.5 percent cost savings on those crops exported. The majority of

these price benefits are passed directly back to the farmers.l

Farmer participants also receive substantial cost savings in the
purchase of certain agricultural supplies through CREDICOOP.

The organization's tax exempt status allows it to import most
articles tax free, saving menbers an estimated § percent of the
purchase price value in taxes. Moreover, CREDICCOP's low over-

head purchase operation allows additicnal savin

fere

CREDICOOP to offer sale prices to farmers which average 12.9

V.-
udin

—

percent below commercial rates (exc
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port duties), thus, further reducing farm operaticnal costs and

[3%)

leading to improved net farm incomes.

According to AID Mission estimates, the total benefits accruing
to project small farmers during the 1977 to 1981 pericd from the
purchase of low cost agricultural supplies, credit and the sale

of marketed produce will armoumt to approximately $5.€ million.

Better Terms of Credit

Another factor leacing to the apparent increase in net famm

incomes of merdbers cduring the last four vears has been the re-

- -~ o . . Sy P A W,
duced cost that farmers ncw pav for producc o it. Were

t 0T ;- N - DT B e LR =~ ey "
CREDICOOF not involved in the provi i arriculesrol pro-

IMission estimates. (See AID'Paraguay Revised Project :ropesal,
p. 60.)

2Ibid.
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ductioﬁ credit to member farmers, they would be forced to seek
other more expensive sources or abstain from the use of credit
altogether. While the "'true" cost of agricultural credit from.
comercial and informal lenders varies from region to region,
recent studies have indicated that it lies somewhere between

26 to 52 percent.1

Moreover, farmers who utilize these latter sources seldom obtain
the full range of additional support services that are an inte-
gram part of the typical CREDICOOP loan. The cost of CREDICOOP-
sponsored credit, on the other hand, nowhere exceeds 21 percent
implying that participﬁnt farmers often enjoy considerable sav-

ings in acquiring credit.Z

Higher Yields Per Hectare for Specific Crops

Judged by the responses of small farmer members and a preliminary
analysis of data from the 1976 sub-sample, the impact of the
project on crop yields appears to have been small. Scime of

the possible reasons for this apparent shortcoming have been

discussed in the secticn on technical assistance; nonetheless,

lThe true cost of credit normally includes transaction costs as
well as official costs. The additional costs are those that the
borrower must incur to obtain the lcan. Typical transaction
expenses might include: cost of transportaticn to the borrower,
the opportunity cost of establishing a "working' relationship.

2 - .

Some members of CREDICOCP have argued that farmers also view

the 10 percent capitalizaticn requirement as an additicnal "cost."
If that were included, the cost would svill not exceed 31 percent.
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a complete evaluation of the impact of the project on crop
yields and farm productivity cannot be conducted umtil the
technical problems affecting the two AID-sponsored surveys

are resolved.

CREDICOOP: A clear need is an evaluation to detemmine

the existence of profitably proven packages for production
which do not force the small farmer to take undue risk. This
type of evaluation is needed much more than an evaluation of
CREDICOOP's extension program which distributes existing crop
technology packages.
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APPENDIX A
"CREDICOOP 'FINANCIAL PROJECTIONS
($ 0Q0)
6/77 '6/78 "'6/79 " 6/80 ' '6/81
Estimated
A. MEMBERSHIP
1. Number of Affiliated
Credit Unions 39% 42 46 51 56
a. Rural : 26* 27 30 34 38
b. Urban 13% 15 16 17 18
2. Credit Union Members
a. Rural 8,016* 10,266 12,856 15,686 13,826
(1) Farmer members 4,378 6,358 8,648 11,148 13,928
(1a) Farmer quali-
fied for loans 1,488 1,971 3,421 5,221 7,921
(2) Non-farmers 3,638*% 3,908 4,208 4,538 4,898
b. Urban 5,536% 6,680 7,830 9,050 10,340
c. Total (a+b) 15,552 16,946 20,636 28,756 29,166
B. PRQJECTION OF SAVINGS
Annual
I. Urban Credit Unions (both
new and existing members)
a. Shares ($50/member/year) 275% 334 391 453 517
b. Deposits (320/member/year) 111 134 157 181 207
. c. Total 386 468 548 634 723

[§8]

. Shares of Rural Credit Unions
(both new and existing members)

a. Non-fammers (350/member/year) 202 195 210 227 245
b. Borrowing farmers (10% of
loans, C.1.d) 100 150 293 499 828
c. Total (a+b) 302* 243 503 726 1,073
Cumulative
1. Urban Credit Unions
a. Shares 816* 1,150 1,541 1,994 2,511
b. Deposits 157% 290 447 628 835
c. Total g72* 1,440 1,988 2,022 3,543
2. Rural Credit Unions
(shares only) '
a. hon-farmers 246 441 651 878 1,123
b. Borrowing farmers - 565 715 1,007 1,506 2,334
c. Total ) 3I0* 1,156 1,639 Z, 385 3,458
3. Total Cumulative Savings 1,783%* 2,596 3,647 5,006 6,803

** Actual - Based on 10/77 AID project paper
* Actual - CREDICOOP statistics
Note: Some totals may not be equal to the sume of individual cormponents due to
rounding.



C. DEMAND FOR LQOANS
1. Farmer Demand
a. Hectares/farmer borrower
b. Loan demand/hectare
c. Number farmer borrowers
d. Demand for external
credit (a*b-c)

2. Urban Demand
a, Cumlative savings
b. Demand (150% cumlative
savings)
c. Repayments _
"(1) Loans made same year
(.36)
(2) Loans made previous
year (.57)
(3) Loans made 2 years
prior (.07)
(4) Total
d. Available savings
(annual new savings)
Total available supply
Demand
Need for external funds

@ Hh o

D. SOURCES OF CAPITAL FUNDS
1. Capaital From Previous Year
a. Reserves grant
b. Previous capital funds
accumulated
c. Total

2. Annuzl Savings of Credit
Unions in CREDICOOP

Urban (Z.5% of new savings)

Rural (2.5% of new savings)

Urban (5% of loans)

Rural (5% of loans)

Total

P PO

External Borrowing
a. AID
b. Other

(93]

4. Repayment from Credit Union
(previous year)
a. Rural
b. Urban
c. Total

5. Marketing Advances Repaid
6. Total Sources
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6/77 6/78 6/79 "'6/80 "'6/81

Estlmated

4.0 4.3 4.6 4,9 S.1

168 177 186 195 205

1,488 1,971 3,421 5,221 7,921

1,000 1,500 2,927 4,989 8,281

972* 1,440 1,988 2,622 3,345

1,459 2,160 2,982 3,932 5,018

525 778 1,074 1,416 1,807

432 831 1,231 1,700 2,241

53 53 102 151 209

—I,010 1,662 7310 VLY 757

386 468 548 634 72

1,396 2,129 2,953 3,900 J,981

12459 2,160 2,982 3,932 5,018

03 ol 24 kYA 33
140%
27*
Y

10 12 14 16 18

8 9 13 18 27

3 2 1 2 2

S0 75 146 249 414

70 97 174 283 361

1,470% 383 383 383 383

80 363 924 1,438 2,270

- 63 31 24 32

80 426 956 1,362 2,302

- 1,361 1,311 1,361 1,188

1,787 2,267 2,823 3,491 4,652
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6/77
Estimated
E. USES OF CAPITAL FUNDS
1. Loans
a. Rural credit unions 363
b. Urban credit unions 63
c. Total 426
2. Marketing Advances 1,361
F. REVENUES
1. Dues
a. Capital dues (.5% savings) 5
b. Member dues (.32/member) 3
c. Total gax
2. Program Revenues
a. Audit 1
b. Education 3
c. Total gan
3. Interest
a. Loans (10% + .5% commission)
(1) Rural 35
(2) Urban 6
(3) Total JTrx
b. Interest on deposited
repayments (8%) 22
c. Total 0o**
4. Total Revenues ToA%
G. EXPENSES (10% increase in P/O costs)
1. Interest - AID lean (2% loans
outstanding) gax
2. 15 BNF pass-threcugh commission 0
3. Interest -Other 1i%x
4. Bad Debts, Allccation (1% loans
outstanding) -
5. Personnel/Cperating Costs 1377
6. Total Expenses [70%n
H. PROFIT/(LOSS) (104)**
I. EXPENSES (1673 increase in P/0O costs)
I. Interest - AID loan (.02 loans
outstanding) gar
2. 1% BNF pass-through cermission -
3. Interest - Other 14%%
4. Bad Debts, Allecaticn (13 loans
outstanding) -
5. Perscnnel/Cperating Costs 157%*
6. Total Expenses [79%*

. PROFIT/(LOSS) - (104)

6/78 6/79
924 1,438

31 24

955 1,462

1,311 1,361

13 18

5 7

- I8 — 25

6 7

17 18

25 5

89 138

3 2

97 T T
3 6

95 I3
136 197
37 45

19 22

10 15
173 19
..!.)S ..’ .‘I

(102) 79
37 45

19 22

10 15
182 211
..33 Zga
(112) (96)

S2
26

23
209
310

(34)

52
26

23
245
336

(54)

6/81

3,530

3,568
1,084

340

F
(93]
[R2]

60
30
23

36
284
153
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ASSUMPTIONS FOR CREDICOOP FINANCIAL PROJECTIONS

I. INTRODUCTION
The team decided to utilize the projections done by B. W. Allen, Financial
Analyst, AID dated January 15, 1976, as preliminary projections for the
purposes of this assessment study. The assumptions of Allen were reviewed
with CREDICOOP management and appropriate revisions were made. Upon fur-
ther analysis, some assurmptions of management were again revised by the

CUNA assessment team.

It should be stressed that the projections do not include any actual or
projected data related to CREDICOOP's marketing functicn except applying

projected surplus funds to marketing advances. As suzh, the srojectiens

f

do not provide a camplete financial ficture of (UDICXCY. However, for
break-even analysis any projected revenues frem marketing would be ex-
cluded anyway, since they will be used cnly 2o develsp the marketing

infrastructure, not to ccver operating costs.

The projections presented are similar z¢ the format used by Allen with
some modifications resulting from ¢ifferent estimating techniques. Actual
data as of June 1977, was used when available. If not, the best esti-

—

mate was used with the procedures explained below. The assuptions for

each line-item follow.
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ASSUMPTIONS
A.  MEMBERSHIP
1. MNumber of ‘Affiliated ‘Credit Unicns

Allen reduced the mmber of credit unions added each year from
the projections in the Capital Assistance Paper (CAP) dated
11/74. Management felt this assumption was still valid, since
the current smphasis: is on working with existing credit unions
to perhaps open branches and develop the use of ''comites por

ania' rather than on establishing new credit umions.
comp

Credit Union Members

,Allen reduced the projected growth in credit union members from

the CAP primarily due to the slowdown in adding credit unions
and more selective membership. In addition, the mumber of farmers

qualified for loans was reduced.

The totals of farmers and ncn-farmers were reduced using the actual
amount (6/77) as a base, but with the same annual increrents used
by Allen. It was felt this gave a tetter representation of cur-
rent levels. The number of farmer members (4,378) indicated in

the 10/76 project paper was subtracted frcm total rural members

to obtain estimated non-farmer membters (3,638).

The farmers qualified for lcans were also reduced using the num-
ber (1,971) projected for 1977-1978 in the Global Investment Plan

as a base and then using the increments projected by Allen. The
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number of farmers in 197? (1,488) was estimated as a derivative
of C.1l.a., b., and d.

Urban credit union members' estimates are the same as those of
Allen since his projected figure (5,600) was close to the 6/77
actual figure (5,536). °

B. PROJECTION OF SAVINGS

1.

Urban Credit Unions

Allen made a distinction between the annual amount saved by new
members vs. existing members. However, CREDICOOP management made
a distinction instead between shares and deposits saved. The
Teason was that CREDICOOP does not have data on existing vs. new

members.

It was estimated that all members would add $50 tn their shares
and $20 to their deposits annually since these amounts reflect

the current rate for 1977.*

* These calculations were performed as follows:

1. Shares
$275,400 s 5,111 - $55.88
(Increase in shares (Average mumber (Average amnual
of urban members of urban members increases in -
6/76-6/77) 6/76-6/77) share savings
per urban member)
2. Deposits . '
$79,000 s 5 481 X 12/8
(Increase in deposits  Average mmber of (Annualizing
of urban members - urban members factor)
1/77-9/77) 1/77-9/77
= $21.62

(Average annual increase in
deposits per urban member)
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Rural Credit Unions

a.

Non-Farmers

Again, the distinction between new and existing member savings
was eliminated. It was extimated that an average of $50 would
be saved in shares annually by non-farmer members of rural

1 YA

credit wnions.” This was based on current data.

‘Borrowing Farmers

The only share savings projected for farmers is of those who
borrow. Their rate of share savings is estimated at 10% of
farmer loans, i.e., the forced capitalization requirement.

No voluntary savings are assumed for farmers.

C. DEMAND FOR LQANS

1.

Farmer Demand

Total farmer demand for production credit from external sources

is the product of average hectares financed, cost per hectare

and number of borrowers. lowever, the actual demand will prob-

ably be greater than that projected »v Allen 3ince these nrojec-
ps v

1

It is assumed that in rural credit unions only shares are saved

since there have been few deposits to date in the majority of these
credit unions.

2This was calculated as follows:

$201,900 H 3,638 , - $55.50

(Estimated shares

saved
6/76-6/77)

This estimated $201,900 was obtained by subtracting the estimated shares
for farmers (§100,000) from the actual 6/77 total ($301,900).
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tions include implement ioans. Using the 1977-1978 global invest-
ment plan ﬁsee figures for 6/78) as the base, all three components
were revised using Allen's annual increments.1 The number of farmer
borrowers is slightly lower, but the loan demand per hectare is much
higher, resulting in high total loan demand projections. Note these
figures represent the demand for external credit. Some additional .
farmer demand may be met from the credit union's own funds. Such
loans though have no effect on CREDICOOP projected income, and
therefore are not estimated here. Similarly, we assume that all
non-farmer loan demand is met from credit union funds which does

not affect CREDICOOP income projections, and thus there is no need

to estimate this demand.

It is assumed that all agricultural loans are.to be repaid in one
year or less, which in turn is repaid to the external lender. Loan
repayments, therefore, do not constitute a source of funds for

farmer loan demand.

Urban Demand
It is assumed that (as in the Allen projections) urban loan demand
is limited to 150 percent of cunmlative urban savings (or borrow-

ing of 1.5 x shares and deposits).

1Loan demand per hoctare was estimated using Allen's annual percent
age increases. Th~ total demand estimated for 6/77 (1 miliion)
1s the same as that used by Allen, rather than the $1.6 million in
the new project paper, so that is more compatible with the 6/78
figures (J1.5 million).



-174~

It is assumed‘that the average loan period of urban loans is 18
months with equal monthly amortization. Assuming equal monthly
amounts of funds are lent within each calendar year, 36 percent
of lent funds are repaid in the same calendar year, 57 percent
in the following calendar year, and 7 percent in the next cal-

endar year.

Repayments plus annual new savings less gﬁf&ﬁt spzlz need for

external fumds. It is assumed that these exrtzrmal loans are pro-

‘vided by CREDICOOP.

Note:

Funding and Operating Income and Expenses of Urban and Rural

Credit Unions

This section of Allen's projections is excluded here since it
was felt that a global estimate (total for all credit unions)

of revenues and expenses is meaningless and misleading. For

[¢°]

example, a small number of credit unions way acccunt for the
bulk of either of these two items. In addition, these figures

do not indicate the generai financial corditicn of the individual
credit cooperative, nor how many appear headed towards self-

sufficiency.

Sources and Uses of Capital Funds: CREDICOOP

These sections have been made cizmlative which eliminates the

need for Allen's section F.3.
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D. SOURCES OF CAPITAL FUNDS

Some changes and additions to the Allen projections have been made to

this item,

1.

Capital From Previous Year

The reserves grants of $140,000 were capital donations made by AID
in "976 and 1977. It is assumed this is available for loans. Pre-
vious capital funds accumilated of $26,928 is previocusly accumulated
share capital paid in by the credit unions to CREDICOOP.

Annual Savings of Credit Unions in CREDICOQP

Article 21 of CREDICOOP's bye-laws states that member credit unions
must maintain an equivalent of 2.5 percent of their own savings
(shares and deposits) as shares in CREDIébOP. This means that

2.5 percent of annual new savings in credit uniens should be
infested in CREDICOOP which in turn becomes a potential source

of capital funds. In addition, (REDICOCP loan regulaticns state

that 5 percent of loans to credit unions mus: be capitalized.

External Berrowing (Annual)

Virtually all of CREDICOOP's external borrowing is accounfcd for
by the $3 million loan from AID. The annual borrowing shown is
different from the disbursement schedule found in the amended

loan agreement dated 12/7/76. The reason is that the amount
actually disbursed as of 6/77 was different from that scheduled.
It was assumed here that the balance of the $3 miliion is divided

equally among the remaining four years of the project.



-176-

4. Repayments From Credit Union Loans

To simplify calculations, the loans to both rural and urban credit
unions are assumed to be repaid in 11 months which, given the -

cycle for agricultural loans at least, means that repayments would
be received in the year follpwing the disbursement. No delinquency

is assumed so repayments are 100 percenc of the amount disbursed.

5. Marketing Advances Repaid

This is the balance of total sources less loans to credit unions
from the previous year (line E.2) which becomes a source the fol-

lowing year. Marketing advances are discussed below.

E. USES OF CAPITAL FUNDS

1. Loans

~a. Rural Credit Unions

These are the same amounts projected by Allen with the excep-
tion of the 6/77 and 6/78 figures. The figure for 6/77 was

estimated using the estimated interest received for the fis-
cal year ($34,985 & .09625 = 3363,484). For 6/78 the figure

in the global investment plan was utilized.

b. Urban Credit Unions

These amounts represent surplus demand (line C.2.g.) in urban

" credit unions.
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2. Marketing Advances

These projections do not deal with the marketing aspect of CREDI-
COOP. However, it is assumed here that any surplus after produc-
tion credit loan demand is met is applied to marketing advances

to cre;iit unions rather than deposited in interest bearing accounts.
It is assumed these advances are short term and are repaid the fol-

lowing year (1iné D.S5.).

F. REVENUES!
1. Dues

This was eliminated as a source of capital funds (section F.).
Dues are used as income to cover operating expenses and as such
are not a source of funds for loans. The total dues for 1977

.

are actual, but the capitalization and member dues are est.imated.'z

a. Capitalization Dues

These are calculated as .5 percent of projected cumulative

savings of all member credit unions.

b. Member Dues
These arc calculated as $.32 per member times total member-

ship.

lAll actual revenue and expense figures were obtained from the
October 1977 AID project paper.

2

“The projected dues for this year were calculated (35,913 + $4,335 =
$13,248) and these percentages applied to the actual total to obtain the
estimates shown.
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Le FIUPIdIl NCVENUES

This was eStimétegl as $300 per audit for 50 percent of the credit
unions per year and $400 per credit wunion for education per year;,
(This compares with $200 for 50 percent and $500 respectively in

- the Allen projections,) Again, the total for June 1977 is actual
with (1) and (2) estimated ba:séd on the percentages for June 1978.

3. Interest

a. Interest and Commission.

This is interest and commission on loans to credit unions pro-
jected as 10 percent and .5 percent respectively (as compared
to 9 percent and .5 percent in the Allen projections) for a
total of 10.5 percent of loans to rural credit unions (line
F.2.a.). Since the estimated term of these loans is 11 months,
the adjusted interest rate is .09625 (11/12 x .105). Even
though the commission is paid on the full amount of the loan,
for ease of calculation the .5 percent was merely added to. the

interest rate. The difference in revenues is insignificant.

b. Interest on Deposited Repayments

Since credit union loans are for 11 months, there is one
month when the repayments are deposited rather than being
relent lumediately. The estimated annual interest on these
depcsits is 8 percent (currently what savings and loans are
paying for passbook accounts). Thus, the adjusted interest

rate is .006667 (1/12 x .08). The $22,032 for June 1977,
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includes $16,799 interest on accounts receivable and $5,025

interest on deposits.

G. EXPENSES

1.

3.

G.5

Interest - AID

Annual interest on the $3 million AID loan is 2 percent of the
outstanding balance, which is equal to the cumulative disburse-

ments since the first repayment is not due until 1986.

The National Development Bank charges a 1 percent pass-through

comnission on the $3 million AID loan.

Interest - Other

"It is not known what the $13,705 for June 1977, represents. The
$23,315 for June 1981, is interest on "borrowing by CREDICOOP to
meet demand in 1980 over and above funds available from the AID
loan and other available funds' (Allen). These are short-term
funds of 11 months amortization with an estimated annual rate of
.08 or .0733 adjusted. The amount of the borrowing as shown in

the loan agreement is $317,938.

Bad Debts Allocation

An estimated 1 percent cf loans is allocated each year to cover
bad debts, even though repayments (line D.4.) assume 100 percent

recuperation of loans.

and I1.5. Personnel/Operating Costs

Here two alternative sets of projections are made (lines G.4

and I.4). The Allen projections show a decrease in these costs
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from June 1977, actual of $157,024 (or a projected $154,700)
to $153,670 in June 1978. It is assumed here that instead

these costs will increase by at least 10 percent per year to
cover inflation (line G.4.). Total expenses and net profit
resulting from this assumption is shown in lines G.S5. and H.

respectively,

If CREDICOOP is to breakeven by the end of the project (6/81),
then these costs can only increase by a maximum of 16 percent
annually (line I.4.). Lines I.S5. and J. show the total expenses

and net profit resulting from this assumption.



APPENDIX B
SAMPLE 'CREDIT UNIONS - STATISTICAL SUMMARY

Rural Credit Unions

Coronel Bogado
Coronel Oviedo
San Juan Bautista.
Quiindy

La Barrereha

Coe Pyajhu
Promocién

Acahay

San Ignacio

Urban Credit Unions

Comecipar
San Pablo
Mburicao
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CORONEL BOGADO
% 000)
6/17 6/76 6/75 6/Th 6/73
Members-Total 574 454 388 319 127
Farmers 303 245 251
Non-Farmers 271 209 137
- Loan Veclume-Total 21,597 10,782 13,663 1,120 67
Farmers 13,736 5,924 10,153 884 - -
Non-Farmers 7,861 4,858 3,510 236 67
Loan Balance(EOY)-Total 15,159 8,556 7,380 784 88
Farmers 10,040 5,242(2) -
Non-Farmers 5,119 3,658 88
Peak Loan Balance-Farmers 12,130 10,285 3,689 -
Shares Balance(EQOY)-Total 7,664 4,486 3,091 1,292 253
Farmers 4,368 2,477 1,979 ' -
Non-Farmers 3,296 2,009 1,112 253
Demand Deposits 178 - - - -

- Fixed Term Devosits - - - - -
Loan Balance(EOY)w BNF 5,337 5,452 5,996 - -
Loan Balance(EOY)w Credicoop 13,637 2,636 833 218 -
Gross Income 4,543 1,728 1,486 150 23

" Interest 1,186 1,016 953 78 1

Commissions 789 487 369 37 -
Punitive Interest 70 77 5 1 -
Markéting Income 2,337 - - - -
Other Income 161 151 159 34 22
Expenses-Total 3,412 1,700 1,423 267 53
Administrative 1,007 1,058 721 232 53
Financial 701 642 631 35 -
Marketing 1,704 - - - -
Net Income 1,151 28 63 (117) (30)
Ioan Delinguency (%) 12(1) 36% :

(1) May 1977
(2) July 1976
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CORONEL OVIEDO

(% 000)
6/77 6/76 6/75 6/T4 6/13
Members~Total 650 626 740
Farmers 181 180 274
Non-Farmers 469 446 - 464
Loan Volume-Total 9,390 - -~
Farmers ' | 2,840 - -
Non-Farmers 6,558 - -
Loan Balance 12 month average 7,731 9,571 10,743
Parmers
Non-Farmers 1
Peak Loan Balance-Farmers
Shares Balance(EOY)-Total 7,487 6,260 5,488
Farmers 2,496 2,148 2,090
Non-Farmers 4,991 4,112 3,398
Demand Deposits 617 255 173
“ixed Term Deposits 407 100 -
Loan B-lance - External Loans 3,855 3,759 4.573
12 month average ’
Cross Income 2,098 1,736 1,722
Interest 011 1,173 1,179
Commissions 459 392 286
Punitive Interest 107 113 78
Marketing Income (net) . 547 - -
Other Income 74 58 179
Expenses~-Total 1,483 1,643 1,055
Administrative 1,179 1,232 506
Financial 304 411 549
Marketing - - -
ilet Income 615 93 667
Loan Delinguency (%) 11% - -
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SAN JUAN BAUTISTA

roan Delinguency (%)

(8 000)
/17 5/76 /75 5/Th 5/13

Members-Total 363 258 227
Farmers 174 118 107
Non-Farmers 189 140 120

loan Volume-Total 13,664 - -
Farmers 9,296 ‘- -
Non-Farmers 4,368

Loan Balance 12 month average 6,771 4,585 3,890
Farmers
Non-Farmers

"Peak Loan Balance-Farmers

~Shares Balance{EOY)-Total 4,944 2,862 1,972
Farmers 3,177 1,746 1,237
Non-Farmers 1,767 1,116 735

Demand Deposits To- - -

Fixed Term Deposits - - -

Loan Balance - External Loans 5,149 3,323 -2,944
-12 month average .

Gross Income 1,880 1,005 191
Interest 660 621 53
Commissions 575 173 136
Punitive Interest 47 5 2
Marketing Income (net) . 187 102 -
Other Income 411 104

Expenses-Total 1,229 783 393
Administrative 674 479 327
Financial 555 304 66
Marketing

Net Incone 651 222 (202)
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QUIINDY
(% 000)
7/17 T/76 7/75 T/Th 7./73
Members-Total 224 181 147
Farmers 152 | 120 74
Nor.-Farmers 72 ' 61 73
Loan Volume-Total 7,978 - -
Farmers 6,106 - -
Non-Farmers 1,872 - -
Loan Balance 12 month average 4,543 1,612 813
Farmers '
" Non-Farmers
Peak Loan Balance-Farmers
Shares Balance(EOY)-Total 2,964 1,255 500
Farmers 2,101 1,010 401
Nlon-Farmers 863 245 99
Demand Deposits 112 - 10
Iixed Term Deposits = = -
Loan Balance - External Loans 5,044 2,104 575
12 month average
Gross Income 1,134 430 138
Interest 513 208 81
Commissions 356 177 26
Punitive Interest 10 6 -
Marketing Income (net) A8 - -
Other Income 187 39 31
Expenses-Total 1,130 512 221
Administrative 650 279 157
Financial 480 233 64
Marketing = - -
Net Incone 4 (82) (83)
Loan Delinguency (%) 4
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LA BARRERENA
(& 000)
6/17 6/76 6/75 6/74 6/73
Members-Total 231 174 153 78 -
Farmers 66 47 55 71 -
Non-Farmers 165 127 98 7 -
Loan Volume~Total 7,673 3,354 2,448 - -
Farmers 3,501 1,733 1,578 - -
Non-Farmers 4,172 1,621 870 - -
Loan Balance(EOY)-Total 3,947 1,516 1,577 - -
Farmers 1,826 625 697 - -
Non-Farmers 2,121 891 870 - -
Peak Loan Balance-Farmers 2,418 1,733 1,578 - -
Shares Balance(ZEOY)-Total 2,988 1,358 741 S1 -
Farmers 926 407 341 6 -
Non-Farmers 2,062 951 400 85 -
Demand Deposits - - - - -
Fixed Term Deposits - - - - -
Loan Balance(EOY)w BNF 2,209 828 =797 - -
Loan Balance(EQY)w Credicoop 1,701 274 149 - -
Gross Income 606 316 217 - -
Interest 313 194 137 - -
Commissions 268 88 44 -
Punitive Interest 19 8 2 - -
Markéting Income - - - - -
Other Income 6 26 34 - -
Expenses-Total 798 526 323 - -
Administrative 467 389 243 - -
Financial 331 137 80 - -
Marketing - - - - -
Net Income (192) (210) (106) - -
Loan Delincuency (%) 6.1% 38%
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COE PYAJHU
(% 000)
6/7T 6/76 6/75 6/Th 6/73-

lembers-Total 337 308 336 349 288
Farmers
Non~Farmers

Ioan Volume-Total 10,658 5,111 10,935 8,746 . 4,345 -
Farmers 8,874 3,329 9,192 5,479 2,203

___ _Non-Farmers 1,886 1,782 1,743 3,267 2,142

Loan Balance(EOY)-Total 7,798 8,954 13,600 6,568 1,735
Farmers ' ' '

‘Non-Farmers

“2ak Loan Balance-Farmers ‘

Shares Balance(EOQY)-Total 4,729 3,618 3,910 - 2,879 1,474
Farmers ' . o ‘
llon-Farmers

Demand Deposits 162 - - S5 66

Jixed Term Depogits - - - = - 25

“oan Balance(EQY)w BNF 4,766 6,347 11,602° 4,588 279 .

Toan Belance(EQY)w Credicoop 413 277 107 324 173

Sross Income 02,299 1,702 2,016 - 330 234
Interest 1,248 1,477 1,675 718 160
Commissions 616 222 332 153 -
Punitive Interest 169 3 6 - -
I/Larketing Income - - - - -
Other Inconme 266 - 3 9 74

Txpenses-Total 2,174 1,953 1,945 846 344
Administrative 1,045 1,114 813 543 221
Financial 1,131 839 1,132 303 124
Marketing - - - - -

let Incone 125 (251) 71 34 (111)

ioan Delinguency (%) 47% 18% (1)

(1) September 1976
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PROMOCION
(& 000)
6/77 6/76 6/75 6/T4 6/73
Members-Total 438 440 497 470 417
Faruers 317 328 325, 320 252
Non-Farmers 121 112 172 150 165
- Loan Volume-Total 4,613 2,091 12,200 9,647 . 6,268
Farmers 2,908 1,644 - 5,600 3,273
Non~Farmers 1,705 447 - 4,047 3,055
Loan Balance(EOY)-Total 8,996 8,587 12,200 9,647 4,515
Farmers 6,601 6,355 7,334 5,600 -
Non-Farmers 2,395 2,232 4,866 4,047 -
Peak Loan Palance-Farmers 8,730 8,100 - 5,600 54919
Shares Balance(EQY)-Total 5,060 5,062 5,464 4,637 3,016
Farmers 3,410 3,308 3,100 2,045 -
Non-Farmer : 1,650 1,754 2,364 1,992 -
Demand Deposits - - 3 - 25
Fixed Term Deposits - - = - -
Loan Balance(EOY)w BNF 6,070 5,252 7,833 3,609 1,917
Loan Balance(EOY)w Credicoop 750 220 102 212 -
Gross Income 1,082 1,481 1,952 1,269 870
Interest 711 1,194 1,533 992 448
Commissions 109 52 273 - -
Punitive Interest 2 114 - - -
Marketing Income - 71 - - -
Other Income 260 50 146 27 422
Expenses-Total 1,410 1,611 2,163 1,244 986
Administrative 802 1,170 956 - 680
Financial 608 370 1,207 - 306
Moerketing - 71 - - -
Het Income (328) 130) (z11) 25 (116)
Loan Delinguency (%) 53%
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ACAHAY
(8 000)

12/m7 . 12/76 12/75 12/7h 12/73
Members-Total : - 131(1) ¢ 122 92 -
Farmers : - { 72 T 39 R
Non-Farmers _ - 59 - 53 -
ioan Volume-Total .- 1,121 - 954 . -
Farmers - - 1,078 - 748 .
Non-Farmers - 43 - 206 -

Loan Balance(EOY)-Total -] 1,409Q0) 1,247 8s7 - .| - -
Farmers : - 1,238 1,078 748 -
Non-Farmers - | 1m0 - 206 -
Peak Loan Balance-Farmers - .1,587 ' - 748 -
Shares Balance(EOY)-Total - ' 623 522 . 318 -
Farmers . ~ ' 388(1) - 182 -
Non-Farmers - 235 - 136 -
Demand Deposits - , - - - -
Tixed Term Deposits = - - -~ -
Loan Balance(EOY)w BNF - . 1,065 1,109 733 -
Toan Balance(EOY)w Credicoop - 393 176 10 -
Gross Income _ - 219 169 47 -
Interest - 135 109 ' 17 -
Commissions - 40 31 24 -
Punitive Interest - 44 - - -
Marketing Income . - - - -
Other Income - 29 6 - -
Lxpenses-Total - 408 238 186 -
Administrative - 243 165 167 -
Financial - 165 73 19 -
Marketing - - - - -
Net Incone - (189} (69) (139) -
Loan Delinquency (%) - 51% (3) l 32% (2) 1% -

(1) November 1976
(2) January 1976
(3) March 1976
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SAN IGNACIO
(8 000)
6/17 6/76 6/75 6/T4 6/73
Members-Total 441 447 485 333 -
Farmers 335 280 152 118 -
Non-Farmers 106 167 333 215 -
Loan Volume-Total 7,075 5,598 28,431 11,461 -
Farmers 6,008 4,325 27,003 10,6381 -
Non-Farmers 1,067 1,273 1,428 780 -
Loan Balance(EOY)-Total 18,788 21,389 28,327 24,857 -
Farmers 17,721 20,254 22,068 24,582 -
Non-Farmers 1,067 1,135 - 777 -
Peak Loan Balance-Farmers 17,721 22,535 30,922 24,857 -
Shares Balance(EOY)-Total 7,194 7,677 7,737 .6,959 -
Farmers 6,506 6,702 6,650 6,449 -
Non-Farmers 588 975 1,687 505 -
Demand Deposits - - - 15 -
Fixed Term Deposits - - 530 150 -
Loan Balance(EQY)w BNF 20.254 20,254 22.068 22,583 -
Loan Balance/#0Y)w Credicoop 464 640 835 1,064 -
Gross Income 5,073 4,503 4,121 8§43 -
Interest 3,593 3,938 3,050 516 -
Comuissions 230 185 790 114 -
Punitive Interest - - - - -
Marketing Income . 949 - - - -
Other Income 301 380 281 214 -
Expenses-Total 4,996 4,880 3,967 857 -
Administrative 1,258 1,374 2,410 - 352 -
Financial 2,964 3,208 1,557 505 -
Marketing 772 269 - - -
Het Income 77 (377) 154 (14) -

Ioan Delinquency (%)
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COMECTIPAL.
(@ 000)
| 37T 3/76 3/75 3 /T4 3/13
riembers-Total 735 613 540 408 289
Farmers - - - - -
Non-Farmers - - - - -
Loan Volume-Total 43,750 31,327 15,582 7,920 5,244 -
Farmers - - - - -
Non-Farmers - - - - -
Loan Balance(EOY)-Total 38,000 25,753 14,592 7,920 5,244
Farmers ' - - - - -
Non-Farmers - - - - -
2eak Loan Balance-Farmers - - - - -
3hares Balance(EQY)-Total 34,083 22,698 14,461 7,840 4,080
Farmers - - - - -
Non-Farmers - - - - -
“emand Deposits 2,627 - - - -
Tixed Term Deposits 3,046 610 -~ 150 -
Loan Balanoe(EOY)w BNF - - - - -
‘can Balance(EQY)w Credicoop -~ ~ - - -
ross Income 5,315 - 2,031 Q86 121
Inte'rest 5,507 - - 946 21
Commissions - - - - 30
Punitive Interest - - - - -
Marketing Income - - - - -
Other Income 308 - 75 70 10
“xpenses-Total 3,554 - 1,283 705 152
Administrative 3,115 - 1,155 702 13°
Financial 439 - 128 3 -
Marketing = - - - -
et Tncome 2,261 - 748 280 (1D
wan Delinguency (%) 1.46% 0.94% 1.45% ~n.98% 2.63%
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SAN PABLO
(& 600)
12/17 12/76 12/75 12 /Th 12 /73

Members-~Total - 264 245 220 -
Farmers - - - - -
Non-Farmers - - - -

Loan Volume-Total - 2,580 2,017 - -
Farmers - - - - -
Non-Farmers - - - - -

Loan Balance(EQY)-Total - 1,598 1,163 716 -
Farmers - - - - -
Non~-Farmers - - - - -

Peak Loan Balance-Farmers - - | - -

Shares Balanse(E0Y)-Total - 1,378 | 939 777 -
Farmers - - - -
Non-Farmers - - - -

Demand Deposits - - - - -

Fixed Term Devosits = - - - -

Loan Balance(EOY)w BNF - - - - -

Loan Balance{EJY)w Credicoop - - - - -

Cross Income - 222 162 a2 -
Interest - 164 112 49 -
Commissions - 50 41 29 -
Punitive Interest - - - - -
Marketing Income - - - - -
Cther Income - ] 9 4 -

Expenses-Total - 152 138 74 -
Administrative - 152 138 74 -
Financial - - - - -
Marketing - - - - -

Ket Incone - 70 24 8 -

Loan Delinquency (%) - 11% 16% { - -

(1) November 1975
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MBURICAG
(6 000)
2/TT 2/76 2/75 2/Th 2/13
Members-Total 173 136 8s 49 -
Farmers -
fon-Farmers =~
Loan Volume-Total 1,898 860 - 124 . -
Farmers -
Non-Farmers 1,898 860 - 124 -
Loan Balance(EQY)-Total 1,264 525 - 74 -
Farmers -
Non-Farmers 1 -
Peak Loun Balance-Farmers -
Shares Balance(EOQY)-Total 1,060 547 214 30 -
Farmers ' o -
llon-Farmers -
Demand Deposits -~
Fixed Term Desosits 90 - - - -
Toan Balance(EOY)w BNF -
[oan Balance(EQY)w Credicoop ! -
Gross Income 161 70 30 17 -
Tnterest 105 44 14 3 -
Commissions 38 17 2 -
Punitive Interest 2 2 - -
Marketing Income - - - - -
Other TIncome 16 7 9 12 -
Z¢penses-Total 153 68 23 16 -
Administrative 140 61 23 16 .
Financial 13 8 - - -
Marketing - - - - -
Wet Income 5 1 7 1
Loan Delinquency (%) 3% 63 - - -
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APPENDIX C
DELINQUENCY AND LEVERAGING

One of the most crucial issues in this project has been that of the high delin-

quency and potential insolvency of a number of rural credit unions.

I. CAUSES OF THE PROBLEM

A. LEVERAGING
The policy of all the participants in the project - CUNA, AID, BNF,

and CREDICCOP - until 1974 scemed to ermphasize the borrowing of large

amounts of external capital by rural credit unions with little con-

cern about the possible effect on the inancial struzture of those

credit unions. These credit unions horrowed several times their
share capital; a 10:1 ratio apparently was the standasd,  In cne case
a loan application for $174,000 was npprovcllin 5/74 when the credit
union concerned had only 13,430 in share capital, o !3:1 ratie. The
loan policy of the lender, the Panzs Nacicnal e Fomonto, pomitted

. . oy . X .
such high leveraging because they belioved that as o result of the

- . L . e .
continuing assistance provided by O\ and ALD, oredit unions had

3 ) T3 ey it Ters ey ey et e ~erey oy Y L L L R
evolved into strong Iinancial instizutions capadle of managing large

- . - cneny #ay ) aie? y s Y Y- 1. 1w .y
amounts of external capiltal. Thus, 1t is lixely that rigercus analysis

of each credit union's loan applicatica was not perfommed, and that
loans were granted fairly easily.
eratives increased Irom $lod,T
most of these reczipients were credit unicns. After the creation of

CREDICOOP (chartered in 1974, it was not alwavs consulted before loans

were extended to thesec credit uniens, even though they were members
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of CREDICOOP,

This expansive supply of external funds meant, in turn,

that credit unions could lend to all members who applied for pro-
duction credit loans. Consequently, the analysis of these applica-
tions may have been done hastily, with insufficient rigor. This
over extension of credit ultimately resulted in high delinquency

rates.
High leveraging combined with an inability to collect 100 percent
of the funds lent out produces a magnified adverse effect on mem-

ber savings. The following example illustrates this point:

External Loan Shaves Loans to Members

1. - 10,000 10,000
2. 100,000 10,210 110,000
Balance 100,000 20,000 120,000

A credit union with $10,000 in share capital can borrew $100,000 (at
a 10:1 ratio) thereby increasing its loan portiolio b» §110,000 to
$120,000 and its share capital account by 310,000 to $20,000. with
a delinquency rate of just 16.7 percent &% the credit union
would be able to repay the external loan, but it would find itself
completely decapitalized. e value of the member shares would be
reduced to zero. Any new share savings would lose their value

immediatsly.
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Presumably, in order for a credit union to be able to mobilize
savings, it has to be able to develop its management capabilities
as manifested by the ability to gain the respect/trust of its
members, control costs and to pay an acceptable dividend. These
same capabilities prepare it to manage the funds generated. How-
ever, in this situation externally borrowed funds can be obtained

without any real demonstration of management capabilities.

The most critical factor in this process though is that nonc of

the project participants apparently foresaw the potential disastrous
consequences of high leveraging. The BNF apparently did not recognize
the greatly increased risks involved in this lending situation, with
the resultant possibility that repayrment would be most uncerain,

In effect it did not take adequate s:fegunrds;to pretect its own

funds. CUNA and AID simi arly Jid no
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cations for the project credit unions, i.e., that sven moderace
delinquency could decapitalize a crelis unien. Thoy failed to
protect tie best interes:s of these credis wnicns, 2ither v develop-
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ities regarding external loans or b reinting
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ing more stringent po
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out to each credit unicn the serious censequences that cculd result

from accepting such large amounts ¢f extermal funds.

[w

CALCULATION OF LCOAN DELINCUENCY

In fact, there may have been a high delinquency even before the BNF
loans were grinted. However, due to the way delirquency was calcu-

lated neither the BNF nor the credit unions may have been aware of
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the problem. At the beginning of the CUNA project non-agricultural
loans in 13 credit unions represented an average of 60 percent of
the loan pdrtfolio. Non-agricultural loans generally eith:r have a
term longer than a year and/or more than one payment. In this case,
if delinquency is calculated by dividing only those payments past-
due by the balance of loans outstanding (which is wha* Paraguay
credit unions were doing before 1974), the result is a delinquency
rate which does not reflect the amount at risk. In fact, once even
one payment is missed, the whole remaining balince of the loan is
at risk and should be considered delinquent. Dividing this balance

by total outstanding loan balance gives a much truer picture as well

i

as a higher delinquency rate. flad credit unions been using thi
method, they would have heen alerted to existing problems sconer and
perhaps would have thought more carefully about the implications of

external borrowing with an already high delinquency.

Unfortunately, even a correctly calculated delinquency rate is

not very applicable to credit unicns whose pertfolios have a large
percentage of agricultural lo:ms.1 Such 1 portiolio yenerally has
large fluctuations in the loan balances Jue to seascnal variations
in the crops being produced. These fluctuations result in the de-

cted and the small

linquency rising as loans are successtully cell
portion of uncollected loans beccires the major portion of the re-
maining loans outstanding. That is, the dencminator decreases but

the numberator does not, which preduces a higher delinquency index.

lActually, either method for calculating delinquency produces the same
result on loans such as those for agricultural production with just
one payment.
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Or conversely, borrowing and lending a large sum can produce a
sharp drop in the delinquency rate with no real improvement in
the situation. That is, the denominator increases but not the

numerator.

These'problems can be partially resolved by using the recupera-
tion rate which results from dividing the total of payments
received by the total payments due. Thus, both the numerator
and denominator change proportionitely. This rate reflects
better what is actually happening in a =credit unica providing

primarily seasonal agricultural credit than dees the standard

delinquency rate.

However, both these measures are cniy indicators and need to
be interpreced and explained. The problem in the carly stages
éf the project was that these Teasures were not used at all,
nor was there an atterpt to .eally amalyvse the cutstanding

loan balances in the credit unions.

OTHER PROBLEMS

Another probiem in some credit unions has besn the granting of
loans in too wide an area. In fact, it appears that delinguency
is at least partially correlated with the distance of the lean

recipient from the credit wnicn. This resulss from the diffi-

culty of monitoring/follow-up on leans to distant members.
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A related problem is ; tendency to use collateral as a substi-
tute or at least as a priofity consideration over careful pre-
loan analysis and member education. Much of che collateral
of farmers (implements, livestock, etc.) is easily mecvable and
therefore presents difficulty of foreclosure. The cost of
foreclosure is sufficiently high and the difficulties such
that credit unions are effectively precluded from this action.
In addition, if the collateral is obtained, there is the problem

of how to dispose of it.

ACTIONS TAKEN

By 1973 there were 1l credit unions which had been damaged by lever-
age. This number had increased to 13 by 1974. In this year, the
new CUNA advisor surfaced the sericusness of the preblem. ALl 13

] L i o e
rom credit 1t the insistence of C8DI-

bty
rey

credit unions were cut of

COQP to the BNF. CREDICOC? beyan emphasizing the collection of
loans to their member credit unions. The following measures were

introcduced in 1974:

1) No member credit unicn can receive a production lean greater
than three times its share capital;

2) In order to receive a loan, the tctal amount of 2 ¢
external debt may not exceed five times its share

3) Loans to an individusl membor cannot excesd 5 times his/her share
savings;

4)

Delinquency calcualticp by credit unions must take into acccunt the
total remaining balance of the delinquent loar, not just the portion
that is in arrears;
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5) Legal collection proce&ures enforced by credit unions, using
lawyers contracted through CREDICOOP;

6) A simplified delinquency report used by credit unions to stimu-
 late the recording and reporting of delinquent accounts to
CREDICOOP;

7) Coordination between the Banco Nacional de Fcmento and CREDICOOP
to improve the quality of loans being made.

In 1975 marketing also became a key instrument in loan collection.
That is, the income to the farmer fvom selling his crop to the credit
union is applied first to the repayment of the loan. The balance is

the net income to the farmer.

A constraint on making this method of ccllection successful was the
absence of working capital to advance funds to credit unions against
products delivered by the members. Farmer members were hesitant to
deliver their products to the credit wmion if it was not able to

advance funds against these products. Credit unicn mombers were then

advanzes.
In addition, allcwing the use of the AID lcan for the narketing
of cotton and tobacco should also improve this situa-

tion.

In addition, a positive incentive plan for credit union ezployees

was established with AID funds in 1976. In those credit unions
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where delinquency'has been a problem, a bonus is provided where the
recuperation rate on loans wds 50 percent or above in 1976 and 85
percent or above in 1977. The bqnus is calculated on a percentage
of the manager's salary, but is distributed proportionately to all

credit union employees.

CURRENT SITUATION

Although these measures have ncc eliminated delinquency problems, 7
of the original 13 credit unions cut off “rom external torrowing
have managed to make acceptable progress in lowering delinquency
so that normal borrowing has teen restored. No new credit unions
have fallen into a delinquency situation warranting a cut-orf of

credit.

Table 13 shows the current situation in the ariginal 12 credit unions.
Three (Crnl. Oviedo, San Pedro, Santanf) are new -onsidered cut of
ress they have made.  Tour crodiz unicns have

danger due to the pre

(4]
4 =]

neither received credit in 1976-1977, nor are thoy sohaduled o receiv

loans in 1977-1978. Two of these [Del Nar=e and Farasuar() are not
.o . - . . - . .. /
recelving credit Zor reasons not entirelv clear. Tun othors “ramaron

and Yuty) received small lcans in 1374-187 , ©ut hecause their situation
has not imprcved significantly, have rot tesn scheduled ta recoive leans
in 1977-1978. Cf the other seven to which credis kas heen re-estaolished,
three (acahay, Carapegua, and Promocifn) still have nigh delinquency (51

percent to 81 percent). However, these credit unions have recently hired
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TABLE 10

CREDIT UNIONS ORIGINMLLY DAMAGED BY HIGH LEVERAGING

® 000)
PRODUCTION
LEVERAGE  PRODUCTION  CREDIT
EXTERNAL CREDIT TO BE
LOANS/SHARES RECEIVED  RECEIVED
AS OF 11/77 ) AS OF /77 1976-1977  1977-1978
Shares Loans Del. Dél.
Acahay* 693 765 623 81 1.13 2,490
Carapegua 2,350 4,295 2,996 68 1.14 4,345
Coe Pyajhu 5,227 10,633 3,689 35 .76 158 17,895
Crnl. Oviedo 7,567 8,176 951 12 158 11,816
Del Norte 3,222 2,989 1,149 38
Juan O'Leary 1,840 1,925 1,829 95 .63
Paraguari 2,829 4,778 117%* - .96
Promocion 5,268 8,346 4,225 51 1.18 4,497
San Ignacio 8,014 19,787 18,798 95 2.59
San Pedro 2,203 3,008 738 25 1.07 279 3,774
Santani* 1,677 2,842 639 22 .61 382 5,651
Yaguaron 2,867 5,972 3,070 51 1.38 420
Yuty 3,612 4,852 2,981 61 1.84 134

*as of 9/77

**This credit union gave automatic extensions to all borrowers and now Shows ncne of the
original loans as delinquent even though payments are not being made to any great extent.
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new managers and elected new committees. They are to receive credit in
1977-1978 to enable them to get a "fresh start." They should be monitored
closely by CREDICOOP since these are still considered high risk loans.
All credit unions can get advances for marketing based on the estimated

value of the crop.

It should also be noted that the leverage which was originally so damag-
lng to these credit unions has been reduced below 2:1 in all but one case
(San Ignacio 2.59:1). It should be crphasized that these leverage ratios
are lower due to required capitalization. After external lcuns are made
to the credit union, the ratio is lower than the pra-loan level. For
example, a credit union with a 10:1 ratis (of prezesed loan to shares)
before an external loan would have a 5:1 ratiy Jztcr'lo:n dishurzerent
due to a 10 percent capitalization on re-lerding to individual members.

This can be seen in the following exarple:

Shares Ixternal Loan Leverage
Before External Loan 10,000 100,200 10:1
After External Loan 20,000 100,000 5:1

CREDICOQP is well aware that in spite of the acticns alreadr taken, a
serious problem still exists. The protlen is particulurly crucial and
pressing in the cne credit union (San Iznacio) which represents 46.5

percent of the delirquency in the original 13 damaged crodit wunions.

As diszussed in Chapter III, (REDICCOP has established its cwn stabili-

zation fund within the past year. The maximm ameunt that could be
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generated within five yeérs is §16,400 with the current formula. This
is not even close to covering the current delinquency ($313,000) in the
10 credit unions still in serious condition nor even in San Ignacio
alone ($150,000). Therefore, an alternative and more immediate solution

for the current situation must be developed.

Possible solutions and recommendations are discussed in the Executive

Summary.



