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March 27, 1973

ACTION MEMORANDUM TO THE DEPUTY U.S. COORDINATOR

[~
FROM: LA/MRSD, Donor M, Lion?&.

SUBJECT: COLAC PROP (Project No. 598-13-990-116)

Problem: To approve subject PROP.

Discussion: The PROP for the Latin American Federation

of Credit Unions (COLAC) Prcject was reviewed by the DAEC

on February 22. The DAEC recognized.the priority of the
principal aim of the project, to.assist small farmers,

and the difficulties and uncertainties inherent in such

an effort. The questions discussed in the DAEC meeting
related to the relative probability of the projact achieving
its aims and doing so on a self-sustaining basis by FY 76.

The consensus of the DAEC was that the PROP should be
approved for one year funding at the proposed level subject
to provision of an addendum supplying additicnal information
and analysis in connection with these points:

1. Demand for credit COLAC proposes to provide;

2. Demand for proposed assistance among LA credit
union federations and their support for COLAC;

3. COLAC ability to- render proposed assistance and
place itself on a self-sustaining basis by FY 1976.

4, Consistency of proposed project with ATAC and
Co-op Task Force reports;

5. Sufficiency of one year to provide time for
obtaining answers to questions which will permit a
more reliable assessment of the future of the project;

and
6. Funding level.

The addendum has been reviewed and accepted by the partici-
pants in the DAEC meeting.

Recommendation: That you approve the attached PROP by signing
in the space provided for your signature,

Attachments: (1) PROP (2) Addendum

Clearance: LA/DP, John Lovaas (Draft) cc:. PEA/PVA,G.Roth
LA/DP, Herman Myers (Draft) LA/MRSD/SCD ,G.Cloney
LA/OPNS, Cecil Uyehar £t) LA/MRSD/SCD,J.Heard

LA/DR, Richard Crisler (Draft)
PPC/PDA, Arthur Silver (Draft)
PHA/PVA, Jack Dublin (Draft)
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COLAC LATIN AMERICAN CONFEDERATION OF SAVINGS AND LOAN .
COOPERATIVES (CREDIT UNIONS)

A. INTRODUCTION

In January 1965, AID established a regional project
with the Credit Union National Association (CUNA) for
the development and strengthening of the Credit Union
Movement in Latin America. The regional contract which
implemented the CUNA project (Basic Contract No. AID/csd-
236) was amended in 1966 to provide for the establishment
in Panama of the Latin American Regional Offirce of CUNA
(CUNA/LARO); and in 1967, this agreement was replaced by
Basic Contract AID/csd-1526 Task Orxrder #7, the objectives
of which were:

1. To continue the services provided under the
established CUNA/AID program to provide technical guidance
and assistance to local leadership efforts in developing
credit unions in Latin America.

2. 'To assist prevailing Mission progrems in the
fields of credit union organization, training, and pub-
lications in order to expand and strengthen the credit
union system in Latin America. '

3. To assist in the development of the credit union
system in Latin America to the point where it would be
self-sustaining on a dues paying basis.

During the five year period (1965-1970) CUNA/LARO
activities were primarily focused on organizational aspects
of building a base for the credit union movement, specifi-
cally the establishment of new rural credit unions, increasing
membership, increasing capital assets and - perhaps most
important -~ the establishment, organization, and structuring
of national credit union, federation in each country, including
the development of legal foundations for credit union operations
throughout Latin America.- Beginning with 9 in 1964, by the
end of 1968 there were national federations in all 15 of the
countries in which CUNA/LARO was involved. (For a detailed
description of activities and accomplishments see: PROP for
Project No. 598-13-990-116, Revision No. 1 dated May 1, 1970,
which established the basis for the continuation of the CUNA/AID
project through FY 75).

In August 1970, representatives from national credit union
federations at their annual CUNA/LARO sponsored meeting in
Panama, established the Latin American Confederation of Credit
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Unions (COLAC) to represent the region at tne international
level. COLAC received its charter from the Government of
Panama as a non-profit cooperative organization on April 23,
1971 and on May 31, 1972 signed an agreemcnt with CUNA in
order to transfer the operation of CUNA/LPRO to COLAC manage-
ment but continuing utilization of the samc AID funded
CUNA/LARO personnel and facilities through March 1973. At
that time CUNA will step out of the Latin American areca,

at least in a project management sense, and COLAC will assume
all responsibility for implementing the ongoing regional
program. Task Crdexr #7 had been previously modified to
extend financing to March 31, 1973 when technicians, and
professional materials and facilities now utilized by CUNA/LARO
will be transferred to COLAC.

This PROP then, is designed to establish the basis for
continuing AID regional support te the project through the
new entity, COLAT, and with special stress on the Agency's
current priority for the development of the small farm sub-
sector. (See Project Purpose, P._17 ).

Although the Program described below is for a period
just under four years, April 1973-Dccember 1976, only a
- one-year approval is sought, since the feasibility of certain
componcnts which are critical to the long-run success of the
pro;ect at its projected level of operat;onu(most 1nportantly
in the area of capital resources) should become clear during
A1973.

B. RATIONALE AND PROJECT DESCRIPTION

1. History and Status of the Project.

a) The Setting.

Traditionally Latin America has suffered from:

i) the unavailability to lower socio-economic

groups, especially the small farmer, of
both credit and services necessary for
increased production and self-improvement.

ii) an overcentralization of the development
process and public services ir national
governments and a corresponding lack of
local and regional organizational competence
in virtually all areas (especially rural)
of both the public and private sectors, and,

the absence of practical mechanisms and
channels to facilitate and motivate the
productive economic and social involvement
of lower income groups in the process of
their own growth and development.

{70
. H.
[N
A
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Of all low income groups, the small, and often landless,
farmer has suffered most from the prevalence of the above
factdrs. Restrictive patterns of land tenure, the absence
of organi:zed marketing and food distributicn services, and
the lack of access to technical assistance, credit, and
other scrvices have insured a static socio~economic condition
for this group and have frustrated the majority of rural
development efforts which have not treated the above factors
in an integrated fashion. 1In recognition cf the nature of
the problem and in accerdance with the directives of Title IX,
over the course of the past decade AID has gradually increased
its support (both loan and grant) for multifacited programs
designed to: 1) provide essential technical assistance and
credit resources to local and regional entities of various
types (cooperatives, credit unions, local units of government,
community development associations, etc.), and, ii) combat the
lack of popular participation and local organizational infra-
structure; in order to make possible the realization of more
concrete projects to the rcal economic and social benefit
of the individual, the community and especially the small farm
stb~sector. '

b) AID's Role in Latin American Credit Union
Development: '

Based on successful experiences in the {US, Canada
and Europe, in 1958 AID bhegan to undertake limited support
of credit union development on a bilateral pasis in Peru. It
was soon realized, however, that the critical shortage of
credit institutions transcended national boundaries. Accord-
ingly, it was concluded that the problem conuld best be approached
on a rcgional level, and in 1966 the Latin American Regional
Office (LARO) of CUNA International was established in Panama
to coorxdinate and in part execute AID's strategy for credit
union development in Latin America.

The primary function of the CUNA/LARO program was
to give competent technical support to a number of USAID programs
in credit union deveclopment and, where no such bilateral programs
existed, to give direct technical assistance to local credit
unions and national credit union foundationsz. As a result of
increasing pressurc from rural affiliates, the principal focus
of the program, as it has evolved over the past six years, has
come to rest on production credit in the small farm sub-sector.
Growing out of this emphasis is what is known as the Integrated
Production Credit Program which utilizes national federations
and hundreds of affiliated rural credit unions as coordinating
agencies for bringing credit, technical assistance, agricultural
supplies and marketing assistance to small farmer, "compesino",
credit union members. It is this program and priority focus
which AID proposes to support over the coming four-year period
utilizing the new institutional arrangement with COLAC, the
evolution of which is described below.
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c) Formation and Evolution of COLAC:

In 1968 a CUNA/LARO coordinating committee was
formed, composed of representatives from each of the par-
ticipating national federations. Two years later, at the
request of the Third Coordinating Committee, the CUNA/ILARO
office designed a regional firnancing organization whose pur-
pose was to gather funds from international sources for
subseguent lending to fedexations. At approximately the same
time, and as a result of the restructuring of CUNA International
into the World Council of Credit Unions, the Coordinating
Commit:tece member federations began to develow the concept of
a regional confederation. This was also in recognition of the
fact that the CUNA/LARO-ALD arrangement could not last indef-
initely ond that eventually technical assistance would have
to be coordinated and channcled through an organizational
mechanism of their own creation. In August 1970, combining
the ideas of intecrnational representation, financing, and
technical assistance, representatives to the fourth annual
Coordinating Coimmittee mecting officially fouvaded the Latin
American Confederation of Credit Unions (COLAC).

The member federations (14 at present) are also
owners of COLAC through share acqguisition. At annual meetings
of the Confederation, represcentatives set operational gquide-
lines and elect a board of directors. :While the federations
abide by resolutions passed by a General Assembly, in cvery
other raspect each member retains complete antonomy.

Once formalized, COLAC began collaborating much
more actively with the CUNA/LARO operation. Integraticn
procecded successfully to the point where an agreement was
signed belween COLAC and CUNA in May 1972 providing for COLAC's
assumption of thke bulk of administrative ancd operational
responsibility for the regional program., Just prior to this
(February 1972) AID also agreed with CUNA, in a modification
of Task Order No. 7, to channel future regional assistance
directly to and through COLAC to affiliated federations. The
Task Order was also extended to continue funding of technical
assistance until HMarch 31, ‘1973, which is the termination date
of the CUNA/COLAC agrecement. At that time COLAC will retain
complete responsibility for the program, although CUNA may
continue to provide certain advisory backstopping, or liason
sarvices through its global contract with AID (Task Order #1.).

Organizationally, COLAC is presently structured
into one administrative and three service departments; technical
assistance, finance, and publications. The technical and
admiistrative staff, identical for the moment with the CUNA/LARO
operation, consists of the general manager of.COLAC plus
specialists in credit, finance, promotion, management and other
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pertinent arecas. These personnel are all funded by Task
Order #7. In addition, a staff of approximately 15 local
employees is retained, primarily in the arecas of adminis-
tration and publications. In the future, as foreign and

US professional personnel leave and new technicians are

- hired, COLAC plans to draw from member federations, related
cooperative organizationsg, government agencies, foundations,
credit unions and private companies in order to gradually
entircly replace the remaining US specialists with qualified
Latin American experts. (See Annex A, "Logical Framework"
for the timing of this transition). '

d) The COLAC Program:

The COLAC credit union development. program, as
inherited and modified from the CUNA/LARO operation, consists
of the following principal elements:

i) Technical Assistance: COLAC's technical
assistance stratecy is implemented through

what has becen termed the "Integrated Production
Credit Program," which is an outgrowth of the
Dirccted Agricultural Production Credit (DAPC)
program originally initiated in Ecuador. It
includes;

a) _pec1 al training for credit union managers

in loan analysis, financial planning,
counscling and data gathering,

b) provision of agricultural extension
services through arrangements with
university, governmental or other sources,

¢) marketing assistance throngh agreements
with agricultural cooperatives, exporters,
food processors, and other public and
private sector buyers,

d) farm supply assistance in such areas as
volume purchasing, discountc, delivery
service and fertilizers,

e) development of credit policies which insure
that credit is in fact provided for and
based on actual producticn costs and that
the credit unions are automatically capital-
ized through a mandatory share acquisition
feature included in all loans,

f) assistance in obtaining external financing,
and,

g) coordination w’th the national development
plan within the sector.
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In addition to the above production oriented assis-
tance, other arcas of credit union development which will
receive special attention during the next four ycars are:
promotion, visual aids, publications, insurance, statistics,
evaluation, education of membership and organizational
development. It should be noted that all technical assistance
is channeled through the national federations and is provided
only indirectly to individual credit unions.

Finally COLAC has developed comprehensive criteria
for the measurement of stages of development of credit unions
and federations in terns of the standards and goals of the
program. These are detailed and explained in Annex_ C .
ii) Regional Financing: This is a new area,
contemplated but never implemented by the
CUNA/LARO operation, and still remains some-
what problematical depending on COLAC's
ability to obtain lending capital from inter-
national organizations and other sources
during the coming ycar. The COLAC five-
year plan calls for the provision of supple-
mentary capital loans to affiliated federations
in order to stimulate and finance production
oriented.projects and develop complementary
cooperative agricultural extension, and '
marketing services for credit union members.
COLAC projects an outstanding loan portfolio
of approximately $12 million by the cnd of
1976 which is based on the assumption of
raising a total of over $13, million during
the cowming four-ycar period from international
agencies, foundations and cquity participation
of member federations. '

COLAC considers the regional financing component
of its program to bhe of primordial importance

for not only the cconomic viability and

eventual self-sufficiency of the organization,
hut also as an essential instrument of incentive
to be utilized along with the technical assistancge
component to assist federations to focus priority
attention on production credit in rural areas.

In addition, there is a great need for increased
credit resources throughout the movement in

Latin America, approximately $20 million over

the next four years according to a recent COLAC
survey.

Publications: The COLAC Publication Department.
serves two principle purposes, a) production
and distribution of a variety of reports,
manuals, newsletters and journals which promote

e
e
-
A
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the movement and provide tecnnical
guidance and information to hundreds of
Credit Unions on a periodic hasis, and

b) training of federation and credit
union technicians in editing and publication
skills nccessary for national and local
promotional efforts. The publication
program also is expected to serve as an
important source of income for COLAC's
administrative and technical assistance
budgets in the future. Beginning in 1974,
anticipated net annual income is estimated
at approximately $50,000.

e) Quantified Indicators of Program Accomplishments
thus far,

The following table and data serves to illustrate
the accomplishments of the Latin Awmcrican Credit union movement
as a whole during the past decade. Exactly how much of this
progress can be directly attributed to the regional program
which began in 1965 is almost impossible to determine. A great
deal of the credit nust be given to individual USAID and
national efforts as well as a variety of other international
assistance projects. Nevertheless, the relative merit of the
CUNA/LARO contribution has becen confirméd by the coﬁﬁidence
displayed by member federations as well as the considerdable
sum which they have pledged to COLAC already in equity partici-
pation. ($250,000 by the end of CY 74) Also COLAC has a standing
backlog of requests for technical assistance attesting to the
acceptance and high estimation on the part of member federations
of valuec of previous services rendered,

Credit Union Movement Accomplishments

1962 - 1972
1962 1965 1972
(initiation of
CUNA/LARO
Program)
National Credit Union
federations 6 9 14
Member Credit Unions 605 1,300 3,087
Individual Members. 160,000 404,000 1,200,000
Capital Accumulated $5 Million $17 Million $153 Million
Loans Outstanding $6. Million $18 Million $154 Million

Savings per member - $44 __$50 . $92
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During the past 7 years accomplishments more easily
related to CUNA/LARO assistance include the following:

- Approximately 300 field professionals have been trained
by federations in addition to 1,000 credit union managers and
roughly 60,000 committee members.,

-~ The centralization of funds program (See CUNA PROP
Revision dated 5/1/70, pp. 22-32) has been implemented in 10
countries as the financial mechonism by which national credit
union movements bhuild capital through centralization and short-
term utilization of individual union funds.

=~ The Agriculturval Production Credit -Program has been
successfully introduced in 7 countries.

- Publications and supply departments were established
in all 14 national federations and in-house printing facilities
in 5 of these.

- Life Insurance on member savings is now available in
all but two countries with federations.

- A management contract program is now functioning in
8 countries, under which federations provide loans to credit
unions for employment of trained managers to be repaid from
increased loan volume proceeds accruing from improved credit,
administration.

, - Federations in 10 countries have been instrumental
in obtaining legislation more favorable to the cooperative
movement.

- Five federations have established audit departments.

f) Credit Union Federation Needs for Futurc Assistance
and the Role of COLAC.

The federations continue to feel a justifiable
need for assistance in three areas: obtaining international
financing, general organizational and managerial improvement,
and the effective redirection of their programs toward the
small and medium farm sub-~sector.

Until recently the federations tended, though by
no nmeans exclusively, to concentrate their efforts on those
groups which could be organized most rapidly and efficiently
and on giving them the type of credit desired. The benefits
of the program to a considerable extent have accrued to middle
class, urban groups and substantial amounts of credit have
been used for consumption purposes (including imports). The
national credit union federations have gradually come to be
particularly concerned over the credit and technical assistance

needs of the small farmer and have expressed their desire for
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assistance to reorient their programs accordingly.

In addition, such a reorientation may elicit a

somewhat negative response among those more conservative
and urban middle class members, who would not stand to gain
from a priority emphasis on production in the small farm
sub-scctor as opposed to consumer and other types of credit.
In secking to change this emphasis, the motivational rein-
forcement that can be provided by COLAC along with its tech-
nical assistance will be valuable. Such reinforcement will
be bascd on more than mere exhorxtation and moral support if
COLAC can obtain the international financing contemplated.
A major percentage of COLAC lending can profitably be tied
to small ‘farm production, for example, and ~~rangements for
adequate agricultural extension and marketing sexrvices can
be required or at least forcefully promoted.

The gencral conviction of federations that they
need help in the international money market is borne out by
experience. The largest single source of lending capital for
federations thus far (outside of member savinas and equity
participation) has been AID through USAIDs which have lent
some $7,600,000 over the past decade. Cavitai from other
external sources during the entire history of the movement
has not yet egualled thig sum.

_ COLAC's plan calls for the mobilization of $13,000,000
of lending capital over the coming 4 years from the following
sources:

Equity ‘capital from the Latin American $900,000
credit union movement

Loans from international development 8,000,000
agencies (AID, IDB, World Bank,
Canadian Agency- for External Aid).

Grants from U.S., Canadian, and 1,500,000
Europcan Foundations

Credit and investments from US, 2,600,000
Canadian and Furopean credit

unions and other cooperative

organizations

$13,000,000

Based on the assumption that it is indeed possible
to raise the above total, COLAC's projections indicate that
the break-even point for their credit program can be reached
by the end of 1974 at which time $6.5 million will have been
raised with approximately $7.1 million in cutstanding loans to
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federations. Finally, assuning a 2% margin over cost of
funds, the finance department is expected to show earnings
of $110,000 in 1975 and $210,000 in 1976, which will help
to defer technical assistance and administrative costs.

g) Summary Rationale for Continuing AID Regional
Grant Assistance,

i) General: As described above, the considerable
support provided by AID over the past decade.
has becn instrumental in the creation of a
strong and growing credit union movement in
Latin Amcrica. The movement, however, is
still a few years from a sclf-sustaining
stage of development and continuing technical
assistance on a regional basis is necded for
the mediwn term Future in svch arecas as
managerial refoins, improved access to
external sources of financing, and thce develop-
ment of national and local competence in a
number of the more technical aspects of credit
adwinistration. It is also of great importance
to incrcase the relevance of credit union
activities to pricrity development nceds by
substanulally increasing directed agricultural
production credit, purticularly to the small
farmcr. Furthermorce, as the credit union move-
ment in Latin 2marica as a whole represents a
sizeable pool of able human talent, a reasonably
well deveioped institutional base, and signif-
icant financial -resources, the curront and
growing dectermination to assist the small
farmer of{ers an excellent opportunity for AID
to pursue one of its most important program
goals.

COLAC as a Vehicle for Regional Assistance

-
-
o

COLAC, ag an indigenous creation of the national
credit union federations throughout Latin America
has a mandate from the credit union movement to
function as its intecrnational agent for, among
other things, securing and administering essentials
external technical and financial assistance.

There are a number of comp=lling rcasons why

COLAC should be utilized as a vehicle for ongoing
AID assistance for the credit union movement in
Latin America, at least on a trial basis (approval
for only the first program ycar is requested

here) until COLAC's viability and effectiveness

as a long-~term proposition can be properly
evaluated. These rcasons are listed below:
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1)

2)

3)

On March 31, 1973 when CUNA formally
withdraws from a direct involvement in
Latin American credit union development
and CUNA/LARO as a legal entity is
dissolved, COLAC will be the only
organization dedicated exclusively to the
needs of the movement or, a regional basis,
Also, since COLAC is a very new organization
and is not yet viable, reduction of AID
assistance now would i1esult in abrupt
discontinuation. of important ongoing
services which the CUNA/LARO staff has
been providing to the credit union move-
ment and the failure of some important
new initiatives relating to the effective
establishment of integrated production
programs and the securing of new external
sources of credit. This would seem
particularly unwise at a moment when AID
concern for the small farmer and the
means of conveying credit to him enjoys
greater priority than ever before.

Although COLAC as an institutior is not
firancially viablevat present withcut
AID's continuing grant funded inputs, as
a supplier and channel of technical and
financial assistance, it could become so
at its present level of operations by the
end of CY 1976. Lending and publication
operations are scheduled to reach break-
even points by the end of CY 1974 but
the technical assistance program will
require both external support and inputs
from other departments until the end of
the project. COLAC. therefore, will not
surviv~e to reach viability unless AID
provides substantial supnort for the
technical assistance program as well as
professional staff costs at least over
the next two ycars,

There are currently bilateral USAID credit
union programs in only 3 of the 14 countries
in which COLAC operates. In the others
COLAC's continuation of programs initiated
by CUNA/LARO is the only present form of
ongoing external technical assistance.
Furthermore, some 7.6 million in USAID
loans made directly to national credit
union federations or indirectly to them.
through government development agencies
will be exposed to sigrificantly greater
risks if technical assistance is not
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continued by or through COLAC. This is
especially true in over half of the
national federations which. require sub-
stantial additional assistance for the
effective realization of agricultural
production credit and centralization of
funds programs. Also CUNA/LARO has
initiated a variety of other assistance
efforts in the majority of the countries

in such areas as credit union consolidation
and expansion, evaluation, insurance, data
gathering and statistical and informational
systems, and organizational development.

4) On the credit side, whai may turn out to
be the most valuable service to be per-
formed by COLAC, that of obtaining and
channeling externally generated funds to
membexr fedoerations for sab-lending for
production purposes, will be impossible to
establish permancently without AID's
continuing support. It remains to be
secn, of course, whether or not COLAC is
in fact capable of securing and affectively
adninistering the funds required. For
this.reason, again, only a one-yeaxn
authorization for this PROP is requested.
The fact remains that COLAC is now and in
the foresecable future tne only Latin
American organization competent to attempt
to raise the nccessary international capital,
and it appears to be the most promising
instrumentality for utilizing financial
incentives, and leverage for promoting
small farm vbriority lending on a regional
basis.

5) The program as proposed here provides a
logical transition to the establishment of
an institutionalized, Latin American pool
of scarce technical and menagerial competence
in the area of credit union development.
(See Logical Framework, hnnex A, p._27 ,
for timing of phase-out of US personnel
currently on the COLAC professional staff.)

6) Finally, COLAC's role as a clearing house
and mechanism for insuring the integration
and coordination of comrplementary efforts
among different member countries is of
great importance for the future of the move- -
ment and at present can not be filled by
any other entity. The putlications program
alone is probably sufficient to justify



PROJECT NO. 598-13-990-116 PAGE 14 of32 PAGES

limited support as this is the only
present means by which member federations
and some 3,000 credit uhions receive
periodic information conzerning progress,
problems, and new concepts in other
countries,

iii) Prior AID Assistance to the Credit Union

Movement in Latin Amersca.

Since 1962 AID has contributcd the following:
Regional Grant Funding §3.1 million
USAID Grant Funding 2.9 million

AID Loans {o cooperative banks 9.9 million
and credit union federations

Total $15.9 million

In investment of this magnitude merits a sound
follow-up .affort to insure continuing effective
implementation and realizaticn of the,objectives
for which these funds were programmed. If'a
regional technical assistance program is not
continued, at least through the coming year,
many activities critical to the long run success
of prior agrecements will have to be terminated
prematurely.

2. Nature of the Project

The project is of both an economic and a social and
civic development nature and contributes directly to the reali-
zation of the following objectives:

a)

b)

c)

d)

Increased agricultural production and income among
low income farmers.

Improved popular participation in the process of
economic development among lower income groups,
especially in rural areas, and the development

of organizational skills and inetitutional
infrastructure at the community level, specifically
credit unions and cooperatives.

Acquisition of increased economic leverage for
marginal and lower income segments of the population,

Improved access of the small farm sub-sector and
other marginal groups to a variety of public services
such as agricultural extension and marketing assis-
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tance, land titling and xegistry services,

credit, transportation, and public utilities.

e} Development of understanding, through practical
experience, of the value and utilization of
democratic processes and mechanisms in a segment
of the population normally inactive in this area.

£) Stimulation of private savings and investment by
low income farmers and workers.

3. TFuture of the Project

Establishment of COLAC and its cverall program on a self-
sustaining basis is anticipated to occur late in CY 76 and
diminishing grant assistance for their techanical assistance
program will be necded until that time. As explained earlier,
however, due to the uncertainties reqgarding the role of COLAC
as a funding agent and its capacity to obtain international
capital, only a one ycar approval of the PROP is sought at
present (April 1, 1973 - Marxch 31, 1974.) Subsecquent year
spending approval will depend on an analysis Auring the coming
year of the viability and potential of COLAC's lending program
as well as other factors, particularly the effectiveness of its
technical assistance effort in the development of small farm
sub-sector activities.

4. Issues-

There are two basic questions of priority conern for AID
which will ba carefully treated during the life of the project
but especially during the first year.

a) Will COLAC be able to seccure lending capital of
sufficient magnitude to insure the financial viability
of its credit program specificelly and of the institution
at its current level ¢f operations? If not, what support,
if any, should AID continuc to provide?

5} Does COLAC in fact have the capacity to make a meaning-
ful impact on the guantity and quality of credit
services made available to the small farmer? In this
connection, do COLAC and its menber federations have
the capacity to develop practical mechanisms for the
integration and coordination of the agricultural
production credit program with other extension
production, supply and marketing programs, particularly
those of agricultural co-ops,
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C. Project Goal

1., Statement: of Goal

Increascd real income and production among lower income groups
particivating in the credit union movement in Latin America, especially in
the small farm sub-scctor. 1t should be noted that in addition to the
primary goal "spin off" benefits are expected in such areas as education,
housing, community corganization, health and family planning services, land
tenure, and the quality of life in gencral of the target population.

2. Measures of Goal Achicvement

Measures of goal achievement for this project include, among others:

a) Increases in recal income of small famn and other groups
participating in the credit union movemeut,

b) Percentage increasces in production per famlly within the small
farm sub-sector,

c) With regard to “spin off" bencfits noted above, a variety of
less concrete measures would have to be considered such as size
of land holdings,consumption patterns, literacy and manpower
development, improved health and sanjtation, size of family,
increasced mobility, improved local governneat, sociall
legislation, ctc, These will not be systematically measured.
Howcver, available data will be collated zand analyzed.

(Note: Although the goal is not limited to income increascs among
gmall farmers, success among this group will be a satisfactory measure of
goal achicvement in the time frame of this projeet as it is the major group
to be benefitted and as it would be inordinately time consuming and expensive
to accurately measurc theimpact among other groups on a region wide basis.
Moreover, though ATD support will be focused on helpiag the small farmer,
to do this the credit union movement needs to be strengthened in ways which
will benefit other groups. "Small farmer' will need to be defined on a
country by .country basis by income, size of land holding or other criteria,
but it is intended to concentrate on those farmers whose present income does
not permit them to meet basic needs in health-care, nutrition, education

and housing).

3. DBasic Assumptions for Goal Achievement

1. The credit union movement as a whole will increasingly support
COLAC's priority emphasis on the small farm sub-sector.

2. The credit union movement will continue to grow significantly
in both membership and capital, (Sec. B, 1. c. for growth figures
over the past decade)
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3. There will exist generally stable social, economic and natural
conditions such as prices, land tenure and weather which will
permit real increases in income from improved and inereased
production,

D, PROJXECT PURPOSK

1. Statement of Purpose

The purpose of this project is to promote the establishment of an
effecrive, viable, ond efficient Latin American repional confederation of
credit unions responsive to the priority development needs of the credit

union movement, especially in relation to the small farm sub~sector,

2, Conditions Expected at the End of the Project

The success of the confederation as a regional organization serving
the needs of the credit union movement thirough the national federatjons must
be measured basically in terms of those szme needs, the most important of
vhich are improved directed credit manegement and additional capital at all
levels from the individual member through the National I'ederation with
particulac cmphasis on the requivements of the small farmer, With this
premise in mind the conditions crpected ali the end of the project, December
1976, are as follows: (For more detailed quantifled progress indicators,
see Annex A and attachwents thoereto.)

a) FEffective: By the cud of the project time frame COLAC will have
accomplished the following through their technical assistance program in
addition to utilizing leverage through relending,  (Appvoximately 80% of all
loan funds will be for production credit)

i) Six mnational federation finance departments will be functioning
in a fully opcrational capacity and the other eight will be
performing satisfactorily. (Sce pp_1=3 yAnnex C )
for definitiou and criteria for Vfully operational" and
"satisfactory,"

i{) The Integrated Production Credit Program will be operating
satisfactorily in eight countries and cuccessfully initiated
in all others cxeept Mexico and Brazil due to legal and
labor barriers. (For definition and criteria for a
"satisfactory" Production Credit Program see pp__1-5
Aunex___ D e :

iii) DBouding Service Programs will have been instituted in 12
countries,

iv) Well-developed statistical gathering systems will have been
established jin 11 federations.

v) Self Evaluation systems will have been established in all
14 federations,
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vi) Detailed medium vange (5-year)plans will have been approved
in all 14 federatioms.

vii) Rural small farmer savings -will incrcase by 75%.

viii) The number of credit union members in raral areas will
double during the life of the project.
ix) The number of farmer members in credit unions with wroductioa-
credit programs will triple over the life of the project.

x) The amount and number of loans given by rural credit unions
having production credit programs will increase four times
oveyr duriug the period,

xi) Tercentage penetration of ruval population by credit union
membership will approximately double,

b) Viable: By the end of the project time frame the financial
viability of COLAC will be firmly established from the following sources and
in the amounts indicated,

i) Over $13 million in lending capital will have been secured
by COLAC from intcrnational development and cooperative
organizations in addition to increased equity participation
by mewber federat:ions,

i1) COLAC's amnual operating budget ‘(including technical assis-
tance) will be deferrced entircly from the following saurces.

Membership dues and contributions $ 39,000/yr
Profit from the department of publications 50,000/yr
Profit from interest on loans to federations 210,000/yx

Partial payments from federations f{ox technical
services vendered 50% of cost per
year by end of
project

In addition, the viability of federations will be assured through:

iii) A major increse in revenues from credit union membership
service fees, dues and contyributions.

iv) A 70% increase in capitalization of federations through
equity participation of member unions and the centralization
of funds program,
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d¢) Efficient: By the end of the project time fram COLAC will
be effectively covering all requests for technical assistance and training
from member federations as well as adequately meeting their own program goals
with a highly trained, pecrmaunently established, all Latin American staff of
eight technicians and onc administrator.

This represents a professional persorncl reduction of 25%. In ad-
dition 50% of member federations will have highly quzlified managers and
technicians, not requiring further basic program Lraining by COLAC, and
financed from internal federation sources,

3, DBasic Assumptions for Achievement of the Proiect Purpose

a) Effective:
i) Member federations will support the priority for small
farm, rural credit union development,

1i) That Goverument and private agricultural extension and
marketing services will be available in sufficient quantity
and quality and favorably disposced to cooperate with the
Agricultural Production Credit program,

iii) That prices of agricultural products will remain sufficicntly
stable and couditions of land tenurc exist or will be
brought about which will allow -ewall farmars to. derive from
significantly increased income -fvem increascd availability
of credit and technical assistonce provided by both
individual unions and unational federazions.

b) Viable:

i) COLAC will be able to secure adequate lending capital as
previously described.

i1) Member Federations-will continue to be favorably disposedt
to contribute equity cnp:Lal to COLAC as well as pay dues
on a timely basis,

1i1) Member federations will be favorably disposed to assume an
increasing chare of the cost burden of technical assistance
services renderca by COLAC as resources permit,

c) Efficient:

i) It will be possible to reduce the professional staff of
COLAC by 25% by the end of the time frame as well as identify
and train Latin American technicians suZficiently to replace
all U.S. persomnnel,
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11) The federations and credit unions will be able to retain
managers and technicians trained by tha program,

E._OUTPUTS

1. Statement and Magmitude of Qutputs

In order to achieve the conditions expected at the end of the project,
a varicty of coordinatcd simultancous technical assistanze and lending
activities will have to be conducted throughout the four-year period, In
certain arecas, espccjally publications and credit, quantified outputs can
be projected with reasonable accuracy, This is also trie for formal
training scssions. AL pro sent, however, in the vast majority of technical
assistance and federation training activity outputs can only be identified
with respect to and within the context of the overall system to be
established in each country, although COLAC's clear pricrity arca is rural
production credit and the majority of all assistance cf{forts will be
focused in one way or another on that prlnxiLy. (Refer to B,,1.,d, "The
COLAC Program” and G "Course of Action’for explanatioas of COLAG's basic
approach and estimated timing).

Estimated outputs at present include the following (quantified where
possible):

a) Technical Assistance and Training

i) Technical Assistsnce to Foderations

Extensive technical assistance will be conducted in all
ficlds (sce scction B,1,d,3, "Technizal Assistance," p. 6)
in 5 cuantries in partiecular which have a determined
potential for the establishment of mcdel, effective, viable,
overall rural productioun«-vriented credit union systems,
These are: Guatemala, Ecuador, Costa Rica, Paraguay, and
Honduras. The wodels established will hopefully serve as
true system domonstrations for other countries of the
region. In the meantime -more limited technical assistance
in another 7 countries vill focus cpecifically on
establishing operational production credit prograwms
(excluding Brazil and Mexico) and new methods for building
savings and equity participation. All technical assistance
is, of course, subject to the approval, plans, ard nceds

of the federations.,

It should also be noted here that techinical assistance is
almost impossible to separate from non-formal training.

The COLAC approach is to train federation staffs in the
management and improvement of priority components of the
credit union development program at the same time that these
components arc determined, planned and implemented.
Federation professionals are also tralned to train officials
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savings certificates., Bascd on this and some equity capital, COLAC has
alrcady made loans to threce different federations in Guatemala, Honduras,
and Ecuador, which is allowing COLAC to test its systems approach to
production lending and establish a "track rvecord" prior to formally
approaching major international lenders for large sums of capital,

Equity capital is unow also beginning to build in COLAC. At the
second annual assembly of COLAC, affiliated federaticns resolved to provide
$253,300 during the two-ycar period begimning Jawnuary 1, 1973, Of the above
sum $8%,000 has been formally subseribed and $28,000 in paid in capital
has been received, A net worth of reoughly 52,000 has been achieved thus far
including equity reserves from last year of 24,000,

In a rccent preliminary survey which COLAC carried out among
member federations in order to determine the nceds for supplementary capital
for production oriented projects, estimated requirements came to approxi-
mately $20 million over the cowing {ive-year peried, COLAC's goal is to
meet at least 50% of the need from sources listed on p, 10, As mentioned
ecarlicr they plan to sccuwe approximately $13 milliop in lending capital by
the end of 1976 with an outstanding loan balauce of around §12.6 million.
They expect to arrive at their break-cven point after twe years assuming
an outstanding loan balauce of $7.1 willion bascd on approximately $6.5
million of borrewed funds for relending. During the first ycar COLAC plans
to mobilize and lend approxiwmately $2.5 willion,

Approxvimately 807 of all loan fuuds will be' production ‘oriented.
Of this about 707 is expected to be utilized for ‘agricultural prdduction
credit with the remainder going for small industry, complimentary services
such as marketing and farm supply, and wanagement improvcment.

d) Printing and Publications

COTAC plans to publish the following on a regular, periodic basis:
bimonthly newsletter, manuals, quarcerly and anunal repovts, a semi-annual
techinical journal, plus a variety of forms. In addition they expect to
obtain contracts for the printing of a number of federatlion publications
as well as cooperative aud other literature from organizations in Panama
and neighboring countries. Estimated paper requiremenis arve onc million
priuted sheets per year. CCLAC Aanticipates that its dSreak-even point will
arrive in mid-1974. MNet carnings for 1974,'75, and '76 are expected to
reach $45,000, $53,000 and $54,000 respectively.

2. Basic Assumptions for Output Achievement,

a) COLAC will sccure sufficient lending capital during the
first year of the project to adequately meet projected credit needs and
effectively reinforce the technical assistance and tralning program, This
should demonstrate potential viability of theorganization as well as its
overall utility for the development of the Latin American credit union
movement, especially vis-a-vis the small farm sub-szector.
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_B) Based on a), AID will continue technical assistance

support in diminishing quantities throughout the life of the project,
F. INPUTS

1. Statement and mapgnitude of Inputs:

During the fivat full project year AT will provide $431,250 in
techuical assistonce costs which basically will fund the 12 man profeasional
staff of COLAC plus field, ftravel, and training costs. The operational
budget for the {irst year is attached as fnney B o, For subsequent
project years COLAC is requesting $425,000, $325,000 and $225,000 In
techuical assistance support, (For other inputs; revenues, contributions,
and loans, please sce input seection of logical Framework matrix,

2. Assuuptlons_for Innuts

1. Thet grent and loan support will be attained for the life of
project as stated under "Output' assumptions,

That COLAC will he able to negotiate 2 rumber of printing
contracte beyond its own requirements for publications,

N
.

G. COURSE OF ACTION

1. Gereral

The course of action foy this project basicdl]y consisty of » fairly
constant. and simultoncous cxccution of a full ranpe of technical assistance,
training cradit, cud promotional activity during the life of the project,
Activitics wil) vary aud fluctuate in accordance with national prioritics
and diagnoned country needs, resources ard counditions.  Individual country
plans do not, by and lavge, spell cut specific services required of COLAC
and the tinirg of inpuls at the national level, Also, in many cases,.plans
need to Lo vevised Lo vreflect the now ciphasis on agricultural credit,

In geveral during the Tife of the project COLAC's plan is to concentrate
on establishing model production credit syotems in five or possibly six
countvies where foderstions have the potential for becoming "fully operational
(See Amex_C 1oy detinition.) These countvies arc Beuador, Paraguay,

Costa Rica, Honduras, Cuatcwmala and  possibly Panama, In these countries a
concentrated technical assistance and eredit effort will be wade with the
entire rauge of possible scrviees utilized. In the other countries of the
region, speeial assictance and lending will be directed at establishing
basic prercquisites for the later realization of fully operational programs.
Specifically, assistance will focus on establishing and refining integrated
production credit programs with complementary agricuitural and marketing
services (often to be obtained from other government and coomerative
organizations) in addition to sctting up improved systems for building
equity and better overall financial management,
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COLAC estimates that in the long term it will evolve into a highly
specialized supplier of technical expertise on a payirg basis for very
specific and complex problem or imnovative arcas. Eventually the staff can
be substantially reduced as federations grow in compn:tence and resources.

2. Immediate and Short-range plan

Initially, COLAC will focus on two principle efforts: 1.,) Of greatest
importance for its future, the securing of sufficient lending capital to
insure its potential viability and adequately reinfcrce its technical
assistance program; and, 2.) Accomplishment or diagnostic surveys in each
of the involved countries in order to properly program and allocate
priority services and funds.

a) Lending Capital and the Credit Program

COLAC has already established its basic credit policy and is
now concentrating on refining lending criteria, terms, and
procedures, In support of this a management consulting firm
was contracted last year by CUNA and International Credit Union
Services (ICUS) to analyze existing needs, rasources and
priorities and develop a model credit implementation and
monitoring system for COLAC., The results of this study should
be available in June 1973.

In the meantime COLAC will attempt -to establish a "\track record"
with the three loans currently outstanding and several more to
be obligated during the coming semester (outstanding loan
requests now total over $3.5 million) with funds hopefully fo
forthcoming from ICUS with an OPIC guarantee, and the Inter-
American Foundation, now considering a grant request of $1
million. Then, with some results In hand, COLAC plans to hold
an international conference in Washington sometime in the fall
of 1973 to present its program formally to US and International
development agencies and foundations, Enough ground work will
be done with the agencies conterned so that it may be possible
to secure tentative cormitments at that meeting, The ideal
would be some sort of integrated credit package from several
different lenders. Also, prior to the cidnference COLAC hopes
to obtain an AID loan 'commitment of mode'st properfions.

Finally, as mentioned under outputs, COLAC will strive vo build
equity capital as rapidly as possible. The federations have
comuitted themselves to a $253,300 investment in COLAC over

the next two year and approximately 28,000 in paid-in capital
has been rececived thus far with $85,000 :in legally

certified subscriptions.
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b)

During 1973 COLAC expects to process 5 to 7 new loan requests
from federations ranging from $300,00C to $1 million each in
order to obtain an outstanding loan portfolio or at least
$2.5 million by the end of the year.

Technical Assistance

As early as possible in 1973 in additiou to pursuing their
normal program of assistance and training, COLAC's technical
staff plans to complete studies of cack country's nceds for
supplementary capital. Their studies will cover demands for
capital, the number and stage of development of credit union
and cooperative associations affiliated to federations, the
proposed utilization of funds, possible sources of financing
within each country, terms and conditions required, and other
related items, At the same time the finance department will
provide help to federations in developing loan proposals to be
submitted to COLAC in accordance with the established guide-
lines and credit policies.
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ANNEX A

PROJECT LOGICAL FRAMEWORK

Project Title: COLAC Latin American Confederation of Savings
andLoan Cooperatives (Credit Union)

I GOAL

Narrative Summary Objectively, Verifiable
Indicators

Project Goal

Measures of Goal Achievemeat

Increased real income and

production among lower income l. Increases in real income
groups participating in the of small farm and other
credit union movement in groups participating in
Latin America, especially in the credit union movement.

the small farm sub-sector.

2. Increases in production
per family within the
small farm subsector.

"

3. 'épinoff benefits in
education, health, land
tenure and other areas.

Means of Verification Important Assumptions
l. Government ancd private l. The credit union (CU)
surveys. movement as a whole will
increasingly support COLAC's
2. Agricultural Statistics. priority emphasis on the

small farm subsector.

3. Observation and Analysis.
2. The CU movement will continue

4. Market, consumption, to grov at least at the
economic and social current rate of expansion.
studies.

3. Generally stable social,
economic and climatic
conditions will permit real
increases in income from
improved and increased
production.
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PURPOSE (Continued)

Means of Verification

COLAC Annual financial statements and
reporting,

External Audits

Statistical Information gathered from
federations

National and OAS census reports

Important Assumptions

1. Effective

a)

b)

c)

Member federations will continue to
pPlace priority on small farm

oriented CU development.

Government and private agency extension
and marieting services will be available
in sufficient quantity and quality and
favorably disposed to Cooperate with the
integrated production credit program.
Prices for agricultural produce Wwill
rewain sufficiently stable and conditions

of land tenure will exist which will allow

farmers to take advantage of increased

availability of credit and T.A.
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PURPOSE (Continued)

PR T _— e e ...‘-.... w

2. Viable
a) COLAC will be able to secure lending
capital as described previously.
b) Member federations will gradually assume an

increasing share of the burden of TA costs.

3. Efficient
a) It will be possible to gradually
phase out US advisors and reduce
staff over life of ‘project without
harming program.
b) Federations will be able to retain

COLAC trained managers and technicians.
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Narrative Summary

l.

T.A. and training

a) Intensive TA to federations in all fields
in 5 countries.

b) Limited technical assistance in other
countries(all others except Brazil and
Mexico) to establish operational
production credit programs and methods
for building savings and capitalization

¢) Formal Training

Credit Program

a) Equity Participation in COLAC by meuker
federation. ,

b) Lending capital obtained

Magnitude of Outputs

1.

a)

b)

c)

a)

b)

Establish model, effective viable
overall rural production-oriented
credit union systems: Guatemala,
Ecuador, Costa Rica, Paraguay, and
Honduras.

Satisfactory production credit
programs in 6 countries. Increased
savings and membership in all countries.

14 regional seminars, 121 country
courses (See Annex )

1974 - 5250,0060
1976 - $900,000

1973 - 2.3 million
1974 - 6.5 million (cum)
1975 - 9.5 milXion
1976 - 13 million
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OUTPUTS (Continued)

1973

2.5 million

¢} Loans outstanding 1974 7.1 million (break even point.)

1975 -~ 9.5 million

1975 - 12.6 million - over 50% of total
ncads of region (member feds)

3. Printing and Publications : 3. Increased communication coordination
Publish regular periodic newsletters, maHuals, and transfer of technical experience
quarterly and annual reports, technical journal, between countries and federations.
ferms, and variety of contract work on a profit Net earnings: 1974 - $44,000
naking basis. 1875 - $53,500

- 1976 - $54,000

Means of Verification Assumptions

COLARC, USAID, and Federation reports and records. 1. COLAC will secure sufficient

lending capital as described
previously.

2. Based on 1) and other factors AID
will continue to provide gradually
diminishing TA support for life of
prxoject.



PROJECT NO. 598-13-990-116

PAGE 32 of 32 PAGES

Iv INPUTS

Narrative Input Schedule (000)
1973 1574 1975 1976
AID TA Support 421 400 325 225
COLAC operational budget (See Annex B} 578 743 771 743
Lending Capital obtained 2,500 6,500 9,500 15,000

Assumptions for Inputs

1. That Grant and ioan'support will be forthcoming as stated above.
2. That COLAC will be able to negotiate a sufficient number of external printing contracts

to establish Printing department on a "going concern" basis.

Means of verification -

AID/W and COLAC records.
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APPLLCATION OF PROJECTED INCOME

ettt et

ACCURDING Td~§OURCESOF INCOME

ANNEX B

AND EXPENSES BUDGET

12 Months Period - April 1, 1973 to March 31, 1974

(Figures in U, §. Dollars)

; /\ { CONFEDERACION LATINOAMERICANA DE COOPERATIVAS DE AHORRO Y CREDITO

,'j_j Ap. twdo Postal 66G4: Panem4 5, R.de P, & Cable COLAC e Tal,: 23.7412

AID COLAC TOTAL
SOURCES OF INCOME:
Annual Ducs - 29,750 29,750
Sales - Print Shop -—- 103,125 103,125
Interest on Loans ve- 171,811 171,811
AID Budget Support 431,250 re- 431,250
Other Income - 4,975 4,975
T. 0. {#7 ey e -
TOTAL 431,250 309,661 740,911
Less: Cost of Funds - 112,722 112,722
Less: Cost of Priunting Materials - 24,277 24,277
NET INCOME BEFORE OPERATING EXPENSES 431,250 172,662 603,912
LESS QOPERATING EXPENSES:
Salaries 126,601 74,858 271,459
Fringe Banefits 20,007 10,4052 30,469
Housing Allowances 50,027 6.458 56,485
Education Allowances 9,608 1,223 10,831
Program Travel 71,436 9,197 80,633
Home Leave and Relocation - Technicians 5,919 731 6,650
Office. Supplies 5,825 -_—— 5,825
Education and Reference Materials 1,528 597 2,125
Office Rent ’ 8,390 v,385 17,775
Electricity, Telephone and Cables 12,368 4,882 17,250
Consultant Fees - 4,250 4,250
External Audit Fee - 1,250 1,250
Office Repairs and Alterations 1,534 1,716 3,250
Technician Furniture Repairs 844 331 1,175
Rental Fees, IBM, Xerox, etc. 11,049 6,076 17,125
Office Equipment and Maintenance 1,160 1,465 2,625
Postage - Correspondence 1,575 --- 1,575
Postage and Freight - Publications 4,525 --- 4,525
Bank Charges and Commissions - 925 925
Miscellancous Expenses 6,100 -——- 6,100
Seminars and Workshop -~ 5,250 5,250
Insurance - 225 925
Sales Commissions (Print Shop) ——- 3,843 3,843
Provisions for Bad Loans .- 17,751 17,751
Depreciation of Equipment cea 10,537 10,537
Publications 9,912 1,288 11,200
COLAC Mecetings 12,842 2,783 15,625
Dues to World Council of C.U's. - 8,000 8,000
TOTAL OPERATING EXPENSES 431,250 184,183 615,433
NET INCOME (DEFICIT) ——- (11,521) 1,521)
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ANNFEX B -

ALISIS OF CONTRIBUTION TO COLAC'S PROJECTED INCOME BUDGET

FOR ANNUAL PERIODS ending Dsc. 31, 1973, 1974, .1975, and 1976
(Figures in U.S. Dollars)
DESCRIPTION | 1973 1974 1975 1976
SOURCES OF INCNOME: _
Annval Supporting Dues !.§ 29,000 $ 32,000 $ 36,000 $ 39,000
Net Sales 60,582 133,650 145,809 153,090
Net Interest on Loans 30,069 145,848 258,212 324,717
Other Income 4,800 5,500 6,C0C 6,5C0
AlD Grant Support- 549,413 425,000 325.000 225,090
TOTAL INCOME $S73 864 $741 9)8 $771 012 $748 307
= === - — =
PERCENTAGE CONTRIBUTION TOTAL TINCOME:
Annval Supporting Dues i} 5.1% 4.37, 6.7% 5.27%
Net Sales © 10.6% 18.0% 18.9% 20.5%
Net Tnterest on Loans 5.2% 19.67% 33.5% §43.47,
Other Income .8% .8% 7% .9%
AID Grant Support 78.3% 37.3% 42.27 30.0%
i 100 % 100 % 100 % 100 %
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ANNEX B
HUMAN RESOURCES AID COLAC TOTAL

Specialists
1 - Manager of COLAC 1 - i
4 - Production Credit Specialists y - Y4
2 - Cooperative Finance Specialists 2 - 2
1 - Management Improvement Specialist and 1 - 1

Chief of Department
1 - Finance Specialist and Chief of Department i - 1
1 - Publications and Promotion Specialist and

Chief of Department 1 - i
1 - Statistic, Insurance and Evaluation Specialist 1 - 1
1 - Institution Development Training Specialist 1 - 1

Local Employees

1 - Administrator/Accountant 1 - i
1 - Administrative €& Personnel Officer 1 - i
1 - Accounting Assistant 1 - 1
1 - Statistical Assistant - 1 i
1 - Finance Assistant - i 1
7 - Secretaries 1 6 7
3 - Maintenance & Messenger Service - 3 3
1 - Press Operator - 1 1
2 - IBM Operators - 2 2
1 - Graphic Art Specialist - i i
1 - Photomechanic -» 1 1
1 - Salesman - 1 1
2 - Book Binder € Helper - 2 2
1 - Print Shop Helper - 1 1
1 - Paste-up Specialist - 1 1

16 21 37
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PROJECTED PROGRESS OF THE PRODUCTION CREDIT PROGRAM
IN THE 15 COUNTRIES SFRVED BY COLAC, 1972-1976
PRODUCTION CREDIT PROGRAM
Expected improvement
during period 1973-1576 1872 | 1973 1974 1975 1976
Total points assigned for the ) 79X 134
15 countries (Maximum 1500) 386 E 5467 734 930 1079
_ I
& &%
Peoint value 37% $&7%
expressed as percent - 25% 36% 48% 62% 72%
|
NMunber of programs operating 5 /
satisfactorily
(75% - 99% efficient) 0 1 5 6 8
Number of programs operating
at 100% erfficiency 3 0 0 0 0
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SOURCES OF FUNDS FOR TUYL PRODUCTION CREDIT PROGRAM
1973 - 1978
i-.
1973 1974 1975 1976
Loan funds coming . 725 a0 750, 7
from COLAC 1,700,000 $4,500,000 $6,950,000 $8,000,000

Loan funds coming from
the federation:

Funds gencrated by the
cocperatives themselves

TOTAL

$2,200,000

$1,500,000

$5,400,000

$2,950,000

$3,000,000

1 $10,450,000

$4,000,000/

3, 502 LSO
$5,000,000

$15,950,000
g) 227,050

$5,000,000-}
5 (75,250

$8,000,000

$21,000,000
H,252 250
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ANNEX E

INTERNATIONAL SOURCES OF LOAN FUNDS
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Addendum to PROP for Latin American Federation of Credit Unions
Project No. 598-13-990-116

In the DAEC review of subjcct PROP on February 22, 1973, it
was agreed that an addendum to the PROP should be provided recording
responses to certain questions raised in the meeting. Basically,
there are six questions which elicited information or explanations
additional to thosc contained in the PROP, These are discussed in
this addendum,

First, however, it should be noted that as the PROP indicated
there are very basic questions about the project's chances of success,
that we do not have sufficient infomation to answer these questions
now and that this information must be developed ove» the next year.
It should be noted that this is not a new project and that we are
decreasing rather than increasing our funding ($431,000 for FY 73
versus $594,000 prorated on a 12 month basis for FY 72 and $500,000
programmed for this year). It is a modification of a continuing
project to formalize a shift in emphasis (although the same personnel
will initially be involved),

The question, then, is not recally whether we should launch a
new programm in the face of great uncertainties but whether we should
cut=off or further rcduce one that is seeking to respond to important
new challenpes before we can obtain data necessary to evaluate its
chances of success, Because success involves meeting high priority
goals in an effective manner and on a self-sustainiug basis, the
DAEC reconmended the project be continued for another year to deter-
mine its ability to meet these criteria.

1. Is there a demand for the volume of credit CLLAC proposes?

In conncection with this question it was stated that the
LA Missions were quericed almost two years ago about a $25 million
AID loan requested by COLAC and that the responses were not encouraging.
However, the responses to the AID/Washington airgram (which asked for
an "evaluation of the quality and capability" of the credit unions
and federations in their countries) indicated that 10 out of 18 re=~-
sponding Missions felt the credit unions could effectively use loan
moncy from COLAC,

LA/DR decided not to go ahead with the proposed loan because COLAC
was a newly-created and untested organization and beciuse they felt
that the request was not backed up by an acceptable aanalysis of credit
demand.  During the last three years (1971, 2 and 3), loans outstanding
by LA credit unions have grown, however, from $78.2 million to $154
million, a growth of 977, The responsiblec office at OPIC now supports
OPIC guarantees and AID lending to COLAC, There are of course new
questions as well as new answers, though the readily observable indi-



cations are that there is a need for and capability of using credit
which far exceceds COLAC's request, Responses to COLAC queries to

its member federations, indicate a demand for production credit alone
(as distingulshed [rom consumer credit) of approximacely twice the
amount of loan funds COLAC is currently seeking.

2, Is COLAC capable of rendering the assistance called for in
the PROP?

The answer to this question is basically contained in the
general remarks which preface the answer to question 1 and in the PROP
attachments. The project is not really new, nor is the organization which
is carrying it out. One of the three major elements of the project,
general technical asiistance to credit unions, is obviously a continuing
one. A second, the loan funds for the Latin American co-op movement,
as indicated in connection with question 1, has been undervay for two
years, ‘lhe effort to give increasing cmphasis to services to the small
farmer has been underway for over two years, The COLAC staff has four
agricultural production credit specialists and three finance specialists
who will be working on the major "new" activities. Tae people who will
be working for COLAC after March 31 are the same who have been working
for CUNA, Only onc of them has been newly hired in the last year. COLAC's
efforts so far have been impressive as noted on pp. 8 and 9 of the PROP
and cvidenced in the very detailed and well thought out planning documents
annexed to the PROP,

A great deal of advance planning and groundwork, the better part of
tle past ycar's work of COLAC's finance Jepartment, has gone into the pre-
paration of the proposed cradit program (80% of which, will be devoted
exclusively to production cvedit and 70% for agricultural production
focusing on the small farmecr). The strategy for securing sufficient
capital revolves around a conference to be hosted by COLAC in the fall
of this year entitled "Capital Mobilization for the Latin American Credit
Union System", COLAC will bring to this conference approximately one
year of lending cxpervience from loans now in progress to three federa-
tions and new credits to be obligated as soon as resources permit. There
are pood prospects of credit from an OPIC guaranteed ICUS loan (ICUS is
an infternational credit unjop organizatlon providing investment services
to the credit unions) of up to $1 million plus additional equity capital
and of an increased line of credit from the CUNA Mutuval Insurance Society
During the same period OLAC will develop detailed cradit policies and
procedures, a thorough analysis of credit neceds regicnally and on a country
by country basis, and a report from a management consulting firm,

SYSTAN, funded by CUNA/ICUS, to develop a systems model for the proposed
ICUS/OPIC line of credit, which should be applicable to other sources of
credit as well, COLAC will also attempt to arrange for an integrated
approach to the provision of lending capital through mutually reenforcing
inputs from a varicty of public and private sources. COLAC is well aware
of the interest rate discrepancies inherent in the approach and plans to
calculate a compromise rate which will balance concessional terms from



such sources as AID and Canadian agencies against harder loans from
ICUS and private sources. For several months prior to the conference
COLAC will carry out an ecducation campaign with conference partici-
pants in order to come to grips .immediately in the conference with the
Primary purpose of the meeting, that of financial support,

3. Do_the national credit union federations really need and want
the technical assistance COLAC proposcs to give them and are
they prepared to support the Confederation?

Increased technicul services available through rural credit
unions, particularly relating to improvement of farm input production
techniques and marketing, can reasonably be ecxpected to increase borrowing
capacity and reduce risk for the small farmer and unions alike thus
generating a further increase in demand. With vagtly increased pressure
from rural credit union affiliates and new a:tention directed to small
farm development as a result of AID's priority focus on the subsector
and an increased awarencss of national agencies of the growing demand
and strength of rural areas, national federations have been called upon
to respond with services and credit assistance to thousands of new credit
unions increasingly composed of small farmers and othey low income
groups, Moreover, awareness of the type of technical assistance and com-
pleme¢ntary services neceded has greatly expanded over the last 7 years
primarily in such areas as farm supply and marketing,

The incrcased pressure primarily from rural areas has caused a
growing concern at the national fedcration level concerning the lack of
capacity to deal with the nceds of the many new rural affiliates lacking
trained management, cowplementary services and financial resources, At
the September 1971 meeting of member federations of COLAC, various re-
solutions were passed proposing to channel an increasing proportion of
the movement's resources toward production loans and che development of
an integrated strategy to expand the credit union role iu the rural
arcas to include, in addition-to relatively incxpensive credit, the
coordination and supplying of assistance necessary to increase production,
and to provide small farmers with practical low cost sources of farm
supplies and reliable mechanisms for the marketing of their products.

In general, in spite of: the impressive growth figures shown on
p. 8 of the PROP, the Latin American national federa%ions, with a few
exceptions, are not vet self-sufficient - that is, able from internal
resources of the movement to provide all member credit unions with a
minimal level of services below which many would disaffiliate or
simply dissolvce due to lack of capital, trained manpower, and technical
services. As the 1970 CURA PROP pointed out "it took the credit union
movement in the U,S. over 30 years to become self-sufficient, and then
only after a relatively massive infusion of public and private sub-
sidies., To expect Latin American federations to be self-supporting in
the space of only 8 years with much fewer personal, institutional and
financial resources, is unrealistic',
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What is most needed at this point, in addition to vastly increased
capital resources, is the cstablishment of really effective mechanisms
for the greater accumulation and more productive utilization of equity
capital in rural areas. It is preciscly this orientation which the COLAC
program has adopted as its main strategy for the channeling of both
technical assistnce and credit,

COLAC was formed and is governed by policies established by its
member federations, It is a genuine regional confederation and must
abide by the decisions of its members and respond to their nceds, It
was formed by federations in recognition of their need wot only for
representation at the international level but also, as explained on p, 5
of the PROP, because of the awareness that the AID/CUNA/LARO arrangement
could not last indefinitdly and that long term nceds for capital and
technical assistance would have to be met through an organizational
mechanism of their own crcation.

The national federations have demonstrated their support and neced
for COLAC through an accumulation of requests for technical assistance
and credit (some $3 million at present) which testifies to their recogni-~
tion of COLAC as a desirable, accessible and practical source of assistance
required,

The federations have further evidenced support through the pledging
of $253,000 of equity capital. This is explained in part on p, 22 of the
PROP, Overall, COLAC plans Lo raise on the order of $900,000 in equity
capital during the life of the project:,

4. Does the PROP run contrary to the ATAC co-op evaluation and the
Co-op Task Forece report?

The ATAC report, based on research completed aver 1% years ago,
recommended that AID "defer the development of a feneral program of supporting
cooperaltive institution building at the Lathh American regional level at least
for the next few years'", (Fmphasis added) What is provoscd here is not
a peneral program of regional co=op institution building but a specific
project limited to COLAC of which ATAC said "COLAC may be a unique case in

view of the greater organizational progress of Latin American credit unions
compared with other forms", Specifically, ATAC recommended "a more rapid
phase~-dowm of the CUNA/LARO program with savings brought forward to permit
COLAC to conLinuc a modest program at a level cthat can reach carly self-
suflficicney"., At that time support for CUNA/LARO was expected to continue
through 1975, Instcad it is being tevminated this year and support for
COLAC at a lower level has been picked up., Thus, this project carries
forward the recommendations of ATAC,

The Task Force Report accepted the ATAC rccommendation with qualifications
to the effect that there did not necessarily exist "a cironological im-
perative which would defer support of multinational organizations until
strong national organizations are first 'supported'" aad the "timetable for
the development of multinational institutions should be for the Latin
Americans to determine'", As indicated in. the PROP, this is very much the
case with COLAC, ‘'The Report specifically recognized this as a possibility,
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ATAC also recommended that we not lend to COLAC before its
functions were defined and before it received considerable financial
support from its membership, The question then arises whether we
should further reduce grant funding to the extent these conditions
have not been met, In this connection, COLAC's functions have been
very well defined aud the member federations have pledged some $250,000
in financial support. One could argue about whether this is "consider-
able" support but a more cogent point is that COLAC cennot expect
larger member contributions until it demonstrates its capacity to fulfill
membexr needs and expectations, which is precisely what the grant
funding is intended to make possible, Morecover, COLAC is not designed
to be dependent on member contributions but to become largely self-
supporting,

5. 1Is one year enough to determine whether the project can succeed
in its present form?

As indicated in the DAEC meeting, one year may not be cnough
to get definitive answers to the basic questions concerning the project.,
However, it is likely that enough will be known during that time to
determine wlicther the project should go on in its present form. A year
deadline, rather than a more gencrous one, will encovrage COLAC to move
expeditiously. Moreover, we did not wish to seek approval for more
than one year in view of the many uncertaintiecs which might be resolved
in that time, If the present timetable proves overly optimistic an
extension could be arranged,

The following specific targets, which are primarilv from the logical
fromevork section of the PROP, will be the main measure of COLAC's pcogress
during the first year:

a) Finance departments will be operating 'satisfactorily" in terms
of COLAC's criteria in at lcast 3 national federations where
therce are none at present,

b) 36% of the overall Integrated Production Credit Irogram will be
"operationay” again in terms of COLAC's criteria.

c) Model Bonding service programs will be established in at least
2 national federations,

d) Well developed statistical gathering systems will be established
in at lcast 2 national federations.

e) The number of farmer members in rural credit unions will increase
from approximately 130,000 today to around 187,000 or a 43%
increase, Likewise the number of members in CUs with production
credit programs will increase to 31,000 from 21,500 today,
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£f) Amount of loans by yuxal credit unionsz in the production
credit program will increase from $3,902,000 to approx-
imately $5,400,000.

g) Percentage of CU members will increase by 25%.

In regaxd to the credit program, COLAC shoulid be able to secure
or be within reach of securing in the neighborhood of $2.5 million.

Other key indicators te be watched during the course of the
first year are:

a) Comprehensive diagnostic studies of each of the 14 countries
involved as to exactly what small farm production credit
needs are in terms of lending capital, technical assistance,
agricultural extension, marketing services, and other
measures necessary for successful integrated production
credit programs in given areas.

b) The realization of an international conference in which
COLAC will present its case to a wide range of international
public and private development assistance and lending
institutions. The dearee of support cenerated by this
means will be an important indicator in itself, especially
if backed up by actual commitments of lending capital.

Before further loan or grant commitments are made, both USAIDs
and National federations will be surveyed as comprchensively as
possible, preferably through field visits, to determine:

a) Real attitude of national federations toward helping small
farmers, what they arc prepared to do, and what governments
in affected countriecg need to do and are willing to do.

b) What amounts of credit can be realistically absorbed by
the small former through national federations.

c) What agricultural extension and marketing services and
other measures need to be carried out to make the small
farm credit prvogram successful.

d) Neads and reszources for small farm credit from domestic
financial institutions as opposcd to external donors.

6. Should the project be funded at less than the proposed $431,000
level? o

This level represents a reduction of $163,000 or 27% from last
year's level (prorated to 12 months) and a reduction of $69,000 (14%
from the 'Y 1973 Congressional Presentation level for this year

We have satisfied ourselves by extensive inquiries to COLAC and
analysis of the information it provided that the level of staffing
and othcr cost clements it is proposing are reasonable in the

light of project objcctives which also seem, on tne basis of our
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analysis, to be well thought out and reasonable.

Given these circumstances, we do not think it wise to lessen the chances
of success of COLAC's current important cffort to obtain zredit and assist
the growth of dirccted agricultural production credit programs, or to under-
mine the necessary confidence of the member federations and potential lenders
by further reductions in our support,

ARA-LA/MRSD/SCD:RGreene/JHeard:dv:3/26/73



