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UNITED STATES INTERMATIONAL DEVELOPHENT COOPERATION AGENCY
AGLNCY FOR INTERNATIONAL DEVCLOPMINT
WASSINGTON DC 20523

ASSISTANT
ADMINISTRATOR

PROJECT AUTHORIZATION

Name of Country: Nicaragua

Name of Project: Nicaragua Recovery Program
(FUNDE Cooperative Development)

Number of Project: 524-0188

1. Pursuant to Section 531 of the Foreign Assistance Act of 1961, as amended, I
hereby authorize the FUNDE Cooperative Development component of the Nicaragua
Recovery Program involving planned obligations of not to exceed $2,000,000 in grant
funds over a one-vear period from date of authorization, subject to the availability of
funds in accordance with the A.I.D. OYB/allotment process, to help in financing foreign
exchange and local currency costs for the project.

2. The project consists of assistance to strengthen, expand, and diversify the

Fundacion Nicaraguense de Desarollo (FUNDE) cooperative system in order :» respond
to the economic and social needs of current and potential membership (the Project).

a. Source and Origin of Goods and Services

Except for ocean shipping, goods and services financed by A.L.D. under the
Project shall have their source and origin in the United States or in countries
which are members of the Central American Common Market, except as A.LD.
may clierwise agree in writing, Ocean shipping financed by A.L.D. under the
Project shall. except as A.L.D. may otherwise agree in writing, be financed only
on fleg vessels of the United States.

b. Conditions Precedent to Initial Disbursement

Prior to any disbursement, or the issuance of any commitment document under
the Project Agreement, FUNDE shall, except as A.l.D. may otherwise agree in
writing, furnish in form and substance satisfactory to A.LD.:

a A certified copy of the corporate charter and by-laws of FUNDE,
duly authorized by the FUNDE Executive Board;

(2) A certified copy of the operating policies, procedures, and standards
of FUNDE, which shall include:

(a)  The procedures to be followed for the objective and compre-
hensive review of loan requests in order to assure tha: proposed
activities are economically justified, technically sound, and will
have the desired impact on the agreed upon target group of
beneficiaries;
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(® A plan for the periodic audit of sub-loans made by FUNDE;
and : .

(e) The standards and procedures to be followed in providing

technical assistance to cooperatives;

(3) The administrative, organizational, executive iraining and staffing
plan of FUNDE for the effective execution of the Project; and

(4) The operating plan for the Project, including an implementation
plan for capital lending to the member cooperatives.

Special Covenants

Except as A.LLD. may otherwise agree in writing, FUNDE shall covenant that:

m It will charge at least 8% interest on loans to participating coopera-
tives made with A.LD. Grant funds.

(2) No more than $300,000 of A.LD. Grant funds will be distributed
to any one participating cooperative.

(3) Any A.LD. Grant funds to be lent to cooperatives under the Project
shall be for on-lending for productive activities.

(4) During the life of the Project no more than 20% of all FUNDE
lending activities shall be directed to housing.

(5) FUNDE will submit a quarterly progress report, beginning the second
quarter after execution of the Project Agreement, detailing progress in
implementing the Project, including lending activities, technical assistance
and training activities undertaken and any procurement of commodities
related to Project implementation.

(6) At least 3% of loan repayments by cooperatives will be used to
further capitalize the lending portfolio of FUNDE.

(7) It will attempt to be self-sufficient by 1985. All future sclicitations
and allocations of funds will, to the maximum extent possibl:, be directed
toward achieving this roal

/Q&umd 79, @1\/
Acting Assistant Admenistrator
Bureau for Latin America

and the Caribbean
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i. Summary and Recommendations

A. Face Sheet

B. Recommendation

USAID/Nicaragua recommends authorization of a grant of up to
$5,000, 000 to provide assistance to the Fundacién Nicaraguense de Desarrollo
(FUNDE). Funding for the Project will be taken from FY 1980 and FY 1981 Econo-
mic Support Funds (ESF) earmarked for Nicaraguan economic recovery. The Con-
gress apprcpriated an initial $75 million for Nicaragua in July, 1980, and an ad-
ditional $25.0 million have been requested in FY 1981. The proposed $ 5.0 mil-
lion is a target level of support to the project which may be reduced depending
upon availability of ESF monies in FY 1981 and upon other demands for these funds.
It is anticipated that the grant will be funded over a period of two years as follows:
Up to $2,000, 000 in FY 1980 and up to $3,000,000 in FY 1981.

C. Grantee and Executing Institution

The Grantee and Implementing Institution will be the Fundacién Ni-
caraguense de Desarrollo (FUNDE), a private foundation under legal charter in Ni-
caragua which provides credit, technical assistance, ond other services ta a coope~
rative system consisting of 58 cooperatives representing some 17, 700 members.

D. Goal Structure

The goal of the prcject is to improve the economic and social condi-
tions of the rural poor.

The project purpose is to strengthen, expand, and diversify the
FUNDE cooperative system in order to respond to the economic and social needs of
the current and potential membership. This purpose will be achieved through (a)
increased capitalization of the cooperative system for lending operations and (b)
improved administration, management, and planning in the FUNDE cooperative
system,

E.  Summary Rationale

The U.S. Government, acting through A,[.D., has committed itself
to assist in the -eactivation of the Nicaraguan economy, with particular emphasis
on encouraging private sector participation. Most private enterprises were adverse-
ly offected by the war and are in a weakened financial position. Currently, a sig-
nificant portion of credit available through the nationalized banking system is be~
ing channeled to government-owned agricultural, industrial and service enterprises.
Further resources and alternative delivery channels are needed to stimulate production
in the private sector.
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FUNDE, a private sector organization which since its founding in
1969 has steadily increased the size and effectiveness of its cooperative system,
has the capacity to mobilize and channe! both public and private donor resources
to the private sector. AID assistance will be provided to expand and improve
FUNDE's programs. The project, therefore, proposes to contribute to the revitali-
zation of private sector productior using an institutional framework that has de-
monstrated its capacity to utilize project resources in an orderly, efficient and
timely manner.

F.  Summary Project Description

The project consists of two phases lasting approximately nine and
twenty=-one months respectively.

Phase |, beginning upon signature of the grant agreement and lasting
through March 1981, consists of:

1.  Lending: Using approximately $1.91 million of AID grant funds,
FUNDE will lend to its member cooperatives at 8% interest for
the working capital and fixed capital needs of their agricultu-
ral, industrial and service activities.

2.  Technical Assistance: Approximately $22, 000 of project funds
will be utilized to obtain special assistance to (a) develop tech=
nical and informational needs assessment studies, a base line
data system and (b) assist in the development of services which
complement the lending activities.

3. Commodities: Approximately $70,000 of project funds will be
utilized to procure six 4-wheel drive type vehicles and office
equipment to strengthen the delivery of FUNDE services to
cooperatives.

Phase 1|, beginning April 1981 through the end of project in December
1982 will consist of:

1. Lending: FUNDE will expand its lending to cooperatives using
an additional $2.88 million of AID grant funds.

2.  Technical Assistance: Based on plans developed during Phase |,
approximately $74,000 of project funds will be used to provide
technical assistance and training to undertake additional special
studies, to institutionalize a managemeat information system,
and to develop an overall master deve opment plan for the
FUNDE system.
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3. Commodities: Approximately $45,000 of project funds sill be
utilized to procure an additional five 4-wheel drive type

vehicles.

G. Summary Findings

On the basis of an indepth independent evoluation and the intensive
project review, the Mission has determined that the Project is financially, institu=
tionally, economically and socially feasible. The planned lending and technical
assistance activities areor with programmed technical assistance, will be within
the capabilities of the inst.tution. The Project Committee hos reviewed and found
adequate the financial considerations necessary for successful project implementa~
tion. The economic analysis indicates that there will be more than adequate de-
mand for credit and that the project will generate substantial benefits which war-
rant the proposed level of AID assistance. Finally, the social analysis indicates
that the project activities and their derived benefits will be directed to AID's tar-
get group and that the Project will have local level support as required.

H.  Summary Financial Plan

The total cost of the AID inputs is $5.0 million, AID grants funds
will be allocated as follows:

FINANCIAL PLAN

(US$ 000)
Lending Capital $ 4,789
Technical Assistance/
Training 96
Commodities __1ns
Project Total $ 5,000

1/ In May 1980, USAID/N financed under AID Contract No. 524-80-150 a

- detailed evaluation of FUNDE. For information other than that contained
within this paper see Heard, John, "FUNDE: An Evaluation of Experience,
Capability and Potential."
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Interest rates charged on loans to member cooperatives will be 8%,
except as FUNDE and AID may otherwise agree. [nterest rates charged by co~
operatives to members will be at least equal to the prevailing market rate at
the time of lending.

[. Project Beneficiaries

The beneficiaries of the project are the current and potential mem-
bers of the FUNDL cooperative system. Currently there are 17,700 members in~
cluded in 58 cooperatives and 4 branches. With continued growth throughout
the life of project and the creation of twenty new cooperatives, it is estimated
that membership in FUNDE cooperatives will expand by é4% to 29, 100 people.
As most cooperative members are heads of household, it is estimated that 145,000
people will directly benefit under the project. Credit and technical assistance
will be directed toward individual cocperative members, most of whom are small
farmers. Tre principal benefits anticipated under the project include increased
employment, production and income.

J. Project Issues

1. Relationship with the GRN

Relationships between the government and the private sector
have improved measurably over the past several months, While there is still
private sector apprehensiveness about the longer~-term direction of the govern-
ment, many private sector people now believe that an enduring mixed economy
is feasible. They are encouraged by the effective GRN-private sector dialogue
which hus been initiated.

FUNDE had encountered some problems with the government
over registration of new cooperatives and access to credit. The new dialogue
gives hope that these problems will diminish. In any avent, FUNDE wishes to
move toward self-sufficiency to insulate itself from the vagaries of public policy.
While grant funds will be required for the next few years, should the GRN-pri-
vate sector relationship continue to improve, govemment-guaranteed extemnal
lending to FUNDE may be feasible as FUNDE takes the final steps toward self-
sufficiency.

2. FUNDE Viability

The project is a two and a half year, two phased, activity of
what could be considered a five year, three phased, development strategy on
the part of FUNDE. At the end of project life, FUNDE will have significantly
advanced toward the five year objective of financial independence, but it will
still have lending and budget shortfalls which will require donor support. This
project is not designed to provide the total support needed by FUNDE to reach
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self-sufficiency, but rather to move it in that directionby strengthening it both
financially and institutionally. Inherent in the project design is the need for
continued resource mobilization efforts on the part of FUNDE during and after

the project.

K. Project Development Committee

Arthur Warman, Chairman, Capital Projects Development Officer, USAID/N
Gerald Wein, Assistant Director for Programs, USAID/N

Polly Harrison, Regional Social Science Advisor, USAID/N

Patricia Buckles, Capital Projects Development Officer/IDI, AID/W

L. USAID/N Project Review Committee

Lawrence Harrison, Director

Kenneth Schofield, Program Officer

John Klein, Act. Controller

Gordon Straub, Human Resources Officer/ID|

The project review committee recommends this project for approval,
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i, PROJECT BACKGRCUND AND DETAILED PROJECT DESCRIPTION

A. BACKGRCUND

1. The Development Problem: Constraints to which the project
is addressed,

The Nicaraguan economy is now engaged in a national recov-
ery program from the devastating effects of the civil disturbance of 1978
and 1979. Economic recovery will require considerable amounts of domes-
tic and foreign financial, human and other resources to rebuild capacity
in virtually all productive sectors.

a) Agriculture

In agriculture there is a critical need for credit and iechnical
assistance to put idled or neglected land back into production. The lack
of agricultural credit resources and credit delivery systems is a traditional
constraint for small farmers. While the new govemment has indicated its
intent to expand the availability of credit to this group, and funds are
being obtained from AID and other donors, financial and human resource
constraints will continue to frustrate this goal.

In addition, as the government has expropriated 40% of the
farmable land (approximately 1.5 million acres) it is naturally giving prior=
ity to the credit needs of the enterprises operating on these lands. Due
to this factor and to existing credit and institutional limitations, it will
be difficult for the government to respond completely to the needs of the
private sector. Many small farmers are still forced to borrow from inform-
al market intermediaries at interest rates varying as high as 20-100%.
Therefore, multiple sources of credit and technical assistance need to be
encouraged,

FUNDE can contribute to eliminating the constraints in the
agricultural sector. Although growth by FUNDE coops in the agricultural
areas as initially slow, it has been significant in the past three years.
There are now 10 coops classified as agricultural (four coffee, five agri-
culture, and one cattle). By the end of 1979 there were 2,570 members
in these 10 coops and many other farmer members of the other FUNDE
coops. In total, there are 24 cooperatives with agricultural lending, and
the number is increasing. A number of cooperatives are experimenting
for the first time with agricultural membership. All of the cooperatives
involved in agriculture are supplying credit and technical assistance such
as extension, marketing and loan preparation to small farmers who are
affiliated with the cooperatives. The agricultural coops as a group now
represent the most viable segment of the FUNDE system. Management



7=

is strong and delinquency rates for small farm borrowers are low 11%, with
net capital from agricultural cooperatives exceeding those of the rest of
the system,

b) Rural Commerce and Industry

Small rural commercial and industrial enterprises have been sig~
nificantly affected by the civil war. Numerous businesses suffered losses
to buildings, machines and inventories from the hostilities or subsequent
looting, forcing many to close completely or to operate at less than full
capacity. War damage has been estimated to be in excess of $824 million
in the commercial sector and $220 million the manufacturing sector. In-
cluded in these estimates are over four hundred damaged enterprises, many
of which are located in small rural towns. This deterioration in commercial
and industrial enterprises has contributed to the severe unemployment problem,
estimate to be approaching 28% of the labor force.

Despite the reprogramming of existing credits during the recov-
ery period, there is a vital need for additional credit to rebuild invento -
ries and facilities in both the public and private sector enterprises. Tech-
nical services (e.g. accounting, marketing information, etc.) for this sec-
tor are also very limited.

The FUNDE cooperative system has been directly involved in
rural commerce and industry since its inception in 1969. The system cur~
rently includes 58 cooperatives providing credit and technical services to
17,700 members. In the area of small rural enterprise production, @ num -
ber of experimental activities either exist or are planned in such areas
as clothes, shoes, bricks, and fumiture manufacture. Additienally, inter-
cooperative distribution and technical assistance are being explored as
means to lower marketing and technical assistance costs to members.

c) Social and Economic Infrastructure

In rural areas, the need for rehabilitation and repair of social
and economic infrastructure at the community level is critical, The avail=-
ability of health centers, marketing and distribution facilities, schools,
day care centers, sanitary installations, community centers, and low-cost
housing have all been affected by the war through either direct war-related
damages or lack of financing for needed facilities during and after the war,
Although the govemment is directing considerable resources to these prob-
lems, the needs are far greater thun the government's ability to respond.

FUNDE's potential for responding to these problems rests prin-
cipally in its housing program. Currently, 8% of its lending porifolio is
being directed to low=-cost rural housing rehabilitation or construction.
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The majority of this activity involves local construction, supervision, and
labor. A cooperative member usually serves as "maestro de obra" and
other members provide much of the manual labor, carpentry, masonry, etc.
Through these activities, employment is generated and the community econ -
omy is stimulated.

Other mechanisms through which FUNDE can contribute to de-
velopment are increased savings and borrowing capacity, and financial
benefits associated with ready access to reasonable cost and locally avail-
able institutional credit. In addition, opportunities for training and other
educational experiences exist at individual cooperatives and through support
for training.

2. Other Donor Assistance to FUNDE

Much of the other donor assistance detailed below is ongoing
and is incorporated into the financial planning for this project,

a) Inter-Americon Foundation (IAF). Since 1973, the IAF has
been providing substantial assistance to FUNDE. Between 1975 and 1979,
it provided over $1.0 million for support to cooperative development,
Through the life of project IAF wil! be providing approximately $1.0 mil-
lion in budget support for FUNDE's diversification, Centros Familiares de
Educacidn Rural (CFER), and commercialization prograrms.,

b) SOLIDARICS. Through the AID and 1DB grant-funded
SOLIDARIQOS project, SCLIDARIOS will have by the conelusion of 1980
provided $1.0 million in credit for on-lending to cooperatives. No Ad-
ditional support by SOLIDARIOS is expected during the life of project.

c) Inter~American Development Bank (IDB). Prior to the conclu-
sion of the civil war, the IDB approved $1.0 million for cooperative lend=
ing through the FUNDE system. However, the new government has dlrect-
ed these credits directly to the FUNDE me nber cooperatives, bypassing
FUNDE itself. Under an aogreement with the yavernment, FUNDE is to
receive an annual margin of 1% on the outstanding balance of sub-loans
made with this IDB credit.

d) Private Agencies Collaborating Together (PACT). Throughout
the life of this project, PACT will provide assistance to the housing
division of FUNDE. Support totalling $200,000 will be provided for
salaries, transportation and overall budget support for this department.

e) Appropriate Technology International (ATI). ATI is providing
support totalling 550,000 for the salaries and operation expenses of FUNDE's
research and development division. FUNDE is currently negotiating the
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continuation of support through 1982 at a level of $130,000.

fy German Development Assistance Association for Social Housing

(DESWOYS). During 1980, DESWCS is providing $50, 000 in
budget support for training activities being undertaken in the housing
division., This one year support will permit FUNDE to broaden its housing
activities which will, throughout the project, assume an increasing share
of the loan portfolio.

3. Request by FUNDE for Additional AID Assistance

Although other donor and AID assistance to FUNDE has pro-
vided for initial development and capitalization of the cooperative system,
a recent AID fu.ilsd evaluation has identified considerable additional lend=
ing capital and budget support needs through 1985. FUNDE has requested
S5 million of AID grant assistance to provide the majority of lending re-
sources and technicai assistance through 1982. The request includes
approximately $4.8 million to increase the capitalization of the FUNDE
lending programs and approxirately $200,000 for technical assistance and
commodity support. The analyses included within this Project Paper
support these amounts and categories of assistance. |t is expected that
this grant project will be followed by less concessional external donor
support,



-10-

B. Detailed Project Description

1. Rationale for Project Design

In the past, almost all projects financed by FUNDE's tradition=-
al donors were specifically focused on one or more activities. However,
given the increasing scope and complexity of FUNDE's operations, it is
essential to strive for a more systematic and integrated approach which
will provide reasonable assurance of cverall system viability and which
will address the country's rural recovery needs. The proposed project de-
sign supports FUNDE's five year integrated strategy of overall system
strengthening, expansion and diversification; it is a strategy that has evolved
gradually, through trial and error, and which has been proven effective,
relative to the cooperative system itself, the government and the donor
community.

The proposed strategy addresses FUNDE's three basic support
needs; capital, budget, and technical. It is prcposed that under this
project AID provide the majority of the required capital and technical
support, while other donors (e.g. [AF, PACT, ATI, etc.) continue to
supply the necessary budget support in the areas in which they are present~
ly involved. In summary,a consortium approach to FUNDE is proposed
which consists of multidonor support in a well-planned and coordinated
manner.

2, Nature of the Project

The project is designed to achieve rural economic and social
growth and to assist in developing FUNDE as a self-sufficient institution.
Objectives for the realization of the foregoing include:

i) revitalization of productive activities among lower income
groups;

ii) increased development of the credit and technical assistance
delivery mechanisms at both the FUNDE and cooperative level;

iii)  improved access to credit resources, extension and technical
assistance on the part of cooperative members;

iv) increased private savings at the cooperative level by cooper-
ative members; and

v) expansion of membership in the FUNDE cooperative system.
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3. Goal, Project Purpose, EOPs

a) Statement of Goal

The goal of the project is to improve the economic and social
conditions of the rural poor.

Direct benefits realized as part of the goal achievement are
increased income and production, increased access to extension services,
private savings stimulation, and the development of the cooperative move-
ment as well as greater participation in the realization of revolutionary
goals of the government,

k)  Assumptions for Achievement of Goal

1. The cooperative movement in Nicaragua in general and
FUNDE in particular will play a vital role in the revitaliza-
tion of productive sectors and the betterment of rural con-
ditions in the country.

2, FUNDE will continue to operate as an independent co-
operative system principally serving the needs of the private
sector,

3. FUNDE will continue to play a significant role in the
cooperative movement and will continue to receive the re-

quired donor and governmental support.

&)  Statement of Purpose

The specific project purpose is to strengthen, expand, and
diversify the FUNDE cooperative system in order to respond to the economic
and social needs of current and potential membership. The principal as-
sumption underlying the purpose statement is that the increased availability
and more effective provision of credit and complementary services will in-
crease FUNDE's participation in the economic recovery of the country,

d)  Conditions Expected at the End of the Project (ECPS)
indicating Achievement of Project Purposes

The three key components from the purpose statement (strengthen,
expand, and diversify) can be utilized to classify the principal conditions
and achievements expected in terms of system impact.

(1) Strengthened System. This component includes the two main
subcategories of finance and organization. In the case of finance, a high
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degree of solvency and financial security will have been developed for

both FUNDE and its cooperatives. On the organizational side, there will

be the development of stronger management, analytical and planning systems,
Economies of scale in credit management and processing will have been
achieved. Leadership and management will have also been improved through
training ond experience at the cooperative level,

(2) Expansion of the System. This component refers to member-
ship and growth, During the life of project a minimum of twenty 1/ new co-
operatives and ten new branches to existing cooperatives will have been
developed. Cverall membership in the FUNDE cooperative system will
have expanded by 61%, or 29, 100 members.

(3) Diversification of the system. The "multi-service" cooper-
ative model will have been promoted through strengthened lirkages between
the cooperative and the technical divisions of FUNDE. At the FUNDE
level, linkages to sources of new technology and research will have been
developed and new technologies and organizational models will have been
examined for inclusion in future activities.

4. Project Description

a) Project Phasing

Due to the absence of prior medium and long range planning
within the FUNDE system, the unstable conditions in rural Nicaragua in
the past three years, and the rapid changes now occurring, the project is
designed in such a way as to permit adjustments to the changing needs,
priorities and targets resulting from experience with implementation of
the project. For these reasons the project consists of the following two
phases.

(M Phase I: Nine Months (July 1980-March 1981)

Under the proposed implementation plan, this phase would
consist of an initial tranche of lending capital designed to meet a major
portion of the projected 1980 lending shortfall. In addition, technical
assistance and commodities will be provided to undertake (a) a social and
economic sample survey of cooperative members, (b) an analysis of FUNDE's
current and potential information processing requirements, including storage
and retrieval mechanisms, and (c) special feasibility studies. In addition,

a medium term planning exercise will be carried out in collaboration with
the current Research and Development Program which will provide the
basis for a more detailed programming of FUNDE resources in Phase II.

1/ On the basis of existing community demand, it is estimated that some-
~  where between 35 and 50 new cooperatives could be formed during
the period,
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(2) Phase {I: Twenty-One Months (Feb., 1981 - Dec. 1782)

This phase will consist of an expansion of FUNDE's lending,
continued strengthening of current operations, and a moderate expansion
of the cooperative system in line with FUNDE's current consolidation strat-
egy. During Phase |l, the data collection, research and planning elements
initiated in Phase | of the project will be utilized to develop (a) an on-
going program for evaluating social and economic data for the FUNDE co~
operative system, (b) a feasibility study and implementation plan for the
possible creation of a computer center within FUNDE, (c) additional
special studies relating to financial projections, training, and programs,
and (d) a three-year, integrated financial and institutional development
plan to be utilized after Phase |l.

(3) Post Phase |1

It is an inherent characteristic of the current project design
that at the end of Phase || FUNDE will neithér be fully self-sufficient
institutionally nor have sufficient reflows from lending activities to meet
all anticipated capital or budget demands from 1982 forward. Given the
limited availability of grant assistance and alternative demands for these
funds, the Mission could not at this time support a request for the estimated
$9.0 million that would be necessary to make FUNDE financially self-
sufficient from earnings on its portfolio. However, the project design does
provide vitally needed assistance for recovery of productive sectors in the
post-war recovery period; it contributes significantly to the institutional
strengthening and diversification of the FUNDE cooperative system, and
it develops a framework for increased support to FUNDE after 1982 by
domestic and international donor communities,

b) Project Components

(1) Lending Capital

The demand analysis indicates a lending capital shortfall
in the FUNDE system over the next six years as follows:

(5000, 000)
1980 1981 1982 1983 1984 1985
1.9 2.4 2.8 2,6 3.3 3.7

AID will contribute to meeting the shortfall during the two
phases of this project by providing $1.9 million in Phase | and $2.8 mil-
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lion in Phase Il. Given the limitations in AID grant funds and the need
to provide incentives to solicit other funds, it is not the intention of this
project to meet all of FUNDE's projected capital demands. As part of

the technical assistance being provided under the project, a long-range
development plan (including new demand analyses and identification of
potential funding sources) will be developed. Given the anticipated growth
in the FUNDE system, it is expected that the demand for credit in 1983-
1985 could significantly exceed that projected here.

@) Lending Policies, Criteria and Procedures to be Applied

i) Policy

According to FUNDE's "Reglamento de Crédito" the general
policy of the organization is to utilize credit as a means of bringing about
socially and economically beneficial impact amongst low-income groups
who have no other access to sources of institutional credit. The philosophy
is to promote self-help and to stimulate local resolution of community level
problems. A strong emphasis is placed on increasing productivity and
diversification, Additional objectives include increasing professional capa-
city in the community and stimulating the socially and economically produc-
tive involvement of the private sector in the development process.

ii) Criteria

At present FUNDE credit is available for working capital
and fixed capital needs in the following categories of financing:

Commerce
. Agricultural Production and Investment
. Small Business and Industrial Production and Investment
. Housing Improvement and Construction

. Emergency Credit. (Both for personal emergencies and for
situations such as those which arose from the war)

Under the project, credit will be made available for produc~
tive credit only. No AID funds will be used for housing or emergency
credit. In addition, FUNDE will covenant that no more than 20% of its
portfolio shall be in housing during the LOP, except as AID may otherwise
agree,
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AID credit funds will be lent to the cooperative at 8% to
be on-lent at prevailing commercial rate:, currently around 12%. The
eight percent rate may be varied with AID's prior written approval. In
no event will the rate be lower then that offered by the Nicaraguan govern~
ment to similar borrowers. To be eligible under the credit program, in-
dividual cooperatives must have been accepted by FUNDE and have partic-
ipated in its training programs; they must have legal status, solid adminis=-
tration including up-to-date financial statements, and have performed a
demand analysis.

iii) Procedures

Under the project, FUNDE's existing credit procedures will
be utilized. FUNDE conducts regional workshops at the beginning of each
year for the financial programming of cooperative lending. Once the
magnitude of funding is determined, the cooperative proceeds to formulate
a written request which includes the amount, period, investment plan,
financial condition of the borrower, social and economic objectives, and
other key elements of information. If FUNDE finds that the coop has
debt carrying capacity and a capable board of directors, the request is
analyzed for compliance with FUNDE policy and financial and technical
soundness. Upon completion, the credit committee approves or rejects
the credit request and determines conditions precedent and other require~
ments to be completed during implementation and/or before submitting a
new request. Once approved, the loan is authorized, a guarantee signed,
and disbursements commenced.

(2) Technical Assistance

A major objective of the support for the FUNDE system is
to strengthen FUNDE's ability to cover operating costs with income gener-
ated from lending and technical assistance operations. To contribute to
the process, AID will provide technical assistance in the undertaking of
(a) Data collection and Analysis, (b) Special Studies, (c) Overall Inform=-
ation Management and Processing, and (d) Planning.

(a) Data Collection and Analysis

Phase I: Base Lire Data and Systems Development

As soon as possible after project commencement FUNDE will
contract with a local or Central American organization or individuals to
conduct a sample survey of a representative cross-section of its cooperative
membership. The survey will develep a profile of basic parameters of the
client group, including source of economic livelihood and income levels,
present and potential productive enterprise, social conditions (health,



-16-

education, housing) need perceptions, and cultural biases and attitudes
relative to participation in various existing and potential cooperative
ventures. The survey data will then be analyzed to produce a profile,
strategy, and planning recommendations for the type, level and location
of credit and other services.

The contractor will also develop a plan for the establishment
of an ongoing system of social and economic data collection to update the
base line information developed from the survey. Maximum use will be
made of existing data collection practices at the cooperative level, The
plan will include the collection and updating of agricultural and other
production data needed for the evaluation of current activities and the
planning of future lending and technical assistance activities.

Phase [l Follow-up and Comparative Analysis

Although details of Phase Il data collection and analysis acti-
vity will reflect the findings of the above effort, FUNDE's efforts in
general are expected to encompass an ongoing program for annual updating
of base line socio-economic data utilizing techniques developed by the
consultants. This data gathering and analysis effart will be kept fairly
simple so as to minimize the time and cost requirements.

(b) Special Studies

In accordance with a variety of specific planning and technical
needs identified in the recent AID funded evaluation of FUNDE, a series
of special studies will be undertaken during the life of the project.

Phase |: Development and Initiation of Studies

The R &D Center will be responsible for development of spe-
cific studies and their initiation during Phase [. These will include train-
ing, feasibility, financial and institutional development studies. Although
detailed specific study plans and scopes of work remain to be developed,
the following is an illustrative listing of what will be included in these
studies:

Training. A special study is expected to be carried
out to analyze organizational and technical training
needs of the cooperative system as a whole as well

as those of individual cooperatives. The study wouid
identify training and curriculum development priorities
and develop a plan for gearing the training more
adequately to assessed needs. In addition, an ongoing
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program of educotional research ond development
might be prepared which, among other things,
would include a program of follow-up surveys
and analysis to measure the impact of training
at member and cooperative levels. Finally the
study could also determine and plan a program
for FUNDE staff training and development over
the medium term future,l/

Feasibility Studies. A series of specific feasi-
bility studies will be carried out which focus
on particular programs, cooperatives and pro=
jects where potential for productive innovation
is evident relative to existing and potential
FUNDE program operations. For example,
FUNDE may study the feasibility of integrating
the commercialization, agricultural marketing
and supply activities within an inter-cooperative
trading network,

Financial Studies. A financial analysis of the
FUNDE system will be carried out near the
end of life of the project to deterriine the
current status of operations, orojzc.ed credit
and operational requirements beginning in 1983
and potential mechanisms for meeting financial
needs after LCP,

Institutional Development, Because of increased
lending aoctivities and expansion of the FUNDE

system, a general institutional development study

will be undertaken by INCAE, the Central Amer-

ican Groduate School of Business Administration,

to identify staffing requirements and other general
areas of institutional support required. This study
wTll be carried out prior to obligation of AID”
funds for Phase II ana will furtner {include an
assessment of executive management training needs,
possibiTities for using sur-charges for capital
generation, and financial projections and analyses.

Phase 1lI; Completion of Studies

Phase Il of the project will consist of the canclusion of studies
designed and/or initiated in Phase . (See Implementation Plan for a de-
tailed listing of the anticipated scheduling of special studies in Phase 1I).

(c) Overall Information Management and Processing

Phase [:  Analysis

1/ Results from this study will be incorporated into FUNDE's on-going
training activities.
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During Phase I, an analysis will be carried out of FUNDE's
total current and potential information processing requirements, including
the potential use of computer analysis, storage and retrieval mechanisms.
A detailed plan will be developed from this analysis which will include
facilities and methodelogy for ongoing information processing requirements,

Phase |I: Systems Improvement

Phase Il will consist of implementation of the information man~
agement and processing plan developed in Phase |,

{d) Planning

Phase I: Initiation of Activity

FUNDE's Research and Development (R&D) Center will develop
plans for programming resources through 1982 and initiate activities for the
development of medium-to-long term resource programming.

Phase |l: Three- year Development Plan

With support from short-term consultants, the R&D Center will
design a three-year integrated development and operational plan for FUNDE.
Involving a cross section of FUNDE, cooperative, and possibly other person=
nel, the plan will be developed to include inter alia, goals of the organi -
zation, targets, priorities, programming of institutional and financial resources
consistent with system and cooperative needs, and an external donor resource
mobilization schedule, This plan will then be used by FUNDE to provide
overall direction to the system after completion of the project.

(3) Commodities _]_/

The final element of the project design addresses the specific
commodity requirements as part of an overall institutional strengthening of
the FUNDE cooperative system. These commodities are required to ensure
the effective utilization of the FUNDE staff in carrying out itsprogram.
The two types of commodity support under the project are vehicles and
equipment,

{a) Vehicles. Eleven four-wheel drive vehicles will be procured
to augment the fransportation requirements of the audit, technical assistance,
CECOOP, CFER and housing departments of FUNDE., Six vehicles will
be procured early in Phase | and five in Phase II.

(b) Equipment. Six electric typewriters will be provided to augment
needs in 12 divisions. In addition, nine calculators and eight desks and

1/ See Annex seven for justifications.
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eight chairs will be provided. With the exception of the calculators which
will normally be used in field work, all equipment provided will be used
at the FUNDE headquarters. All required equipment will be procured ear~
ly in Phase I.

Financial Plan

TABLE | B.1
(AID GRANT $000)

Summary Cost Estimates YV

Sub-Total
I. Lending Capital 4,789
Il. . Technical Assistance/Training 96
I, Commodities 115
Total 5,000
TABLE |i B.2
LENDING CAPITAL, TECHNICAL ASSISTANCE, AND COMMODITY PLAN AND BUD GET
COMPONENTS PHASE | PHASE I TOTAL
P/M  $000 P/M $000 P/M— $000
A. Lending Capital N/A 1,908 N/A 2,881 N/A 4,789
B. Technical Assistance
I. Baseline Data & Systems Dev. 3 10 3 10
2. Special Studies
a) Training 1 4 4 14
b) Feasibility 1 4 2 7
¢) Financial - - 2 3
d) Institutional Development - - 2 9

3. Information Management and

Processing Development 4 2 7

4, Three-year Development Plan - - 3 19
Sub=Total 6 2 717 74 23 96

C. Commodities

T. Vehicles N/A 54 N/A 45

2. Equipment N/A 16 - -
Sub-Total N/A Z9. N/A 45 N/A 115
Total 6 2,000 18 3,000 24 5,000

1/ Financial plan details AID inputs to FUNDE through 1982, See Annex six  for
description of other donor support for this period.



. PRCJECT ANALY SIS

A. INSTITUTIONAL ANALY SIS

1. Evolution and Formation of FUNDE

FUNDE and its parent organization, the Nicaraguan Institute for
National Development (INDE), are both outgrowths of Nicaraguan private
sector initiatives, In 1969, INDE, with the help of the Pan American Devel-
opment Foundation (PADF), established FUNDE as a non-profit Nicaraguan
development foundation to facilitate resource mobilization, planning, and
execution of social and economic development activities amongst low=income
communities and groups throughout the country. Over the years FUNDE and
its program passed through four principal stages as described below:

a) The Early Years (1969-1972)

FUNDE's initial focus was on small informal groups at the commu =
nity level and on providing commercial credit for socially and economically
productive activities, such as crafts, fishing, marketing and small business
and industry in general. A strong emphasis was placed on self-help and popu- .
lar participation in the resolution of community problems,

b) Transition and Incorporation of the Cooperative Model (1973-1974)

As the foundation grew in scope, it found that small informal
groups, especially those at the lower end of the poverty scale, did not have
the organizational cohesion, leadership and economic basis for sustained growth.
It was clear that a new strategy was needed, and emphasis was shifted to an
upgrading of organizational competence and a more technical orientation in
the field.

In 1973, FUNDE for the first time began to form cooperatives
(credit unions) among women working in public markets of the principal second~
ary cities. By the end of 1974, fourteen cooperatives with almost 3,500 mem=
bers had been formed. The success during this period led to FUNDE's continuing
focus on cooperatives.,

It was also in this peried (1973) that FUNDE's experimental rural
family education program "Centros Familiares de Educacién Rural" (CFER) was
initiated with support from the Ministries of Agriculture and Education, the
Land Reform Institute (IAN), and the French Mission, At the same time, prima-
rily in response to the 1972 earthquake, FUNDE entered the housing field with
modest programs in minimum shelter and model communities (Estell and Granada)
and in the formation and financing of potable water cooperatives.
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¢) The Maturing of FUNDE - Its Program, and Development of the
Cooperative System (1975-1978)

The period from 1975-78 marked the coming of age of FUNDE and
its cooperative system. The period was marked by sustained growth in terms
of the organization itself, resources mobilized, cooperatives formed and strength-
ened, and diversification of services and activities (agricuiture, housing, and
community action). Its expansion during the pericd is illustrated by the follow=

Ing:
(Values in $000)

End of Year 1974 1978

Cooperatives 14 42
Members 3,490 9,270
Capital 150 890
Portfolio of Member Coops 340 1, 650

From 1974 to 1978 FUNDE's operations grew dramatically in terms of
resources, beneficiaries, services offered and activities in general, By early
1979, the staff had grown to 56 full-time employees including approximately
30 professionals, By the end of 1978 the FUNDE and cooperative portfolios
had grown to $.7 million and $1.7 million, respectively. Of the 42 cooper-
atives promoted and funded by FUNDE, 32 were credit uniore1/, six were
classified as agricultural, and two each were dedicated to housing and trans=
port. Throughout the period, FUNDE concentrated on the cooperative program,
and technical assistance, training and promotion activities were increased.
Resources were drawn from growing donor support and domestic borrowing.

d) The Current Period: Civil War and the Aftermath (1979-June 1980)

Despite the severe and growing civil disturbanzes in Nicaragua
during the period September 1978 through May 1979 and the full scale war in
June-July, 1979, the FUNDE program proceeded with cnly minor interruptions.
A number of new cooperatives were formed and lending operations continued
to expand at a substantial rate, especially in response to the sharply increased
need for emergency, rehabilitation and working capital financing after the
widespread fighting of September, 1978,

The period from the end of the war to the present has seen a major
development of the FUNDE's program. Almost immediately after the war ended,
most of FUNDE's existing cooperatives opened and commenced operations. The

1/ The cooperative model utilized throughout the period was that of the credit

" union. Most of the ccoperatives now classified as agricultural and other types
were criginally credit unions which have diversified over time to include
agricultural and "multi-service" functions.
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FUNDE cooperatives were flooded with old and new members seeking credit
and technical services and facilities for depositing savings. Table IIl A.1 below
compares end of the 1979 year key indicators with those of a year earlier.

TAJLE 11l A1

THE FUNDE CCOOPERATIVE SYSTEM

GROWTH INDICATORS: 1978-1979

(Values in $000)

1978 1979 % Growth

Membership 9,270 17,700 ?1%
Affected Population 24,102 46,020 ?1%
Outstanding Loans to Members 1,650 3, 340 100%
Cutstanding Loans from FUNDE

to coops 520 1,330 156%
Share Capital (Savings) 890 1,740 96%
Donations 150 410 173%
Total Assets 1,930 4,830 150%
Cooperatives 42 58 38%

Source: FUNDE: Balances Consolidados

2. Current Crganization

FUNDE is governed by a 16 member Superior Council (Consejo Su-
perior) which sets policies and strategies for the organization. Council member-
ship includes three representatives of the National Development Institute (INDE)
and 13 members from the private sectar at large elected on their merifs. Under
the Superior Council is an eight member Executive Council which meets twice
a month for program review ard required decision-making. The third layer is
represented by the Executive Director, who is responsible for the daily operation
and administration of the foundation. Below the Executive Director are the
various divisions which operate the FUNDE programs. Seventy-five people
work in these divisions.
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TABLE Il A.2

FUNDE's Current Crganizational Structure

Board of Directors)

|
Executive Com_c_ﬂj

|

Executive Assistant |

Executive Director 4 Legal Assistance

,\Commerc

alization |

Research
and Development

Administration
and Accounting

\ Susmg, Aud?]

58 cooperatives
and
4 branches

Technical
Assistance

Training

(CECOOP)
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a) FUNDE Headquarters

Thirty-eight people are on staff in the FUNDE headquarters and
thirty-seven are assigned field work at the cooperative level. The current
annual budget for operations is $819,000, of which nearly 82% is covered
by domestic and doror assistance. As detailed in the financial analysis, this
assistance will be provided throughout the life of project by the Inter-American
Foundation (IAF), Private Agencies Collobo;ofing Together (PACT), Appropriate
Technology International (ATI), and AID.Y

Technical assistance and training activities to be carried out as
part of this project will be coordinated by the Research and Development Di-
vision. Personnel in the division include the chief, a public accountant, a
business administrator and a sociologist. Lending activities under the project
will be coordinated by the Administrative Center which includes the chief, a
legal counsel, three accountants, a portfolio manager and a secretary. Both
divisions will draw upon other divisions as required to implement project activ=~
ities,

b) Cooperative Level

FUNDE's 58 cooperatives represent a strong and essentially viable
system. Although they are in varying degrees dependent on FUNDE for loan
funds and technical assistance, they pay reasonable interest for the former and
are now capable of sharing the costs of the latter. However, some continuing
subsidies to the cooperatives for technical assistance will be required in the
foreseeable future. '

The quality of leadership in the cooperative system is high, and,
by and large, cooperative board members are taking an aggressive role in their
development. Membership totals 17,700, and inactive membership is less than
20%. All FUNDE cooperatives have full-time professional management, usual-
ly drawn from the local community. The managers are extensively trained by
FUNDE in required systems, procedures and relevant skills.

There is a wide variety of capabilities in the FUNDE system. In
general, financial management is good, primarily due to the very intense em -
phasis of FUNDE on audit, technical assistance and training programs. Budget,
loan portfolio, delinquency and other financial controls are sound at the co=
operative level,

3} Relationship of FUNDE to the GRN

Officially, the new govemment is in the process of sorting out

1/ Currently, $173,200 of projected budget support is under negotiation with
" |AF and ATI. AID budget support to FUNDE is limited to the CFER progrom
as provided for under an on-going OPG project.
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and establishing a new policy on cuoperatives. A new law is to be drafted,
based on post-revolutionary objectives and experience. Until the new law

is published, FUNDE's activities will continue to be govemed by the 1971
law, as amended in 1975. The National Cooperative Directorate located in
the Ministry of Labor is responsible, as before, for legal and regulatory func-
tions of cooperative activities.

Faced with an unclear and evolving panorama of GRN attitudes
and regulations, FUNDE will continue with its existing cooperative activities.
This will be maintained until a consistent national policy on the role and
functions of private cooperatives becomes clear. During this interim period
FUNDE will endeavor to prove the case for its multi-service cooperative mod-
el, consolidate the existing program with only slight expansion, promote the
precepts of the revolution, collaborate with GRN agencies when possitle, and
broaden participation in the organizatior. tu include greater public sector rep~
resentation.



B.  Financial Analysis

1. Existing Financial Condition

(a) FUNDE

Financial balance sheets and statements of revenues and expendi-
tures for 1978 and 1979 are presented in Tables {1l B.1 and Ill B.2. Additional
audited financial information is included in Annex Six.

Total revenues and expenditures of FUNDE for the last two years
have increased substantially, primarily as a result of continued high levels
of donor support. Donor assistance combined with other income for 1979 left
a surplus after operating costs of $500,000. This permitted a substantial increase
in assets which have risen to approximately $1.8 million.

Although FUNDE is financially solvent, it is heavily dependent
upon external donor support. For the last two years over 75 % of the operating
costs have been covered through donor resources. Interest income totalled
only 7% of the operating costs in 1979. As indicated in Table Il B.7 and as
amplified in Section 2.b below, FUNDE has tentatively identified adequate
sufficient other donor support to this project. However, to ensure adequate
budget support for the project, as a conditionprecedent to disbursement to Phase II
of the project, AID will require FUNDE to demonstrate financing for implementa=
tion of all activities related to the project.

1979 EARNINGS AND EXPENSES

TABLE IIl B.1
(Amount in US$ 000)
Eamings 1978 1979
Local donations 9 2
Foreign donations 599 1,108
Interests received 34 43
Other earnings 2 16
Total eamings 604 1, 169
Expenses 362 599

Excess Capital 242 570
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FUNDE BALANCE SHEET

TABLE Il 8.2
(in USS 000)
A. Assets 1978 1979
Cash on hand 11 86
Loan portfolio - coops 1/ 633 1,499
Accounts receivable 43 50
Inventory on hand for coops - 10
Liquid assets 687 1,645
Fixed assets 21 55
Construction in process 69 69
Other assets 5 15
Total assets 782 1,784
B. Liabilities
Short Term Loans 377 395
Owed to national banks 330 316
Owed to international institutions 47 79
Long Term Loans 44 399
SOLIDARIOS 44 399
Total loans outstanding 421 794
Accounts payable 84 113
Total liabilities 505 907
C. Net Worth 277 877
D. Total Licbilities and Net Worth 782 1,784
Financial Coefficienis:
Total loans/net worth 1.52 91
Loan portfolio/Total loans 1.50 1.89
Foreign donations/Total earnings .92 .95

Source; Financial Audited St atus

(1) Taken from financial statements not audited.



(b) The Cooperatives

At the end of 1979, the 58 cooperatives in the FUNDE system
hod total assets of $4.8 million. An outstanding loan portfolio of $3.3 million
to its 17,700 members constituted the major portion of these assets. Total
savings from members ¢ me to $1.7 million.1/This combined with the donations
and the reserves which are required by law contributed to a net worth of $2.1
million for the year. In four of the last seven years, the cooperative system
has shown modest surpluses. During 1979, thirty-four of the 58 cooperatives 2/
produced modest net surpluses which totalled $53, 000, -

Tables Il B.3, B.4 and B.5 below provide a balance sheet and
key indicators of the cooperative system. Overall, the cooperative system is
viable. This is due to substantial grant inputs in the past, subsidized loans and
free services. As seen in Table Il B.4, and |1l B.5, some of the cooperatives
are now in a position to share the financial burden of their own development.
Given this and as part of FUNDE's plan to cover operational costs through 1985,
cooperatives will have to pay an increasing amount for technical assistance and
services supplied by FUNDE.

2.  Future Viability: 1980-1985

FUNDE's plan for financial viability calls for overall development
of the system based on the consolidation and donor support strategy embodied
in this paper. AID is to provide the majority of the lending capital required
during the period and other donors will be required to provide the required
budget support.

(a) Lending Capital Shortfall

Although demand has risen, FUNDE's traditional sources of
domestic and international lending capital have diminished considerably. Originally,
$1.0 million of IDB credits were approved for FUNDE lending, yet undedirection
of the GRN, these funds will bypass FUNDE altogether and be disbursed directly
to the cooperatives. In its place, FUNDE will receive an annual margin of
1% on the outstanding balance of sub-loans made with IDB funds. In addition,
as nationalized bank funds are being directed largely to public sector activities,
FUNDE does not anticipate support from these banks in the immediate future.
Finally, committed funds from SOLIDARIOS, FUNDE's only current source of

1/ FUNDE cooperatives are currently paying 7% -interest on erosits by
- members. This rate, as other interest rates, is determined by the
government.

2/ The surplus can be attributed almost entirely to the ten agricultural
cooperatives.
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COOPERAT!I VES BALANCE SHEET

TABLE {11 8.3
(Value USS 000)

1977 1978 1979
Assets
Cash on Hand 50 90 320
Loans to members 1,200 1,650 3,340
Accounts receivable 20 20 600
Inventory -- 10 40
Total Liquid Assets 1,270 1,770 4,300
Land and building 30 30 100
Furniture and Office Equipment 30 40 30
Tractors and Vehicles 10 20 270
Total Fixed Assets 70 90 400
Other Assets 60 70 130
Total Assets 1,400 1,930 4,830
Liabilities
Loans from FUNDE 300 520 1,330
Loans from Banks 90 160 830
Accounts Payable 120 180 500
Total Liabilities 510 860 2,260
Net Worth
Savings of Members 720 890 1,740
Donations 160 150 410
Reserve (req. by law) 10 30 20
Total Net Worth 890 1,070 2,170
Total Liabilities and Net Worth 1,400 1,930 4,830
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SAMPLE OF MOST VIABLE COOPERATIVES

TABLF Il B.4 to December 1979
(Value in USS 000)

La Moderna Avances Juigalpa La Perla Jalapa
(multi-service) (Multi-service) (commerce (coffee) (Ag.)
industry)
Assets
Cash on hand 9 16 4 3 1
Loans to members 96 127 4] 137 31
Accounts receivable - 29 - - 3
Inventary — — - 2 1B
Total Liquid Assets 105 172 45 162 48
Fixed Assefs 7 26 ] 32 100
Other Assets 1 4 ] 19 8
Total Assets 113 202 47 213 156
Liabilities
Loans from FUNDE 46 48 14 8 -
Loans from other Institutions - 23 - - 49
Other Obligations _18 27 _n 37 15
Total Liabilities 64 98 25 45 64
Net Worth
Savings of members 46 96 19 58 9
Donations - 4 1 92 100
Reserves and Excess __g __4 __2_ _]_8_ (_1_7_)
Total Net Worth 49 104 22 168 92
Liabilities + Net Worth 113 202 47 213 156
Number of Members 289 587 279 280 179
Interests Received 13 26 10 27 9

Excess Capital 3 3 2 34 10
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FINANCIAL COMPARISON OF COOPERA TIVE CATEGORIES

TABLE Il B.S
(Selected Indicators)
December 31, 1979

(Values in $§ 000)

Commerce Multi-

Ag. Indust ry Service Transport Housing
Total Assets 1,560 1,550 1,420 200 100
Portfolio 670 1,370 1,290 60 40
FUNDE Loans 380 410 460 10 70
Savings 270 750 640 80 10
Net Capital 480 840 700 120 30
Int erest Income 708 116 148 - 1.6
Other Income 80 9 2.9 41.4 0.5
Excess (Loss) 58.7 (12.9) 14.4 (6.1) (0.7)
Coops 10 20 23 2 3
Members 2,570 8,153 6,231 428 323
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FUNDE LENDING CAPITAL REQUIREMENTS

TABLE Il B.6 1980 - 1985

(US$ 000)
1980 1981 1982 1983 1984 1985

GENERAL LOANS
Balance at end of year 3,160 4,480 5,590 6,480 7,270 8,060
New Loans 2,600 3,120 3,570 3,960 4,340 4,750
Amortizationrecieved 710 1,800 2,460 3,070 3,550 3,960
New Required Resources 1,890 1,320 1.110 890 790 720
HOUSING LOANS
Balance at end of year 530 1,100 1,790 2,140 2,270 2,270
Loans Granted 530 590 740 420 220 100
Amortization received - 20 50 70 90 100
New Required Resources 530 570 690 350 130 --
New Required Resources 2,420 1,890 1,800 1,240 920 790
(General + Housing)
FUNDE AMORTIZATION
Present Credit 130 160 130 60 90 50
Future Credit - - - -- 300 600
Required Resources 130 160 130 60 390 650
CONTRACTED FINANCING 650 -- -- - - -
Total Required Resources 1,900 2,050 1,930 1,300 1,310 1,440
(C+D - E)
New Cooperatives -- 100 200 400 700 100
Inflation (15%) - 300 700 900 1,300 2,200
Total Net Requirement 1,900 2,400 2,800 2,600 3,300 3,700
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international loan financing, will terminate in 1980.

Table 111 B.6 illustrates lending capital requirements through
1985. Demand assumptions for these figures are contained in the economic
analysis. Under the project, it is proposed that AID will provide through 1982
approximately $4.8 million of the lending requirements. Additional lending
sources of $2.3 million will have to be developed to meet the remaining short-
falls through 1982. If other lending sources are not identified, FUNDE will be
required to reduce its lending portfolio as appropriate to keep within the limits
of available credit. Between 1983 and 1985, FUNDE will be required to obtain
additional lending resources of approximately $9.6 million if it is to service the
projected demand. As part of projected lending resources for this period, FUNDE
has identified SOLIDARIOS as a potential resource for additional lending credits.

(b) Budget Shortfall

The projected earnings and required expenses for the period
1980-1985 are shown in Table |l B.7 and are amplified in Annex Six. Support
through the life of project is based upon a mix of donor support, interest income,
and service charges to cooperatives.

External donor contributions to FUNDE for budget support through
LOP total $1.6 million. Of this, FUNDE has currently contracted $1.4 million,
or 87%. The remaining 13% is under negotiation. Although sources have not
yet been identified; donor assistance of $300, 000 is currently estimated to be
necessary for the 1983-1984 period.

Int erest income through the LOP totals $639,000 and approximately
$2.1 million through 1985. This projected interest income is based on the lending
activities estimated in Table |Il B.6. Should these lending activities increase
or decrease during the period, the income from interest charges would vary
upward or downward, accordingly.

Due to past growth and surpluses from operations, many of the
cooperatives are in a position to assume higher service charges for FUNDE
furnished services. FUNDE projects income for services to rise from $49, 000
in 1981 to $428,000 in 1985. This is based on continued growth in membership
and an expansion of the cooperative system fo include 20 new cooperatives.
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STATEMENT OF EARNINGS AND REQUIRED EXPENSES

FOR OPERATIONS THROUGH 1982

TABLE Il - B.7
(US$ 000)
1980 1981 1982 1983 1984 1985
A, SOURCES OF FUNDS
Cash 52 - - - - -
Interest to be
received 1/ 84 223 332 436 519 578
Income 108 Loan -- 10 10 10 10 10
Service 1o
Cooperatives 2/ -- 49 132 222 291 428
Donations3/ 676 633 351 186 106 --
Total Sources 812 915 825 854 925 1,016
B. USE OF FUNDS
Interest payable 4/ 78 78 62 51 1 109
Operational Costs
(non personnel) _5_/ 330 266 296 297 317 342
Personnel Costs 6/ 411 432 458 481 505 531
Total Uses 819 776 816 829 913 982
C. ANNUAL SURPLUS
(A - B) 7 139 9 25 13 34
D. ACCUMULATED
SURPLUS (7) 132 141 166 179 213
Notes 1-6, see Annex Six
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C. ECONOMIC ANALYSIS

This project is intended to increase the funds available for private sector
investment activities. It is hoped that investments financed will yield significant
benefits for low-income groups, particylarly in terms of increased employment and
income. The project's key economic issues pertain to (i) the existence of effec-
tive demand for the increased investment funds, (ii) the efficiency of the distribu-
tion system through which the funds will be channeled, and (iii) the potential im-
pact on output, income, and employment.

1. ~ffactive Demand for Credit 1/

Since its creation and throughout the war, FUNDE has demonstrated
both ingenuity and flexibility in responding to ever increasing demands for credit.
From 1975 up to the time of the war, FUNDE's operations quadrupled in terms of
resources, number of beneficiaries, and services offered. Even during the severe
civil disturbances, lending operations contirued to expand in response to an in-
creased need for emergency, rehabilitation, and working capital financing. Since
the war, nationalization of the banking system and the GRN's interest in channel-
ing resources on a priority basis to siate-owned enterprises have impeded the flow
of credit to independent farmers and cooperatives. As a result, the demand for
FUNDE credit has increased dramatically in agriculture as well as in commerce and
industry. FUNDE's projections of probable demand during the period 1980-85 are
summarized below and disaggregated in Tablesix of the Financial Analysis.

FUNDE LENDING CAPITAL REQUIREMENTS, 1980-1985

(US$ 000)

1980 1981 1982 1983 19° 1985

1,900 2,400 2,800 2,600 3,300 3,700

These demand projections, which FUNDE believes are quite conser-
vative, more than justify the proposed level of A 1.D. resources to be provided
with this project. The figures are based on the effective demand realized during
the current 1980 operating year, as well as projected  needs of the cooperatives.
Also taken into account are the potential effects of current economie, political,
and social policies of the GRN. Key assumptions of the analysis are summarized
below.

d in this section are based on creatiqn of
d the current lack of government provided

i inancial Analysis, should either
led in the Finan y Shoylc el

1/ Demand projections include
~  twenty new cooperatives an
credit resources. As detai A
number of cooperatives created or supply of credit vary,

projections would change ac;ording]y.
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= Inflation will remain constant at 15% over the period.

- Twenty new cooperatives will be organized during the life of the pro-
ject. Credit demand from new cooperatives will be minimal. (See
Table 11l B.6, Financial Analysis)

- Technological innovation, spurred by the availability of credit and
technical assistance, will continue in coffee and vegetable produc-
non, thus increasing the demand for additional credit.

- Current GRN programs promoting diet improvement through the con-
sumption of pigs, poultry, and vegetables will be moderately success-
ful, thus increasing the demand for credit to expand production in
these areas .

- Alternative institutional sources of credit such as the national bank-
ing system will not alter their policies to significantly increase the
availability of credit to FUNDE (independent) cooperatives.

- The GRN's agricultural and commercial sector policies will continue
to permit independent farms and enterprises to earn sufficient return
on investment so as to provide an incentive for continued operation.

- Economic and financial conditions in the country will gradually im-
- prove. In two or three y:ars activities in the commercial, industrial,

agricultural, and construction sectors will be normalized.

2.  Cost=Efficiency of the FUNDE Delivery System

FUNDE's claim to efficiency is based upon its method of credit dis=
tribution, through cooperatives. Cooperative systems have demonstrated an abili=~
ty to provide credit and technical assistance to borrowers at a lower cost per be-
neficiary than alternative systems which depend upon direct contact with each
borrower. The major saving results from the ability of the technicians to work
with groups and thereby expand the number of clients served. Additionally, work-
ing through cooperatives reduces the need for credit references and other banking
procedures which are costly and which have traditionally discouraged many poten-
tial borrowers from exploiting available capital resources. Finally the provision
of credit and technical assistance together increases the probability of high re-
tumns to these inputs, as the timely availability of credit permits beneficiaries to
most effectively implement recommended technical plans.

FUNDE cooperatives have also demonstrated superior efficiency in
collecting on loans. Delinquency rates on loan payments have been low, and
despite the enormous economic disruptions of the past several years only 5.5% of



-37-

the loan portfolio was considered non-recoverable in 1980. "Peer pressure” is a

partial explanation for this phenomenon. Experierice suggass that the individual

cooperative borrower is diligent in meeting loan payments because the welfare of
other cooperative members is dependent upon his accepting that responsibility.

It should be noted that the project not only mobilizes local savings
but also encourages new savings. Upon joining a cooperative, new members are
required to save a small portion of their income on a pre-determined schedule be-
fore receiving their first loan. The purpose of this requirement is to challenge the
future borrower to discipline himself to a savings routine. Also, loan requirements
do not permit more than a 3:1 ratio of credit to capital contributed, which provides
additional incentive to save.

Having successfully established a cooperative network, a working
credit system, and a highly qualified and experienced staff, FUNDE now has the
potential and need to expand its operations to take advantage of economies of
scale. Overhead expenses for Loth credit and technical assistance cctivities can
be spread over an increasing number of beneficiaries, and resulting savings can be
committed to improving service and to covering normal operating expenses now
funded by donor agencies.

3. Impact on Production, Incomes, and Employment

Small farmers have traditionally obtained credit at high interest rates
from intermediaries who purchased their produce at a price substantially below what
the market would bear. FUNDE estimates the cost of credit obtained from informal
sources to be from five to twenty percent per month. In contrast, FUNDE lends to
cooperatives at eight percent, and members borrow at twelve percent, Low delin-
quency and bad debt rates suggest that FUNDE loans at commercial interest rates
are being used effectively, contributing to both increased production and
incomes.

With FUNDE, cooperative organizations assume the role of inter-
mediaries in marketing produce. They also provide the financial and technical re-
sources which facilitate the introduction of productivity increasing innovations such
as irrigation systems, pest control practices, improved seed, and fertilizer. Based
on its experience, FUNDE estimates that the credit and technical assistance it chan-
nels to small farmers will increase their productivity by twenty percent in the first
year and up to twenty-six percent in the second year. Taking into account the re-
latively little amcunt of credit required for a small farmer to more effectively use
appropriate, relatively simple technologies, the estimated increases in productivi-
ty are likely to be conservative. The figures are, however, comparable to findings
reported in a study commissioned by SOLIDARIOS in 1977 to evalucte the impact
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of National Development Foundations (NDFs) engaged in activities similar to those
carried out by FUNDE. 1/

The project will also yield a significant impact on small industry and
commerce. As a result of the introduction of new credit, FUNDE estimates that
small enterprises will acquire the materials and machines needed to improve pro-
ductivity by as much as twenty-five percent. The above-mentioned SOLIDARIOS
study found that within the commercial and industrial sectors, additional working
capital allows expansion with marginal inputs of technical assistance, hence, with
greater access to credit, the small enterpreneur is even more likely than the agri-
culturalist to increase his or her income,

The project is concerned not only with increasing productivity and
incomes, but also with employment generation. Since the beneficiaries of FUNDE"'s
credit distribution system are generally owners of small farms and enterprises using
more labor intensive technologies, the provision of credit can be expected to in-
tensify the use of these technologies, generating significant employment in the
process. As employment generation is an important objective of this project,
FUNDE has agreed that before financing loans with A,1.D, funds, cooperatives
will be required to assess potential employment and income impacts, distinguishing
between permanent jobs generated and person months of temporary employment.
Projects with greater employment generation potential will receive higher priority
in selection financing.

In conclusion, the analysis suggests that the project can haws o signi-
ficant impact on employment, productivity, and incomes of marginal groups. And
the level of investment per beneficiary, estimated at US$35, is very low for the
potential benefits to be derived.

_l/ For example, the Dominican Developmert Foundation, lending a total of
US52.3 million to 4, 804 borrowers in the 1975-76 season (loans averaged
US3498 per family), assisted in increasing production of rice, onion, and
cacchuate by 15%, 18%, and 25%, respectively. Even more impressive=-
ly, the Ecuadorian Development Foundation based in Quito, financed
small farmer credit for the purchase of fertilizer (all borrowers) and insec-
ticides (60% of borrowers), which resulted in reported increases of potato,
wheat, malt, and corn production of 41%, 16%, 31%, and 39%,
respectively.
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D. Social Soundness Analysis

1. The Client Population

While the programs of 'FUNDE have included activities in
secondary cities and have attended to the interests of small and industry,
their orientation is nonetheless eminently rural. FUNDE's clients, then,
are drawn from the 65% of the national population which lives outside
the 14 urbanized 1/ areas of Nicaragua and, in greater measure, from
the 55% of the national population resident in rural communities of less
than 1000 inhabitants.

Nicaragua's rural population is described by the same ord r
of basic indicators that describe most rural populatiors in developing countries,
but there are some aspects of the Nicaraguan rural profile to which the
history and design of FUNDE's programs are particularly responsive. These
key indicators include a hign rural fertility rate (average number of children
per mother, 8.2) which in turn produces a dependency rate of 117, as of
1972 the second highest in the world after Bangladesh, The largest and
thus most needy families are found among agricultural producers, one of
FUNDE's prime client groups. Furthermore, a number of cultural, economic,
and even physiological phenomena (e.g., attitudes toward sexual responsibility,
the necessities of temporary or permanent rural out-migration, and substantially
higher female life-expectancy rates) conspire to produce great numbers
of fragmented families and women=-headed households, the latter estimated at
around 20% in rural areas. Thus rural women are forced to be economically
active in large numbers although national labor force participation figures do
not reflect the full reality, At least 34% of campesinas are engaged in at
least one activity for remuneration. Ten percent of all salaried agricultural
day workers, 54% of non-agricultural day workers, 4% of farmers, 80% of
non-agricultural producers, 16% of merchants, and 22% of those who have
more than one job, are women. FUNDE's demonstrated concern for rural
women and the family unit are well justified by the socio-economic facts.

Solid statistics are not available to determine the proportion
of FUNDE's client population who might be classed as the poorest of the
poor, but recent sampling of FUNDE loan files indicates that, with the
exception of some of the coffee farmers, the institution is serving the portion

1/ With populations of 10,000 or more.



of the rural population which falls well under the 1979 estimated per capita
income figure for Nicaragua of US$649 (see Table ). Since almost all

the members of the agricultural cooperatives work from 1 to 10 manzanas,
they are clearly small farmers.

TABLE |

COOPERATIVE MEMBER INCOME LEVELS

C$/Mo./Family C$/Mo./Person C$ /Yr./Person  USS/Yr./Capita*

Small Business 1, 000-3, 000 200-600 2,400-7, 200 240-720
Small Industry 1, 000-5, 000 200-~1, 000 2,400-12, 000 240-1,200
Small Farmers
Coffee 4,000-10, 009 800-~2, 000 9, 600-24, 000 960-2, 400
Basic Grains 1,000-3, 000 200-600 2,400-7, 200 240~-720

* Conversion rate used is current official rate of ten cordobas (C$) to US$1.00,
although current prevailing parallel market rate is running at around 17 to 1.

2.  Benefit Incidence and Spread Effect

The number of FUNDE cooperatives has grown from 14 in 1974,
to 42 in 1978, to 58 in 1979. Of tne existing 58, a broad spectrum of
clientele and clientele needs is served: there are 23 multiservice coops,
20 dedicated to small industry and commerce, 10 to agricultural production,
3 to low=-cost housing, and 2 to transport .

Membership has grown corollarily, by 91% between 1974 and
1979 (see Table 1l). Present total direct beneficiary population is 17, 700
the indirect beneficiary population numbars around 46,020, 1/ With tne
61% increase estimated for tnis Project (based on a conservative minimum
of 20 new coops and 10 new branches), membership by end-of-project

1/ Not all FUNDE coop members are heads of household. This figure

- was derived by multiplying heads of household by 5 (a conservative
family size estimate) and adding number of members not heqds of
household.
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would be approximately 29, 100, with an attendant indirect beneficiary
population of 145,500. Estimated rural population for 1977 was about
1,100,000 (rounded). Accepting that population figure as relatively
unchanged due to war casualties and migration, FUNDE programs are
presently affecting 4.2% of the rural population. Under the project, that

proportion could reach 12%, including o rough accounting for rural popu=
lation growth.

TABLE 1!

CURRENT AND PROJECTED FUNDE MEMBERSHIP AND ESTIMATED BENEFICIARY
POPULATION

1974 1978 1979 % Growth EOP 1/ % Growth

Membership 3,490 9,270 17,700 91% 29, 100 6%
Beneficiary Population 3/ 9,074 24,102 46,020 ?1% 145, 500 216%

1/ End of Project

2/ Not all FUNDE members are heads of household. These figures were derived
~ from multiplying heads of household by the conservative family-size figure of
5 and adding the number of members not heads of household.

Savings (aportaciones) per member have also grown, from an
average of 430 cordobas per member in 1974 to 983 cordobas in 1979, an
increase of 129%.

In addition to the spread effect achieved by sheer growth, such
effect and incidence of benefit are enhanced by multiplier effects delibe-
rately incorporated into FUNDE sub-programs. The Center for Cooperative
Training (CECOOP) includes in its student body educators (educadores) in
each cooperative, whose mandate is to replicate the cooperative education
received among coop members. The Rurdl Family Education Centers (CFERs).
involve parenfs and students in g mutually reinforcing round of activity and
learning. The new commercialization program of cooperative markets will
lower costs of basic consumer goods to an as yet unestimated number of
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clients, but stocks will be constructed so as not to compete with the market
women who are also FUNDE members. Finally, there are, also uncalculated,
the spinoffs from small-business and industry which, in Latin America, cus-
tomarily display high rates of return and employment generation.

The dist ribution of benefits of FUNDE programs is guided by
considerations of equity. Small~fanner families, which have characteristically
lower income ranges and larger family sizes, receive preferential lending
ratios of 6:1 (loan:shares). Small business and industry clients, with higher
income ranges and lower family size, are permitted loan ratios of 3:7.
Average loan sizes vary accordingly, averaging $500-2, 000 jor agriculture
and $700-3500 for small business and industry. For most rural residents,
particularly women, FUNDE has represented their first access to non-usurjous
credit. Until its establishment, the principal form of savings was the family
pig. The main sources of credit was local money-lenders (prestamistas) who
charged 5 to 20% monthly interest for short=term loans, with Tong-term
rates that could surpass 200% per year. Market women were especially
vulnerable to this mode of exploitation, which explains both the establish=
ment of the first market-women's cooperative in 1973 and the growth to
14 such coops by 1974 with g total membership of over 3,500. In addition
to this straight-on benefit to women, FUNDE in its various programs has
emphasized the teaching of non-traditional, income-generating skills for
women and has included a substantial number of women in its managerial
and outreach staff. Current female cooperative membership is estimated
at about one-third.

3. Sociocultural Feasibility and Compatibility, and Social Impact

An examination of socialcultural feasibility was the
first step in the establishment of the foundation and concerns for
compatability have guided the growth of the FUNDE cooperative system.
Member participation is encouraged in day-to-day management which is,
in fact, drawn from the local community as much as possible. Feedback
throuan tne cooperative system is ongoing. Cooperatives have grown
naturally and incrementally, rooted in member perceptions of need and
demand, giving birth to sub-projects such as dav-care centers., health
facilities, housing projects, aault education, markets, road improvements,
and other concrete evidence of ongoing social action. Current
experiments in housing and CFER design are based on interdisciplinary
work with indigenous materials. Even the frequent fiestas which mark
FUNDE events fit Nicaraguan rural priorities.



Finally, there is the far less frivolous matter of sociopolitical
compatibility. The principal themes of the new government's approach
to the reconstruction of Nicaragua are austeriry, production, and equity,
through the mechanisms of decentralization, growth of municipal government,

and community level organizations.
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v. IMPLEMENTATION ARRANGEMENTS

A. Administrative Considerations

The project grantee and implementing organization will be the Funda-
cién Nicaraguense de Desarrollo (FUNDE). The Executive Director or his des~
ignate will be responsible for overall direction, coordination and liaison with
USAID/Nicaragua, external donors and consulting organizations or individuals
as necessary to implement project activities. For lending activities, the Exec-
utive Director, the loan committee, managers of individual cooperatives ‘and
other personnel in FUNDE as required will be responsible for implementation
of AID financed lending. For technical assistance, training, and commodity
procurement activities, principal responsibility will be with the R&D division,
drawing upon other divisions as necessary.

B. Disbursements

Obligations for financing activities under the project will be with Econ=
omic Support Fund (ESF) monies. The first obligation will be for not more than
$2,0 million in FY 1980 and the second and final obligation will be for not
more than $3.0 million in FY 1981,

(1) Lending Capital

Disbursement to FUNDE for lending capital will be made in quarter-
ly advances. Due to the present critical capital requirements of FUNDE and
the need to provide substantial assistance to rural recovery activities, the first
advance will be made to FUNDE as soon as administrctively possible after sign-
ing the project agreement.

(2) Technical Assistance and Commodities

Disbursements for technical assistance and commodities will be made
as necessary into a revolving fund. After signing of the grant agreement . tha
fund will be established at a level sufficient for approximately three months
requirements of technical assistance and commodities. FUNDE will submit peri-
odic requests for reimbursement with the supporting documentation. The Justification

C. Procurement

With the exception of procurement of vehicles, FUNDE procurement
procedures will be utilized to the extent that they do not conflict with AID
statutory restrictions. All goods and/or services financed under the project will
have their source and origin in Central America or the United States. Vehicles
will be procured in the U.S. utilizing standard AILL procedures, The justification
for local procurement is based on the availability of lower cost goods and
services and on che need to place as much money as possible in productive
lending activities. In addition, locally procured goods and services will
best promote the overall objectives of the U.S. Government foreign
assistance program for Nicaragua.
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D. Implementation Plan

The project is planned for implementation over a two and one=-half year
period. Work will begin in August 1980 and be concluded in December 1982.
The anticipated scheduling of major events in implementation of project activi-
ties is as follows:

E.

of FUNDE, (c) the status of implementation of the various recommended improve-

Project Approved

Grant Agreement Signed

Initial CPs Met

First Tranche Lending Capi tal

Initital Vehicle and Equipment Procurement
Initiation of Data Collection/Analysis
Training and Feasibility Studies Initiated
Information Management & Processing Analysis

July 1980
August 1980
August 1980
August 1980
September 1980
November 1980
December 1980
February 1981

Institutional Development Study March 1981
Final Vehicle Procurement March 1981
Training Study Completed April 1981
Feasibility Study Completed May 1981
Second AID Authorization & Obligation May 1981
Implementing of Data Processing Sysfem July 1981
First AID Evaluation July 1981

Development of Niaster Dev. Plan
Financial Analysis

Base-line Data Analysis

Final AID Evaluation Completed

Evaluation Plan

October 1981

November 1981
December 1981
December 1982

The first evaluation of the project will occur in July 1981, The eval-
vation will include (a) progress in lending and technical assistance activities,
(b) growth and diversification of the cooperative system and (c) progress in
strengthening FUNDE i-stitutionally. A second and more inclusive evaluation
is scheduled for December 1982, The evaluation will incly fe analyses of (a)
achievement of the project goal, purpose and EQ Ps, (L) the financial solvency

ments developed by the technical assistance provided under the project, and
(d) projected growth patterns for the cooperative system. Both evaluations are

to be financed by non-project funds and undertaken b

ization.

FC

Conditions and Covenants

1. Conditions Precedent to Initial Disbursement

y an independent organ-

Prior to any disbursement, or the issuance of any commitment
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documents under the Project Agreement, FUNDE shall furnish in form and
substance satisfactory to AID.

a) A certified copy of the corporate charter and by-laws of FUNDE,
duly authorized by the FUNDE Executive Board.

b) A certified copy of the operating policies, procedures, and stand-
ards of FUNDE, which shall include but not necessarily be limited to:

i) The procedures to be followed for the objective and comprehen-
sive review of loan requests in order to assure that proposed activities are econ-
omically justified, technically sound, and will have the desired impact on the
agreed upon target group of beneficiaries;

ii) Plan for periodic audit of sub~loans made by FUNDE;

iii) The standards and procedures to be followed in providing tech-
nical assistance to cooperatives;

c) The administrative, organizational executive training and staffing
plan of FUNDE for the effective execution of the project.

d) The operating plan for Phase | of the project, including an imple -
mentation plan for capital lending to the member cooperatives.

2. Conditions Precedent to Disbursements for Phase ||

Prior to any disbursement, or the issuance of any commitment doc=
uments for Phase [ of the project, FUNDE shall furnish in form and substance
satisfactory to AID,

a) The operating plan for Phase [l of the project, including:

i) an implementation plan for capital lending to member cooper-
atives; and

ii) an implementation plan for all technical assistance and training
activities to be provided to FUNDE and cooperatives;

b) Detailed extemal donor assistance covering all budget requirements
of FUNDE for the remainder of the project.

3. Special Covenants

Except as AID shall otherwise agree in writing, FUNDE will cove-
nant that;
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(1) It will charge at least 8% interest on loans to participating co-
operatives made with AID grant funds.

(2) No more than $300, 000 of AID grant funds will be distributed
to any one participating cooperative .

(3) Any AID grant funds to be lent to cooperatives under the pro-
ject shall be for on-lending for productive activities.

(4) During the life of the project no more than 20% of all FUNDE
lending activities shall be directed to housing.

(5) FUNDE will submit a quarterly progress report, beginning the
second quarter of the project period, detailing progress in implementing the pro-
ject, including lending activities, technical assistance and training activities
undertaken and any procurement of commodities related to project implementation.

(6) At 1gast 3% of loan repayments by cooperatives will be
used to further capitalize the lending portfolio.

. .(7)'Se1f sufficiency of the institution by 1985 shall be a
pr1mary.obJect1ve of FUNDE. A1l future solicitation and allocation of
funds will, to the maximum extent possible, be directed to reaching
this objective.
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of contracts, cvcent unere 25plicable procurceent
rutes allow otheryise?

12, Y 79 Ano. Act Sec, fng, [f assistance i
Tor the Frosuction of any ccmmodity for exoort,

is the cermrdity Yisely to ba in surplus en world
markets at the timo tho resulting preductive
capacity lecc.og ertrative, and is such assistence
Vitely to causn setstantial dnjury to (.S,
producers of the seme, similar, or Competing
Coarodity?
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Project will directly foster private
initiative through direct lending
for productive purposes in the
private sector. This is a coopera-
tive development project. Tech-
nical assistance being provided

will improve efficiency of private
sector initiatives.

This project will use U.S. technical
assistance dnd commodities as

.appropriate .

Not applicable

No

Yes

Not applicable


http:ncr;rOlrS.ic

. lrntect Criteria Sa'ely for Economic
Suppart funa

3. [rA Sac. 530(a'. Will tafs assic*ance
supporl ro-2te ccons e or paliticy) stalility?
To the c.tcnt passisic, dces it reflect trne
policy directions of section 1022

b. I[MA Sec. 533, Wil) assistarce urnder

this chapter to yrog for nilitary, or
parcmilitary activaties?

ANNEX 1
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Yes. Project will promote stability
through fostering private sector
initiotives. Préject reflects

policy directions of Section 102.

No



ANNEX 1

Page 4 of 6

STANDARD ITEM CHECKLIST

Procurement
L=adrerent

1. M Sec. €02. Are there arranuements to
permit U.5. <311 business to participate
equitably in the furrishing of goods and

services financed?

2. A Sec. 6010a). Will am com:dity
procurcient finisced bo frem the U.S. except
as atherwise determined by the President or
uncer delegation from mm? *

3. FAA Sec. 6240d). If the cooperating
country discrininates aqainst U.S. marine
fnsurarce companies, will darecment require
that marine insurance be placed in the

United States cn comuodities financog?

4. TAA Sec. 853(c). If offshore ; ~ocurement
of z5ricy turiT commodity o= produe: is to be
fininced, is there provision agair-t such pro-
curcment when the dorestic orice o! such
comaodity is less than parity?

S. FM Zzc. 508(a). Will u.s. Gov:rnment
eXCCSS [ersonal Froperty be utilized wherever
practicacle in lieu of the procurerrant of new

fteins?

6. FAA Sec. 603, (a) Compliance with require-
mnt in section S$G1(b) ¢f the Merchant Marine
Act of 1936, as amended, that at least 50 per
centum of the agross tonneqe of cerrodities
(computed separately for ary bulk carriers,

dry cargo liners, and tankers) financed shail
be transported on privately cwned U.S.-flag
comrercial vessals to the extent that such
vessels are available at fair and rcasonable
ratcs.

1. A Sec. 621, 1f technical ascistance g
financed, Wi1Y sueh assistance be “urnished to
the fullest extent practicacle as -sods ane
professional and other servicas from private
entrrprise on 4 consract tasis? If the

Yes

Yes

Yes

Not applicable

Yes

Yes

Yes
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facilities of other Federal agencies will to
utilizea, are thny paritcularly <yitable, nst
compatitive with private enterprice. and made
avail e without undue interference with
domc.tic prograss?

8. Irterratiognal Air Transport.  Fair
Compelit™on Fract 7os Act, 16,4, IF air
tran7 mea i v RT5aNs or property is
financ-d o grant tesis, will provision be
made that U.S.-flan carriers will e utilized
to the extent such service is available?

9. FY 72 frp. ket Sec. 105. Coss the contract
for Procur(ient coRtain @ provision authorizing
the termination of <uch contract for the
convenience of the Gnited States?

Constr :ticn

Vo FIA Sec. 601(d). If a capital {(e.g.,
construction] prosuct, are engineering and
profestion:l services of U.S. firms and their
affili~tes to be used ¢ the maximum extent

consistent with the naticnal interest?

. 6117c;. If centracts for

i 22 to be financed, will they be
Tet 7o o cometitive basis to maximum extent
pract:zalle?

3. i Sec, €23{4). 1f for-construction of
produitive enterprise, wil) aggrenate valge
of assistance to Le furnished by tne Unitea

States 1ot cxceed $100 million?

Other kectricti--s

V. F27 Sec, 122 (o). If development loan, is
interest .te at least 2% per annum during
grace reriod and at least 3% per annum

thercafter? ..

2. FFA Sec. MN(d). If fund is established
solely by U.S. cortributions and idministered
by an internaticnal organization, dees
Comntroller General have audit rights?

Pror~ling cr essisting the foriean aid projects
or activities of Cermunist-bloc Countries,
contrary to the best fnterests of the

United States?

I U Sec. gv(n). Do arrange~ents preclude
r

4. A fec. 636(0). s financing nct perritted
to Lo uscd, without ~1iver, for purchase, long-
term lease, or exchange of motor vehicle
manufectiurad outside the United States, or

guaranty of such transaction?
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Yes

Yes

Not applfcable

Not applicable

Not applicable

Not applicable

Not applicable

Yes

Yes
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5. {11 arrangements preclude use of financing:

Yoo hh Sec. 1017fY) To pav for perform ince of Yes
aber iU T or coer a ;ersens to

Prac oo et s, Gy gy fape periorrance of

VG ory LUz tn, Gr to cumica or

provice frosnci2) Srcentive to any person o

undergo steriiization?

boo D28 Sos €20e). To corrersate Cwners Yes
for cajrcpmiiate, natiorilized property?

€ A Sec. F50. s finance +0lice training Yes
or ot: 127 entarcemant assistance, except for
narcctics pragrams?

¢. IAh Sec. 662. For CIA ectivities? Yes
C. XM Penl Rt cec, 104. To 73y pensions, Yes

¥ 1.7

etc., tor wiiTiary varssineld

T FY 79 App. Act Sec. 106, To pay U.N. Yes
ASECS5 0t 7
a. 1M ez, 1070 Ta carry cut Yes

Tons 20374} ar 3 253 (k7
. to myltilatera)
orgarizziicas for lending,)

friL At S 1120 To finance the Yes
exXpot o e LT ent, fuel, or teckncliogy
er Lo lriin foreizn nitions in nuclzar fialds?

1. 1y 79 fri. Aol fec. 601, To be wsed for Yes

ol e 10T TG PLIPOSES witain Unijtag
States not authorized by the Congress?
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ANNEX 2

PROJECT AUTHORIZATION AND REQUEST FOR ALLOTMENT OF FUNDS

NAME OF ENTITY: FUNDE

NAME OF PROJECT: Reconst ruction Grant/FUNDE
Coop Development

NUMBER OF PRO JECT: 524-0018

Pursuant to Part |, Chapter |, Section 106 of the Foreign
Assistance Act of 1961, as amended, | hereby authorize a Grant to
FUNDE, o private, non=-profit foundation incorporated in Nicaragua, of
not to exceed Two Million United States Dollars (82,000, 000) (The
"Authorized Grant Amount") to help in financing certain foreign ex-
change and local currency costs of goods and services required for the
Project as described in the following paragraph.

The Project consists of (q) capitalizing the lending programs of
FUNDE which currently support fifty-eight cooperatives included under
the FUNDE cooperative system and (b) strengthening FUNDE institutionally
to allow for an expansion of the current system to include an additional
twenty cooperatives,

| approve the total level of A.l.D. appropriated funding for
this Project of not to exceed Five Million United States Dollars
($5,000,000), all of which will be Grant funded, including the funding
authorized above, during the period FY-1980 through FY-1981. |
approve further increments during that period of Grant funding up to
Three Million United States Dollars ($3, 000, 000) subject to the avail-
ability of funds in accordance with A.[.D. allotment procedures.

| hereby authorize the initiation of negotiation and execution of
the Project Agreement by the offices to whom such authority has been
delegated in accordance with A.[.D. regulations and Delegations of
Authority, subject to the following essential terms and covenants
and major conditions, together with such other terms and corditions
as A.l.D. may deem appropriate.
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A. Source and Origin of Goods and Services

Except for ocean shipping, goods and services financed by A.l.D.
under the Project shall have their source and origin in Central American
Countries or the U.S., except as A.l.D. may otherwise agree in
wiriting. Ocean shipping financed under the Grant shall be procured
in the United States.

B. Conditions Precedent to Initial Disbursement

Prior to any disbursement, or the issuance of any commitment
document under the Project Agreement, FUNDE shall fumish in form and
substance satisfactory to A.l.D.

a) A certified copy of the corporate charter and by-laws of
FUNDE, duly authorized by the FUNDE Executive Board.

b) A certified copy of the operating policies, procedures, and
standards of FUNDE, which shall include but not necessarily be limited to:

i) The procedures to be followed for the objective and
comprehensive review of loan requests in order to assure that proposed
activities are economically justified, technically sound, and will have the
desired impact on the agreed upon target group of beneficiaries;

ii) Plan fo periodic audit of sub-loans made by FUNDE;

iii)  The standards and procedures to be followed in
providing technical assistance to cooperatives;

c)  The administrative, organizational and staffing plan of FUNDE
for the effective execution of the project.

d)  The operating plan for Phase | of the project, including an
implementation plan for capital lending to the member cooperatives.

C. Conditions Precedent to Disbursements for Phase 1|

Prior to any disbursement, or the issuance of any commitment
documents for Phase Il of the project, FUNDE shall fumish in form and
substance satisfactory to A.1.D.
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a)  The operating plan for Phase Il of the project, including:

i} an implementation plan for capital lending to member
cooperatives; and

i) an implementation plan for all technical assistance and
training activities to be provided to FUNDE and cooperatives;

b)  Detailed external donor assistance covering all budget
requirements of FUNDE for the remainder of the project.

D. Special Covenants

Except as A.1.D. shall otherwise agree in writing, FUNDE will
covenant that:

(1) It will charge at least 8% interest on loans to participating
cooperatives made with A.l.D. grant funds.

(2)  No more than $300, 000 of A.I.D. grant funds will be
distributed to any one participating cooperative.,

(3) Any A.1.D. grant funds to be lent to cooperatives under
the project shall be for on-lending for productive activities.

(4)  During the life of the project no more than 20% of all
FUNDE lending activities shall be directed to housing.

(5) FUNDE will submit a quarterly progress report, beginning
the second quarter of the project period, detailing progress in implement-
ing the project, including lending activities, technical assistance and
training activities undertaken and any procurement of commodities
related to project implementation.

(6) At least 3% of loan repayments by cooperatives will be
used to further capitalize the lending portfolio of FUNDE.

(7) Self sufficiency of the institution by 1985 shall be a
primary objective of FUNDE. ATl future solicitation and allocation
of funds will, te the maximum extent possible, be directed to reaching

this objective.
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Initial Environment Examination

Project Location;

Pro'lect Title:

Nicaragua

Reconstruction Grant/FUNDE COOP

Development

Funding: FY80 $ 2.0 million grant
FY8I] $ 3.0 million grant
Life of Project: FY80 - FY82

IEE Prepared by:

Date:

Environmental Action Recommended:

Arthur L. Warman, CPDO

July 15, 1980

This |EE has determined that no
reasonable foreseeable significant
adverse environmental impacts will
result from the project’s activities.
Therefore, a negative determination
is recommended.

m 1/14 /50

Concurrence:
hedadicd ALLAL

Lawrence Harrison
Director, USAID/N

"Datd
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A. Description of the Project

The project focuses upon capitalizing the existing lending programs
of FUNDE to increase the availability of working and fixed capital credit for pro-
ductive sectors. In addition, the project provides minimal amounts of technical
assistance and commodity support to permit FUNDE to expand its cooperative sys-
tem and to enable FUNDE to better service the technical needs of its member
cooperatives,

B. Consideration of Environmental Concerns

As part of the technical assistance being provided to the fifty-eight
cooperatives and some 17, 700 members, FUNDE is promoting awareness of envi-
ronmental issues. For example, technical assistance for seed control,

cropping patterns. and pesticide management are routinely provided to
cooperative members.

In addition, awareness of environmental concerns will further im=
prove as the commercialization and production programs of the cooperatives are
further developed. Finally, included in the project are the attempts to increase
the welfare of the country through revitalization of the rural productive sectors
idled since the war of 1979.

C. Environmental Action Recommendation

A negative determination is recommended for this project.



IMPACT IDENTIFICATION AND EVALUATION FORM

Impact
Identification
and
Impact Areas and Sub-areas 1/ Evaluation 2/
A, LAND USE
1. Changing the charater of the land through:
a. Increasing the population N
b.  Extracting natural resources N
¢. Land clearing N
d.  Changing soil character N
2,  Altering natural defenses N
3.  Foreclosing important uses N
4.  Jeopardizing man or his works N
5.  Other factors
N
B. WATER QUALITY
1.  Physical state of water | N
2.  Chemical and biological states N
3.  Ecological balance N
4.  Other factors
N

1/ See Explanatory notes for this form.

2/ Definition of symbols: N - No environmental impact
L - Liftle environmental impact
M - Moderate environmental impact
H - High environmental impact
U - Unknown environmental impact



IMPACT IDENTIFICATION AND EVALUATION FORM

C. ATMOSPHERIC

1. Air additives

2.  Air pollution --

3.  Noise pollution -

4, Other factors

D. NATURAL RESOURCES

1. Diversion, altered use of water
2. lrreversible, inefficient commitments ===ceme—eee

3. Other factors

E. CULTURAL

1. Altering physical symbols

2. Dilution of cultural traditions

3. Other factors

F. SOCIOECONOMIC

1.  Changes in economic/employment patterns ===-=-

2. Changes in population -

3. Changes in cultural patterns

4, Other factors




IMPACT IDENTIFICATION AND EVALUATION FORM

G. HEALTH

1. Clanging a natural environment

2.  Elimizating an ecosystem element

3. Other factors

H. GENERAL
1. International impacts
2.  Controversial impacts

3. Larger program impacts

4, Other factors

l. OTHER POSSIBLE IMPACTS (not listed above)
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LOGICAL FRAMEWORK

Life of Project: From FY 80 to FY 82
Total US Funding:$5, 000, 000
Date Prepared: 7/80

Project Title and Number: Reconstruction Grant/FUNDE Coop Development (524-0148)

Narrative Summary Verifiable Indicators Means of Verification Assumptions
GOAL

To improve economic The data do not currently exist to 1. Sample survey of co- 1. Reasonable good baseline

and social conditions quantify projected increases in operatives and co- data will be collected.

of the rural poor income, production and producti- operative members.
vity. As part of Phase | of the 2. The cooperative movement
project baseline data will be 2. Analysis of data col- in the country and FUNDE
developed, maintained and lected as part of base- will play a vital role in
revised throughout LOP line data collection revitalization of productive

activitles. sectors.

3. FUNDE will continue to
operate as an independent
cooperative system and
will continue to recaive
donor support.

Conditions Expected by the

Purpose End of Project Means of Verification Assumption

To strengthen, expand 1. A higher degree of financial 1. a)  FUNDE's annual and 1. FUNDE will be able to secure

and diversify the FUNDE solvency at the FUNDE and quarterly reports and utilize required donor

cooperative system to cooperative levels. and financial ana- fending and budget support.

respond to the economic lysis to be conducked

and potential membership 2. Strengthened management, 6 b) Sub-loan status reports 2. FUNDE will place in opera-
analytical and planning from cooperatives tion recommended findings
systems at the FUNDE and of TA provided as part of
cooperative levels, 2. AID evaluation to be con- the Project.

ducted during and after
LoPr.
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Purpose

Conditions Expected by the

End of Project

Means of Verification

Assumptions

3. Foundation of 20 new

cooperatives

. Overall increases in

cooperative membership
by 20%

. Promotion of the '"multi-

service" cooperative
model

3. (a) FUNDE's annual and
quarterly reports

(b) AID final evaluation

4. Annual and quarterly
reports of cooperatives

5. Special studies to be
undertaken as part of
the Project and AID
evaluations

Demand for new cooperative
formation will continve.

Demand for membership
and services within the
cooperative system will
continue to rise

Multi-service model will
continue to service needs
of cooperative members

Outputs

Verifiable Indicator

Means of Verification

Assumptions

1. Lending: Over the LOP
FUNDE plans on lending
approximately US$4.78
million to its 58 co-
operatives

2. Technical Assistance:

a) Managers and tech-
nicians trained

b) Four special studies
undertaken

c) Information manage-

ment processing
system developed
d) Social and economic

surveys of coop
o) Threey:year master

development plan
prepared

1. Lending Targets by year

1980 $1.9 million
1981 $1.4 million
1982 $1.4 million

2. a) Incremsed efficiency

and economies of
scale

b) Published studies
"c) Installation of system

d) Publications of data
survey

e) Published master plan

1. FUNDE annual and
quarterly reports

. 2. AID evaluations

scheduled for Phase
I and Phase II

Demand projections estj-
mated in financial analysis

are correct. FUNDE will
receive required donor
support for its lending
program

FUNDE will be able to
contract in a timely
manner all TA required os
part of the project design
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Outputs

Verifiable Indirator

Means of Verification

Assumptions

3. Commodities

a) Eleven vehicles

3.

a)
b)

Vehicle usage 3.

Equipment usage

FUNDE quarterly reports

3. FUNDE will continve to Fa
required to supyly technical
asiistance, training, ond

procured ot ver services for cooperotives
b) Other equipment
procured
Inputs Verifiable Indicator Means of Verification Assumpticns

1. Lending Capital

FY-80 $1.9 million
FY-81 $2.8 million

2. TA and Commodities

FY-80 $92, 000
FY-81 $119, 000

1.

a)

Numbers of ccopera- 1.

tives receiving
loans made to co-
operatives

Numbers of consultants 2.

hired

Numbers of studies
undertaken

Numbers and mix of com-
modities pi~cured

FUNDE Financial
Statements and
Annual Reports

FUNDES Quorterly
Reports and requests
for reimbursement

1. FUNDE will establish o
successful track record
uvtilizing project resources

2. FUNDE will need the
amount and mix of TA &
ccm.nodities proposed
under the Project



ANNEX 5
Page 1 of 1

FUNDACION NICARAGUENSE DE DESARROLLG

APARTADO POSTAI 2598 TELEFONO: 23034 - 28170 COLONIA MANTIC&_,MANAGUA, NICARAGUA

CIBr

N

Julic 14, 1920

Sr. Lawrence Harrison
Director AID

Zmbajada Anmericana
Managua, D. .

Estimadn Sefor Harrison:

En Lase a la evaluacldn de FUNDE contratada por AID y de acuerdo
a conversaci S 5o0stenidas entre el personal de FUNDE y el staff
de AID-Nica ua, permicome pPor este medio solicitar a AID una dg
acidn de U835,700,000.00 (Cinco Millones de DSlares) para los -
fregramas de FULDE. [a esta donacidn USS4,E00,006 .00 (Cuatro Mi-
lenes “chocientos Mil Cilares) seran para el Programa de Crédito
7 US3200,3CC.00 (Doscientos M:1 Dblares) para Asistencia Técnica
Y £ara la adcuisicidrn de eJ4uipo de oficina y veniculos de trabajo.

o
cone
o

Nk
|#]

La decracidn tendr;j POr ocjeto fortalecer, expander y diversificar
les Programas de FCNDE ¢ de las Cooperativas en Nicaragua. Esto

S haril a travis 3e Eropcrcionar créditos al sistema de Coopera-

L2vas aque FUNDE ha promovido en todo e} pais; Cooperativas que -

=n lcs Cltimos afos han mestrado ser instituciones viables y efi-
Cientemente acdainistradas.

Lis fordos servirdn tampidn para elevar la calidad de vida de los
£egu-nos industriales, comerciantes y agricultores en las 3dreas
rurales gue se han Organizado en Cooperativas.

£n rombre Jdel Consejo Ejecutivo de FUNDE, le agradezco de antema-
NG el apoyo zue usted le dé a esta solicitud, la cual tendri un
impacto considerable en 1a reconstruccidn de Nicaraqgua, tarea en
v estamos involucrados todos los nicaraquenses quec amamos esta
Patria.

_ﬁqintamente,
. ’ j “’

T ae CaVae
PEQR JOSE ALVAREZ
Presidente

FUNDE INSTITUCION DE (A EMPRESA PRIVADA PROMOVIDA POR INDE
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Rorqtrg de Boleon

R \O/ATH & H D R WAT H ANLIFCLUDN I DU DIKG S c UK

F.o0. AOY 2077 - PHONE R JAOBYDBRUXL 618
CARLE . NONWINTAR

MMANBOUA, HNICARNAOUA

AUTHOAMIZED PUBLIC ACCOUNTANTS

A MEMNfa OF
HCAwWATy & HCRAWATH INMTERNATINNAL
WITH APFILIATED OFFICEB WORLOWIOK

Al Conzn,o de Atuinistracidn de

Palacidn Nicurariense de Desarrolio (FUIDE)

(Institucidn de Desarrollo sin fines de lucro
dol Ses-eor Privado)

Howmrs exiuninndo los talnnces rﬁnera de TUIDACIGH L IZCAMAGDED
CF DE LDESARUILLLO (F{”.u) (Iesnitucidn de Desarrollo gin 1;neo 1/ lu
*ro el Uenver Privadng al 310 e D:‘h‘w"'e e 1073 1977 o les no-
rreayendienles esuadeos 42 lnorIsos o oantes, enten acumuianes
docambicn an in sitaaci 6u Tinanciera vor los temminAacices on esas

fnﬂhan. auestro cxnmen 12 vracticnde de ncnardo con NoIT.AL e e
"*c {a conorninente Ace; 3

. . ~ ’ .
¥,oen conzeculncia, incliuyo pruccus’
* les recicgores de ceonnacllized v ocor rocedimientos de auditoria
qun congidernmes necesarics en las ¢ Lan

Foonunntra cninl’n. s astadon ©inanclares angrs moncionniosg,
vresentan rocosapienante inostusaoidl Jnanciera de MINDACION u;FAWA
VENGE DE ODECATROLLO (7705 (Institcidn de Desarrollo :in finns de
lero el Se. or Trivide; eLl 31 de Diciemhve e 1370 v 1578 o los re
rultados de susn operacicnes v ocavics en 11 situacidn financ;era Tor
.9 afles teminedos en ezas feches de conlor—idai con vrincivios de
ccntabilidad generalmenze &

ceptadcs, aplicadcs sobre oases ccasisten
veq,

eyt A

acavATA & HCSWATH

Y\ 4o

'___—’___,,u—¥cntauor Flblico Autorizado

19 de Mayo de 1980
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balance.

Regular
Portfolio

Housing

TOTAL

Personnei
Costs

% of

NOTES TO TABLE 11l B.7

Interest Income

This is calculated on the basis of the same
under the Lending Capital Section.
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portfolio projection shown

The interest rate is 8% on the outstanding

( $ 000)
1980 1981 1982 1983 1984 1985
83.5 192.0 267.5 330.1 392.7 443.4
31.1 64.5 105.8 126,4 134.7
83.5 223.1 332.0 435.9 519.1 578.1

Expected Income from Service Charges to Cooperatives

Reimbursement -

INCOME

( $ 000)
1980 1981 1982 1983 1984 1985
41 432 458 481 505 531
12 29 46 58 81
49.9 132.0 221.8 291.1 428.1
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Denor Support Y
('$ 000)
DONATIONS
1980 1981 1982
IAF (Diversification) 330.8 330.8 167.1
PACT (Housing) 86.2 86.2 86.2
ATl (Research & Development) 65.0 65.0* 65.0*
AID (CFER) 102.0 75.9 18.6
IAF (CFER) 38.1 53.2 13.6
IAF (Commercialization) 21,6* 21.6* -
DEWOS (Housing) 31.5 - -
TOTAL 676.2 632.7 350.5
* Donations currently under negotiation

1/ Table Iil B.7 projects donor support of approximately $ 200, 000 for
the period of 1983-1984. Although this figure is based on projected
needs for donor support, no sources have been contracted for the
period.
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Interest Payments by FUNDE
($ 000)
Source 1980 1981 1982 1983 1984 1985
(@) Balance carried forward
(b) Foreign Banks 17 9 2 - - -

Bank of America 2
First Nat'l City Bank 5 - - - - -
Bank of London 3

(¢) Domestic Banks 9 7 2 - - -
Banco de América 2 2 - - - -
Calley Dagnall n 9 3 - - -
Banco Nicaraguense - - - - - -

(d) Other Institutions

INDESA 2 1 1 - - -

FIA 2 1 - - -

Insurance Companies 1 1 - - - -

PADF 5 5 4 4 3 3

SOLIDARIOS 19 43 50 47 88*  106*

TOTAL 78 78 62 51 91 109
* Includes projected borrowing of an additional $3.0 million from

SOLIDARIOS
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3.  Operating Costs (Non-Personnel) - (Non=Inflated)
($ 000)

s 1 1w 19m 1w 1s
Rent 4.2 4.2 4,2 4,2 4,2 4.2
Subsciiptions ) 7 7 .8 8 .9
Light/Water/
Cleaning 7.2 7.8 8.4 9.0 9.6 10.2
Paper,/Cff. Supplies 18.0 19.8 21.6 23.4 25.2 27.0
Communications 4.2 4.8 5.4 6.0 6.6 7.2
Publicity Promotion 10.2 11.4 12,6 13.8 15.0 16.2
Life Insurance 3.0 3.2 3.3 3.5 3.6 3.8
Other Insurance 1.0 1.1 1.2 1.3 1.4 1.5
Office Equipment 3.1 3.1 3.1 3.1 3.1 3.1

Maintenance

Office Maintenace 4.3 2.0 2.0 2.0 2.0 2.0
Veh. Maintenance 14.4 15.6 16.8 18.0 19.2 20.4
Fuel 12.0 13.2 14.4 15.6 16.8_ 18.0
Travel Expenses 85.0 86.5 96.0 97.5 107.0 1(2.0
Social Payments 21.0 22.8 24,6 26.4 28.2 30.0
Legal & Audit 4.5 5.0 5.5 6.0 6.5 7.0
Courses 24.0 27.0 30.0 33.0 36.0 39.0
Material & Equip. 7.3 - - - - -
Program
Evaluation 10.0 10.0 10.0
Literacy 10.0 5.0 5.0 5.0 5.0 5.0
Miscelaneous 14.8 9.8 9.8 9.8 9.8 9.8
Accounts Payable 539.1 10.9 10.8 11.5 12.7T 12.7
Increase in Assets 172.8 12.1 10.4 6.7 4.9 5.2
TOTAL EXPENSES 330 265.9 Y 295.8 296.5 317.1 341.7

1/ Drop in expenses in 1981 due to unusually large 1980 accounts payable
amount pending from 1979,



é. Personnel Costs

Current Staff

Training
Audit

T.A,
C.F.E.R.
Administration
Direction
Housing

TOTAL

‘ANNEX 6
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( $ 000)
1980 1981 1982 1983 1984 1985
48.9 51.4 53.9 56.5 59.4 62.4
65.4 68.6 72.1 75.5 79.5 83.5
41.0 43.1 49.5 52.0 54,6 57.3
72.1 75.6 79.4 83.5 87.7 92.0
81.8 85.9 90.3 94.7  99.3 104.3
56.2 59.1 62.0 65.1 68.4 71.8
46.4 48,6 51.1 53.6 56.3 59.3
411.8 432.3  458.3 481,2 505.2 530.6



1980 DEMAND FOR LENDING CAPITAL

Regular Portfolio (No Housing) Existing System
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The demand shcwn by the cooperatives below was developed on the
on the basis of existing loan requests and financial programming seminars
early this year.

Cooperatives

O @O N A WN —

— el —— — — — — —
NOOh AW —-O

18.
19.
20.
21.

23.
24,
25.
26.
27.
28.
29.
30.
31.
32.
33.

La Armonia R. L.

Esquipulas R. L.

Ciudad Dario R. L.

La Hermandad R, L.
Agricola Regional Jalapa R. L.
Servicios Miltiples Telica R, L.
La Paz Centro R, L.

Santo Domingo R, L.
Malpaisillo R. L.

San Dionisio R. L.

Rio Blanco R. L.

IAGUEI R. L.
Comerciantes El Viejo R.L,
Nagarote R, L.

Siete de Diciembre R, L.
Somotillo R, L.

Tipitapa R. L.

CACPIC R. L.

Fl Sauce R, L.

Candelaria R, L.

La Confianza R. L.

Unién R. L.

San Carlos R, L.

Muy Muy R. L.

La Fraternidad R, L.

- Nindirf R, L.

Masatepe R. L.

San Marces R. L.

Niquiriohomo R.L.

Unién Progresista R, L.

Las Américas R. L.

Nandasmo R. L.

El Periférico R. L.

Monsefior Obando y Bravo R. L.

1980

554, 645
1,245,000
600, 000
1, 570, 000
5,613,270
180, 000
130, 000
900, 000
100, 000
600, 000
250, 000
150, 000
150, 000
180, 000
200, 000
200, 000
150, 000
150, 000
120, 000
200, 000
150, 000
360, 000
350, 000
130, 000
100, 000
150, 000
150, 000
180, 000
150, 000
320, 000
150, 000
70, 000
120,
180, 000



36.
37.
38.

40-
41,
42,

45,
47,

49,
0.
51,
52.
33.

55.

57.
58.
39,
60.

CooEmtives

Lo Fuente R, L.

Unién y Esfuerzo R. L.

San Rafael del Sur R. L.

Fuerzas Unidas R. L.

San Jerénimo R. L.

Catar’na R. L.

Avances R, L.

Juigalpa R. L.

Radl Barries R. L.

El Socorro R. L.

La Trinidad R. L.

San Antonio R, L.

YalT R, L.

San luan del Rio Coco R, L.

La Esperanza R, L.

La Perla R, L.

Lo Moderna R, L.

Ciudad Sandino R. L.

Flor de Pino R. L.

Héroes y Mértires de la Paz Centro R. L.
Linda Vista R. L.

Taxeros de Managua R. L.
Coosetrama R. L.

Industrial del Vestido Lo Libertad R, L.
Pedro J. Chamorro R. L. (Transp.)
La Paz de Carzo

TOTALS .......... C$

C$10.00 = $1.00

ANNEX 6
Page 17 of 17

1980

100, 000
120, 000
140, 000
100, 000
200,000
110, 000
1, 800, 000
300, 000
180, 000
600, 000
12C, 000
120, 000
900, 000
3, 000, 000
150, 000
500, 000
500,000
200, 000
170, 000
180, 000
90, 000
200, 000
150, 000
100,000
200,000

26,032,915 Y
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TECHNICAL ASSISTANCE AND COMMOD ITIES

A. Technicai Assistance

The technical assistance included within the project design is based on
the requirements for assistance identified in the AID financed evaluation and
those identified during project development, Assistance not available locally
has been kept at a minimum to provide as much capital as possible to the pro

ductive lending activities.

U.S. technical assistance will Le requir »d for the financial analysis
and for the development of the three-year development plan. Accordingly,
budget figures for these activities reflect higher costs. Assistance from INCAE,
the Central American Graduate School of Business Administration, will be pro-
vided under an on-going arrangzment between FUNDE and INCAE which allows
FUNDE to receive assistance at a much lover cost than normally charged,

B. Commodities
i) Vehicles

FUNDE has identified needs for twenty-two 4-wheel type vehicles.
This is based on a variety of factors, including (a) numbers of cooperatives serv-
iced, (b) numbers of divisions providing assistance to cooperative:, (c) distances
between FUNDE and cooperatives, (d) numbers of visits required weekly, etc.

Cumrently, FUNDE has six 4-wheel type vehicles, and has requested
an additional eleven , leaving a shortfoll of six veh icles. The Project Committee
and FUNDE have determined that by limiting the usage of vehicles to Centers

=F of the attached chart, FUNDE ccn reduce its vehicle requirements while
at the same time provide *e required servicing of its cooperatives. Therefore,
the project design n.ludes the provision of eleven vehicles over the two phases
of the project.

i)  Office equipment

Because of the rapid growth occurring and projected for the FUNDE
cooperative system, FUNDE will have increasing administrative burdens due to
the lack of equipment required to process the workload. Presently, twelve of
the divisions in FUNDE are in need of additional desks, chairs, calculators,
and typewriters,
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The desks and chairs included under the project are to be used
principally in the training division of FUNDE. It is expected that with in-
creased membership and numbers of cooperatives this division will need to be
permanently situated rather than continue to use vacant conference rooms, as
it currently now does.

FUNDE has estimated that it needs an additional sixteen portable
calculators and nine desk calculators to meet the needs of the field staff in
the cooperatives and staff working out of FUNDE. Under the project, AID
will contribute to meeting the needs of the staff located at the FUNDE head-
quarters by providing the calculators needed.

The electric typewriters being provided under the project are to
be used in those divisic s undertaking project activities. FUNDE has calculated
that it needs nine new electric typewriters for the staff in the headquarters and
seventeen portable typewriters for the field staff servicing the cooperatives.
The cooperatives are being asked to provide the portable typewriters, and AID
is to provide nine additional electric typewriters.



TECHNICAL ASSISTANCE

Man Months/Time/$Cost

PHASE 1 PHASE 1Nl
ACTIVITY July 1980/March 1981 April 1981 /December 1982
A. Base line data and 3
systems development November 1980/ January 1981 ($10, 000)
B. Continuation of data 3
collection and analysis December 1981/February 1982 ($10, 000)
C. Information Management 1 2
and Processing Development February 1981 ($4, 000) July/August 1981 (37, 000)
D. Special Studies
i 4
1. Training December 1980 ($4, 009) April/May 1980 ($14, 000)
1 2
2, Feasibility December 1980 ($4, 000) May/June 1981 ($7,000)
2
3. Financial * November/December 1981 ($8, 000)
2
4. Institutional Development** June/Juiy 1981 ($9, 000)
3 .
E. Three year Dev. Plan * October 1981 ‘December 1981 ($18, 000)
6 17
Sub-Total $96, 000 $22,000 $74, 000
Total (PHASE | & 1I)
* U.S. supplied technical assistance Assumptions P>
** Technical assistance supplied by INCAE @Z
Salary $50.00/day for locally available TA w %
Salary $150.00/day for U.S. Technical Assistance g x
Perdiem $60.00/day °‘| <
Transportation $300.00/man


http:May/J.ne

Type, Number, and $Cost of Commodities

TYPE PHASE | PHASE I
A. Vehicles 6 5
$54, 000 $45, 000
4-wheel drive vehicles.
(Each vehicle estimated at $9,000)
B. Office Equipment 6
$6, 000
1. Electric typewriter
(estimated at $1,000 a piece)
2. Desk calculator 9
(estimated at 3500 a piece) $4, 500
3. Desks estimated at $500 a piece) 8
$4, 000
4, Desk chairs (estimated at $200
a piece) 8
$1, 600
Sub-Totals $70, 000 $45, 000
Total (Phase 1&1I)  $115,100

940 y ®6od
XINNY



VEHICLES - REQUIREMENTS

FUNDE

COOPERATIVES WEEKS TO VISIT
RESPONSIBLE CENTER VEHICLES FIELD PERSONNEL PERSONS/VEHICLE VISITED WEEK LY 63 COOPERATIVES
AUDITING 5 8 2/3 5 13
2/2
TECHNICAL ASSISTANCE 5 7 2/2 2 31
3/3 Members 6
CECOOP 3 6 2 - 13 5
CFER 2 2 11 CFER 1 6
HOUSING 3 5 2/2 2 4
1/
DID 2 5 3N 2 31
2/1
COMMERCIALIZATION 1 1 1N 2 4
ADMINISTRATION 1 2 - - -
DIRECTOR 1 1 - - -
22 37 2/15
1/7

740G abod |
L XINNY
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FUNDE
GEOGRAPHIC DISTANCE OF COOPERATIVES
. AVERAGE- TOTAL ESTIMATED AVERAGE-
COOPERATIVES % RCUND TRIP  KILOMETERS ROUND TRIP

@ 3 .05 450 1,350 23
(b) 9 14 350 3,150 49
c) 8 .13 200 1.600 26
(d) 12 19 200 2, 400 38
) 6 .10 200 1,200 20
) 25 .39 60 1,500 23
63 100 11,200 179

LIMIT OF HOURS/TRIP:

Maximum; 15 Average: 6  Minimum: 2

a) +  Somotillo; San Juan Rlo Coco; Jalapa.

b) Malpaisillo; El Sauce; Yall: San Rafael del Norte; La Perlqy
Matigués; San Antonio; Avances; Santo Domingo.

c) Paclfico Norte. (Managua, Ledn, Chinandega).

d) Central Norte. (Matagalpa, Jinotega, Estell, Nueva Segovia).

e) Central Sur. (Chontales, Boaco).

f) Pacffico Sur. (Granada, Masaya, Carazo, Rivas),





