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ABSTRAGCT . "

H Evailuation Abstract 'To ~ot esceas 'ng scacn s, ~an)

The project aime to inqrease reform sector families' incomes by increasing production and
productivity. The project, which is keing implemented by the Central Reserve Bank of El
Salvador (BCR), has four components:

a) A $ 60 million rediscount line of credit to be used ty the commercial banking system.

b) A training program for credit agents and bank officers.

c) A policy studies and seminar program to explore issues relevant to financial markets.

d) A pilot savings mobilization program to assist the Agricultural Development Bank (BFA)
in its program of capturing deposits.

This mid-term evaluation was carried out by a contracted team of four persons. The team
completed in depth interviews with BCR senior officials and visited with appropiate
officials of commercial banks and the BFA. Field tripe were made to 14 Phase I cooperatives
and to 1 group of 207 decree beneficiaries. Officials from USAID, Arizona State University
(ASU) and Salvadoran Bankers Association (ABANSA) were interviewed with respect to their
roles in the project. The evaluation was carried out to:

a) Assess effectiveness of the project in channeling credit resources;

b) Assess effectiveness of the technical assistance and training to BCR and bank officials;
c) Examine the performance of BCR'S coordinating unit and credit agents;

d) Assess the potential of capturing deposits in BFA; and

e) Assess alequacy of the project design, choice of technical instruments and the controls.

The major findings and conclusions are:

a) The volume and type of loans approved to date are satisfactory; however, there exists a
bureaucratic and bothersame credit delivery system for investment loans in BCR;

b) Lack of authority of coordinating unit to make opportune decisions;

c) Unclear definition of training objectives;

d) Lack of agreemeit between BFA and USAID on how to implement this project component; and

e) Banks' reluctance to finance products with which the beneficiaries are not familiar.

Major recammendaticns are:

a) Delegation of authority for the approval of scme investment loans to banks.

b) Provide specific project-related training to credit agents.

c) Prepare a plan for the development of studies, research and seminars.

d) Restructure tochnical assistance as required to support resolutions reached between

t———USAID and BFA,

COSTS
H._Evaluaugn Costs
1. Evaluation Team Contract Number OR | Contract Cost OR
Name Affillation TDY Person Days TDY Cost (U.S. $)| Source of Funds
Robert E. Laport Development Associates 519-0307
Manuel R. Salsa Development Associates 84 terson/ $59,000 Agrarian
Donald Swanson Development Associates days Reform
Percy Avram Development Associates financing
2. Mission/Ottice Professional Stat! J. Borrower/Grantee Protessional
Person-Days (Estimate) 4 Statf Person-Days (Estimate) L5
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A.l.D. EVALUATION SUMMARY - PART II

SUMMARY

J. Summary of Evaluation Findings, Conclusions and Rccommendations (Try not to exceed the thres {3) pages provicea)
Address the tollowing items:

e Purpose of evaluation and methodology used ® Principal recommendations
e Purpose of activity(les) evaiuated ® Lessons learned
e Findings and concluslons (relate to quastions)
Mission or Ottice: Date This Summery Pirepared: Title And Date Of Full Evaluation Report:
USATD/E1 Salvador June 8, 1989 Agrarian Reform Financing Project

! A.I.D., 519-0307 Mid-Term Evaluation

Project Goal and Purpose

The Project was specifically designed to pramote investment credit. It was assumed
that investment credit would permit increased diversjfication of agricultural
production New opportunities are expected to arise fram the greater availability of
investment credit.

The goal of the project is to increase the economic well being of farm families in the
reform sector by increasing production and productivity. The purpose is to increase
the availability and productive use of credit in the reform sector. The project
consists of four camponents:

1) A $ 60 million rediscount line of credit through the banking system.

2) A training program for credit agents and bank officials.

3) A policy studies and seminars program to explore issues relevant to financial

| markets.

'4) A savings mobilization program to assist BFA in expanding its program for capturing
1 deposits.

.‘ Purpose of the Evaluation and Methology Used

) | This mid-term evaluation was carried out to appraise progress made in implementing the
! Project, identify elements constraining its successful execution and, based upon the
' constraint analysis, to recammend alternative proceduren and policies to achieve
progect goals. Specifically, this evaluation is concerned with:

' 1) Assessment of the effectiveness of the project in channeling credit to target

[ clientele;

2) The effectiveness of technical assistance and training;

' 3) The organization and/or performance of the BCR coordinating unit, and credit agents
' assigned to the banksj

i 4) Assessment of the potential of capturing deposits in the BFA; and

| 5) Assessment of the adequacy of project design, choice of technical instruments, and
i of the administrative controls.
|

I A four person team devoted 84 person-days assessing progress within each of the four

| project components. The team completed in depth interviews with the BCR senior
officials, conducted studies of the agricultural departments of the ten commercial
banks and visited with appropiate officials of BFA. Field visits were made to 14 Phase
1 I coomeratives and to one group of 207 beneficiaries. The team also interviewed

! officials fram USAID, ASU and ABANSA. The evaluation was reviewed in draft by USAID

| prior to departure of the team from El Salvador. The final version of the evaluation
 includes camments and observations fram the review meeting.

|
|
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SUMMARY (Continuea) : l

Findings and Conclusions

— 4

1)

The findings and conclusions are listed by project elements:

Rediscount Line

a) The assumption that there is a lack of access to long-term credit, amd a lack
of managerial ability, and marketing abilities in the reform sector is still
valid.

b) The economic impact on the better managed cooperatives has been substantial.

c) The loan approval process is satisfactory with respect to seasonal crop loans;
however, there exists a time consuming duplication of effort in the analysis
and approval of investment loans.

d) The rediscount line as presently designed is adequate to meet the needs of -he
agrarian reform for traditional crop lending; however, the banks are extremely
reluctant to finance products with which beneficiaries are not familiar.

e) Monitoring and control aspects are sound and project follow-up is performed on
a regularly scheduled basis.

£) Credit agents have been an important factor in the movement of credit and the
abrupt withdrawal of funding for this camponent threatens to disrupt the
project.

g) The banks' success in serving the Phase III borrowers has not been satisfactory.

h) The group lending applied to reach Phase III borrowers has been marginally
successful,

Training

a) Twelve (27% of LOP target) short-term in-country training courses in credit,
project analysis and loan monitoring have been completed.

b) Thirteen (37% of LCP target) persons have attended four short-term
out-of-country training courses.

c) Six of the thirteen short-term out-of-country courses were not directly related
to the project.

d) Fifteen master level participants have been selected.

e) The provision of training equipment has been completed as planned. |

Policy Studies and Seminars

a)

b)
c)

An estimated five months of 45 scheduled months of technical assistance have
been completed.

This component lacks an overall plan.

The credit delivery study has been discussad internally but has not been
disseminated as plannad.

Savings Mobilization

a)

The technical assistance to the BFA has been limited tc a diagnoetic study of
BFA's savings mobilization system.

Other Findings

a)

The project design does not provide for training or technical assistance to
credit users.

AID 1330-5 (10-87) Page 4



SUMMARY (Continuad)

b) The three parties involved with the -iministration of Project 0307, USAID/El
Salvador, the BCR, and ASU have at times not been in complete agreement.

c) Funding levels for the various camponents are adequate.

Principal Recamendations

The principal recommendations are listed by project elements:

1) Redisoount Line

a) BCR should delegate loan approval authority to some or all banks.

b) Make provisions for the continued payment of credit agents from project funds,

c) Continue close monitoring of lcan disbursements for Crop or project
development, and loan collection activities.

d) De—emphasize the role of the mixed banks in servicing the Decree 207 borrowers,
and strengthen the BFA to play a role in providing credit to this clientele.

e) Establish a trust fund with the banks to finance non-traditional activities.

2) Training

a) The in-country training plan should include a much more detailed statement of
training objectives, goals, and out-cames expected.

b) A reorganization is warranted to turn the short-term overseas training
component around to a pro-active mode based on overall project planning.

c) BCR/ASU should establish a system for monitoring master's degree students
during the long-term training to assure research is related to project
activities.

3) Policy Studies and Seminars

a) The BCR and ASU jointly should design a research, policy study, and policy
seminar plan during November-December, 1988 for action year 1969.
b) This practical plan should spport any project re-organization initiatives.

4) Saving Mobilization

a) The project should continue to provide technical assistance and training to the
m.
b) The BFA should continue to be invited to attend BCR sponsored training.
5) Other Recomendations

a) A shift from the more academic studies and assessments to more pratical
technical assistanoe with the BCR, mixed banks, cooperatives and t~~ BFA.

b) Prior to the beginning of 1989 the Mission, ASU, and BCR should meet to review
their roles and responsibilities with respect to the project.

c) BCR should delegate authority to the chief of the coordinating unit regarding
project administrative matters.

AID 1330-5 (10-87) Page §

g/




ATTACHMENTS — ]

K. Attachments (List attacnments submitiea with this Evatyation Summary: aiv.ays altacn cecy of 'yl evaluation report, even il ON® was subritreg

@37 @er at'ach stuc'es  surveys. 8iC.  ‘ram J2N=QoiNG ' AVA'LAL'ON f reIAVANt tn thg guai,ytinn ranary

Agrarian Reform Financing Project, A.I.D. 519-0307, Mid-Term Evaluation

COMMENTS

a

ommaen igglo W _Oft n orrower/Gr Qn _Full Report

Following are Mission comments on major issues of the evaluation report.

The evaluation complies with the scope of work. The report contains a solid analysis,
and points out achievements and weaknesses of the project providing workable
recamendations to achieve the purpose and goal of the Project. The following major
issues were identified and discussed within the Mission.

-

1. Lack of success of the project in reaching Decree 207 beneficiaries* The
evaluation team feels and Mission agrees that BFA's access to the re-discount line
will increase participation of this type of clientele in the project.

2. Unclear definition of training objectives. The training in the original design was
broadly defined to strengthen the capability of PFI's** The general concensus was
that this should continue to be the general focus. However, future training plans
will follow the evaluation recammendations for more project related training.

3. Cumbersome and bureaucratic credit delivery system for investment loans in BCR. In
discussion with the BCR executive personnel, it was agreed that BCR will delegate
loan approval authority to commercial banks, for loans up ¢ 1,000,000 beginning
January, 1989.

4. Bank's reluctance to finance products with which the beneficiaries are not
familiar. Furthter discussions with the BCR will be followed by a policy study to
elaborate the design of a recammended trust fund. ‘

5. Changing of source of funding to pay credit agents assigned to banks. The
concensus was to accept the recommendation fram the evaluation to continue to
support expenses of credit agents with project funds.

6. Lack of authority of Coordinating Unit to make decisions on project related
administrative matters. The BCR has accepted the recommendation and will delegate
the authority to the Chief of the Coordination Unit beginning in January, 1989.

7. Lack of agreement between BFA and USAID on how to implement the rural savings
mobilization component. Because an agreement satisfactory to A.I.D. could be
reached, the component will be dropped from the project.

* 207 Beneficiaries. Decree 207 is the implementing legislatior_m for that
portion of the agrarian reform which providec land to

those who were actually working the land.

** Participating Financial Institutions.

AID 1330-5 (10-87) Page 6
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EXCUTIVE SE2ARY

PROJECT : hgvarian Reform Financing Project
No. AID 519-0307

PROJDCT CA'TS: July 3), 198c throuch July 30, 1991

FUNDT T : $50 miilion grant:$.7 niiiion GOES

. ————e

counterpart

MALUATION Mig-Term, Octdbcer/Noverber 1988

L1

CCATPIOR

Develomment Associates

To itprove the economic well being of agrarian refcim sector
farm families. This goal, as neasuwred by increases in net
family income, will be achieved throuch increased productivity
of land and labor.

PROTPZT GOMT,

To increase the avuilability and productive use of credit in

PURPOSE
the agriculturai reform sector,

The Agrerian Reform Financing Project No. AID-519-0307 is a five year
prejact imriementad by the Bance Central de Reservas de El Saivador (BCR) to
increase the availability and productivity of credit in the reform sector.
The project cansists of four components:

1, A $80 miilion rediscount line cf credit for use by the 10 mixed banks
(PFI's), and the Banco de Famento Agropecuario (BFA) when eligibie, for
funding lcans to Phase I cooperatives and decree 207 farmers ( finateros).

2. A training program for credit agents and bank officers and employees to
improve the agricuitural credit delivery system.

3. A program to develop policy studies and seminars to explore issues
relevant to the goal and purpose of the project.

4. A Savings Mchilization Program to assist BFA in pursuing its program to
mabilize rural savings.

Arizona State University has been selected to provide technical assistance
to the BCR.
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EVALUATION METHODOLOGY

A four person team devoted 84 man-days assessing progress within each of
the four ccrmponents to date. Spacial amphasis was given to the credit
delivery systam, the anount, type, and purpose of loans agproved through
9/30/88, and perceived constraints to the efficient delivery of credit.
Pecomrmendations for improving the systen are offered, The training effort and
the policy studies area wilich directly support the credit delivery system have
been thorouchly reviewed, as has the Savings Mobilization Program. The
evaiuation team was also asked to review orcanization, administraticn, and
funding, and to study the adequacy of the original project design in iight of
experience thus far; team comments and recamendations were requested
regarding changes in erphasis which have since taken place that are not
contempiated within the original framework of the project.

The team has campleted in depth interviews with the BCR senicr officiais
in all depariments invoived with the project, ccnducted studlies of the
Agricuitural Lending Departments of the 10 mixed banks* where loan
documentation was reviewad, and visited with appropriate officials of RFA,
Field visits were made to 14 Phase 1 o—ooperatives and to 1 group of 207
borrovers so that the team could develcp an informed opinion of credit user
cepabilities and constraints, Officials from USAID, ASU and ABANSA were
extensively interviewed with respect to their roles in the project. 1In ail,
the team conducted over 20 interviaws and performed a significant sampie of
iocan and other dccumentation. Lastly, the team read numerous reports and
other barground mater’al relating to the agrarian reform in general, and
projacts u263 and 0507 in particuler.

FINDINGS AMND REOCOMMENDATIONS BY OXMPONENT

1. Us~2 of the Rediscount Line of Credit

Given the Jdeveiomment and use of a new system employing credit agents
inexperienced in lendirg money, and the very late entry of the Technicai
Advisor into the project, the evaluation team believes that credit line v-age
to date can be ccnsidered satisfactory.

. Of 135 Phase I cooperatives assigned to the 10 mixed banks, 88 (or 65%)
had received loans since the inception of the project. The banks ard BCR had
approved 81 seasonal crop loans (¢ 67.9MM) and 111 medium term investment
loans (¢ 38, ™M) for a total of 192 iocans for ¢106.2MM ($21,3241).

Funds avaijzble for the rediscount fund, cbligated as of 9/30/88 fram the
AID grant, were $76.5 MM, Utilization is 58% againts this amount. Since
$5.2MM of crop Joans have been repaid and the fund replenished by that amownt,
the utilization rate of all funds available was 50% as of 3/30/88.

*NOTE: Although Banco Hipotecaric is a private bank, the nine mixed bank and
Banco Hipotecario are referred to as "mixed banks" throughout this
report.

.\%7
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As requested by BCR early in the program, seasonal crop loans are 95%
employed to finance the coffee crop., Medium term investment loans have been
used for replacement of coffee trees (16 for ¢ 4.4M); p1ant1ng new coffee
acreage (13 for ¢ 3.3'M); equipment (29 for €12.3:M); iivestock and
F01Ltry¢(2.a for ¢ 8,1Mv); other crops (24 for ¢4.1MM); and infrastrusture

6 for ¢6.3ZM4)

The evaluaticn team vas unable to determine the degree to viich the iman
spread provides the incentive for active participation in the project by the
mixed bank. Those that are active believe thwt they arz making mon2y, and
their profitable cooperative custaners are often substantial depositors. The
less active banks do not believe that this is profitable business, but also
have other reasons for their inactivity inciuding fear of eventual loss due to
mi smanagement by the cooperative. Also, campetition from other less expensive
(to the borrower) BCR rediscount lines will be used first, thereby reducing
and delayina the usage of 0307 funds.

The team's evaluation has established that the repayment experience of the
banks thus far has been good in cannection with 0307 loans. Only cocperatives
deaned creditworthy are receiving loans. Furthermore, oniy crop ioans have
matured and*been repaid as most investment loans are still within their grace
periads for repayment of principai. Payment experience is yet to be
determined wi'lh respect to these ioans.

Forty-seven ( 35%) of the cooperatives assigned to the mixed banks have not
received crelic under 0307, The two reascns cawnonly given are a record of
defauit or insnivency, or location in a conflict zone.

The pcsition of credit agent is utilized to faciiitate this project.
These are agronanists, originally 20 but now 15, who were chosen to receive
credit and project develcmment training. They are the primary contact between
the mixed bank and the cooperative or 207 farmer group. “The credit agents
still lack many project develomment and amaiytical skills, however they have
generally dene an exceilent oo for the project and for the banks to wham they
are assigned. From inception untii year end 1988, the credit agents are
compensated through BCR counterpart funds. Beginning next year, they are to
be paid by the bank to which they are assigned if considered sufficiently
productive. The team is concerned that several of the barks who are only
slightly active in lending 307 funds will use this change as an excuse to drop
out of the program, and that even the active banks wiil divert the attention
of the credit agents retained to purposes other than the furtherance of 0307,

The Coordinating Unit within BCR was estz2blished specifically to support
the credit agent effort.. They assist when necessary, and have been active in
promoting farm management and crop improvement activities, along with the
credit agent, at the cooperatives, This Unit must review and give its "visto
bueno" to all investment loan applications submitted by credit agents before
being presented to the mixed bank for approval.



BCR has delegated loan approval authority for project 0307 seasonal crop
loans to the mixed bank., As a result, crcp loans are generally processed and
approved within two weeks tc one month of the receipt of the apglication fram
the cocmeravive. An investment loan application, which has been pregarad by
the credit agent, contains a detailed feasibility study which must be checked
and signad off by the BCL Coordinating Unit. Since, after approval by the
mixad bank Board of Directors, it must be revieved by the Financial Analysis
Dopartment of BCR, amproved by the BCR Credit Committee and the Board,
approvals take from three to six months. Since irception, if BCR had
delegated irvestment loan approval authority to the PFI's as follows, the
chart shows the numer of loans which wouid have been approved without BCR
intervention:

up to § 250 M 67 loans 60% of ioans
up to ¢ 500 M 95 loans 86% of loans
up to ¢ 750 M 101 loans 91% of loans
wpto¢ 1M1 104 loans 945 of loans

Loan moritoring and control is well estabiished, and in the copinion of ti.2
team, tichtly constructed. Control over the disbursement ¢f loan funds is
managed directly by the bank so that funds are spent for the purposes
intended. These controls are costly by normal standards, but worthwhile. The
credit agents frequently visit their cooperative borrowers for a variety of
purposes; these visits provide the coportunity to view crop and project
development, and to verify production near and during harvest. This close
attention reduces, if not totally eiiminates, the risk of loss through
diversion or theft of a portion of the crop. The GOE5 procedures inveiving
the marketirg entities handling the major crcps, cofiiee, cctton, and sujar
cane, providas a market &t assured prices and a mechanism for securing payment
for crops delivered to the bank. Although there are often deiays in recaavirg
funds, the bank will eventually receive payment. The eventual prompt payment
of principal of the investment loan portfolio will be dependent upon continued
close contact between the credit agent and the cooperative borrower.

Recarmendationse

a. Test loan volume sensitivity by increasing the spread to the mized
banks on investment loans approved. Reduce the spread applied to the BCR
reserve fund accordingly.

. w—t T T e T P g

b. ~Retain ¢ha Gampensation mechanism presently in operation with respect .
to the cred{taagaibs':__ha the project is gathering momentum and the initial
learning phase '1§"onf.ly Just over, it is not an appropriate time to make a
major change in the basic credit delivery system. '

o

c. ' Remve the réq(kréﬁm'!b: that aﬁ.iﬁ?é'sfient Yoan applications be™¥
reviewed and approved by the BCR, and delegate authority for the approval of .
sage or all investment loan applicaticns to .scme or all of the mixed bankg. ™~

e e Tt e g AL e, -
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2. Training

The deveiopment of training pians and the fulfillment of trai ning
objectives ic the responsibility of ASU under their contract. Training has
four sub~coiponents; (1) short term in-country training; (2) short term
out-oi-country training; (3) masters-ievel training; and (4) providing a
omputerized training facility at the Salvadorion Bankers Association (ARANSY),

Tweive of 45 short term in-country courses have bean coimlieted,  They have
been provided almost exclusively for mixed bank credit agents in credit znd
project anaiysis and in loan monitoring. A one day seainar was recentiy
provided for cooperative management. Training provided is adeguate at the
basic level, zo emphasis can now be wgraded to provide the credit agent with
project planning skills which can be passed ¢ to the cooperative,

Thirteen of 35 persans have attended four short term out-of-country
training programs. There have been scheduled seriners in Sarito Dumingn, Timra,
Brasiliia, and San Jose. Seven of the 13 participants were reiated directly o
the project; two international seminars were not related to the project, zad
two only margainiy reiated to project impact. This sub~corponent rneeds to be
more project specific. Specially designed out-of-country training is
warranted. :

-Fifteen of masters-level participants have been selected. Ten are slated
for study at { e Monterrey Technological Institute in Mexico; cne is at IIAE
in Costa Rica; ard four are scheduled for ASU after a six months English
language program. One participant is directly related to the project; cight
others are within the BCR; and six are officiais of mixed banks but are rot
thenselves employed in project reiated activities. The selection of nasters
candidates invoived a broad interpretation of the project design, ie., that
strengthening the financial system human resources wiil indirectly banefit the
project, as did the approval of their courses of study, as 50% are outside tha
scope of the project paper. .Five candidates wili be attending a 16 menths
banking course.

ASU has provided ccmpﬁter equipment to the ARANSA training facility and
has ordered all remaining training equipment. This sub-camponent has been
canpleted as planned. _ ’ .

Recammendations:

a. ~'Provide specific project-related training to credit agents in
planning, project identification, and marketing the project to cooperative
management,

b. Provide specially designed out-of-cowntry training to satisfy
identified project training needs. '



c. Develop and impiament a formal course for cooperative management in
stratejyic planning for an enterprise, and for the development of project
objectives to accampiish the strategic pian.

d. Establish a continuing (LOP) program for providing on-site technical
assis*ance to coopsrative managament in developing a strategic plan and
interim action vians for their own cooserative,

3.Policy Studies and Seminars

The poiicy studies carponent is the responsibility of ASU wunder their
contract. One excellent policy study on the credit delivery system, and an
inadeguate draft study on the i.pact of credit inputs have been accompiished;
the LOP target for this component is the production of twenty policy papers
and/or seminars. An estimated five months of 45 scheduled ronths of techinical
assistance have been caumpleted., This component has been incoherent, and with
no overall pian. The credit delivery study has bemn read internally, hut has
not teen disseminated nor used in policy adiaiogue as pianned.

Substantial planning for the implementaticn of this conponent in a
productive manner is immediately required.

Racomnmendations:

v

a. Construct a pian for the development of studies, research, and
seminars which will have a direct and positive impact on the project.

b. Redesign this companent in accordance with prcject revisions so that
this conponent directiy supports the project, ie., it oouid be used to fund
industry wide feasibility studies for non-traditional products. This
potential requirement is not provided for elsewhere in the project.

4, Savings Mobilization

This component is the direct respcnsibility of ASU under their contract.
Their nine months technical assistance to the BFA has been limited to a
diagnostic study of BFA's savings mcbilization system, and technical
assistance in installing a computer system provided under a previous AID
project (519-0263). Technical assistance has been temporarily suspended
pending BFA compiiance with AID requirements.

It should be mentioned that the BFA has had success with their own program
of savings mcbiiization involving both a campaign to increase savings deposits
at their San Salvador branches, and the upgrading and transformation of six
rural locations to Ceposit taking as well as lending operations. A further
six are programmed during the LOP.



Recommendation:

a. Restructure technical assistance as required to support resolutions
reachad between USAID/EL Salvador and BFA.

ONiER PINDINGE A0 RIMOMTIIDYTIONS

1. Peneficiaries

The project popter does not provide for any significant training or technicai
assistance to Prace I cooperatives or Decree 207 farmers in its design. At
the time, traininjy and technical assistance was Yeing provided by third
parti=s under othec projects. The evaluation team visited a range of
cooperatives {14), inciuding those which were quite profitable and weil
managed to same which were very margainal, unprofitabie, and poorly run. One
impoitant management requirement which was almost universally lacking is
strategic planning for the enterprise, with the underiying systematic action,
or project pianning, vhich is than implementad to rrogress toward achievement
of strategic goalis. With a farming operation, this process will encomass
longer range crop pianning, plant and equipment requirements and how they are
to be paid for, and basic infrastructural requirements. Housing, schoois,
health, and other social necessities form a part of the strategic pian.

Re~omendatieons:

a. Provide for strategic and action, or project planning
training and teclnical assistance to the coopzaratives as rercmmendad in the

Training section.

2. Project Administration

The three parties involved with the administration of proje-t 0307,
USAID/EL Salvador, the BCR, and ASU, have at times not been in complete
agreement and have presented the other parties with different and conilicting
points of view. .

Recommendations:

a. Prior to the beginning of 1989, the Mission, ASU, and BCR should meet
to review their roles and responsibilities with respect to the project.

b. BCR must either deiegate authority to the Chief of the Coordinating
Unit regarding administrative matters, or place the ASU Permanent Advisor in
direct daily contact with its designated Project Director, the Vice President
for Operations.



c. ASU shouid strengthen its resident staff by adding a full time expert
to manage the training, policy and seminar, and savings mobilization
components of its contract. This would free the cuwrrent Resident Advisor to
concatrate on the accomplishment of overall project goals,and especially cn
the utilization of the rediscount facility. Redepioyment of eifort fram
Arizona to El Saivedor will require that the ASU coniract be discussed. This
is recomaended in the boly of the evaiuation.

3. Fuidin

Funding levels for the various comonents of the project are adaquate.
Same minor adjustments between compcnents might be required in the future as
needs arise, however, overall amounts are sufficient to accompiish the
functions set forth within the scope of the project..

Amounts budgeted to accomrodate the rediscomnt facility are ample at
present levels of activity. However, a continued \swing in the activity of
the mixed banks, the entrance of BFA into the project 0307 picture, and the
initiation of a successful effort in identifying, structuring, and
implementing major non-traditional product projects couid resuit in the full
utilization of grant funds ahead of schedule. ,

4., Adequacy of Project Design

The major charge to the design of the project waich USAID/EL Salvador has
requested be thoroughly studied by the evaluation team invoives the
development of capability within the 307 project to accommodate the study,
evaluation, financing, implementation, and monitoring of projects to produce
non-tradi tional products for export, or in substitution of imports. Our tean
findings, cbtained during visits with the 10 mixed banks, indicate a deep
reluctance on the part of the banks to make loans on transactions which are
beyond the competence of their cooperative custcmers, both in technology and
management terms, and which may also be beyond the competence of the bank to
manage and control. A

As a consequence, a specialized credit delivery system must be designed
which will cbviate the need for the mixed banks to assure credit
responsibility for these projects, and other agreements reached, if the fund
is to be utilized for these purposes. The new system, if desired, must have a
built in capability to manage development lending to large, possibly highly
technical projects, which will, by definition, be largely uncapitaiized. AID
and BCR must agree that the fund could suffer loss, if this activity is to be
pursued. At present, BCR is cbiigated by covenant to maintain the integrity

of the fund.

W



Recrrmendati ons:

a. Expand and strengthen the BCR Coordinating Unit to provide the
capabj lities required to undertake this activity.

b. Establish a delivery svstan which will incorporate a lender to replace
the mixed bank. This might be a trust, or fideicomiso, for thz administration
of funds by a mixed bank.

c. Modify the grant agreement to provide for BCR down-siream grants in
addition to rediscounts, and absoive BCR from risk in connection with these
transacticns.

The Evaluation Team very much hopes that this evaluation vill prove to be
a positive factor in the further successful impliementation of this most
important project.



A.CRIDIT LINE

(0.0] jecti ves

USAID and RCR will constitute a $60 M4 fund for use in the form of a
rediscount faciiity by the mixed tanks to fivwl short tern seasonal crcps 10ans
and mediun and long-term investment loans to the Phase I agrarian reform
cooperatives and Prase II1 decree 207 beneficiaries. The fund wiil be
protected by the BCR by ensuring that credit risk is taken by the
participating mixed bark, and a default by a PFI wiil be covered by tha BCR
itseif. The fund will increase over time through the capitalizatica of a
portion of BCR's spread to the fund,” and thoush the reuce of funds which have
been repaid by borrowars.

The full utilizaticn of the $31 MM portion of the rediscount fund avaiiabie to
the project as of end FY-8 as per table on ro>.ii.

Ccripleticn of Ooj=ctivss

BCR was abie to meet conditions precedent under the 519-0307 Grant Agreement
by year end 1986, and icans began to be made by the mixed banks against the
consti tuted Rediscount Facility in early 1987.

Pursuant to the scheduie contained in the Project Paper, funds available to
the Project as of end FY-88 cumuiatively totalled $31 M1, The 10 ni:ned banks
had cammitted 192 icans to 88 cocperatives and cecree 207 beneficiary group
totailing $21.3 MM, a utiliZation rate of 63.7%. Adjusting for $5.2 1 in
crop loans which have been repaid, the utilization of the fund pius amdunts
repaid is 57% as of end FY-88. A breakdown of investment and crop ioans is
shown below:

a.111 investment loans totalling ¢38.3Mv have been approved by BCR for 69
cooperatives. All 10 mixed banks have participated to scme degree. (Mixed bank
'h;ve drawn down against the rediscont line in the amount of ¢ 29.9 mm as of
9/30/88.

Loans are for:

-new coffee acreage: 13 coops-13 loans ¢ 3.3MM
~-replace coffee trees: 14 coops-16 loans ¢ 4.4MM
-machinery & equipment: 28 coops-29 loans ¢12,.3mM
-1i vestock, poulitry, etc: 20 coops-23 loans ¢ 8.1M
~platano,citrus, other: 21 coops-24 loans ¢ 4.1M
-plant/infrastructure: 5 coops- 6 loans ¢ 6.3MM

b3



b. 45 Cooperatives have received 81 seasonal crop production loans
(avios) totailing ¢ 67.9:11 since inception. The majority of loans are for
coffee which turn over once per year; small arounts for cor:a and beans turn
over twice or more times per year., Although all mixed baniis have
particinmated, Cuscatlan, Hipotecario, and Saivadorefio iocans are 617 of amounts
approved:

¢ $7,9M1 approved
- ¢ 49.1MM rediscounted

¢ 30.5MM repaid by berrovizrs since inception
- ¢ 18.5M4 outstanding as of 9/30/88

47 Cooperatives, or 35% of those ascigned to the mixed banks, hava not
received credit under 307. According to mixed banks' officials, the two
primary reasons for their exciusion from the program thus far are:

-the coops are in default to the bank on loans covered by other
programs, or,

—-the coops are located in severe conflict zones, particularly in the
Eastern part of the country.

Findings

1. Credit Line Usage

The avaiiabliiity of funds as set forth within the Projzct raper and usage
as of 9/30/88 is chown below: :

Source Y386 FY87 FY88 FY89 FY90 FY91 Total
AID Gnt ~ $6mm  $2mm $9mm $9mrm $9mm #mm  £46,0mm
GOES Cpf $2om  $2.5me  $ 2.5mm $ 2.5mm $ 2.5mm $2mm  $14.0mm
Total FA $am  $11.5mm $11.5mn $11.5mm  $11.5mm $6mm  $60.Omm
Cum. Total $Srm $19.5mm  $31.0mm  $42.5mm  $54.0mm  $50mm
USAGE (9/30/88) . ($21.3mm) |

Thé cumulative amount of funds eépproved and committed under the 307
facility was £i06. ™M, or US$21l.3fM. It should be noted that €3iMM in
FY87 and 88 crop loans have been recovered and are available for relending.
This represents an approval rate of 68.71% of the funds available under the
Project as programmed, fram inception through the end of fiscal year 1988.
Adding repayments ( $6.2M4) to funds available, the utilization rate drops to
57% at FY 88 year end. Of the $60 M1 total project funds, oniy 36% have been
utilized to date.
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Of total utilization, ¢&7.9"M, or €4% of the total were in seasonal crcp
loans. Investient loans were ¢38.8M, or 36%. Both the Mission and BCR are
desirous of seeing a significant move tcward greater utilization of project
funds in the improvement of the coop machinery and eqipment base, in the
maintenance and irprovement of existing agricultural assets, and in the design
and impiemertation of new agricuitural projects, particularly in the
non-traditional esport, or import substitution sectors.

2. Credit Fxperience of Pri's

A reviav of the credit experience of the 10 participating banks with loans
made under 307 thus far is exceiient. It shoulid ltie exphasized, however, that
most of the 1li loans that have been approved for investment purposes are
still within grace pericds for the repayment of principal, so the banks have
thus far only coilected interest when due.

Banx locan records show that 95% of the short term crop loans are for
coffee; the pavnent mechanism which [ -volves INCAFE is important to
understand., INCAFE is the sole purchuser of coffee; when coffee is harvested,
it is delivered to a beneficador for processing. The grower takes nis receipt
fraom the beneficador to INCAFE and receives an OPI( orden de pago irrevocabie)
which is assigned to his bark. When the processed coffee is delivered to
INCAFE, payment of the OPI will be made by INCAFE directly to the bank who
reduce the coop's ican acccrdingly. Delays in receiving payment stiil occur,
however, INCAFE has vastly irproved its performance over that of a few years
ago when extensive delays were the norm, accordirg to our informants,

Tre rerairing 5% of the crop locans for corn, beang, coconits, mangos,
henequan, citrus, and kenaf. Bank officials state that these require ciose
moni toring as the marketing of the crops are uncontrolied. The credit agent
must be aware of the harvest, and insure that the proceeds of the sale, when
such takes place, are repaid to the bank. Although a crop mortgage is taken
by the bank, cizse vigilance by the credit agent is necessary.

3. Loan Approval Process

a. Selection of Credit Agents

The Credit Agent is the primary cantact between the bank and the borrower
and piays a key role in credit delivery and moni toring.

During the design process of 307, it was determined that the shift of
effort fram Banco de Fanento Agricola to the mixed banks wouid require the
services of personnel with a different background from those presentiy
enployed within the Agriculture Departments of the mixed banks. Officers
would be needed vhc could serve the decapitalized reform sector; agroncmists
could be taught crop lending, project identification, and the preparation of
acceptable feasibility studies to support requests for investment loans.



BCR requested three candidates from cach of the 10 mixed banks for each
position to be filled, from wiich one would be sciected. A group of twenty
was eventally selected. The carrying costs of the credit agents wouid he
coverci by BCR from counterpart funds througn year end 19€8, and the training
necesciry to effect the change from farnmer to baner was provided within the
307 project. The credit ageint would be e@ssianed to the bank vho wouid direct
his activities, and have the right to terminate his empicynent if deemed
uwnsatisfactory. Assistance in marketing investinent projects and in the
preparaticn of feasibility studies is provided by the BCR Coordinating Unit to
the credit agent.

There are still fifteen agents covered by the project working in nine of
the banks, four of whom are in Banco Hipotecario. RBanco Saivadorefio has
reieased its two credit agents and has not replaced tham pending a possibiz
change in BCR's decision to discontinue funding at the end of the year.

b. Crop Lcans

The basis for the crop ican is the Ciop Production Plan wiich is pregared
by the cocverative. This is a series of charts {ane for each crop) which is
prepared annually by the Production Committee of the coop and approved by its
Board. The credit agent from its bank. and often, a member of the BECR
Coordinating Unit will assist in their preparation, offering ideas and
sanetime projects for investmeat which will increase or diversify production,
The data entered in the production plan is based on historical experience and
last years pian, adjusted for changes which might have occcured.

A crart is prevared for each crop produced vhich inciude the ar=a to be
cultivated (which may inciude a number of different parceis), suppiy
requirements such as seed, fertilizer, insecticides, equipment utiiizaticn re-
quirements ( tractor- days for various purposes), and estimated man-days
required to produce the cron, fram planting to harvest. The inputs are costed
out and comared to the estimated voiume and vaiue of the crop based upon
historical yields and projected prices ( INCAFE sets an internal price for
coffee a year in advance ie., the price they will pay to the growers).

The coop will apply to its bank, with the assistance of the credit agent,
for a loan to cover its costs as determined, crop by crop as necessary. The
bi-weexly wages paid to cocp meamers are inciuded in these loans which periit
its members to subsist fram harvest to harvest, depending upon the crop
cycle,

According to credit agents, they must determine that the costs projected
are sufficient to produce the crop as planned, that the yields projected are
reasonable, and that the prices estimated are both reasonable and will result
in the coop receiving amounts sufficient to meet payments of both principal
and interest on the loan and same profit margain.



According to Central Bank Officials, they have delerated aprrcval of
seasonal crop loans to Phise T cooperatives to the participatirng mixed bark.
Therefore, when satisified, the credit agent begins cbtaining the necessary
aporovais within his bank bejinring with the Ag Crecit Officer or Manager
ofthe Ag Lending Departrent. The chain of approval ustzally extends through
the Credit Ccrimittee, Senior Managament, and the Eoard of Direrstors. Past
payment experience on the part of the cucn and the presant ieveli of credit
borrowed from the bank are ikpcrtant eicueats which are consicered in reaching
a credit decision.

The mixed bank predicates its approval upon receipt of a crcp mortgage and
a guarantee fram ISIA (Instituto Salvadoreno de Transforrmacicn Agraria) fer
50¢ of the amount to be loaned. The degree of curcport offered by the crecp
mortgage varies, as even coffeez has been soid in contraband, but it gives the
bank additional iegal recourse if necessary. The partial ISTA guarantee
provides sane smail additional support.

Mixed banks report that crop icans are approved ky the banks within about
two weaeks of receipt of the compieted appiication. &pace on the agenda of
credit cawnittees and Board meetings is often a delaying factor.

c. Investmernt Loans

Pursuant to BCR requirements, the besis fcr approval of a medium term
investment loan of any type, whether related to the purchase of equipment or
the improvement or diversification of crops, is the feasibility study. This
document is preparid by the credit agent in conjunction with the management of
the cooperative,

The feasibility study describes the project and its purpose, details
inputs which will be required and their costs, a work pian for the
accampiishment of the project, the time and the amount of labor involived, and
the projected output of the project which must be caiculated as additional
income, over time, through the sale of new or additimal crops, or as a
savings through increased efficiency as micht be enjoyed if cost saving
equipment were purchased. The overail cash fiow of the cooperative and the
incremental cash fiow to he produced by the implementation of the project must
be cabined to determine a deédt service ratio. ‘

The basic format of the feasibility study is dictated by the BCR.
Although there is scme leeway in its preparation depending upon the size and
purpose of the loan, the process takes two months. Therefore, an informal
pre-approval (or rejection) procedure is in cammon usage within the mixed
banks. The credit agent will prepare rough numbers for discussion of the
transaction with the credit officers of his bank and will abort the project if
he doesn't receive encouragement to proceed. As a result, the number of
formal turn-downs refiects only a small percentage of number of investment
loan projects which have been proposad by ei ther the cooperative borrower or
the assigned credit agent.
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The credit agent also prepeares the loan application which, aleng with the
feasibility study, is submitted to the BCR Coordinating unit for review. If
help is needed, this is furnished by the Unit. If in proper form and
satisfactory in content to the Unit, they stamp their "visto bueno" cn the
applicaticn, and the crodit agent then presents it to his mixed bank for

formal approval.

The irvestment lczn applicaticn will run essentially the same ccurse
through the mixed baik approval system as the applicaticn for seasonal
credit. However, given the more lengthly and ccomplicated presentation, more
time is neaded to corplete its Journey.

All investment loan applications, after approval by the PFI, must be
revi eved by the BCR Credit Analysis Departrent which is staffed Ly about
twenty anaiysts. Tne application is iogged in and assigned to one of these
analysts. There is no prioritizing of work, so the application goes on the
botton ol that anaiyst's stack of work. Each transaction is reviewed against
BCR norns; if information is missiny, it is réquested of the mixed hank, and
the credit agent is dispatched to obtain the informatian. BCR reguests are
sometimes reievent to the proposed project's ability to repay, but, rixed bark
officials report more often than not, the BCR request for information is
pureiy bureaucratic and the reguest is simply to satisfy a stated norm, but
one with iittie or no impact on the quaiity of the transaction at hand.

The ECR analyst is required to write a review of evary transaction; a
simpie "approved" of a small and uncomplicated loan appiication is not
sufficient. When the analyst's review is complete, it is read and signed off
by the Crief of the Analysis Deopartment. It then gces before the Credit
Manager of BCR for approval. Subsequently, both the Credit Coarmittee and the
Board of Directors of the BCR must approve the transaction.

A ciean transaction, an application which reguires no requests for
informatica on the part of BCR, might receive BCR approval in 60 days if
processad at a time when workloand is low, out of season. Three to four
months is more likely if the application is received at a time when BCR is
receiving numerous applications under its many lines of credit for the banks.
The Coordinating Unit and the banks have documented many cases where approvais
have taken six to eight months when requests for additiomal information have

been invoived.

According to merbers of the BCR Coordinating Unit, not withstanding all of
the above, the BCR has never turned down an application for an investment loan
which has been previousiy approved by the Board of Directors of a mixed bank.
All investment ican transactions applying for Project 307 rediscount funds
must be approved by the bank Boards prior to submission to the BCR.

Since inception, if BCR had delegated, investment loan approval authority to
the PFI's as foilows, the chart shows the number of loans which wouid have
been approved without BCR intervention:

up to ¢ 250 M 67 loans 603 of loans
up to ¢ 500 M 95 loans 86% of loans
up to ¢ 750 M 101 loans 91% of ilocans
wtod 1M 104 loans 94% of loans



d. Loan Approval Experience

Given, as described above, the "informal" rejection pracess, the c¢ata on
the muber of appiications submitted versus t'ma number apnroved ard thz nurver
rejected is inoomplete. Four of the ten PFI's have sutmitted data covering 24
investment projacts vhich have been turned cown. Re(*urrlng reasons are i) tha
coop has ceasad making rayments on previcus loans, 2) an insoivent zituation
exists, 3)dissansion on coop woard ieading to a lack of credibiiity, and 4)
lack of experience with the product involved.

Althcugh there is ccrnsiderable disparity of activity between each of these
four banks, they have collectively approved 47 investment loans; therefore,
the turndoan rate couid be said to be 34%., Only one of these banks had turned
down mmore investment loan applications than it has approved.

4. Monitoring and Control

a. Disbursement Procedures

Under the norms of the BCR, disbursements under approved 307 ioans are
effected according to precise requirements. Funds are not simply credited to
a cocperative's current account upcin request. If, for instance, fuds under
an approved loan are requested for the purcha.;e of fertilizer, the bank is
required to cut a check in favor of the suppliier; the check may be sent
directiy to the supplier, or given to the cocp managament for delivery to the
supplier. The bank must first have an invoice to show that the fertilizer hes
heen delivered, or at least ordered. The same apgiies to the puichase of
equipment or other suppiies.

Labor costs (payroil) are paid every i5 days. The coop manager or members
of the Board bring a "pianilla", a 1ist of all those entitied to be n2id and
the amount, to the bank. The bank writes a check which is then cashed, and .
the cash is given to the coop representatives who di stribute mcney to the
workers against receipt ( their signature or mark). If the coop has funds, the
check is drawn against their current account. If loan funds are invoived, the
portion pertaining to a particular crop or investment ican is debited to that
loan. Fram time to time, especially during planting or harvest, the credit
agent will verify the manposer invclved in the preparation of a particuiar
crop against the crop budget and the "planilia”.

b. Portfolio Monitoring

The credit agent is responsible for verifyirg that crop budgets, against
which loans have been made, are being foiiowed. This is one of the principal
responsibilities which the agent accamplishes during his periodic visits to
the coop. He checks areas under cultivation, the proper application of
fertiiizer and insecticides, watering, weeding, and the many other chores
necessary to realize a successful harvest. As an agronamist, this is his
opportunity to discuss suggestions for improvements with the management of the
coop, and to formulate pians for new projects jointiy with management.

P

-
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Investment loanz are monitoredi in the same mamner. The progress of new or
replacement plantings are checked during each visit, as is work on the
accompiishment of infrastructure or plant construction projects.

c. Collection

As has bean mantioned, BIR will charge the reszrve account of the PFI
immediately {oticwing the maturity of any seasonal crop ican, or on the due
Cate of interest or principal under an investment ican. Uniess a PFI were to
get into serious troidie, the BCR is without risk of loss in connection with
rediscounts made utilizing 307 grant fuids. GOZS is assured, therefore, that
the 307 fund will remain intact for perpetual use, and will grow by virtue of
the portion cf the interest earned that BCR wiil cre.it to the 307 rediscount
fund, at least in local currency terms.

The PFI is at risk of iosing its capital if its lending to the cocperative
sector under 307, or other funding sources, inciuding the use of its
depesitors funds, is not prudently carried cut and carefully controlled.

The source of repayment, end the objoct of the ccilection process, is to
- insure that crops or procacts are soid, and that cash or accounts receivabie
generated fram the saie find their way into the iending bank to repay the
loan. Crop assignments are standard mechanisms which assign proceeds of saie
to the lender, and close monitoring of borrowers during harvest seascns is
nezessary to insure that buyers are required to pay for their purchases
directiy to the bank. It is also important that, at this stage, the credit
agent and coop management do their utmost to insure that products ready for
market are not stolen, or otherwise diverted.

Mechanisms for liquidating sales of zome of the major cash crops, coflee,
sugar cane, and cotton are in pilace and have been described. The repayuent
circie, as far as the lending bank is concerned, is ciosed, and therefore
secure. Tne banks major probiem is one of timing, in that the receipt of cash
proc2cds may not coincide with the 1oan maturity, so it will be debited by BCR
before the funds are received. The collection proceeds of major sales to
local or international buyers can be simiiarly secured since the prospective
buyer can be ordered to pay directly to the bank under the terms of the crop
assignment. Small cash sales are the major prcblem; the agent must rely on
the honesty of the coop management and his vigilance of the situation to
insure that these funds reach the bank in a timely fashion.

Resoiving prcblems of a more serious nature is also part of the coilaction
process; a seasonal crcp loan may be lost through crop failure, or a project,
financed under a 307 investment locan might remain incompiete when loan funds
are fully utilized (a cost over-run). As established, the lending bank is
left to deal with these prablems and work out its solytions with the coop
borrower. BCR will charge the bank's reserve account at maturity without
regard to the PFI's difficulties. Thus far, no banks have suffered major ioss
on 307 transactions, according to our information. However, principal
payments of investment ioans liave not yet begun to mature, and no major
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non-traditional product or piant icans have as vet bean entered into. Crop
failure and losses due to guerriila activities have been experiencad by the
banks under different projects, and have had their impact on the willingness
of the banks to undertake this type of buciness. '

5. Th= Participating Financial Institotion (PIT)

a. Furction vader 307

The PFI is the leystone of the credit deliverv cysten as dezigrnied. The
introduction of the credit agent concept was intended to bring nes exportisa
to the FFI which, given its background in secured iending, was nzcessary in
dealing with the decapitalized reform cooperatives. Fxwever, the decision cn
vhether to approve or disapprove a loan appiicaticn rests with the officers
and directors of the bank. As designed, the PFI's must agree to do business
with the reform sector cooperatives or Project 307 will not work.

b. Incentive.g.

The project provides that interest rates wiil be at market and will not be
less than those estabiished by the Junta Monetaria Nacional. The BCR charges
the banks 11% on funds borrowed under the rediscount line. The PFI may add a
spread of 4% on seasonal crop loans and 6% on medium or iong term investment
loans to Phase I cooperatives. Crop loans to Phase 1II "finateros" earn a 7%
spread.

All 10 mixed banks visited have stated that they wouid be more disposed to
enter into investment loans with cooperatives if the spread were greater,
They claim the expenses in time expended to presare th2 required stulies and
the ilong period between expenditure ( preparation period) and the realizaticn
of earnings ( the spread eamed after a reasonable amount of the funds have
been disbursed) is a losing, or at best, a break even prcposition for the
first several years of the average sized ioan. The extended duration of the
approvai process, on a time value of money basis, is a major factor,

Similarly, all 10 banks are cancerned about the quaiity of the management
of the reform cooperatives. While same cocps are better managed than others,
and in fact good clients of their bank, there is fear on the part of the bank
that the management or board of the coop will change, and that their econamic
situation will deteriorate. Pursuant to our discussions, the banks, without
exception, were extremely cautious in approving 307 investment loans, and in
scme cases, adamantly against making such loans.

Given the above, the team was unable to categorically state that an
increase in the spread allowed the banks cn investment loans would resuit in
an immediate improvement in the number and amount of investment loans
approved. However we will address the matter in our recammendations.

c. Absorption Capacity of the PFI's

Annex F-i of the Project Paper contains the consolidated balance sheet of
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the 10 mixcd banks as of 12/31/€5 and a ratio anaiysis. These indicate that
the systen was, at the time, alrcady over-leveraged vis a vis the level
permitted in the banking law (LICOA) which calis for an 8% capital requirement
(capital and reserves must be 8% of loan portfolio.) 7That is to say that
loans to net worth were 15 times, as canzared to the 12 vermitted by LICOA.
The 90% 1lc=n to dencsit ratio is also high, especiaily when taking into
account the inadejuacy of loan loss reserves and the disruvtion anclg
borrowers caused by the ongoing civil strife which couid bave an even greater
impact cn bark loan partfolio quaiity than is refiected.

The size of Project 307 deces not appear to be, at 300!, so large as to
cause sicnificant further distorticn to the consolidated balance sheet of the
banks. The entire 307 represented i.12 times the 12/31/85 capital and
reserves cf the banks, and a potential 7.6% increase of the locan portfolio.
However, the banker must also deal with imposed limits on medium term lodans
(Art.64 LICOA) and on loans to agricuiture (30% of portfoiio- Junta
Monetaria). The condition of a bank and the camposition of a bank's
portfolio, within the ccntext of the current environment, cives the banker a
ready excuse to view investment ioan applications preseated under 307 with the
greatest reiuctance,

. d. The Evaluation Team has visited each of the 10 PFI's in the program,
The reports of these visits are contained in Annex i,

’

6. New Elements

In March 1988, the possibility of shi fting emphasis of credit line usage
fram treditionzl crop and investment ioans to project icans for
non-tradi timal export and/or import substitution products began to be
expiored by AID. Investment locans have been made for minor products such as
henequén and kenaf production. What AID envisions, however, are possibie
major project loans for shrimp farming, the planting and processing of cashew
nuts and by-products, and other na jor undertakings which remain to be
identified, Similarly, an analysis of the approximateiy $100 MM in annual
agricultural imports from Guatamala will indicate import substitution projects
which might be considered. This thrust would satisfy the additionaiity
requirements of the project de facto, and generate additional benefits to GOES
cn the foreign exchange side, according to the proponents of the pian.

. Findings produced by the evaluation team in interviews with merbers of the
Mission, the BCR, the mixed banks, and beneficiaries indicate both enthusiasm
and concern regarding this possibili ty. The mixed banks are leery of iocans
for the production of products with which their client cooperatives have
little or no experience; they are also cancerned by the amounts which, for
instance, a shrimp farm project would require. Similarly, the beneficiary is
aware of its lack of technical skiils and project management expertise in
areas in which it is not famiiiar. The BCR is aware that the present delivery
System does not lend itself to this type of project and is studying a redesign
of the organization and functioning of the Coordinating Unit to better
accamcdate itself to the design and implementation of this type of project.

20



The team has been asked to give careful thought to the delivery of Project
307 funds for non—traditional product projects, and suggest alternative
mechanisms for the consideration by AID, BCR and other project participants,

Conclusicns
1. The volune and type of loans approved tco date are satisfactory given that
lending has cniy been actively ongoing for the past year, especially cn the
investment 1oan side. The disparity of activity between banks is distvrbing
to the team; four of the banks have rade 593% of the number of loans escroved
and 72% of the dollar voiune. This indicates an unwiliingness or the part of
the remaining mixed banks to participate actively in the program

The team is unable to make a cancrete determiraticn as to the
acceptability of the currently applied six point spread on investment ioans,
or whether a wider spread wouid result in a proportimately greater nuber of
apprcvais of investment iocans. As a resuit of our interviews with officiais
of mixed banks, we suspect that greater ilcan activity wouid be realiz:3d frcm
the active banks, but that an increase in the spread would have little effect
on the inactive banks due to their apparent concerns in dealing vi.th the
rerorm sector,

2, The credit experience of the PFI's has been satisfactory to cate, keeping
in mind that principal instaliments on most investment icans have not yet
begun to mature,.

. The loan approval process is satifactory with respect to seasonal crop
cans *he approval or which has been delegated to *he mixed hanks by the 8CR.

=W

There is a constrictive time consuming duplication of effort in the
analysis and approval of investment ioans. The aralysis and review by *the
Financial Anzlysis Department of BYR, or op of the "visto buano" by the BCR
Coordinating Unit and Board of Directors -pproval by the mixed bank wnmch
bears the credit risk, is a major cbstacle to active participation in the
project by a mixed bank.

4, The monitoring and control aspects of credit iine usage are tight with
respect to controlling the use of loan proceeds through the disbursement
process, and satisfactory with respect to vigilence exercised to assure the
production of a crop, or the completion of a project, to repay the loan.
Procedures are sound, and project follow-up is performed on a reguiarly
scheduied basis. Reports are furnished for the loan fiies as required by
soud banking practice.

5. Funding of the credit agents, from counterpart funds is to be discontinued
at year end. The project paper calls for continuance of the credit agent
program through the life of the project, but calls for a shift of payment by
the banks. The evaluation team feels that a change in the sypport mechanism
could be disruptive at a time whcn the program

N
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is operating with a fair degree of momentum; project lending activity is less
than two years oid, and the learning process for lyoth credit agents and their
customers is still occurring.

6. The PFI's have done a satisfactory, but not eatirely successful b, in
servicing the reform secter cooperatives under the projran. Their
respoisibility to serve the Fnase III decree 207 borravers has not been at ail
satisfactory. In our opinion, no reasonable spreud will compensate for the
costs involved in making and menitoring a 207 loan, abzut the same involvad in
making a loan to a cooparative, because of their very scall size. A 7 point
spread on a $1,000 ican is $70. Loan appiication vreparation, and travel time
and cost, will absorb this spread before the iocans is bcoked. The grouwirg of
207 borrowers and the concolidation of their needs into one loan has been
marginally successful, and is the only method used by the few mixed banks who
are participating in the 207 portion of the program. The logical entity to
service the 207 borrowers is the BFA through its extensive branch network.

The eventual qualification of BFA to participate in the 307 project will
have an immediate impact on the volume of loan transacticns, as one haif of
the Phase I cocperatives are assigned to BFA. In addition, BFA is the
predaninent factor in lending to the decree 207 borrowers with over 20,000
borrowers in this category. The team is not, however, in a position to
predict the nurber nor the amount of 307 loans which BFA wiil generate during
its first year of eligibiiity. ’

The effect of a possibie adjustment in the spread earned by a PFI as an
incentive to increase 307 ican activity has been discussed. She team is
unable to conciude with certainty that such an action wiil overcome a FFI's
concern over a cocperative's shakey payment history, or @ perception of
inadequate coop management,

Capital adequacy and other BCR requirements with respect to term loan vs,
deposit ratios do not appear to be a constraint to the full utiiization of
Project 307 funds.

7. The new element, the introduction of the desirability of financing major
projects for he production of non-traditional export products, such as shrimp,
or import substitution products such as fruits or vegetables not grown in
quantity in El Saivador, will reyuire a redesign of the credit delivery system
for this purpose. The mixed banks wi:l not lend readily to projects with
which the coop borrower does not have: experience. A PFI may also be unavble to
handle the amount necessary to finance scme of these projects due to the size
of the project and the bank's legal lending limit. While bank sindication of
large loans is a possibility, it may be preferabie to develop a mechani sm
which would permit preparing the project feasibility study, approving the
loan, and bocking the loan, without intervention and without responsibility on
the part of the mixed banks. The bank can still be brought into the
transaction on a fee for service basis to handle loan disbursement,

moni toring, and collection on behaif of the lending entity,



The locus of activity with respect to the preparation of feasibility
studies (or the coordination of studies prepared by others), the dotaining of
loan approval and the monitoring of project management, should be an expanded
BCR Coordinating Unit. Project financial analysis would be performed by the
Financial Analyeis Department of BCR. Loan approval would be a function of
the Credi: Cuamitte2 and Board of the ECR.

The lending entity ~ould be a trust, or "fideiccaniso" estabiished for specific
project purposes under the administration of a mixed bank, as provided by
LICOA. Tie trust would be the iender to the project; as the trust would te
funded directly by BCR instead of throuch the rediscount mechanism, Project
307 documentation between USAID ang BCR would have to be amended accorcingiy.

A nuber of the projécts teing consicered at this time require technologv,
and a level of management expertise, weil beyond the competence of the Fhas= I
cooperatives. To succeed, these projects will require the inclusion of
qualified management or joint venture partners on a continuing basis. Legal
mechanisms to protect the project fram unwanted interference fren the resk
cooperative will have to be designed. By the same token, the coop's bank
wouid prcbably like to insure that its reguiar loans ‘o the coop are protected
and isolated fram the liabilities incurred by the project. This would also
facilitate a continuing flow of credit to finance the coop's traditicnal
activities,

This ocbjective can be accomplished throuch the creation of a separate
leqal entity for the purpvse of implementing the non~traditional product
project.

Proiect iending requires heavy legal input, especially since rrojects will
be uncapitalized, for the most part. The sole protection to the iender wiil
be the strength and enforceability of ali contractual reiationshins fron the
construction and purchase of eguipment for the project, to its operaticn, and
to the sale of its output. Rewards for technical assistance providers can be
substantial, as on incentive, but proper performance should be bonded or
otherwise guaranteed so that the iender has assurance that the provider will
have a double incentive to insure project success.

Finally, the expanded BCR Coordinating Unit might consider projects for
cooperatives in light manufacturing involving products outside the agro, or
agro-industrial field. These should be iabor intensive projects accompanied
by a know-how partner, and an off-take arrangement to market the output at
fair prices.

Recamendations

l. Increase the intereét rate spread payable to the mixed banks on investment
loans by reducing the spread earned by BCR for the reserve fund accordingly.
Test the sensitivity by measuring the volume of transactions handied

subsequently.

3577
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2. Continue close monitoring of borrowers.

3. a. BCR should deiegate the approval of investment -loans to the mixed
banks on transactions up to ¢750,000.

b. Alternatively, BCR should select several of the mixed banks, and
delegate spproval for all investment ioan transactions originating with those
banks.

¢. A third alterantive; BCR shculd deiegate investment loan approval
authority to all mixed banks for transactions up to ¢ 500,000, and approval
authority to certain selected mixed banks on all investment loan transactions.

4. Cmtinue‘c}.oselmi‘todnggf loan (!igﬁtxr'sanet)ts_fp;‘__ngp Or project-
- develophéht, A 16a5. collection activitiee; g RS

5. Make provisions for the continued payment of crecit agents from
conterpart funds for the duration of Project 307,

b. Provide additicnal loan spread as recommended in (1) above to test the
degree to which earnings are an incentive as originally assumed in the Project
Paper,

C. Delejate investment loan approvai authori ty to the PFI's as
recomnended in (3) above to facilitate the investment loan process.

7. a. BCR shouid contract a study to expand and strenthen the coordinating
unit. It shouid be reorganized to provide (1) a continuation of the sarvices
it presentiy provides to thie credit agents and coops; (2) a new capabiiity to
inciude the preparation of ron-traditicnal projects, the preparation and
negotiation of contracts, and deveiopment and post-development monitoring of
these projects needs to be established.

BTBCH THon4 deteriitne iy 185ATToRBLratnts and than so that, a nndgy
under Administration Trist can be'established with the mixed bank which wi.
be-involvad_gﬂfﬁ"a';vidng' the loan on'a” fee’ for service basis, :or sqn?otﬂg
vehicle,” - 7 4

C. AID should determine how to modify the Grant Agreement to provide.for
BCR funding of a Trust (or other vehicle) on other then a rediscount basis,
ie., a downstream grant;_the.covegant that BCR will .gover the loss to the
Credit Aund would -have'to-be'aivad in the case of nan-traditional. projects
- funded through the trusts {f such:losses exceed finds available in the BCR
reserve fund.
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B.PROJET RZLATED TRAINING

The Project-Related Training Canponent of the Agrarian Reform Financing
Project, No. 519-0307, consists of four suo-camponents: 1) Short term in-
country training; 2) Short term out-of-country training; 3) Masters level
training; and 4) training facility improvenent to ABANSA, The overall
training obijective is to strengthen the copability of ail participatirg
instituticns tc ieliver agricuitural credit and to aporaise projects, as weil
~as to formulate poiicies regarding financial intermediation and the
performance of firancial markets. Training programs are to be opened to
employees and manzjers fram participating institutions and professicnais frem
the BCR's various departments, oocoperative managers and administrative
personnel.

This asscssment provides a description of cbjectives, campietion of
objectives, findings, conclusicns, and recamendations for each of the four
components.

Short Term In-Country Training

Objective. The Project Paper states that in-country training is to consist of
short courses in credit and bank administration, formuiation and eppraisal of
projects, lcan analysis, smail farmer credit, and monetary and interest rate
policies. Courses in credit preparation and supervision, banking procedures
and accounting, and managament of agricuitural credit programs are also
mentioned. It also states that there are to be 15 in-country short term
courses per yaar, a total of 75 courses, over the five year project. The
Froject Asreerent states the came training objectives but also aads that
training is geared to credit agents, loan supervisors, loan analysts, and
management level personneil. The ASJ contract states the same training
cbjectives and requires 15 in-country courses per year for four years, a total
of 60 courses.

The Life of Project(LOP) cbjectives set by USAID/EL Salvador are 45 short term
courses. _

Campletion of Objectives. Two pre-project training activities tock place
during the period before the Project Agreament was signed; two other training
activities took place after the Project Agreement was signed but before

condi tions precedent were met. Twelve project-related training activities have
taken place since November,1987, representing 27 % of total project compietion
to date. The project has compieted 45 $ project completion as of Octcber
30,1988,

Findings. The twelve short term training courses provided to date are listed
below. Four training programs have been provided by an out-of-country
contractor, six by Salvadorian contractors,and two in-house project advisors
and USAID/El Salvador staff.
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In-country training takcs place at the ARANSA training facility as envisioned
in the project paper and project agreement. In a fev cases, seminars were heid
at local hotels, a resort beach hotel, or at the Ministry of Labor retreat at
Iake Coatepegue. The ARANGA training facility roccives low evaiuations by
participants (30-40% accentance) becavce it is considered inadequate, rdisy,
and gencrally rot a good treining facility.

Training contractors have provided in most cascs adequate training materiaic
for their courses. About 203 of the materiais are reproducticns of articles,
case studies, book chapter reproductions, transiated articies, and borrcived
training materiais, Very faw training materials have been prepared
specifically for the Agrarian Reform Financing Project.

Contractor training implevwentation gets good marks by the participants.

Overall ratings are fram 70-91% acceptance. This varies from training progran
to training program. The highest approvai ratings are for the IFAIN and ALIDE
cour ses. '

Training evaluations o:cur at the end of trainir3. The BCR records are
incamplete as there are evaiuations for only four of the i2 courses.
Evaiuation sheets deal with facilities, implemestation, and training
satisfaction. There is no evaluation of information received, attitude chance,
and expected use of training in practice. The exception is the reported tests
given by ALICE of its participants.

In interviews with credit agents, we found that most appreciated the trai:ing
projraims and thought they were well-run. Despite the exhaustive training in
1883, they stiess their inexperience at being credit agents. While training
has strengthened same of their skills, they note their iack of experience 1n
dealing with cooperatives and Decree 207 beneficiari es. They have recamm=ndad
more skill training in bank marketing and ciientele development mentaiity.

Conclusions

Short term in country training is functioning above average at this mid-term
evaluation. A weil-designed,planned, implemented, and evaiuated training
program would have much more detail and variety than encountered here. It is a
reasonable and careful training program. There have been no bicw-outs nor

ma jor problems. Training evaiuations attest to an adequate job performed.

Recammended Actions

Recammended acticns are of a corrective nature and contain both immediate
actions and recommended alternative possibilities. No re-design actions are
contemplated.

e
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Corrective Actions

-~& Training plan shduld inclide a much more detailad statement of trainimm
objectives, gmls, outcanes expected, strategy, and impact evaiuvaticn. AS)
should provide this assistance to the RCR.

"It should also be realistic for 1989 and contain the numbers and kinds of
‘courses that can be reali stically programmed,

b. BIR should provide folio.-up to participants to determine lingact, Thare i3
a need to get information on new knowiedge, attitudes, and practice changes.

¢. There shouid be behavioral dbjectives for ezch course, There is a nesed for
tighter control on content, skiiis desired, and cutcomes expectad.

d. BCR shouid to maintain accurate files on courses. Systematic review of
training programs is required. Repvorts fran instructcrs that incivie treir
assessment of course is required aicngside the participant evaiuaticns.
Evaluations shouid be made not only on performance during training, hbut o
inforration received and expected practices in the future.

e. ECR needs to make intensive review November-Decenber, 1988 to set-iup a
systematic training program. About 50% of tra detaji for a well-organizei
trainirg program is in piace. They shouid put the cther 50% in pizce row. The
areas of coricern are 1) needs assessment for 1989 and 1990; 2) seiection
criteria for training activities; 3) course content; 4) monitoring; 5)
evaluation; and 6) reporting.

f. The 1989 Training Pian shouid refiect this thorough review. The training
Pian must be carried out in coordination with the BCR Coordination Uait to
support the new directians offered in 1989 in the re-direction of this project.

g. Credit agents couid benefit fram skiiis training in bank marketing and

clientele development to better assist cooperative matbers and Decree 207
beneficiaries,

Alternative Possibilities

a.  ‘The project is not using the full capability of ABANSA and shouid
maintain a cioser relationship with ABAMSA to utilize their training
capability. ,

b. The BCR could eplore setting up a seif-supporting training program offered
to camercial banks. This wouid inciude having banks pay for partial tuition
and be partially subsidized by project funds, or even require full tuiticn by
- training participents.
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¢. The BCR could becane much more involved in training by develcping its own
didactic naterials, case studies, training manuais, AV training :ides, and
importantly having its ovn reguiar trainers to provide training yrojrams.

2, Short Term Out of Ccuntry Training

Objectives. Training cutside E1 Saivador is to provide a variety of training
activities not found in the country and to take advantage of seminars,
workshops, and doservation tours that will assist the project. The Project
Paper stated that the project would provide 150 person months of training in
the United States or other Latin American training institutions, The Frozect
Agreement states 150 person months for the same activities while the AU
contract states 30 overseas short courses and 90 person months for periods of
five weahs, ie., apparently a disagreameat bstween the project and ZSU
contract.

The USAID/EL Salvador has LOP targets of 35 persons for out-of-country
training.

Campletion of Objectives. Three participants attended an agriculturai
financing workshop in Vashingtcn DC in Septerber,1987. This is not part of the
BCR nor ASU records. Thirteen other participants attended four different
seminars. A total of 16 participants of 35 targeted is 46% of target. This is
apout even with 45% of project completed.

Findings. The five out-of-country seminars are listed below. This shows that
the 16 participants have attended a total of 35 participant weeks training, or
roughly 9 participant months training.

Eight of the 13 participants examined are project-related. The others are
technicians and managers from the BCR.We do not have data on the three other
participants attending the first workshop.

The emphasis has been on inserting participants into regularly scheduied
international seminurs or workshops with short duration. Four of the five
workshops lasted one week. The exception is the 11 wezk seminar at IFAIN in
Costa Rica.

Out-of-country training follows the Training Plan/1988. In all cases, except
one, the seminars were part of the training plan. The exception is the seminar
held in Brasilia. Participants were not sent to two overseas training programs
planned at COFIDE in Peru for June, 1988 nor the seminar scheduled by ALILE in
Peru for August, 1988.

There are no records at BCR concerned with training cbjectives, expected
outccmes, evaluation, or follow-up., Financial arrangements and payments are
made fram the ASU contract.

2%
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Conclusions. Based on the LOP provided by USAID/E1l Salvador, this project
ccmponent 1s o schedule as pianned. In reiation to the PP, Project Agreenent,
and ASU contract, only 9 months of participant training have cteen provided.

The implanentation prograrm is reactive rather than proactive, It is simoly
easier to insert participants into reguiarly scheduied programs,

Recoamended Actions

Corrective Actions

a. The three project parties (USAID,BCR, ASU) should agree on the output
desired for this training component. This shouid be based on a review of
overall project expectations and the value desired fram this training

carmponent.

ety directly based on -

c. A concerted effort is required to set-up planning, impiementation, and
evaluation mechanisms.

B. Alternative Possibiiities

a. Tha project can previde a variety of different approaches to out-of-country
training thac are not now being made. The proposad coservation trip to Fanara
to cbserve shrimp production is one alternative. It has been demonstrated in
training impact research that direct participation in participant coservation
has good impact, On-the-jcb training with credit banks, reform-sectar
cooperatives, and other similar programs in other countries has good training
results.

b. The project could expiore specially designed project-reiated training
activities outside the country. These activities would cambine

seminar /workshop activities as well as participant dbservation. They would .
take advantage of projects, programs, resources, that do not exist in El
Salvador.

3. Masters Degree Program

Objective. The Project Paper states that six long term schoiarships were to be
provided in the areas of credit and financial amalysis. The Project Agreement
states that six longterm scholarships were to be provided for personnel of
participating banks, with preference for the most active banks. The ASU
contract states tha- 20 participants were to be trained in long term training.

USAID/EL Salvador LOP targets are 20 long term scholarships.

g
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Camietion of Objectives. Thirteen masters level participants have teen
aporoved and will be golng to three different training sites by January,1989.
T~ additicnal candidates have tz2en proposed by the BXCR, and, if approved,
wouid aiso begin training by January, 1989. The total of 15 participants
represents 75% of target,

Findings. The BCR sent a circular to the participating banks reguesting
nadnatioas for masters-lcvel candidates. It also set up a training selection
omi ttee to assess and approve all candidates. It received 35 ncminations
from the mixed banks and the BCR itself. ASU piayed a major role in reviewing
all naninaticns for qualificaticns and assessing the candidates potential for

gradreate level study.

The resvitc of recrui tient and assessment were that ten candidates were deened
qualified by ASU for masters-ievel training. Another 15 candidates were
assessej to be weak and unacceptable; ten others were rejected ouiright as
unquali fi ed.

Language capability was an issue in selection. None of the 35 candidates had
suffici ent English to study in the United States. It became cbvious to project
staff that intensive English training would be required.

Cne candidate of the 15 seiected is directly involved in implementing the |
project. He is a credit agent working for Banco Cuscatlan, All 15 candidates
work for Salvadorian kanks; 9 frca the BCR itseif; two fram Banco
Capitiiazazdor; and one each fran BFA, Ranco Credito Popular, Banco Cocmercio,
and Banco Cusatian.

The original project design was for training in credit and finance. However,
the 15 participants will receive masters level training in a variety of
swbject areas inciuding business administration, agricuditural econcmics,
agribusiness, as well as finance. The rationdaie explained is that the project
is intended to train personnel for the entire banking system of EL Salvador
rather than only for project implementation.

Ten masters candidates are to be trained at the Monterrey Technological
Institute; four at ASU; and one at INCAE. The four candidates at ASU will
receive English traininy (=nuary-June, 1989 and would most likely start
oourses in July or Septemper, 1989, The Monterrey candidates are slated to
Yegin training in January, 1989. The INCAE participant is already enroiled at
INCAE starting in September, 1988.

BCR intends to support the masters participants with financial assistance for
research on masters theses during their return to El Saivador for summer
vacation. The theses research are to be related to project activities.
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BCR intends that the masters-level sub—camponent will conclude with these i5
participant’s because 1) the pool of qualified candidates has been used, and 2)
the time elemeat of getting participants finished with lorg term trainiiyg
before the PATD.

Conciusions. BCR and ASU have perfcrmed wall in recruiting and selecting
caniidales. They had to make swift selection in order to get this
sub-conponent off the ground.

The number of gqualifi=d candidates available in the mixed banks and the BC~
leads one to cuestion the project design and the inclusion of this

sub—component in the project.

Reccmnepded Actions

Corrective Actions

a.’btéﬁ/ﬁéfé‘néﬁld establish a system "for mf:qitoring masters students during
* the long term training to assure canpliance. ‘ T
o T2 S . .- S e e e M L.
b. Guideiines should be established for the master theses program so that
participants know the kinds and degree of research acceptable under the
project. BCR is to assure that research is related to agrarian reform iesues.

4. ABANSA Training Facility

Ob jective. Provide the ABANSA with $120,000 of training facility eguipment and
suppiies so that it can Fouse the project-related training in country.

Campletion of Objective. Computer equipment is being instailed in Octcoer,
1938 and otner training equipment has been ordered. Roughly 70-80% of
cbligations have been fuifiiled.

Findings. ASU has the contract responsibility of providing the equipment and
ccaputers for the ABANSA training facility. They have gotten agreement fram
ARANSA, USAID/E1 Salvador, and BCK concerning the types and levels of
equipment appropriate for the project. A general agreement has been signed
among the parties for the levels and use of the training equipment.



The principal issue among parties is the use of equipment after project
completion. ASU retains responsibility for the equipnent during the project
period. The general agreement states that the parties will agree who gets the
eguipment at projact completion. Both BCR and ABANSA would like to recaive the
equipient,

The Project Paper, Project Agreement, and the ASU contract all provide iirdted
cbligations and responsibilities of ABANSA involvement in the project. The
limitation is to provide the training locale for in-country training.

Conclusion. ASU has done a good job in getting parties to agree on equipment
lists and to have a general agreement signed among project perties. They have
done a credible job of cbtaining clearances, purchasing equipment, and getting
it instalied.

Recuamended Actions

Corrective Actions

None

Alternative Possibilities

None

\
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C.RESEARTY, POLICY $TUDIES AND SIMINARS

Tne Research, Policy Studies and Seminars project corponent is assessed as an
integral element given the coordinated and interlocking nature of the
different project activities.

1. Objective. Policy studies were to be made and to be followed up with
special s:zminars for policy level managers on issues related to program
iiplementation and policy deveiomment, Study topics are to inciude factors
vitich can infiuence the productive use of credit in the agriculceurai sector,
agricultural credit poiicies and problems, credit administration, financial
viability of tha cocparatives, pricing policies, transaction costs, tank
ranagement, ard savings mobilization. Seminars are to include annual reviews
of the impzct of econamic and agricultural policies on the effective use of
credit, of the relative performance of participating banks in utilizing the
credit line and special briefings after every policy study.

The Project Agreement states that a monitor system is to be established to
track the flow of credit through the system, end use, and effici ency of the
credit administration procedures. There is to be an evaluation of the relztive
effectiveness and efficiency of different locan procedures, productive use of
funds management, management practices, credit agent programs, loan criteria,
and lending practices.

The Project Paper and Project Agreement state that fifteen seminars are to be
held over LOP inciuding an annual review of impact of econamic and
agricultural policies on the use and effectiveness of agricultural credit;
special saminars for mid-maragers of agricuitural procsans on spacial tezics
of maragerent and administration of agricultural credit; a review of
performance of participating banks in utilizing credit line; and briefing
seminars after each policy study.

LOP from USKID/EL Salvador states 20 activities without specification. The ASU
contract states 45 work-months technical assistance at $575,380. The Project
Agreement specifies 15 semirars but no specification for numbers of studies.

2. Completion of Objectives. USAID/El Saivador credits that eight project
activities have occurred since project inception through March 31,1988, This
inclules four courses that have been inciuded in the training component
assessment and three planning meetings held among participating agencies.

Both BCR and ASU affirm that one credit delivery system study has been
campleted and another credit production study has been completed in draft.
These two institutions take no completion credit of further project activities
in this conponent. .

According to USAID/El Salvador, by September 30,1988, $500,581 had been
cbligated, $i2,920 disbursed, $15,000 accurals, and $472,661 in the pipeline.
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3. Findings.

A. Backqrourd. The seven meetings and project planning activities ascribed hy
USAID/EL Saivador tock place at project inception and before or shortiy after
the signing of the prcject Agreement. between USAID/EL Saivador and the BCR.
They represented an effort by USAID/EL Saivadsr to begin project
irplementation soon after project approvai.

ASU provided a comprehensive research, policy stidy, and seminar program in
its proposal to USAID/El Salvador. If foilcwed, it wouid have provided a basic
plan for this component. In discussions with USAID/E1 Salvador and BCR at
project inception, it was agreed that the prcposal plan not be followed but
rather that ASU was to provide research, policy studies, and seminars in iine
vi.th project advancenent.

B. Project Findings. There is minimal common agreement between ASU and RCR on
activities to be accompiished in the component. According to the BCR, ASU has
taken the lead in proposing studies and not aiways in coordination with the
BCR. The Project Agreement states that the BCR is to coordinate this component
ard to assign topics for review and arrange seminars. All studies and seninars
are to be ccordinated with the econcmic research branch of the BCR.

ASU is responsiblie for carrying out the studies and has 45 work-months of
short term technical assistance for this purpose. To date, it has cenducted
two studies.

The first study was conducted by Carios Cuevas on the credit celivery system
used by the mixed banks with the reformed cooperatives., It was completed in
August,1988. It is considered a credible document that pinpoints specific
delivery costs by both the mixed banks and the BCR. It recammends several
places for intervention to make the credit deiivery system more efficient. The
study has not been transiated into Spanish, has not been disseminated, and ro
pclicy seminars have been planned to present the findings to the banking
canmuni ty.

A second study was conducted by Arnoldo Camacho on credit impact and use for
production. It was to be a camprehensive study of the entire credit system
with particuiar emphasis on credit to specific commodities. Most reviews are
fairly negative on this study stating that it is too camprehensive, too
general, ili-focused, and not of much practical use. The draft report has been
circulated for review. TherCamacho report is being received by ASU for

submi ssion to AID.

A third study proposal on cost transactions has been made by ASU. No approval
has been made by USAID/E1l Salvador nor the BCR andthe proposal is waiting
approvai,

A
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No policy seminars have been planned nor executed thus far in fulfillment of
project cbjectives.

4, Concliusicons. This project component has gotten off tc a poor start. There
is no ap-arent pian. Yet, this project component; alcng with the training
activities, is supposed to support the credit line program. It is clearly
failing to do so at this point. With tlie exception of the fine Cueva credit
delivery study there is littie to show in this project component.

5. Recomended Actioms

A. Corrective Actions

s emww ey - —————— .y
1. The BoE ST EEI" intly should .design:a research, policy study, ard policy _
s hiar pIal ¢ Novarter DESesar; 1988 900r acticn year 1999, This

practical, pl ghouid support ., ANy, Pro;ect re-organization imtmtwcs a'x-i
shouid ﬂge:% gtrictly to e\.pporting ptoject objectives. o

2. The Cueva study should be transiated into Spanish by ASU and provided to
the BCR. A joint BCR/ASU plan should be made for publication and dissemination
of the study. Mr. Cueva should iead a policy dialogue concerning the study
findings and its implications for project implementation.

3. The cdst transaction study proposal shouid be reviewed soon by USAID/EL
Saivador and a final decisian made to conduct or not that study.

B, RAiternative Possibilities

1. Research, policy studies, and poliicy seminars can have important positive
impact on project implementation. A gocd example is the crediblie comparabie
project camponent in the ROCAP-funded INCAE impiemented non-traditional expert
promotion project in Costa Rica. That project component through June, 1938
consists of over 50 articles and studies complieted,three journals published,
and 28 policy dialogue seminars conducted with decision-makers in the Central
Pmerican region.

2, A positive project component could include:

a. Directed thirk pieces for policy reform, strategies, and means to alleviate
project bottienecks;

b. A newsletter for project participants with project ideas, marketing

strategies, product information, credit line information, administrative

procedures, and project news;

c. Policy dialogue seminars among project participants around a specific theme
and supported by an analytical think piece.



D. SAVINGS MIRILIZATION

The Piliot Savings Mobilization component is assessed in accordance with the
project criteria and design.

1. Objective. The ddjective of the savmgs rooiliization conponent is to provide

technical aszistance and tra1n1r~g to an aiready ex1st1ng projram that is gecred
to upgrading and 1ncreaJ1ng savings mcoilization in the BFA, This is to be cone
through training BFA enpioyees at the branch and central office level in
administration of savings programs, accounting requirenents, and other general
banking practices to improve skill leveis. The Project Paper stated that the
project would assist in establishing branch savings mobilization in the
Iicbasco, San Juan Opico, Sonsonante, and San lMiguel., Special extensive revi aws
are to be made of operations, portfoiios, liquidity reserves and accounting
practices to assess their cperation.

25U is to pronde expe:tise in financial admirdstrative management. Training is
to take place in specific skills in deposits and liquidity management, branch
management, portfolio composition, loan seiection criteria, financial poiicies,
borrowing and lending costs, and delinque.ncy control and collection. Technical
assistance is to be provided for nine work mcnths three or four times during
IOP. This technical assistance covers both technical assistance and trainirg.
Objective is to pranote change of the BFA frcom a development subsidiary
criented institution to more of a full tanking operation.

Total ASU contract cost is $127,146. USAID/El1 Salvador records show that as of
Sspterber 30,1932 $110,693 funds were oblicated, $18,872 disbursed, and $91,621
in the pipeiine.

USAID/Ei1 Salvador LOP target is 12 BFA branches functioning with savings
mobiiization functians.

This project camponent is a bilateral technical assistance effort by ASU with
the BFA and does not involve the BCR.

2. Cumpietion of Objectives. According to USAID/El Saivador project review
Octcoer 31,1987-March 31,1988, six new BFA branches are functioning with
savings mobilization. Savings deposits were at $ 18.9 miliion as of iarch 31,
1988 with 21,1107 accounts. The BFA reports at the end of Septenber 30, 188,
23,389 accounts with ¢ 18.5. They also register 540 fixed deposit accounts
with ¢ 29.¢ million deposited.

ASU has provided a diagnostic study that assesses the
operations and management of the BFA in savings mcbilization.
Technical assistance has been provided in setting up a
camputerized banking system.



3. Findings
Bac',<g£ound

BFA is authorized to movilize danand and savinas deposits. During the period
1930-1986, three branches had savings mcoilization windovs. These three
Central, San Salvador branch, and la Libertad were capturing primarily urban
savings deposi ts.

In 1986, USAID/EL Salvador contracted with Contracting Corporation of America
to provide a fea51b1nty study for the Agrarian Reform Financing Project. The
study, entitled “"Rural Savings Mooilizaticn/Agrcuitural Credit Progect“ was
conducted under the BFA 0263 project funds, and inciuded a major review of
savings mcbiiization. According to the Contracting Corporation of America(CCA)
feasibility study for the Project Paper, "the BFA interest rate structure has
di scouraged mcoilization of deposits because with concessicnary loan rates
the bank cannct maintain an adequate interest rate spread and at the same time
offer competitive deposit rates."

The rationale for savings mcbilization is presented in the same CCA study as
follows:

In 1986, the BFA had savings mobilization windows in the Central Office, San
Saivador branch, and La Libertad. These three agencies collected savings
deposits fram aimost exclusively urban customers and also several government
organizations such as the retired persons associations, Only a few middie and
large scale agricuitural farmers living in urban sectors deposited savings in
the BFA. There were alinost no srail farmer savings deposits in the BFA.

" The lack of good financial intermediation services in rural areas has
deprived many rural citizens, particularly the smail farmers, accessibie
opportunities for hoiding financial savings, and earning on these savings,
while maintaining iiquidity, These farmers are thus disposed to iook to other
forms of savings--such as holding cash, crop inventories, or purchasing
livestock-- as alternatives, with the result that the financial systems'
ability to serve in its intermediary role is greatly reduced."(P. 207)

In 1984-85 savings rates were 7.0 to 7.5%; time deposits rates 9.5% and 13.0%-
depending on term. of deposit. In 1986 time deposits increased to 10.5% and
15.5%.

During the period 1980-84, real value sum of deposits in all Salvadorian banks
increased 7% annually. Mixed banks accounted for 79% of total savings
deposited in 1284. The Mortgage Bank had 21% of savings during the same
period. FEDACAES and the BFA together had less than one percent of savings
during that period.



It secemed logical that the BFA could impiament savings mobilization because it
had 26 branches through the country and it is the principal agriculturai bank.
The CCA study conriuded that the likely agencies were Iicdbasco, San Juan Opio,
Sonsonante, and San Miquel because BFA was the only bank with an office in
these towns.

The BFA had been invoived in savings mchilization with urkan ciients in the
three branches. It was reiurtant to get invoived in rural savings mobilizaticn
because 1) it is not cost coascious because it is a government-run
agricuitural bank; 2) easy access to inexpensive credit sources from AID and
IDB to finance its rural ioan portfolio substitute for deposits as a source of
funds; 3) the cost invoived in investing in infrastructure to set-up
additioral savings nobilizaticn windows; 4) the difficuity of savings
mcbiiization with small scale farmers; and 5) the BrFa feit it would most
likely lose money on savings accounts because of high administrative costs.

The PID and PP provide a clear statement that the project is to assist the BFA
to increzse its effort in savings ncbilization throush training, tewinical
assistance, as a piiot project. Enphasis is piaced on 1) assisting the BFR to
expand to four other branches; 2) assistarice in setting proper administrative
procedures; and 3) training of BFA staff. The ASU contract is responsible for
providing assistance in these three areas.

There is sane dicscussion concerning the rationale for this project component
in the Aorarian Reform Finance Project. Its inclusion in the project ‘emanates
fram araliysis in the CCA feasibility study, inclusion in the PID, and
elaboraticii in the Project Paper of the reed for savings moovilization by
Saivacorian banks. Secondly, it is a holdover activity of the No.5i$~0263
Agrarian Reform Credit Line Project.

On its own and apart fraw project input, the BFA has opened up six savings
robilization windows in Sonsonate, San Miguel, Quezaltepeque, Cojutepeque,
Nueva Concepcion, and Ahuachapan, This is in addition to the three aiready
functioning at project inception in Central Office{Kury), San Saivador
(central branch), and La Libcrtad.

Accordirg to USAID/EL Salvador figures in quarterly reports, savings
mobilization has increasec¢ as follows:

Date Acocounts Colones
January 31,1987 7,239 6,500,000
September 30,1987 16,804 15,100,000
December 31,1987 18,913 12,300,000
March 31,1988 21,107 18,900,000

This background is provided to differentiate BFA accomplishments irrespective
of project input. It serves to a degree as a control to measure project impact.



Project Findings

ASU projoct involvement since September,19838 has been in two areas: 1) a study
of the BIM; and 2) inctallation of computer facilities.

2. Diagnestic Study

ASU commissioned a study in El Sailvador suiomi tted January 25,188 entitled
"Informe de Diagnostico de la Actividad de Cantacion de Depesitos del Banco
Faneato Agropecuario", of the present procedures and practices of the BFA in
savings mobilization and recammendations to meximize the savings funciion. The
study found that the RFA had been successful in mobilizing deposits. They
detected three principal needs:

- Establiis!ment of adequate infrastructure and procecures
to provide competitive banking services;

~ Estabiishment of savings managenent procedures;

- Estabiishment of savings windows ip the entire branch
network.

ASU made specific recommendatlcm on organization, training, manuals, and
procedures.

The study was providel to the Bfa for review. The BFi vas to review the
document and discuss with USAID/El Sailvadcr means for furthsr coilzboraticn by
ASU with the BFA in savings mcbilization. Tne BFA has not taken action cn the
report recamendations.

According to ASU qua:.te.uy reports, the BFA has not responded in irplementing
the reforms recanmended in the report. ASU reports that the BFA hac stated
their interest in receiving technical assistance in publiic campaigns to
mobilize savings. USAID/E1 Saivador requires that the BFA take ccrrective
actions recommended in the report as a before ASU can proceed with further
project activities.

B. Carputer Installation

ASU has provided technical assistance to complete a ccmputerized management
information system in BFA that will be used to provide records on the
management of savings deposits. A computer technician was contracted by ASU to
finish installing this computer equipment. This is is a carry-over activity
fram the 0263 project.



C. Other Activities

ASU has not fulfilied anv project activities in training. T¢s technical
assistance has beea limitad to the diagnostic studies and ccmputer
installaticn, ‘

4. Conciunzicns

The BFA nas 1made significant progress on its ovn in expanding the numder of
branch oifices, nuriders of new savings mcoilization acccunts, and quantity cf
new funds, Outside reviews may denonstrate that this is not econaniczl but
nevertheless the BFAA e»nears to be adamant in proceeding with its savings
mcbilizaticn program. The BFN seens ogually @damant in not wanting outside
technical assistance for its internal administrative operation. Rather, it has
a clear concent of expanding its banking market concepts and wants technical
assictance end training to fuifiil this cbjective.

ASU has oniy been able to have limited involvement with the BFA.

The evidence of performance is limitel to cne diagnostic study and ccmputer
instailaticn technical assistance.There has not been an exerted effort to 1ook
for positive solutions.

5. Reccomonde? Acticns .

A. Corrective heotions

1. ASU should continuve £n maintain project diclogue in a more concarted elfort
to provide technical assistance and training to the BFA. It shouid support
on-going positive actions being taken by the BFA. A joint action pian with the
BFA should be established. '

2. Local short-term assistance should be contracted to provide on-the-jab
training in areas designed with the BFA. This could inciude assistance iu
pwlic carpaigns, management consuiting at several branches, and other
activities.

'3, The BFA should continuae Snited to attend BCR-sporisored short Eerm
oy il e

4, Specially designed in-country training for BFA should be made. This shouid
be done by ASU since the BCR is not involved in this project component.
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B. Alternative Possibilities

1. The alternative possibility of susgending or cancelling this project
component is not being recomended. The evaluaticn team assesses that nct
safficient eflort has not beenr rade by ASU to warrant this action. Ratnar, the
alternmative possibility is to make the corrective actions stated above that
would include a concertel effort to provide viabie technical assistance;

OoN



- 42 -

E. BENEFICIARIES
1. Ob*'!ective.

The project waper states that the Agrarian Reform Program was structured
to be imrienented in three distinct phases. Phase I - Provide credit and
technical assistance to the 317 cooperatives formed fram the expropriated 7ind
voiuntary sales of 469 properties, Phase II has not been impiemented. Thace
IIT provided tenant {anners and sharecroppers the right to purchase up to
seven hectares. Urder the program, credit and technical assistance wes to e
provided to the beneficiaries at a low cost,

Originally, an A.I.D. Acrarian Reform Credit Project (519-0253) was
authorized to provide $80 miilion through the BFA to provide access to creilit
by the Agrarian Reform beneficiaries. Technical assistance was provided to
EFA to improve its management capabilities,

In 1985, the credit agent program was begun and financed with PL480 funds
in iocal currency.

In July 15, 1986, the USAID Project Development Cammittee recamended a
$50 million Deveiomment Assistance Grant for the Agrarian Reform Sector
Financing Project (519-0307), which was approved. The project contains:

A rediscount line of credit for procuction and investment loans; a training
progiam for agricuitural loan officers of the BCR and the PIlc; a series of
poiicy studies and seminars; and a piiot rural savings mobilization progran.
Tnis project is intended to respond to the immediate needs for addi tional
credit .to the reformad csector while working to expand the role c:i the
commerciel banking system in lending to the reformsd sector.

The expected final outcame of this program of support is the existence of
a strong reform sector compcsed of financiaily viable agricuitural entities
capable of competing without special assistance. *

2. Campietion of Cbjectives: The Phase I land tenure acquisition has been
campleted, but titiing of the land is stiil pending. The restructuring of the
land tenure for Phase III beneficiaries has been completed and land title is
heid in fee by the 207 beneficiaries. Phase I beneficiaries are receiving
more credit fram the mixed banks both for crop and investment neads. These
banks have increased their loan portfolios to the Agrarian Reform Sector
borroviers as they became more credit worthy. .

The Phase III beneficiaries are not receiving the credit needed because
the banks have had poor experience with this sector and this government
objective is not being completed, Technical assistance and training are being
offered as originally pianned.
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3. FINDIMGS.

Mathodologv: Visits were made to the mixed banks and the agrarian
reform cooiiratives to interview tiie corporate officers. Fram the Ag. Credit
Officiais of the barxs, a determinztion would Le made to iz2arn whetiner the
cooperatives assignad to the banks were craiit worthy and receiving the neals?
credit, '

Fron the interviews with the managersnt of the cocperatives, and line
rianagers, determine the capacity of management skills, record keeping,
planning and the extent to which the financing bank is meeting their credit
neads, Field visits were made to inspect and visually determine the results
of iand ani crop management. New and existing housing were visited to
determine the sociai progress the cooperativa management has made in improving
the well being of its merbers. This will support comments regarding the
incremental inprovement noted in their iiving standards.

The accounting records of the cooperatives ware inspected to obtain a
"cooperative profile" to determine the quality cf the general background cdata
of the ARCs, crops produced, marketing, organizational ability and the
effectiveness of their record kesping. The financial records would provide
the quanticative norms for an evaiuation of the staff productivity and
efficiency.

Project Findings.

The credit wrsorption capabilities of the ARCs visited are lirited to
several identifiable factors.

a) The AFCs visited did not have clearly established written dbjectives.

b) No business strategy was evident to determine: Effects of crop
substitution methods for iand improvements and the strategy to cotain
creiit for expansion/improvement of present facilities.

c) The lack of adejuate financial capacity, infrastructure, and management
. Lalent were noted to be a serious pradiem in the marginal operations.
The ARCs showing good performance lack management talent to be more

effective in their develomment.

d) All of the ARCs visited did not have or show evidence of having
sufficient resources to undertake large projects successfuliy at this
present time.

e) The better managed ARCs have the greatest long-term potential for
improving and creating jcbs for its members. These ARCs are maturing
cooperatives that will be better credit risks in the next few years.

£) Coffee cooperatives seen to be in better econamic shape than those which
depend primarily an other crops.

g) Coop Metbers have no ownership equity in their coops; over the long run
this situation i3 a negative incentive personally, and in terms of the
overail productivity of the entity.

7



4. Canclusions.

The field visits to the Agrarian Reform Cooperatives provided ampie
proof that there is an enormous nexd for investment crelit. The cocparatives
n2ad suostantial financial support for both short and 1019 temm creadit,
techrical assistance, ard management training and motivation to improve their
efficiency and effectiveness as a whole., The banis and the govarrment mast
continue to provide these sexvices to the cocperatives on a continuing basis
well into the future.

The investment credit needs of the cooperatives are not being met by
the mixed banks as confirmed by the officers of all the cocperatives visited.
These cooparative officers have many projects piarned but, in too many case,
no formal plan has been written and thoroughly analyzed for purpose and
adequacy.

The management ckiils level of the managing officers of the cooperative
are in most cases very wzak. The accounting records, in mest cases, are very
simply maintained and are considered to be insufficient, to adequateiy record
the cperating transactions of the cooperative.. Same of the cooperatives do
not have a general manager to supervise day-to-day operations. This task is
dorie in camiunity with the severai oificers, chaired by the president of the
cooperative. This is not the most efficient way to manzge a large
enterprise. Day-to-day activities are better delegated tc cne parson and
allow senior management to do planning and othsr more productive activities.

The cooparative structure chould be re-designad to prcvide an actual
csnership interest by a member in the cooperative. This cmarship interast
should be in such form that equity is buiit-up over time and is eventuaily
transferabie through sale or inheretance.



Foo PROSONG CODOENTS

Objactivas: to assess the agoropriatersss of each of the v carponette of
the 307 Proji-ct touard ol eving pro-nct goals ang Farsose, and te ascerg ko
anpropriatencas of the ievel of resoorces aval lile to eash cuezonent iz
the proje.t.
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1. Rediccoun’: Credis

a. The cuzdit line is the heart of Froject 307, amd tv> of the renning
three corpouents, Training and Policy Studies, were desigred into te Futyjact,
to provide dirazt sugport to the realization of the sow.d ard fuil us#jz cf
the Rediccount Credit Lina.

0

>3 that epproved trans=:ticns vnder tha lire wicre 572 cf e
= as of end FY8& after 85,004 rervesenting se3sonal Cicp loans
21 kack into the zucunt avail-Hlie.

L. The tezm's findings ccncerning vtage of the rediscens line dAiscucsed

¢. The ehov2 would indicate that the amount cf funds are more than
adequate in terms of current usage. It does, hwsever, raise the questicn of
the appreoriastensss of the rediscount viicie for the schievemamt of
chiectives, sinze the degree o which the redi socunt line is utiliced is
entirely descndont ucen the deciee Cf villingmess of the mixed B2rks to
increase lendlag to reform s=ctor espacially in the medium term invastrent
loan category.

€ Alvarniatives for the sedcs! o . Reciezov e Crolit Lir -
component of the project are discussed eisewhere in this evaluution,

3
ke
2
Y
o
[
<

D
7]
"
O
ty

r
1
O
ﬂ',.

2

4
4
Q
(g

{
7
()

2., Trainina

a8, The training comronant was handied in its three parts by the
evaluation tcam's training specialist; those are in country training, chort-
term out-of-ccuntiry training, and long-term out-cf-country training.

b. Tnhose of the team who visited cooperatives found a general iack of .
long range planring; beyond the crop producticn pian and plans for individual
projects, there is iittle or no efforr bairg made to vistalize what the
productive assets of the cooperative might he five years or ten vears fraw nowi,

C. The Project Paper casts the training smshasis entirely on the deli very
system side. This is logical in iight of the situation at the time that the
project was designed. Ve believe that additicnmal training for hankers and
credit agents is both hecessary and desirable; however we see a need for
strategic planning and for project planning and impiementation for the
management and boards of the cocperatives. Further training in farm
management would, both in ciassroom form and, more impo:tantly, in the fcrm of
extended visits with farm lnanagers and coop board members on site wouid be
most vaiuable.
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G. PRATRCT ADMINISTRATION

The Agrarian Reform Financing Project No. 519-0307 is implemented by the
Salvadoran Reserve Fank (BCR) and specificaiiy throush a special Coordinatirg
Unit. Arizora State University (ASU) provides technical assistance to the B22R
for the rediscount line of credit, training, and policy studies, as weil as

technic2l acsistance to the Agricuiture Develogrent Bank (RBRFA) for the savings’

mobilization component. Ten intermediate or mixed banks receive redi scount
iines of credit and in twm provide credit to reform sactor cooperatives,
Reform«J sector cocporatives and Decree 207 beneficiaries are recipients of
the iines of credit. The BFA conducts its own savings mobilizaticn progran,
USAID/EL Saivador provides project monitoring functicns.

Projoct Administrators

a. Central Reserve Banx (BCR)

Tne BCR has set-up a special coordineting unit for project impienentation,
It is uxdzir the supervision of the BCR Vice~President for Operaticas. The %R
Coordinating Unit has iimited direct authority for raking either policy or
administrative decisions. Rather, the BCR Vice-President for Operations, who
signcd the Project Agreement vith USAID/EQ Salvador, plays the active role in
top-ievel decisian-making, along with tte Acting President of BCR and the
Board.

For rediscount lines of credit, the Financial Analysis Department makes
compiete reviews of ail investment ican appiications passed on to the BTR

Tnere are reportediy considerabie dysfunctional administrative
relationships between the Coordinating Unit and each of the two operation and
financial departments. Coordinating Unit staif reported considerable
frustration with time lags for decision-mzking on icans, money di sbursements,
and adru ni strative questions.

b. PFI's (mixed banks)

The mixed banks have established agricultural lending departments within
their banks. Credit agents have been assigned to these departaents and
contracted to work directly with the reformed sector cooperatives. There
appears to be good working relationships between the mixed banks and the BCR
Coordinating Unit.

Cc. Agricultural Development Bank ( BFA)

The BFA had set-up a savings mobilization window in nine of its 26
branches. It does not yet qualify to utiiize Project 307 loan funds.



Comments

One major project issue has been definition and implementation of roles
and functions among the BCR, BFA, ASU, and USAID/EL Saivador. The USAID/EL
Salvador project merdtoring roie has been described by other project parties
as stronyly activist and at times inconsistent and contradictory.

The !tission has also provided mixed signals to the BCR concerning the
validity of working with the reform sector cooperatives because they ara
collective cocperatives which cees against policy gquidance from
AID/Washington. In addition the Mission has initiated revisicms in project
direction without appropriate discussion and without formal letters of
understanding. The exampie cited by the BECR and ASU is a shift to vorking
with cocperatives to promote non-traditicnal exports,

The BCR complied with conditions preredent about six months after signing
the Project Agreenent. The training plan conditions precedent was completed
samewhat later and althouwgh tardy did not create negative impact on the
project.

2. Adequacy of Project Convenants

The fcur covenants concerning additionality, prior disbursement of 0263
funds by the BFA to became eligibie for 0307 furds, AID's ability to brief ard
debrief participants and rediscount line integrity by BCR are being adhered
to, and the parties are in campiiance. The ineligibility of BFA to date
negatively impacts ASU's ability to perform its saving mopbilization task.

3. Adequacy of ASU Contract Under Present Ccnditions

ASU has performed adequately in the rediscount line of credit and training
components and inadequately in policy studies and savings mobiliization
components. Its inadequate performance in poiicy studies has had no excessive
exterral impediments and requires considerable work in the next few months to
get this project component functioning properly. - The savings mciiiization
companent has had same externai impediments, discussed above.

4. Impact of ASU Technical Assistance cn Project Status

ASU nas performed less than one year on this contract. It was impeded
from beginning technical assistance initially because of political turmoil in
El Salvador. Once started, it has performed adequately and in scme cases
speedily. Its impact cannot be measured adequately in this short nine month
implementaticon pericd.s.



H. FUNDING

1. Outputs vs. Expenditures

a. Line of Credit: Of $36,501i% coligated to fund the rediscount faciii ty
as of 9/30/85, ioans tatailing $21,300M have been epproved, or 58% of the
total funds cbligated.

The credit iine has been ailocated $632M for technical assistanze; the
totai of this amount is dbiigated. The salary, supporting personnel costs
and other expenses of the ASU Resident Advisor are costed against this
amunt. Estimated expenditures to date are $123.9%. A total of $350€1 rewzin
availabie.

b. Training: A total of $1,789M has been cbligated to meet the trainirg
requirenents of the project. Within this amount, $49iM are cbligated to
cover management and administrative expenses of Drs. Ladman and Metcaif and
supporting staff in Tempe, Arizona. Estimated expenses to date under this
sub-cairponent are $139. $3524 remain to be spent.

The training effort, per se, has $1,298M in funds cbiigated. Of this,
$421 has been booked, and $i5M have been accrued. $1,240M remain to be
epent. However, as this figure contains a 31% overhead factor and tha
estimatad bill for the long term masters and banking students is $720M, only
an estimated $ 135M is available for further un-programmed training.

c. Policy Studies: The project has cbiigated $50IM for this ccmpEsnent,
To date, epproxdma* "y $22M has been expended. There remain £473M to be
spent,

One satisfactory policy paper has been produce. We are toid that the
report on the finarncial sector may indicate wrich further studies are neeled.

d. Savings Monilization: Obligated funds total $110M of which an
estimated $56M have been spent. Funds have been used for technical
assistance in systems design for BFA's savings mabilization program. Work is
presently on hold. When reactivated, BFA will request assistance in
pramotion of a savings program; $55M remain to cover this and the system
design project.
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2. Compare estimated expenditues as of 9/30/83 to cbiigated and budjeted
amunts,

Total Est. Amount $ Used Projact % Used
Ependit, Ohiicated Budict
Credit Line $ 2.5 § 36,5 58% § B0 453
TA Exp21ses 12¢M $ 6521 208 $§ 75C4 17%
Treining $ 571 $1,2921 4.4% $1,340M 4%
TN EXt21S2S $139M $ 49iM 233 $ 5004 45% (1)
Poiicy Studies  $ 284 $ 50iM 6% $ s00m 9% (2)
Savinas Movii. $ seM $ 1i0M 5ig $ 2254 25¢ (3)
ASJ Coatract $404M $3,052M 3% $3,4361 i28

Notes: 1. Per contract amendment, $149 M and $42 M have becn added to TA .

2. Per contract amendment, policy studies has beca increased by $20% 14,

3. Per contract amendment, savings mcbiiization has been reduced by
$115 M.

4. The contingency account has been reduced by $201 M.

3. Total New Investment Generated through Cradit Line

The secsonal crop loans do not produce nes invastment, so they are
disregarded for purposes of this section.

Fram inception to 9/30/88, the PFI's have apnroved 1il investment ioans to
69 cooperatives for a total of 233,34, or $7.66M. "These were utilized for
a variety of productive purposes; purchase of equioment is the largest
catagory, foiiowed by livestock deveiomment, refurbished or increased coffee
acreage, and infracture deveiopment. Details are contained eisewhere in the

report.

Admini strative and technical assistance expendatures and accruals to date
related to the credit line are $348M ( the sum of C.L. Adnin; Training, and
Studies.). This represents an expense ratio of $1.00 for every $22.01 of
investment loans which have been approved to date. It is a refiection on the
epenses of the start up phase of the project which has only just ended, and
on the learning curve, This ratio should improve,



4. Recamendations on Budgetary Adjﬁstments

a. Uniess sudsequent events wouid indicate otherwise, the present level
of obligated funds of 43,033 ray be sufficient to carry the project to
coipleticn. This would ieave $5453M availabie for reprogramming.

b. Shifting of chligated resources between componants might be required

%’

if rexcmnendaticas contained in this evaluvation are acdopted.

L\
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ADIQUACY OF PROJBECT LESIGN.

l. Econcmic, financial, institutional and political assunptions.

E2ONYICe

a. The assumption that there is a lack of access to iong term credit, the
lack of manzgerial ability, and marlketing abilities by the agrarian reform
cocparatives is still a valid concern. These ceficiencises are being addressed
through Project 0307. The consultant team confirmed, through field visits,
that the econamic impact con the better managed cooperatives has been
substantial. However, there are many cooperatives that have been unable to
assimiXate all the help avaiiabie under Project 307,

FINANCIAL:

b.  The project paper assures the ECR management capabilities are
adequate to ensure the proper utiijzation of projact funds, No difficuity was
foreseen as iong as the PFIs furnish all information on rediscount<i credi ts.
At the beginning of the program, the BCR was reiuctant to accept and
adrinister the new program proposed to meet the credit needs of the Agrarian
Reform Sector.

Ih agrecnent was finaily signed with the Ministry of Agriculture ani the
Ministry of Planning to get the program started. BCR has now taken the
aclmnistration of project 0307 and is providing the rediscount iine of credit
to the mired kanks (PFIs). Policy and procedures manuals hava been written
to assist stardardizing the utiiization of the line of crelit. BCK has macde a
credible effort to establish itseif as the manager of this project.

The adequacy of the present spread structure to act as an incentive to the
PFIs to do more business must be studied further. The consultant team has
been unabie to determine whether the spread is the key incentive to doing more
business. Some banks are doing more business than other banks, therefore,
other factors may be invoived.

INSTITUTIONAL:

C.  Although the farms are essentially the same since reform, their
ranagement is still very deficient. The management is done by camittees with
advice from hired managers or ISTA representatives, In same of the
cooperatives visited by the cansultants, the managers had been fired for cause
and the comnittee members stated that due to this bad experience, no new
manager would be hired. There are no clear social constraints to using credit
provided under this project. The members of the cooperatives visited qll
expressed their need to use more project funds,
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The capacity and interest of mixed banks to work with Decree No. 207
beneficiaries have also been overestimated. This is due partly to
innxperienced credit agants working with indemendent small-scale farmers,
unwiliingness of mixed Lanks to collaborate with less than credit viorthy
customers, and the perceived high cost of credit delivery to these greuos.
Howaver, the Banco Marcantil is having fair experience with supplying their
credit needs und collecting the loans extendad.

POLITICAL ASSIETICONG:

d. An improvement in cooperative member, and Decree 207 farmers' well-being
will contribute to stabiiizaing the El Salvadorian democracy. This assurption
is correct, ani some progress toward realizing the project goal is agparent.

2,Appropiiateness of Projact Strateqy.

@ The beneficiary capabilities are iimited by lack of management capscl ty, hea
debt, and a lack of proger lcng term planning. The Prosject 307 wouid provide tiz
financial assistance to the beneficiary to make then more econcmically viabie,
This has not happened to the extent desired because of the lack of technical
assistance, and other factors. It was assumed that techinical assistance to the
beneficiary was adequately provided by other projects, but a lot more is naedel.
The credit agent working with the beneficiary to identify and prepare new projes:s
and loan prox:als works to same extent, .

It is necessary to continue and increase credit to the reforn agrarian coosaratives
to maintain and increase their productivity. It is too early to measure the
impact, but some cocp maiders nave inforned the team that living standaris have
improved, The rarginal cooperatives wouid probably be worse cof £, '

STRATEGY OPTICYS:

b. The credit delivery system should be studied to improve the approval procedurss
in effect. Consideration should be given to the following:

- Eliminate the necessity of the duplication of analysis by BCR.

- Consider a spread adjustment to the mixed banks.

- Consider another option for granting project loans to 207 borrowers.

- The BFA should be considered as the main source of credit when eiigibie.

- The division between production and investment loans is satisfactory.

~ Consider competition between market rates and concessionary rates.

c. The team has a divided opinion vwith regards to the adequacy of out-of-country
training, (in country training has been successful and directly related to the
project.) Half of the short term out-of-country participants have been reiated to
the project, and only one of the masters candidates is related to the project.,
broad interpretation of this component would accent these findings as satisfactory,
as the trainees will strengthen the overall financial system upon their return.
One, taking a narrow interpretation would criticize the program becduse of the

number of recipients and their course selection which are not project reiated,

7
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REFORT'S ON FIELD TRIPS TO AGRARIAN REFORM COOPERATIVES
AND BANK VISITS.

SUMMARY AND CONCLUSIONS

AGRARIAN REFORM QOOPERATIVES

The Fourteen Agrarian Reform Cooperatives (ARC's) visited have been in
operation since 1980, and are PHASE I recipients of credit under the USAID
519-0307 contract with the GOES.

As a result of the visits, interviews and analysis of financial data, five
ARC's which were coffee or rubstantially coffee producing ones, were making
profits, Out of the remaining nine, only three reported profitable
operations, while the remaining six ARC's are in poor financial condition, are
extremeiy risky enterprises for credit extension and are faced with a sericus
array of prcblems. These prableme are applicable to all of the ARC's visited
in varying intensity or degree.

Under the normal lending policies of the cammercial banks, about 80 § of the
ARC's visited would not qualify for loans. Their present management
practices, place themselves in a position of possible cradit ineligibility
within a very short period of time, even under the more favorable terms

. offered to them by the camercial banks at this time,

All of the ARC's reported increased benefits from the use of the credit
extended to them, by way of increased ocutput in either crop or livestock
production, and by entering into the production of non-tradi tional export
crops such as melons, casheaws, peanuts, ajonjoli and others. Investment loans
enabled ARC's to plant added land area or renaval of trees on the coffee

- plantations, to purchase farm equipment, and to upgrade or install needed
infrastructure. Cash crop (Avio) loans which are short term and seasonal in
nature, provide the ARC's with tlie funding required to purchase the inputs and
pay for the labor costs related to the specific crop production.

In same of the coops visited, the ARC is viaved as being made up of two
entiti es, namely the GOES which awns thz land, and the Cooperative which is
viewed as an association organized to benefit the members fram their use of
the land. Therefore, the intention of the members is to take out as much as
possible fram the land (government) and to put into it as little as possible,
The directors or management of the ARC is comparable in their minds to the
farmer owner, and the director's actions are neither better or worse than the
previous owner. Over a period of 8 years, these ARC's made no payments on
interest or principal for their land, therefore the carcept of ownership or
self interest is not prevalent.

\bo



The principal defid ency pin-pointed in the majority of the ARC's was the
admini strative camponent. There is ample evidence that many ARCs are poorly
managed. A number of them had short term plans with a corresponding budget to
work fram. However, the plans and the budgets for expenditures ( labor costs)
are not adhered to, inspite of the fact that non-adherence meant an operating
loss, Three of the ARCs visited had mediun term plans drafted.

In many cases, the administration of the ARC is very highly centralized,
indicative of the fact that although crop budgets with specific goals and
targets for each unit of production exist, implementation powers are not
delegated and accountability of performance in relation to forecasts is not
followed Adminj strative costs run as high as 35 § of the total operating costs
in same ARC's, and an examination of other costs could prcbably reveal similar

mi sranagement.,

Same ARC's need to survey and restructure their production base., This calls
for the drafting of an integrated long term plan, and it is doubtful if the
Credit Agents fram the Cammercial Banks or the BCR/CIU are equipped with the
skills to carry out this function.

PHASE 111 BORROWERS

The 0307 line of credit also calls for the Cammercial Banks to lend to small
farmers who were made eligible owners of land parcels under Decree 207 of the
Agrarian Refornm Law. They have not been receiving much attention, due to a
high rate of loan delinquency. A visit to a small group of such farmers
served by the Banco Mercantil indicated that they do enjoy certain benefits
fram the credit cbtained, and are current in the payment of their loans.
However, the bank's credit agent must supervise this portfolio more
intensively, provide 2 portion of the loan funds in kifd, offer technical
coanselling, and develcp a healthy rapport with the farm families, Mercantil
will continue to lend 0307 funds to 207 borrowers, but is the only hank to do

80,
Canclusi ons

1. The administrative and management skills in the ARC's should be sharpened
and ypgraded in order to ensure the wiscst and most profitable use of the
resources at their coumand,’

2. Asgist the ARC's to analyze their production base, and to develop long
range integrated develcmment plans.

3. Upgrade the technical know-how and administrative capabilities of the
Credit Agents to enable them to counsel the ARC's more effectively.



4. Develop a Bank Marketing and Clientele Develomment Program tailored to
pmeet the needs of th Camercial Banks and their clients, both ARC's and Decree
0207 Beneficiaries.

S. There i{s a need to review and analyze the by-laws and statutes of the
ARC's and to make amendments or adjustments if required. There is a high
degree of ignorance amongst the asociados with regards to their duties and
responsibilities, ownership of their hames, transfer or sale of their equity
to their chiidren or to others, and other benefits that may be rightfully
theirs are not understood.

MIXFD BANKS

The ten banks (PFIs which we included Banco Hipotecario) as the eligible
recipients of the Project 0307 funds, were all visited. The BFA which is not
an eligible recipient was not visited.

The banks were nationalized under Nationalization Decree 158 on March 7,
1980. The government has control over these banks which are required to
direct funds to the Agrarian Reform Sector. The banks have four sources of
funds to finance credit cperations: own resources, foreign loans, Econamic
Development Fund and the BCR redi scount lines.

The consultants' reviews were concened with the proficiency of the mixed
banks to deliver and monitor the loans extended to the Agrarian Reform Sector
under the 0307 line.

The consultants learned from interviews with the banks' iine officials that
they had mixed feelings concerning their involvement, in iending to the
Agrarian Reform Sector. These mixed feelings derive fram the good or bad
experi ence, they have had in collecting the loans extended under past
programs. One of the present concerns are the loans extended under Decree
207. Scme mixed banks have a delinquency ratio of more than S0 percent in
this category. The expense of making and collecting these loans is extremeiy
costly. Most banks felt that granting loans to Decree 207 beneficiaries is a
loes. ' :

The general findings, developed from the bank visits by the consultants, were
all similar in that all the banks were reluctant to participate to the fullest
extent available to tham in Project 0307. Scme bank officers stated that the
lcans required intensive supervision, and the loans represented a high locss
risk because the beneficiaries lacked the management skills and resources to
utilize the loans effici ently. :

Most of the mixed banks were using the assigned credit agents to supervise the
reform area loans to better assure their callection. However, this program
will end in December 1988. After the program ands same of the banks stated,
that they would not contract these agents because of cost, or would esploy
less of the credit agents now available. '
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All of the banks visited did not show the consultants any long term
development plans for their loan portfolio under the 0307 Line of Credit,
This 18 an indication of their reluctance to fully susport the goverrments
program to make sufficient credit available to the Reform Sector, and to
successfully deveicpment the Agrarian Reform Cocperatives.

It was learned that scme banks utilize own funds to source locans to the
cooperatives and only avail themselves of the 307 rediscount facility when
liquidity prablems arise. This practice, without knawledge of how widespread,
tends to indicate that a bank will put to use it's own funds in cases where
the interest spread can be increased, even for a limited period of time, and
where the loan repayment is practically assured ( example: Coffee).

Sane of the bank officials interviewed did not feel that a further expansion
of the loan portfolio would take place in elther crop or investment loars,

The factors most often cited were: 1)poor experience with the beneficiary to
~date, 2)weak loan guarantees and in same cases unenforceable, 3)narrow
interest rate spread, and 4)lack of management s<ills and sufficient
resources, leaves little incentive for the mixed banks to pramote loans to the
Reform Agrarian Sector.

In all the interviews with bank officials, no example of cost-acocounting was
being employed by the bank, since answers to questions asked to determine the
bank's transaction costs were vague. In post cases an assumption was given
that all the loans were unprofitable to the bank.

All bank officials camplained that the processing time for 307 investment
icans was inordinately long. This, they stated, was due to having the BCR
analyze and approve the investment loans, which would take up to 3 months for
precessing. This is done after the mixed banks analyze and approve the
transaction. The COU unit also reviews and initials the loan before it goes to
the BCR for processing. This duplication of functions tnreasonably deiays
approval and causes the increase of costs. The costs increase to the
beneficdary because, in the real world, inflation contimies to affect the
costs of any project and the bank is affected by the loss of income.

Tha nost mentianed problem was the lack of management skills of the
beneficiaries of Project 307 loans. They stated that there is a need for
training at all levels of mnagement. Saze of the bank credit offic ers
interviewed felt that the cretit agents required more training and knowledge
on pethods of lending to the farmers.

All of the banks visited showed evidence that thdr credit officers and credit
agents were intensively following all the active loans. The control by the
credit agent of the beneficiary use of bank credit is almost absolute. The
agent contrals all loan disbursements and only releases loan funds in strict
acocordance with the crop budget needs. The credit ag=t zladisters the
beneficary's camercial account, issues all checks and monitors all payments
for campliance to the budget. This is done to assure that all loan funds are
used correctly and all funds fram the sales of camodities are applied to the
loan,

vy



The Banco Hipotecario has cne of the largest loan operations in the Agrarian

Reform Sector. They have 48 cooperatives assigned and actively operate with
24 cooperatives. They have 4 credit agents sypporting this activity.

The contrnls applied to the recipient cooperatives of 307 credit is strict and
well documented.

The credit agents are required to market rnew investment projects and prepare a
feasibility study after senior bank officers agree the project is viable. 2an
agent usually takes 2 to 3 months to prepare a study which is costly to the
bank. Mr. Guerra Menjivar, Ag. Dept. Head ctated, that same projects may cake
up to one year before disbursements of funds occurs, Another deliaying factor
in the Ag. Department is the availability o’ one employ=e to do all of the
analysis of both the investment and crop loans generated by all of the credit
agents. This becames an almost impcssible task and. the loan applications
simply pile up and may not be processed for months. This may be a method to
delay extending credit to this sector because the Vice President in charge cof
the Agricuiture department, considered the loan risk, in scme cases, to be
unacceptable. ' .

Mr. Guerra stated that the credit agents attend too many seminars which takes
them away fram their assigned work tasks. He felt that the agents employed
showed be fully trained in credit and not trained on the job.

Loan spreads were dlscussed with Mr. Guerra, who felt that they appear
adequate. Howzver, the bank does not have the bank transaction costs
"available, a situation that should be corrected.

The Banco Hipotecario is very bureaucreatic and thus the Agricultural
Department, by all appearance, is inefficient.

Cd'nclusims.

1. The credit agents should be retained by the banks to monitor the 0307 lcans
closely as required due to the present circumstances of the Agrarian Reform
Beneficiaries.

2. Reduce the bureaucratic way that loan approvals are process~d,

3. Consider increasing the spreads to‘ the mixed banks to mctivate them to
increase their lending to this sector.

4, Ccntinue the training programs for the credit officers.



BANK INTERVIEW

NAME OF BANK ¢ BANOO HIPOTBCARIO
DATE VISITED : Octcber 19, 1988
INTERVIEWVED BY : Manuel Salsa

INTERVIEWEES : Oscar Guerra Menjivar, Agriculture Department Head
Gabriel A. Leiva, Credit Agent

I. Loan Amount and Condition of Loans.

Total investment loans: S loans for ¢ 8,056,3£2.71
Totai avio {crop loans): 20 loans for ¢ 16,394,307
Daclined Investment loans: 2 loans for ¢ 2,100,041

1I. Initiation of Froject.

Banco Hipotecario was assigned 48 agrarian reform cooperatives under the
Agrarian Reform and naticnalization plan of LJES in 1981. The bank
provides credit and tectnical counselling and monitcrs closely crop and
investment loans extended to the cooperatives. -

Currently this bank provides credit to 26 cocperatives for their snort
and long term credit needs fram Project 519-0307.
Refer to Annex I.

Trese cooperatives were assigned .o this bank on the basis of the past
credit reiaticnship it had with the origiral owners of the land.

I1I. Cbservations and Caments,

1. This bank has 4 credit agents providing for the credit needs of 24
cooperativas, Each credit agent maintains separate credit folders fox
hs assigned cocperatives. Although the bank has been assigned 48
cooperatives by the BCR, only 24 are active and the other 24 cooperatives
are located in the conflict zone of El Salvador. The credit agent
pmaintains a ledger for each crop loan extended showing the loan amount
and the disbursesent schedule for loan funds. After each visit to the
cooperative a aemorandun is written of the field visit and his control
ledger is updated. A production record of all crops is maintainad, by
the credit agent, to assist him to monitor crop sales and land usage. .
2. The loan application has two pages which are very camplete. A cedit
penorandum 8 prepared showing all the locan requirements for bank

coxmd ttee approval, Positive and negative factors are comented upon for
a balanced presentation.



3. The credit agent visits hds assigned cooperatives every two weeks when
bank transportation is available which is a serious prcblem at this

bank. Memorandums are written to record the visit and report any
developing problems in the credit. During his field visit the agent
assists the field workers ( teaches) to perform their work task better,
The agent verifies that the payroll presented to the bank for payment is
factual, He collaborates with the cooperative manager to do better crop
management.

4. The loans to purchase cattle are monitored very clcsely by the credit
agent. The agent supervises the purchase of the cactle (dairy cows) and
i{ssues a chack to the seller.

S. The agent provides substantial technical assistance to his assigned
cooperatives. Mr, Guerra stated that training is provided also by ISTA,
but that they are not efficient/effective because they do not perform
their duties adequately. The ISTA employees sent to the cooperatives to
provide technical assistance are not capable of performing the tasks
assigned. He stated that this is an area of critial need which is not
presently being met.

6. The credit agents are responsible for the marketing of new projrcte
and to prepare the feasibility studies after semior bank ofiicers agree
the projet is viable. The bank has a quideline ranual (Guia para la
formulaci &én de projectos) to prepare a project presentation which is very
camplete. Although the studies 1 ravieved were canplete, the time
envolved to prepare this study of 2 to 3 months is costly and
inefficient. An cutside firm can prepare an adequate study in 2 to 3
weeks which would be more cost effective to the hank ard release the
credit agent to do better crop follow-up of their borrcwers. After a
femsibility study is prepared, the bank processing time ray take several
months because of the internal workload of the bank credit officers. The
BCR takes another 2 to 3 months for review and approval. The processing
tize for same projects takes up to cne year betore di sbursement of

funds, There is oniy cne credit analyst assigned to analyze all loans
under project 0307. The efficiency of this department does rot appear to
be good,

7. Mr. Guerra stuted that the credit agents attend too many sexinars
which takes them away from their loan follow-p duties. He felt that the
credit agents sxuld be trained persons and not be trained on the .
He stated that the credit agent snould not be inwolved in a project
study, but should be doing loan fallow-up and giving technical assistance
to the cooperative perscnnel. This would be a better utilization of the
credit agent. '

8. We discussed the loan spreads of both the crop and investnent loans
made by the bank. Although, Mr. Guerra did not have the bank transaction
costs available, he felt that the spreads are acceptable since bank
management does not expect the agricultural departaent to be a profit

centex.
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9, Mr. Guerra stated that they do not provide more credit under the 0307
line because SO percent of the assignel cooperatives are located in
conflict zone. This limits the number of good projects available for
financing. The other limiting factor is that the better managed
cooperatives operate with their om funds and rarely solicit bank credit.
10. The bank sits on many loans before they are approved because the
bank's agricuitural department is very inefficient and bureaucratic.

11. The BCR coordinating unit reviews all projects, supervises the credit
agents and does marketing of the Project 0307 line.

AY
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DATA ACQUIRED ON BANK INTERVIEWS

NAME OF BANK ¢ Banco Capitali zador
DATE OF INTERVIEW ¢ Octcber 19, 1988
INTERVIEWED BY : Percy Avram

NAMES OF INTERVIEWEES: Ing. Luls A, Silva, Jefe Depto. Agropecuario
Ing. Lar?ulo Castro Iglesias, Credit Agent
Cap. Jose Remberto Gonzalez, Credit Agent

1. Initiation of the Project.

The Agro Credit Dept in this bank was orqanized in 1980, It began to make
Agricultural loans with Banco de Famento funds under the 0263 line of credit
in July 1980.

This bank was assigned 11 Agrarian Raform Cooperatives (ARC's) by the Junta
Monetaria to work with., Four of these cooperatives, described as
"desintegradas” could not be serviced, because they were situated in a

conflict zone. .

Currently, the bank services 11 cooperatives, six of which are very active and
are cnsidered as good cli ents by the bank.

The bank estimates, that there are an average of 120 members per ARC, thus
their services touches the lives of more than 700 perscns. (An average of €

persons per family).
I1. Volume and Condition of Tcans, (9/30/88)

Amount Amount Past
. Granted Outstanding Due Percentage
Credi to de AVio ¢ 11,356.190 6,558,145 —O0— —_
Cradi tos de Inversién 9,127.05% 5,923,898 31,684 .08
Estado de Refinanci ami ento 441,754 390,216 105,07S 26,963

Sources Banco Cap talizadex :

The Banco Capdtalizador has grantad more than £ 20 million in loans of which
slighthy nore than 508 was outstanding as at 9/30/88. This bank finances a
large percentage of the Credito Avio with its an funds., The table below
indicates a break dowmn of the funding of its total loan portfolio.



Credi to de Cradi to de Credi to
Avio Inversion Refinanciado

Source Anount § of total Amount t of total Amount  § of total
BANCAPI 5,486, 791 48,1 542,632 5.9 109, 400 12.6
FRA 3,062,000 27.1 - 2,957,336 32.4
BCR 2,807,399 24.8 2,919,225 31.9 758,777 87.4
LECFSAR 2,328,202 25.5
1SAR 379,660 4,3

11,356,190 100.0 9,127,055 100.0 868,177  100.0

Source: Banco Capitalizador

As reflected in the table 48.1% of the Credito de Avio is financed by the bank's own
funds. Most of this amount goes to Coffee loans, for which the 0307 line of credit is
restricted. However, the fact that the bank opts to use it's own funds indicates the
soundness of these icans. On the investment loans, the bank has utilized the BCR
facility for 31.9% of its total portfolio, 5.9% of its own funds, and the balance fram

other sources.

I11I. Observations and Camments.

1. The Depto. Agropecuario in this bank appears to be well organized, and operated by
qulified perscnnel. Ing. Siiva, the chief of the Dept. indicated that they had not
carried out an in-depth study of the potential loan.voiume that exists in the ARC's the
bank serves, but they have recently concluded the identification of eight investment
projects totalling ¢ 3.0 millicn, and additional potential exists.

2. This bank finds it's agricultural iending program to be effective, and plans to expan
it's loan portfolio with iines of credit to its ARC's for both Crop anc Investment loans
using the bank's cwn funds particularly for the Credito de;Avio, when the 0307 funds are
not accessible. It could, however increase its Cradite de Avio loans substantially if
the coffce 1oans could be rediscounted in greater volume under 0307. ‘

3. The bank has 2 Agricultural Credit Agents, which are at work in-the field with the
ARC's three days per week (Tue, Wed & Thurs.) They are in their office on Mondays and
Fridays attending to correspondence, loan applications, loan portfolio review, meetings,
and loan disbursements. The Credit Agents meet regularly with the ARC Manager, Board o
Director and the members. They define cbjectives, and scope of work, make adjustments !
the work program and discuss prcblems in general. There is a need for more training foi
Credit Agents, as well as for che ARC officials and merbers. Training should be
on-the- jcb, suypplemented by week-end seminars.

4. This bank also feels that a vider interest margin would be an incentive factor to
scout for more projects, and would enable the bank to pay better salaries to its Credit

Agents.

/’\\7
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5. Loan applications once formalized and supported by the required data for the crop
loans are approved within the time frame of one week, while investment loans took ionger
but {n no case more than a month. More time is being spent by the Credit Agents and the
borrcwers in preparation of the loan project's feasability prior to the preparation and
swmission of the ican apolication. This means beginning the loan process well in
advance of the need for the funds. The bank will often advance its own funds for a
project prior to receipt of BCR approvai, in order to expedite its initiation.
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BANK VISIT

NAME OF BAIK 3 Banco de Desarrollo e Inversion

DATE VISITED ¢ Octcber 18, 1988

INTERVIEWED BY 2 Manuel Salsa

OFFICERS INTERVIBYVED ¢ Ing. Carlos Orellana-Credit
Officer
Ing. Ruben Echegoyen - Credit
Agent.

I.Initiation of Project. Banco de Desarrollo e Inversion was assigned 4

Agrarian Reform Cooperatives urder the Agrarian Reform and Naticmalizatin

Plan of GOES in 1981. The bank provides credit and technical counseliing and

roni tors closely crop and investment loans extended to the cooperatives.

I1.Loan Amount and Condl tion of Loana,

Nunber Amount ) Amount Amount Percentaje
Loans Granted Outstanding Past Que

27 ¢7,532,796 ¢4,710,763 ¢1€2,971 3.46
Decree 207 None
Cdto.Avio ¢3,216,420 ¢1,540, 142

-Cdto. Inv, ¢2,051,700

The bank is serving scme of the credit needs of i cooperatives with
lines of credit fram Project 519-0307.

All of thelr ARC's credit needs, both short and long term, are not
being met because of the high cost of serving these borrowers.
Aministration and lack of financial resources ard land location make
londing to the ARC's a risky proposition as stated by Carlos Orellana.

II1.Cbservatiaons and Coments

1.Two of the cocperatives are in areas that are inaccessible dxing the
rainy season. Credit to the cooperatives San Isidro and San Alfonso is
" restricted because they cannot be mond tored as required by the lending
institutdon, -

2, Crop a;ui:;mmu,uo taken when a crop is financed and all monies
from crop sales are paid to the bank directly. This assures that the
crop proceeds are used to retire the loan,



3. The credit agent visits the cooperatives weekly during the crop
season and bi-monthly when accessibility is difficult due to rains.

4. The feasibility studies for new projects are done by the credit
agent, except when the project is camplicated and outside of the
expertise of credit agont. An outside firm is contracted and paid by
the cooperative to do the study.

S. The loan approval procedure for this bank is very camplicatad,
requiring 2 to 3 months to process. The procedure is: Credit Agent to
Jefe Depto. de Créedito-Coordinating Unit in BCR-Bank Credit Coumittee-
BCR Department of Analysis and Financing-return to bank for final

di sposi tion.

6. There is very little evidence of forward planning by this bank.
However, the credit agent does prepare a study of possible new projects
for the cooperatives he supervises, covering a period of six months
which is presented to the ooordinating unit and the bank, This is the

cnly vehicle used to develop new business, The credit agent stated that

most projects proposed to the bank are sypportable and are approved,

7. The bank records are well organized and maintained. All loan
documentation is reviewed and approved by the bank's leml department.
The credit agent controls all loan disbursements and only releases funds
{n accordance with the crop budget needs, The Credit Agent administers
a commercial account for the cooperative, to issue and control checks,
for the pavment of suppiies and sz2laries. The ocooperative must present
to the bank the salary payroil for 2 wecks to be reviewed; a check is
issued for the total salaries which is cashed and taken to the
cooperative for paynent to the individual workers. This very tight
control of the disbursement of funds is done because the cocperatives
have negative or zero net worth positions and lack management expertise,

8. The credit agent contrals all aspects of the credits
- All & sbursement are done by the Credit Agent.
- All salary payments are authorized by the
credit agent.
- All purchase of cattle o major eqipment is ap-
proved and aontralled by the credit agent.

This is done to assure that all locan funde are used
correctly and all the funds fram the sales of occnmodi ti es

are applied to the loan.



9. The memorandums of visits by the credit agent are well written and the
revelation of any probiems is acted upon immediately. If a prcblem is
detected, loan funds not disbursed are held until the prcblem is resolved.
This method of control can reduce the future possibility of a loan loss.

10.Most of the credit borrowers' nceds are being met, as stated by the credit
agent and the bank credit officer. No credits have been declined.

11.The credit agent is an agronamist and has learned credit on this present
assigrment. He attends to the credit reeds of the 4 cooperatives
exclusively. The workload capacity is reasonable, allowing him to give fieid
crop technical assistances to the cooperatives.

12.He rates the cocperatives as follows:
- 2 cooperatives - marginal

- 1 cooperative - good
1 cooperative - acceptable

Land usage in two cooperatives is being dversified, i.e.: rice, platano,
pasture and melcns. The previous usage was sugar cane and cotton farming,
whose prices have declined to the paint of unprofitability. New cattle
projects are being planned for herd improvement. Some of the lands are better
su ted for pasvure, which meets the goal of better land usage.

13. The bank has been conservative in its lending to cooperatives beocause of
the liwited experience they have had with the assigned cocperatives. Tae
credit officer stated that the coordinating unit should suppart training to
the cocperative management personnel, to train them to improve land usage and
to utilize human resources better. Both the credit agent and the credit
officer felt that ASU is doing a good training job. >

14. The bank has been receptive to this program, but will increase its lending
to the cocperatives anly as loans are repaid satisfactorily.

.15. No new investment projects have been proposed,



BANK INTERVIEWY

NAME OF BANK ¢ Banco Financiero
DATE VISITED : October 18, 1988
INTERVIEWED BY : Manuel Salsa

OFFICERS INTERVIEWED : Orlando Podriquez—Credit Officer
Juan Faustin Cardoza-Credit Agent
I.Initiaticy Of Project

Banco Financiero was assigned six agrarian reform cooperatives under the
agrarian reform and nationalization plan of GOES in 1981. The bank
provides craedit and technicai councelling and monitors closeiy crop and
investment locans extended to the cooperatives.

These c-.peratives were assigned to this bank on the basis of the past
credit relationship it had with the original cowners of the land.

Currently this bank provides credit to 4 cooperatives for short and long
term credit needs fram Project 519-0307.

11. Loan Amount and Condi tion of Loans,

Amount Anount Amount Percentage

. Granted Outstandi Past Due

¢ 1,017,200 ¢ 644,100 ¢ 11,502 .01

PRATECT 0207

¢83.493,44 962,493.44 ¢ 11,502.44 .18
Amount Amount Amount Percentage
Granted Outstanding Past Due

Decree 20, #83,493.44 62,493.44 11,502.44 18%

Cdtos. de Avio None .

Catos. de Invers. £ 394,100 373,100

This bank does not appear to pursue.

P
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111, Observations and Camnents.
1. A review of all outstanding loans was made from duplicate and same original
loan records maintained by the bank credit officer and the credit agent at
their agricultural Department. The original lcan documentation is maintained
at the Bank's downtown Headquarters, Fram the review of these records, ali
loans are supported with adequate documentation, but the financial analysis is
only marginaliy adequate. There was no evidence of thorough aralysis by the
bank credit officer. The lack or thorowhness of analysis on the major items
to be cansidered in a credit decision were missing in every credit
presentaticn. The foliowing questions at each stage of the loan process were
not fully cansidered:
A.- Product and market review.

- Production and supply review
Management review
Financial performance review
Projection and forecast review
Credit evaluation
Determine credit constraints
Borrowing cause and purpose review
Repayment source review.
Loan support revi ew
Relationships review
Loan structuring
Credit action
Decline, approve and recammend
Custcomers negotiation and review of alternatives
Di sbur sement
Documentation
Loan management.
Reporting and follow-up
Prctlea loan management

»

o

o

Scme of the foregaing questions were considered, but not to the extent
necessary to do a thorough analysis of the project being considered.
However, the condition of the loan portfolio was good for the loans
granted urder Project 519-0307 with no delinquency ratio. This situation
is due to the grace period of loans, whose principal payment have not
matured,

The loans granted by this bank have the quarantee of ISTA for 50 percent
of the loan. ISTA only gives 100% quarantee when the credit risk is
extremely high. Wwhen crop financing is extended, a chattel mortgage is
taken in all cases. :

. B\
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The credit agent goes to the cooperative and together with an officer of
the project, camplete a crop budget for their credit needs. This budget
is broken down by crop, if more than one crop is to be financed for the
crop season. The bank uses this budget for the cash flow of the
cooperative because of the unsophisticated way that the financial records
of the cooperative are maintained.

2. Appraisais are made when real estate is involved.

3. The documentation for the loans extended were reviewed to determine
adequacy of protection for the bank. An escritura publica is taken and
not registered because the properties of the cooperative are not
registered in the name of the cooperative. However, the bank officer
stated that it has executive action; since it is a contract between two
parties. The bank takes also an acceptance ( letra de cambio) which is
discounted. The acceptance is without protest and legal action can be
taken immediately.

All credit disbursements are handled by the credit department at its main
office and documentation maintained under custody. The credit agent,
after receiving BCR approval, instructs the Banks Accounting Department
to disburse funds in accordance with budget needs.
4. The approval process is camplicated and inordinately long for the
small loan amount of each loan processed. In moet cases, regardless of
loan size, the processing time of a loan is 2 1/2 to 3 months. The BCR
analyzes and reviews ail loans under Project 0307 and approves the locan
purpose ard campieteness of analysis.
5. The Agriculturai Department of this bank has two credit officers and a
credit agent whose workloads appear reasonable,
6. The credit agent stated that very little progress has been made in
training cooperative managers to be proficient in their job. He felt
that management training programs are urgently needed and that past
training courses given were not instructed by qualified teachers.
7. The credit agent visits the cooperative every 15 days to control crop
production, salary payments and inventory purchases. The control is
strict because of the lack of adequate management talent at the
cocperatives. This inordinate control of a borrower increases loan costs
to such an extent that the transaction is unprofitable to the bank. This
was camented upon by the hank credit officer, although the bark does not
do a cost analysis of a loan transaction.
8. The credit agent mentioned that new projects were being considered for
crop substitution and land and herd improvement. The projects are:

~Shrimp farming - 1 hecture.

-Dairy cattle - purchase 20 head

-Irriqation project.



9. The reason for the iow usage of the line 0307 is due to 2 cooperatives
having delinquent loans, marginal land and extremely poor management,

The bank has only 1 cooperative that is credit worthy, but scme of its
money needs are provided fram current cash flow. The fourth cooperative
may be returned to the original owners. :

10.The loans extended under Project 0207, show a 55 percent delinquency
by number and are costly to administer as stated by both the credit
officer and the credit agent. The bank has stopped making loans under
this project.

11.Another limiting factor restricting this bank's lending to
cooperatives is their low capital base. Banks are authorized to lend 45%
of their capital and reserves to one borrower. The bank has reached its
lending limit to Cooperative San Francisco whose loans are now 47 percent
of the bank's capital and reserves. Mr. Faustin Cardoza made thic
statement which does not appear reasonable. My experience, wich banks in
other countries, has shown that lending to one borrower 10% of the bank's
capital and reserves would be more reasonable.



BANK INTERVIEW

NAME OF BAK ¢ Banco Saivadorefio
DATED VISITED ¢ Oct. 18, 1988
INTERVIEWED BY : Manuel Salsa

OFFICERS INTERVIEWED

Maria Cruz Vela-Credit Department Head

I.Loan Amount and Condition of lLoans.

Amount Amount Amount Percentage
Granted Qutstanding Past due

II.Initiation of Project.

Banco Saivadorerio was assigned 18 Agrarian Reform Cooperatives under the
Agrarian Reform and Nationalization Plan of GCES in 1981. The bank provides
credit and technical counselling and monitors crop and investment loans extended
to the cooperatives closely. ‘

These were assigned to the bank on the basis of the past credit relaticarships it
had with the original awners of the land.

Currently, the bank provides credit to 18 cogperatives for their short and lcng
term needs.

III.Observations and Camments,

1. The two credit agents assigned to this bank resigned to pursue other
employment. The bank has requested two new agents to replace the previous
credit agents. However, the BCR officials have advised the bank that no new
agents are to be contracted because the contract to supply these cradit agents
will terminate December 1988, If the contract is renewed, the bank will be able
to submit a new request for the two agents. At the present, the bank has two of
its agroncmists doing the follow-up of the loans extended to the cocheratives.
Visits to the cooperatives are made twice each week during the crop season to
control loan disbursements and give technical assistance as required. This
technical assistance consists of how to control pest, irrigation management, and
assist/control purchases and marketing of commodities.

&
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2. These bank officers prepare the loan application at the cooperatives premses
after they have prepared a crop budget for the crop year needs. This
application is presented to Mario Cruz Vela - Department Head for review and
processing. This process, at the bank, takes 2 to 3 weeks which appears to be
reasonable. New investment projects are identified by either the coop.rative
people or the bank credit officer. When a project is identified, the credit
officer prepares a feasibility study, after consuitations are held with tha
cooperative management and the bank and coordinating personnel to determine the
viability of the project. If everyone agrees that it is a viable project the
loan processing starts. The feasibility study is done by an outside consuiting
firm, a process which takes 2 to 3 weeks to camplete depending on the camplexity
of the investment project. The bank review officer processes the locan
application and submits it to the BCR for review and approval. At the BCR, the
processing time is usually 2 to 3 months and Mr. Cruz felt that this delay is
unreasonable. He felt that the borrowers needs could be hbetter served. If the
BCR approval should be eliminated because the lcan risk is taken by the
financing bank, he felt that the coordinating unit of the BCR should have the
authority to review a project loan and approved it for conpliance under the
Project 0307 regulations.

3. This bank has a department of analysis, which Mr. Cruz felt is very capable
and no further anmalysis of an investment project is needed by the BCX analysis

department.

4, Loan guarantees are taken in accordance with-local banking practices. They
are: Crop and chattel mortgage, escrituras and acceptarces as required.

5. The memorandums of visits to the cooperatives to supervise loan campliance is
weak, Th= memorandum of a visit is short recording the visit and very little

detail of how a crop is progressing.

6. If a prcblem is detected, the bank requests the CIU personnel to join them in
secking a solution to the prcblem. A

7. Scme coocperatives are not eligible for credit financing because of a heavy
debt load, as well as deliniquent loans with the banks, which were extended in
the past,

Mr. Cruz stated that they have a program to assist their assigned ccoperatives
improve administration and farming practices, to the extent that they became
credi t worthy. Most of the cooperatives assigned to the bank Jo not have tlre
management ability to supervise their present resources and the bank must do
extensive follow-up LZ crop loans and investment projects to assure collection
of the loans extended,

8.Mr. Truz identified another management prcblem of the coop.ratives. The
by-laws of the cooperatives stipulate that the Board of Directors (Junta
General) is elected for a term of two years., This creates a serious prablem
because it takes time to train people in administration to discharge their

duties as board members.
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The process interrupts the continuity of management creating a severe prablem
for the cooperatives because of the iack of management talent.

9. Pending Projects:
- Land irrigation project (¢ 700,000).
- Purchase of a sugar cane loader
- Dig a water well (¢ 400,000).
- New coffee planting - increase land usage
- Shrimp farming (¢ 28,000,00) at Cara Sucia.)

In the case of the Cara Sucia shrimp project, the banks lending limit of ¢ 7.5
million is far exceeded and BCR approval must be cbtained to exceed its lending

limi*.

10.Mr. Cruz stated that land usage, by the cooperatives being financed, has
increased by 20 percent according to bank records. There has been crop
swbstitution to better utilize available land and increase profits. Sugarcane
and cotton were the two mentioned crcps that are being replaced. Employment at
the cooperatives has increased according to the payroll records raviewed and
controlled by the bank. ‘ .

The bank credit officer felt that the CIU personnel are doing an acceptable jcb.

12. The smaller credits are avoided tccause of the risk factor and the high cost
of loan supervision.

13. Equipment and machinery financed is insured for full coverage, including
terrorist distruction, both for stationary and operating vehicles.

14. A criticism was voiced of the credit agents that they are sales people,
rather than a banker. In same cases projects have been proposed that have high
credit risk because the borrower does not a goad payment history. The credit
agent continues to argue that the project is good and credit payment history
should not be totally considered as a negative.

15. The credit officer recammended:
- Fliminate BCR in the analysis process.
- Hire outside consultants to do project studies.
- Have a credit analyst fram the BCR in the bank.
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DATA ACQUIRED ON BANK INTERVIEWS
NAME OF BANK ¢ Banco de Camercio

DATE VISITED Octcber 18, 1938

INTERVIEWED BY

Percy Avram
NAME OF INTERVIEWEES : Ing. Moises Velasquez

Ing. Mario Guillen

Ing. Manuei E. Canitalez Helena

I. Initiation of the Project.

Under the Agrarian Reform and Bank Nationalization Plan of the GOES in 1981,

this bank was assigned 17 Agrarian Reform Cooperatives (ARC) to provide them

with financial/technical counseliing and credit. During the course of time 4
cooperatives withdrew because they specialized in coffee production oniy and

switched to INCAFE.

Currentiy this bank serves 13 ARC's with lines of Credit from 519-0307. It is
estimated that 1,310 families are associated with these cooperatives or abcut
7,860 persons. (Average of 6 per family). High degree of illiteracy.

The cooperatives in the main are poorly administered, ml'ling for intensive
supervision, causing the bank to have high per unit loan costs and risks.

II.Amount and Condi tions of Loans.

Amount Amount Amount
Granted Outstanding Past Due Percentage
Decree 207 ¢ 10,524.240 5,437,437 1,637,057 30.1%

Credi tos de Invers. 5,208,262 3,677,462 73,925 2.01%

I11. Cbservations.

1. As at Spr. 30th., 1968 the loans under 0307 were in good condition, with
no delinquency in the Crop (Avio) loans, and a 2.01% past due in the
Investment loan portfolio.

The Decree 207 loans, however had a delinquency factor of 30.1%.

2. The staff of the Depto. Agrario did not seem to feel the exstance of any
acute prablem, other than the collection of the loans granted under Decree
207. Reasans given for the non repayment and pcor collection was:

a)Traditional form of small farm management.

b)Low camodity prices at or shortly atter harvest.

c¢)Poor administration of the cooperatives.

d)Delay in release of crop payments by the marketing agencies, increases the
interest cost of the loan to the armers.

e)Indifference and unwillingness to repay loans, because such are considered
to be grants from the GOES and AID.



3. The bank doas not have any long term loan-marketing plans. Loans are
offered to the cooperatives, based on the feasibility of one or more
individual projects. There is a lack of a long-term, integrated development
plan for the bank and it's client cooperatlve, that would indicate production
diversification, infrastructure development, income expansion, renewai and
maintenance of the physical assets, aside fram the need to plan for the
paynent of the iand and eventual ownership.

4. All loan applications received by the Bank have been approved. This is
because the loan transactions are discussed in an informal manner by the
Credit Agent at both the Bank and the Borrower level. Therefor. when
agreement 1s reached based an the informal procedure the loan is then
formalized and submitted for official approval, through the establishedl
channels.

5. Casual reference was made to the BCR/QU and their role in the lending
process was questioned, since there is an apparent duplicity of functians
causing a delay in loan approvals.

6. Loan Guarantees offered by the borrowers to the bank are simbolics in
natwe. The guarantees consist mainly of:

a)Crop Lien Contracts

b)Assigment of Marketing contracts, and

c)Chattel liens on 1livestock.
The products, goods and chattels can be disposed of without the bank's
knowledge or consent, there are no titles or deeds to land to be taken as loan

.collateral.

7. Same indifference was expressed with regard to expanding the loan portfolio
with Redi scount Funds fram 0307, due to:

a)Inability of the cooperatives to manage their resources wisely;

b)A need for intensive loan supervision.

8. There is a need for training at all levels of operatfcn of this project.
The Bank feels the Credit Agent (CA's) require further in-depth training in
project planning at the Bacienda level. The CA's also require more training
and knowledge on methods of lending profitably to smll farmers. Same
training is to be undertaken by Tecno-Serve Cmsultanu but there was no
indication of Course Content,



NOMERO DE SOCIOS DE LAS COOPERATIVAS
ASIGNADAS AL BANCO DE COMERCIO DE EL SALVADOR

NOMBRE DE LA COCOPERATIVA No. DE SOCIOS
1. Santa Cruz Tazulath 426G
2, Santa Maria Coquiama 51
3. San Jose Miramar 98
4, Plan de Amayo 106
5. Finca El1 Potosi 39
6. Pacatiempo 175
7. Amatecampo 103
8. Cantdn Vaquerano* 26
9. Las Glorias 33
10.E1 Congo 60
11.La Bagateia 43
12,Pueblo Viejo 50
13.Santa Maria No.2 31
14.San Mauricio 69

*Cooperativa inactiva en proceso de integracion.
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DATA ACQUIRED ON BANK INTERVIEWS

NAME OF BANK ¢ Banco Mercantil
DATE VISITED ¢ Octcber 18, 1988
INTERVIEWED BY . ¢ Percy Avram

NAMES OF INTERVIEWEES: Ing. Arnoldo Rivera, Jefe Depto. de Credito

Agropecuario
Ing. Rambn Menjivar Orellana, Crodit Agent
Ing. Guillermo Enrique Belloso, Supervisor

I. Initiation of the Project.

Lending by this bank was undertaken when Cammercial Banks were nationalized by
the GOES and instructed to grant loans to the Agrarian Reform Beneficiaries
which consisted primarily of Agrarian Reform Cooperatives (ARC's).

In 1980-81, the Junta lonetaria assigned 11 ARC's to this bank for financial
counselling and lending of funds. Two of these cocperatives elected to
withdraw, because they were exclusive producers of coffee, and were thus able
to cbtain loans and advances fram ICAFE, under more favorable conditians,
particuiarly fram the standpoint of service.

Currently, this bank advises and provides financing to 7 ARC's, which have an
estimated 600 plus asociados (members) with a total population being served of
approximately 4000 pecple. RAbout 50% of the members attend and participate in
meetings when invited.

The bank did not have readily available data on the total number of manzanas
operated by these several cooperatives. In other words, there was no glcbal
picture available in statiscical terms.

Amount an Condition of Loans (as at 9/30/88). .

Anoant | Anount Amount
: Granted Outstandi Past Due Percentage
Decree 207 (Aio) F 1800  FIHH0 . 0=

Decree 207 (Avio)

Refinanced 25,631 20,680 80.1
Criadito de Avio 2,934,532 1,950,569 —0— —0—

1. This bank has a poor experience with Decree 207 Aviu loans granted in
former years. Althouch its portfolio was limited, 80% of those loans were
re-financed and are again in arrears.

o\ |
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2. The current loans amounting to ¢ 136,900 made to Decree 207 borrowers
produced a more satisfying experience, and are being continued.

3. This bank has undertaken to finance with its own funds short term coffee
production projects in the amount of ¢ 1,694,846 which falls due on

28/04/89. This is an indication that Cammercial Banks are willing to risk
their own funds, for a gocad interest spread on assured projects such as coffee.

4. The line of Credit 0307 portfolio pertaining to Investment Loans falis due
in 1989 to 1994. Two loans which fell due in 1988 were repaid, while one ican
was in defauit as at 9/30/88. Again, too early in operations to establish a
repayment trend.

I1I. Observations and Camments.

1. This bank feels that the granting of loans to Decree 207 beneficiaries is a

loss for the bank due to:

a) Poor farm management.

b) In same cases, the land alloted to the beneficiary is marginal.

c) ISTA is not equipped or is not interestd in providing the beneficiaries
with technical counselling.

d) The intensive supervision required from the bank, on the ane hand and on
the other, there is a high risk and a narrow spread an the 0307 Redi scouted

loans.

2. The experience in loans to the Cooperatives by this bank 'is scmewhat
better. The past due loans amount to 5% of the loan portfolio, and the
Credit Agent believes most of these are collectable. Only 2 of the 7 ARC's
are in default with locan payments.

3. This bank started off with 2 Credit Agents, but one opted to find other
employment and was never replaced.

4. Both Credit Agents attended one training course which was considered very
beneficial by them. More courses should be planned which incorporate
planning and client development programs.

5. This bank has no long term develcpment plans for its portfolio under the
519-0307 Line of Credit. It has no Client Development Programs for its Client
Cooperatives or for its Decree 207 beneficiaries.

6. This bank,. in it's Depto. Agrops::.sio is not camletely aold on the
methods and procedures outlined for thy 0307 Rediscount lines. Without saying
so, it became cbvious, that sane project loans were planned, prepared, and
approved under the Redi scount procedures, however, the bank's own funds were
used, and the Rediscounting feature is applied when the bank is faced with a
liquidity crunch. This practice, without knowledge of how widespread, tends
to indicate that a bark will put to use it's own funds in cases where the
interest spread on its capital can be widened, even for a limited period of
time, and where the loan repayment is practically assured ( example: Coffee).
In practice, this kind of activity indicates the need for ~ wider spread an
the Rediscount Loans for the Camnercial Banks.



8. The iack of planning and of determining the potential of this bank in the 7
active ARC's, which it can serve, has caused it to decide not to replace the
Credit Agent. Obviously, this bank has not analyzed the loan potential in its
assigned 7 ARC's, and the manpower required in terms of.the number of Credit
Agents required to reach that potential. Currently, this bank is in a "hoigd"
position, and should be encouraged to examine and expand its services to the

ARC's,

o’



-23-

DATA ACQUIRED ON BANK INTERVIEWS
NAME OF BANK: Banco de Credito Popular
INTERVIEWED BY: Percy Avram

NAMES OF INTERVIEWEES: Ing. Mario Adolfo Barahona
Jefe Depto. Agropecuario

I. INITIATION OF THE PROJECT

This bank, simiiar to all the other Commercial Banks, upon
nationalization, was instructed to piovide financial counselling and
services to an assigned number of Agrarian Reform Cooperatives (ARC's).

Initially they were assigned 10 ARC's, subsequently 2 ARC's elected to
retire and returned to the Banco de Famento Agropecuario (BFA). Two new
ARC's were then re-assigned and accepted thus Jbringing the total back to
10 ARC's,

The total number of members ( asociados) in these 10 ARC's was estimated
to be about 600. At an average of 6 persons per family, approximately
3,600 peopie are involved.

The bark has only cne Credit Agent (CA) in employment. The second CA was
, dismissed fram his duties, because the bank felt he was under-uti lized,

This bank made a positive attempt to play a meaningful role in the
granting of loans to the beneficiaries of Decree 207. Unfortunately this
exercise, turmed out to be a DISASTER. ‘

II. CONDITION OF THE LOANS (9/30/88)

Amount Amount Anount

Granted 0/s Past Due Percentage
Decree 207 Avio ¢ 1,186,290 "Léze, 354 ,354 100%
Decree 207 Avio
Refinanced ¢ 4,078,710 1,952,006 2,008,200 102,9%
Credi to de Ayio #12,406, 374 6,594,512 978,126 14,8%
Credi to de Invers. ¢ 2,669,232 1,496,803 67,939 4.5%
1)Credito de Inversion

Refinanced ¢ 3,634,044 3,634,044 — e —— e

2)Decree 207 Avio ¢ 1,235,890 855,684 855,684 100.0%

Source : Banco de Credito Popular,

1)This loan was granted to a single cooperative for cotton production over a

three year period. The loan has been refinanced to be paid on 10.9.93. The
funds came fram an external source.

2)These figures represent the totals and the condition of Decree 207 loans,
granted by this bank using its awn funds, prior to the 519-0.07 funds.

oY



-24-

Over the years, this bank has granted ¢ 25,210,540 in ioans, of which
@ 15, 361, 403 remains as outstanding, and ¢ 4,738,303 (30.8%)in past due
status,

The causes for the high rate of delinquency have been given as:
1. A prolonged drougth in the 1985/86 crop cycle set back many borrowers,
thereby setting a need for refinancing.

2, A lack of respansibility on the part of many borrowers to pay their loans;
because they used their crop proceeds to plant new crops or invested in other
non-productive activities,

3. Low crop yieids due to the agrological characteristics of the land.

4. The Credito de Avio (0263) is being refinanced over a 20 year period at 6%
interest.

5. Many borrowers were of the opinion that the credits extended were grant
funds provided by AID and the GOES, which did not have to be repaid.

II1.0bservations and Caments.

1. This bank decided to dismiss one of its Credit Ageats, decause in their
opinion he wis being under-utilized. He has not been replaced. The fact,
that the bank has a fairly large loan portfolio to administer would indicate
that there iy plenty of work for the Credit Agents to maintain persrmal
contact with the borrowers, and to insist on loan ocollection, updating
interest payments, and refinancing where necessary. The past due lwvans of
30.8% of the outstanding loans reflects a dire need for employing an adequate
nunber of Credit Agents.

2. The person interviaved did not feel that a further expansion of the loan
portfolio would take place, in either the Crop or investment loa:u: fields. The
poor experience to-date, coupled to the fact that the loan guarantees are weak
or non-existant, the loan risks assuned by the bank are high, and the narrow
interest rate spread, leaves little incentive to pramote these kinds of loans.

. 3. The opinion was also advanced, that the 519-0307 financing for Agrariau
Reform Beneficiaries, should have been mad» availablie directly to the
Comnercial Banks, rather than through the BCR as presently constituted.

4. The interviewee was not certain as to what cost-effective accounting was
being employed by the bank. When queried about the coet to the bank per loan
in the Depto. Agropecuario, the answer was vague. The bank did not have a 5
year or less Agricultural Credit Development plan to work with.

5. The bank has used its influence on two occassions in assisting to select
managers in the Agricultural Reform Cooperatives (ARC's). By doing so, their
operations are showing an improvement.



6. Loan applications once formalized are not turned down. When the bank
utilizes its own funds, Credito de Avio is generally approved within 7 days,
and Credito de Inversion in a period not exceeding 30 days. Loans

re-di scounted with the BCR take much longer, but no specific time frame was
given.

7. Currently 6 loan applications amounting to ¢ 6.2 million for investment
credit are being heid up pending further studies of the projects, but also
because the ARC's are delinquent on other lines of credit, and poor management
in the ARC's.

8. There is a need for more training for the bank employees invoived in this
program. The interviewed felt that same of the training should be on-the-jdb,
supplemented by week-end courses. In this manner, the bank is not robbed of
its empioyees for periods of weexs at a time, Furthernore the need for
training of the Loan Beneficiaries was also stressed. Decree 207
beneficiari es are not exposed to training of any kind, because materials fc
this purpose are not readily available.

o
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**RANCO CUSCATLAN REL visit 10/18/88

INTERVIEWS:
Ing. Francisco Antonio Colocho, Jefe Depto.

Ing. Jorge Zelaya, Jefe Coop Growp

Ing. Jose Roberto Sanchez, Agente de Credito
VISIT BY : R, E, Laport, Evaluation Team

ORGANTZ ATION:

Cuscatlan has a small but effective agricultural lending department urder
Colocho; a Coop Section with Zelaya and 2 credit agents (21 coops and C. 31MM
on books); a private sector group with 4 agro officers ( 100 accounts and C40MM
on books); and a studies/control group staffed by 4.

0307 Activity: (booked as of 9/30/88):
Crop loans{avio) 12  ¢3.aM 1 repaid
Investment loans 15 ¢6.8M approved €5.5MM outstanding

13 Coops have received 307 Avio loans
12 Coops have recieved 307 Investment loans

QOMMENT'S ¢

Impressions of assigned personnel and the willingness of Cuscatlan to werk
with the Coop sector are generally favorable. All of the 21 assigned coops
receive credit, although only 13 have received 307 credit. One that does not,
Agquas Frias, uses bank funds because their anmml requirements are above

#SMM limit under 307. Bank is active user of other BCR redi scount
facilities. _

Credit experience is excellent with seasonal financing which, with exception
of 1 smll loan (citrus), is limited to coffee financing. Bank has done 23
transactions totalling ¢15.3MM without loes. 307 investment loans are still
.in grace pericds, so as yet there is no experience in collecting principal.
Interest payments are up to date, and the Bank insures that visits fram credit
agents are scheduled to coincide with maturites.
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Investment loans are mostly in the ¢200M-@SCOM range, primarily for
replanting coffee, the growth of cattle nerds, and for the purchase of
equipment. The largest loan is to Z1 Prcgresc who borrowed ¢Ai4 for
equipment and working capital for its coffee processing cperation
(beneficadora).

This is a 3 year loan with three arnual payments secured by "canos" issued by
INCAFE for coffee processed, There are delays in collecting these canos, but
loan is considered good even though it will be siow pay. Nevertheless, the
borrower is closely monitored with visits every i5 days.

Feasibility studies are prepared by credit agents with internal support as
needed. Three sucl: studies were reviewed ard quality was satisfactory given
that none were camplicated. Given credit agents schedule of 3 field dass and
two office days per week, it takes two to four weeks to conplete draft of an
investment loan proposal working on two to three simultaneously. Review of
each study with BCR Co-ordinating Unit and the internmal Bank approval takes
two weeks to ocne month. Analysis and approval by BCR then takes two to three
months, at times longer. Cuscatlan will often advance bank funds against a
transaction internalily approved but on which BCR approval is pending.

Cuscatlan is not doing any Phase III (decree 207) lending as these loans are
too expensive to make and moni tor.



BANDD AGRICOLA COMERCIAL REL 10/18/88
INTERVIEVWS = Ing. Manuel Oliva, Jefe Reform Group

Ing. Juan Giron, Agente de Credito

ORGANIZATIQN: The Ag Credit Grou under Ricardc Bennett
consists cf Special Programs (Coop lending and 207 iending) headed Ly
Oiiva with two credit agents and a 207 "supervisor", and a private
sector group with a staff of eight tesporarily headed by Oiiva as wcii.
Outstandings in Special Programs are £371 to Coops of which €iOMM in
investment iocans, and ¢i.I1MM is out to 207 borrowers, €E0MM is
outstanding to private sector borrowers.

0307 Activity: (as of 9/30/88)
Crop loans (avio) 3 out ¢1.9M4 5 repaid,.
Investment loans 9 appr. ¢2.3M of which €1.7MM out

4 Coops have received crop loans totalling ¢6.1MM
7 Coops have received investment loans



COMMENTS

Bank has been assigned 14 coops; 10 of these have received credit
under 307. The crop lending activity sesme unuswal in that of the four
coops, ~ne has received 60% of the total granted to date (El Refugio for
coffee), and another 38% (El Platanar for henequen end kenaf).
Moni toring the investment loans and working an the development of new
projects was the reason given for maintaining the bi-weekly visit
schedule of the credit agents. -

Tne bank has a policy, which applies to both coop and private sectcr, against
making cattle loans. This applies to both dairy and meat.

The bank, when asked, mentioned three primary constraints to increased
activity, especially in the investment lcan segment.

a. there are not sufficient lending opportunities within the traditional
crop base,

b. the coops do not possess the technical know-how to implement projects
involving new crops with a sufficient degree of safety to the bank.

c. the studies required and the red tape involved in gaining approval of
investment ican proposals is excessive.

Agricola Camercial feels that the six point spread on investment loans is
margainiy adequate. They state that they would be more active with a larger
spread.

The bank also mentioned that BCR. has fuds for rediscount fram other sowrces
at rates iower thran those charged the barrower under 30% The Fando de
Desarrollo, we were told, permits funds to be made available for both crop and
investment loans at 108pa to the user, both private farmer and cooperative.

o
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COOPERATIVE VISIT
NAME : Cooperativa Los Lagartos
DATE VISITED ¢ Cctober 20, 1988

INTERVIEWED BY Manuel Salsa

OFFICER INTERVIEWED Jose Antcnio Panamefio~Vice President

BAMK RELATIONSHIP

Banco Hipotecario

I. Brief Background Description.
1and area : 3.513.84 manzanas
Families : 670
Coop Mambers: 700
Family meubers: 6,000

1. The land is planted to 800 manzanas of sucar cane, 840 manzanas
coffee, 800 cereai grains and the balance is unutilized.

There is a very oid sugar mill on the premise which will be sold for
scrap iron value, _

2. They have a medical clinic which is staffed by two full time nurses
and a doctor attends patients twice a week. The clinic is small but
-appears adequate to serve the medical needs of the cooperative famili es.

3. There is a school staffed by 9 teachers providing instruction (grades
1st. through 8th.) to all the children of the cooperative marber
familiew. Four teachers' salaries are paid by the govermment and 5
teachers paid by the cooperative. Night classes are offered to all
adults and the teaching staff is all volunteers, v

4. A nursery is maintained for the children of the coop members #taffed
by one attendant paid by the cooperative.

S. Recreational facilities are available and there is a plan to extend
them when ncney is available.

II. Financial Condition.
Balance Sheet - March 31, 1988

Assets s ¢ 29,477,538.52
liabilities : ¢ 26,058,746.82
Networth : ¢ 3,418,791.70
Net profit : ¢ 35,077.91


http:3.513.84
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A quick review of the balance sheet reveals a very heavy long term
debt that cammot be serviced cut of current operating income. Their
cwrent ratio is negative in that current liabilities exceed current
assets, This situation shouid be addressed by the ARC's managemant and
action taken immediacely. A financial statement was not made available .

I1I. Camments and Cbservations.

This cocperative does not have 2 General Managar because the last manager
vas discharged for cause. Mr. Panamefio stated that they do not plan to

hire a new menager to fiil this post. The reasoning being that they can
manage the cooperative tetter as presently structured.

The cooperative canmot avail itself cf additianal credit for investment
projects because it has past due iocans with tne Banco Hipotecario. They
had pianned to repiant the coffee growing land, provide electricity “o
the houses and prepare 200 manzanas for sugarcane pianting. These
investments are now aon hold because no new investment credit is available
to them due to the past due loans,

Since they acquired the Couperative in 1981, same houses have been
electrified and 35 new houses built.

The general impression of their farming practices and management planning
is very poor.

o\



- 32 -

FIELD REPOFT

NAME OF ARC

Asociacidn Cocperativa Meiara de R.L.

DATE CF VISIT

October 21, 1988 BY: Percy Avran

This was an cbservational visit to evaluate the
services performad by the Credit Agents and to
gather a quick impression on the status and
overall performance of the cooperative.

PURPOSE

Ricardo Rivera C., Gerente
Elmer Gallegos, Bookkeeper

Ben jamin Servelion, President
Oscar Armando Melara, Secretary
Santos Hernandez, Treasurer

PERSONNEL: INTERVIEWED

1. Brief Background.

1. The ARC was organized in early 1980 under the provisions of the Agrarian
Reform Law.

2. This enterprise has 161 persons (heads of families) as asociados. The
intervi awees estimated the family size on the average to consist of seven
persoris, thus bringing the total enterprise population to well over 1200
persans. In addition, to the legally recognized ascciados, approxinmately 450
families consisting of immigrants or those displaced in the conflict zone have
- taken up residence in the enterprises' land.

3. The surface area of the enterpr:ise consists of 1512 manzanas, broken down
as follows:

Platano - 160 mzs. Proviedad Asociada 400 mzs.
Arroz - 80 mzs. Pedrero 40 mzs.
Ajonjoli -~ 120 mzs. Infraestructura 60 mzs,
Sugar cane - 164 mzs, ‘ Unaccounted for 168 mzs.
Pasto ~ 240 mzs.. ’ Forest - - , 80 mzs.

mal..ﬁ...............'...................... .1.512 m'.

4. The enterprise has a herd of 450 head of livestock, both for beef and
dairy. The financial operation of this department for the fisml year ending
March 31, 1988 showed an operating loss of ¢ 89,492,

S. The cooperative is capitalized on the basis of ¢ 4 for each male person,
and ¢ 3 for such femle person contributed bi-manthly. The accumulated
capital contributions ( equity purchase) to 3/31/88 amounts to ¢ 9,13S.
Ownership of the enterprise on the basis of purchase of capital stock is
highly imprcbable,

o
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6. Work 1s assigned to the asociados on a rotating basis. The wages paid
amount to ¢ 13.16 per 8 hr. day for men, and ¢ 11.16 per day for wcmen.
Sexes are not given equal treatment for similar type of work., Both sexes,
however can became members of the cooperative. )

II.Financial Conditicn and Obligations. (3/31./88)

1. The net loss in the operations for the FY under review amounted to
¢ 1,548,216 bringing the accumuiated losses for prior years to € 4,379,192,

2. The short, medium and long term debt of this enterprise amounts to

¢ 9,223,227. The ratio of total debt to total assets is better than 2:l.

The enterprise is in a state of bankruptcy. The short term debt amounts to
24.6% of the total, the medium term to 1€.9%, and the long term debt is 56.5%
of the total debt. The interest load carried by the enterprise is in the
neighborhocd of ¢ 950,000 annuaily. Even if the interest payment on long

term liability is overlooked, the interest on short and medium term loans adds
up to ¢ 640,000 annually. It is still too high an overhead item. It is not
a viable enterprise. ' -

3. The land and buildings { less depreciation) is valued at ¢ 3,008,516 which
represents 62% of the value of the total assets. No payments have been made
to ISTA on principal or interest for these assets since the inception of the

cooperative.

I11I.0bservations and Comments.

1. This enterprise neecs to restructure its productive base, and an econaric
swvey to this effect should be carried out to determine how to make the
enterprise more productive and profitable.

2. An amalysis should be made of the managerial and operational policies and
procedures with a view to reducing the administrative cagts which amount to

about 35% of total operating costs.

3. The administration of this cooperative is highly centralized, indicative of
the fact that budgets with specific goals and targets for each unit of
production do not exist, implementation powers are not delegated, and
accountability for the results are not called for.

4. Plans for reducing the débt load are required, and ways and means shouid be
sought to improve the working capital of the enterprise to enable a reduction
in interest costs.

S, This cooperative also faces serious prcblems of a social gender such as the
theft of produce fram the fieids or warehouses. The migration of new and
displaced families, alcohoiism, promiscuity, broken homes, mothers with
children fram various fathers, a high degree of individuaiism, disrespect for
the property of others and anonymous threats to officers of the cooperative.
All of this calis for an intensive camunity development program.
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FIEXD REPORT
NAME OF ARC : Cooperativa Cara Sucia de R.L.
Departamento de Ahuachapan
DATE OF ViSIT : Oct. 20, 1988 By : Percy Avram
PURPOSE : To interview the Board of Directors and Manager; to

make an on-site inspection of the ARC's activities, and
to evaluate their performance and needs in relation to
Agrarian Reform

Credit line 519-0307.

OFFICERS INTERVIEWED: José Octavio Hernandez, President
Joel Santamaria, Secretary
Amilcar Roman, Treasurer
The manager was absent.

I. Brief Background.

1. The ARC was organized in 1980 under the provisions of the Agrarian Refcrm
Law.

2. The ARC now has 500 asociados ( members) making the total population of this
collective entity approximately 3000 people.

3. The ARC does its banking and lending business with the Banco Salvadoreno,
and was granted loans amounting to ¢ 3,668,644 as at 9/30/88, for
investment purposes-none of which were past due.

4. There are 2,800 manzanas operated by this ARC, of which 2,389 are
cultivatad. The land is used for the following produation activities:

Li vestock - 58 animals Asocd ados - 500 mzs.
Caffa . = 56C manzanas Bosque salado - 38 mzs.
Maiz & Melons - 160 mzs. Vivienda - 70 mzs.
Sandia - 50 mzs. Infraestructura - i00 mzs.
Pasto - 525 mzs. Cafion - 139 mzs.
Platano - 200 mzs. Forestal - 47 mzs.

'ml..".....i-...........................-........l..-. 2.39 m'.

It should be noted that the break-down of the manzanas showing the use of the
land, does not tally with the total figures on the land operated. This is
becausa no accurate land measurement has been made, and the break-down figures
appear to be innacurate estimates.

5. The asociados (members) are given a one manzana parcel of land to plant
crops (mostly carn, beans and same rice) for family consumption.

\D\\._



- 35 -

6. Vhen employed by the ARC on the cellectively produced crops they are paid
wages of ¢ 13.16 daily for 8 hours of work. This wage is in accordarce with
the wage and salary schedules approved by the Ministry of Econamy. The daily
rate calcuiation has built in the cost of a meal, and wages for a seven day
week, although only 6 days are worked. Work is assigned on a 15 day work
pericd, and when work is scarce, an asociado may only work a 15 day pericd per
month, to aliow another asociado to work the remaining 15 days in the month.
They have been able to pay a year-end dividend to their asociados amounting to
#150-200. Ali of this added benefits are paid even though the financial
operations show a loss.

7. The Consejo de Administracion and other Committee nemkers are not
remunerated for their services in their capacity as officers of the ARC. They
do, however hcld other paid functions within the ARC ( for example, in this
case the president is also the purchasing agent for which he is paid a saiary).

8. The Consejo de Administracién meets cn a weekly basis, and the asociados
attend a monthly meeting at which the montly operating statement and budget is
discussed, as well as plans for the month{ s) ahead. It is reported that
between 350—400 members attend these monthly meetings.

9. The ARC as such provides it's own electrical emergy fram a Diesel powered
generating plant. The asociados which live in the asentamientos ( cammunities)
receive their electrical energy fram the National Electrical Institution.
Chemically treated potable water is not available.

-10.Currently, the ARC is invoived in a Housing Project for its members. Plans
call for the construction of scme 400 houses. The labor for construction is
provided by the asociados working in teams on a voluntary basis. Those
working on construction are given food from the PLAS0 supply caning into the
country. The ARC provides the materials for construction. Upon completion
a house is vaiued about #6.000 and this amount is then repaid to the ARC
over a period of 20 years {about ¢ 25-30 per month). There was uncertainty
as to who would get title to the house when paid-the asociado or the

cooperative,

11.The ARC propoees to launch a shrimp farm, and a feasibility survey has been
undertaken by Multi-Systems Inc., of Houston. The Directors had no data to
ghare on this study, but it was their understanding that the perspectives for
this project are good, and one that would augment their present incame. An
investment of ¢ 225,000 had been made toward this project in their fiscal

year 1987-88, .

I1I.Financial Condition and Obligations.

The balance sheet of this ARC for the FY ending April 30th 1988 shows total
assets valued at ¢ 12,127,126, The corresponding liabilities reflect a

total indebtedness equivalent to its total asset value. There are no reseves,
and menber's paid-up and subscribed share capital is more than taken up, by
operating losses of ¢ 279,612 incurred in tne 87/88 operations, and the

C 3,667,615 of accrued iosses fram prior years. Short term loans amount to

7 3.023,406, mediim term icans to ¢ 4,245,679. And long term loans amount

to ¢ 7.046,870. The total indebtadness carried by this enterprise amounts

to more than ¢ 14.3 million, with the interest rate cn 50% of this

indeébtedness for croo and investment loans running at an average of 163, and y
6% for the land indebtedness to ISTA, all of which incurs an annual interest N
debt load in excess of ¢ 1.5 million. W
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According to the financial statement, depreciation charges of ¢ 103,407 were
made for FY 87/88, The accunulated depreciation over the years includirg the
FY reviewed amounts to ¢ 482,674 all of which has been used as operating
capital. There are no Depreciation Reserves, .

On the whole, this enterprise is bankrupt and cammercially unacceptable as a
barrowing client.

Over a period of time, and with very careful planring and good management,
this enterprise can becare soivent. Currently, it is sustained strictly by a
a heavy in-put of credit, and with the accumuiation of annual operating
losses, a point of total credit unworthiness will bYe reached. This
cooperative enterprise needs urgent attention fram a managerial standpoint now.

I11I.Chservations and Caments.

1. The crops inspected reveaied a degree of neglect, except for subar cane,
which seem o have a normai stand. A 60 manzana field of melans and sardia
appeared weedy. The melon crop will be ready-for harvest about mid-Noverber
and on into Decamoer and January. The crop was targeted for the export market
and shouid catch such markets when the prices for this caomodity are at their
best. The portion of the plantain crop inspected appeared normal.

2. Poor management and care of the buildings, equipment and facilities in
general was noted. Same of *he buildings are in a run—-down condition and in a
state of deterioration. One of the garages is housing a number of old

. abandoned tractors, while a new truck and a tractor were outside exposed to
the elements.

3. The ARC's office, meeting roaom, and asserbly hall had no charts, graphs or
other informative data posted for information of the asociados. The directors
present indicated that short range crop and labor distributicn plans were
utilized, but to their knowledge no medium term pian had been prepared.

4. This ARC, presently has a population of approximateiy 3000 pecple living
fram the crop and livestock, proceeds from 2,800 manzanas of land, 85% of
which is in same form of crop production. The land distributicn per capita is
about 93.3% of a manzana per person. The question arises as to whether the
enterprise can sustain this number of pecple and what study has, or shouid he
taken to ascertain if this could be a problem in terms ¢f the AFC's ability to
repay it's crop and investment loans,
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FIELD REPORT
NAME OF ARC ¢ Cooperativa Taquillo de R.L.
La Libertad
DATE OF VISIT ¢ Octcber 21, 1988 BY: Percy Avram
PURPCSE ¢ To evaluate the services performed by the Credit Agents

to this ARC. To make a quick appraisai of the overall
performance of this enterprise.

OFFICERS INTERVIEWED: Luis Alonso Mejia Hernandez-President
Orlando Hernandez - Secretary
Oscar Menjivar
Mario Cardoza - Agente de Credito, Banco Financiero

1. Brief Background.

1. This Agrarian Reform Cooperative was organized on 5/3/80 under the
provisiaas of the Agrarian Reform Law. <

2. At the time of formation, only 15 of the laborers fram this privately owned
hacienda remained to form the nucleus of asociados that enabled the launching
of the cooperative. Currently, the Cooperative has 176 asociados, 60 of which
were former laborers of the hacienda and returned, while the remaining 116 came
fram the outside.

3. The officers interviewed stated the major prcblem they faced the aging of
their asociados, and their inability to work as laborers. When queried about
their average age, they said - "fram 35 to 40 years of age ". This is
certainly not a handicapped age for physical work, and other factors must
contribute to this judgement which were not explored.

4. The enterprise consists of 1144 manzanas broken down as follows:
Cultivated 350 mzs.

Pagture 50 mzs.
Forest : 200 mzs.
Marginal 544 nzs.

Most of the cultivated land has been parcelled out to the asociados for their
own planting needs.

5. The pasture land is used for pasturing 74 head of livestock (criollo) and 17
cabellazos, They had only 40 head at the time that the Agrarian Reform Law was
pranulgated and intervention tock piace. Their plans now call for an increase
in the number of livestock and for this purpose a loan for ¢ 100,000 fram

Bco. Financiero is pending, subject to final approval.

6. Plans also call for the planting of SISAL in the marginal lands. The
typography of the land operated by this enterprise is very hilly rocky and of
poor quality, therefore there ace limitations to iand that can be cultivated or
turned to pasture. The marginal land appears to lend itself for goat ranching.
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7. The milk productiaon is sold locally. to the asociados and their families at
about 20% below the open market price.

8. The asociados are paid ¢ 10.50 per jornada (8 hr,day), ‘when employed to
clean the pastures, repair fences and for miiking. Empioyment however, is
limi ted and not all asociados can be employed on the enterprise-

9. There are about 140 children ages 8S-15 years. There is a make-shift school
for those of kindergarden age, while the remainder go to public schools in the
nearby villages of La Perla and Ei Palmar.

10.There is veterinary services neavby, however the directors stated they were
quite familiar with and knew how to treat most animal diseases.

11.There are two rivers that cross their land and the directors were tninking
of shrimp farming. Their plans are to purchase shrimp fram a nearty laboratory
and fatten them in specially constructed salt water pens.

12.The directors meet every Wednesday, however their meetings seem to stem
around the discussion of every day prcblems, Meetings of the ascciades outside
of the annual meeting are seldom Leld.

~ 13.The directors in this enterprise have not been exposed to any training.

II.Financiai Data and Obligations.

1. No financial data was available. The person in charge of accounting cames
fram outside (he enterprise, on a twice monthly basis and carries the reccrds
with him. A previous accountant followed the same practice, and at one poiat
simply disappeared bocks and all.

ISTA has requested the new accountant to reconstruct the books as far back as
possible- but it was felt that this could not be done acturately, and therefore
it was more propitious to arrive at scme prior year estimates and perhaps
reconstruct for a prior one or twc year period.

11X .Observatims' and Caments.

1. This AZC is very poorly admnistered. The physical assets are in poor
condition and no plans exist for their repair and maintenance.

2. All members of the Board of Directors were newly elected to the Board last
June. They are younger men and judging fram conversation appear to be ethical
and well motivated. They lack know-how and expertise, and for this they
require training, as well as technical, managerial and financial guidance.

3. It was apparent, that this ARC was not receiving assistance and guidance
fram the BCR/CDU, since no cne fram this unit had paid them a visit since June,
tnd there were no concretely formulated plans to consider.

&b
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4. 1t is poor practice to allow the accounting records of the enterprise to be
removed from the premises, and action shouid be taken to have this practice

stopped.

5. There is a need for in-depth planning and programming in this enterprise.
The Credit Agent fram Bco. Finandero together with the Directors drafted a
plan for increasing the livestock herd but an integrated study should be made
to include the feasibility of establishing a SISAL piantation, as well as a
goat herd and the shrimp fattening project.
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FIEID REPORT
NAME OF ARC: Cooperativa Tonala de R.L.
DATE OF VISIT: Oct. 20, 1988 BY: Percy Avram’

PURPOSE: To evaluate the activities, performance ard needs in relation to the
Agrarian Reform Funding Program No.5i9-0307. '

OFFICERS INTERVIEWED: Rdberto Enrique Orozco - Presidente
Pabio Castro - Tesvrero
Jose Guillermo Carbalio - Gerente
Manuel Antonio Roman - Tecno-Serve

I. Brief Background.

1. This Agrarian Reform Cooperative (ARC) was organized under the provisions
of the Agrarian Reform Law in early 1980,

2. At that time, there were 176 asociados, this number reduced itself to 100,
and gradually suame of the asociados returned. Currently there are 139
asociados, 90% of which are married and 10% singie adults. Women are not
encourage to join as asociados, but may take over their husband's membership
in case of his death. The matter of who, what and how the shares and equities
of a deceased mamber are disposed of was not clear,

3. The ARC does banking with Bco. Salvadoreflo and loans for investment
purposes outstanding as at 9/30/88 amounted to ¢ 2,591,800.

4. The surface area of this cooperative enterprise consists of 800 ranzanas,
of which the cultivated area is broken down as follows:

142 mzs. of platano
155 mzs. arroz

66 mzs, cf maiz
4] mzs. of cafia

5. The ARC proposes to alter scme of its crop land, and the following changes
are planned:

Actual Area Proposed Area Change

Ganaderia 260.5 mzs. 150.0 mzs. - 110.5 mzs.
Agricultura 404,0 mzs, 514.5 mzs. + 110.5 mzs.
Other areas 135.5 mzs. 135.5 mzs. ==0-—
Total 800.0 rs. 800.0 mzs. ———

\J
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This ARC indicated that part of the increase in the cultivated acreage would

be planted to sugar cane for twc main reasons:

1) Sugar cane as a crop has stable prices and provides employment to more of
the asociados, and ‘ )

ii)it is a crop that does not lend itself to theft by the asociados and/or
others.,

6. This cooperative is engaged in the dairy industry and owns about 200 head
of cattle. Two years ago the enterprise had to sell 118 head because the
animals had tuberculosis. Currently, their miik prcduction is 2,060 iitres
daily, down frau 3,200 litres a year eariier.

7. The ARC receives technical and management counselling from Tecno-Serve
Inc., and Manuel Antorio Roman representing Tecno-Serve was on hand for this
interview.

8. A financial statement and Balance Sheet for FY 87/88 was provided and
briefly discussed. The ARC did not have a medium range develomment plan in
writing. Discussions have taken place with regard to such a plan, and scme
informal forecasting has been done. Other aspacts of the fiscal cperations
were portrayed in graph form by Tecno-Serve, and were used to explain profits
and lcsses at the annual meeting of the asociados.

II.Financial Condition and Obligations (As at 31/3/88).

1. The ARC had a net operating loss of ¢ 744,534 for the FY ending 3,/31/83.
When added to prior ,:ars the accumulated losses amount to ¢ 3,306,624. The
ARC is bankrupt. Juiging fram its statement of operations, talance sheet, and
on past earnings performance, it is utterly impossibie for this ARC to neet
its long term loan repayment cbligations. Short and medium term cbligations
may be met fram the sale of current crop and animal production, liquidation of
other inventory and assets, depreciation write-offsy, and the annual share
capital contributions of the members, ail of this cn a "nip and tuck" basis
under ideal conditions. One crop failure would spell disaster.

2. The balance sheet reflects assets valued at ¢ 6,385.620. On *‘he
liabilities side the debt load for short medium and long term loans amount to
¢ 9,692,243 which is 34% above the value of the total assets., The
accunulated anmml losses are financed fram borrowed funds.

3. This ARC cannot be expected to carry the present debt burden, plus any
additional loan furxis under current operating and management conditions., It
should take immediate action to:

i) Engage competent mar agement.

ii) Make an intensive review of its operations, and fine tune the practices
and procedures,

iii)Make an evaluation of the land use, crops produced, livestock numbers,
ete,

iv) Study the enterprises' ability to sustain it's population, and determine
what couid be done to increase the incame,

v) Based on an integrated feasability survey refinance the project under
sul table terms,
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I11. Observations and Camments.

1. This ARC hired the services of Servo-Tec Inc., to provide technical,
administrative and financial counseiling to the management and Consejo de
Administracidn. Improved accounting and perfornance measurement records were
noted. There is room for further improvement in the drafting of medium range
development and production plans, in better inventory control and management,
and in cost accounting.

2, The manager and accountant attended a 3 week training course, and both felt
the training was helful. Same suggestions were offered with reference to
course content for future courses. These were not noted, however pricr to the
holding of future training courses, managers, accountants and other ARC
personnel should be polled to determine priority training needs and course

content.

3. The ARC requires close supervision fram apprcpriate agencies such as
BCR/CDU and the Bco. Saivadorefio. This is to ensure that plans drafted and
enterprise performance measured by Tecno-Serve and the manager is in
compliance with the highest business, social and ethical conduct. It was
evident, that the directors are not capable of self-administration. There is
a need to educate and camunicate to the ARC officers, cammittee-men and
members at large, the goals, targets and planned action of the cnterprise.

4, This ARC suffers fram the probiem of theft by the asociados of cammodities
produced. The degree of theft is not quantified, and whether it is all
physical theft of the produce or theft through short-changing on the sale of
products and incorrect book-keeping entries is not determined.
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COOPERATIVE VISIT

NAME s Cooperativa Copapayo

DATE OF VISIT October 20, 1988

INTERVIEVERD BY : Manuel Salsa

OFFICERS INTERVIEWVEED: Jose Ismael Parada Galindo- President
Antonio Aguilar Guzman- Cogestor
Victor Manuel Martinez-Contador

BANK RELATIONSHIP : Banco Hipotecario

I. Background Information.

1.The cooperative was formed under the Agraiian Reform and
Nationalization Plan of GOES in 198l. When the cooperative was formed in
1981, the land was being worked by 14 employees suppertirg 100 families.
They have increased families to 150 and total family members to 900.

2.The land area of the cooperative is 800 manzanas of which, 582 manzanas
are planted to the fallowing crops:

Sugarcane - 140 manzanas
Rice - 116 manzanas
Corn -~ 10 manzanas
Not cultivated - 274 manzanas

To support this increased land usage, 50 more families have been
incorporated into the cooperative. An additional 10 workers have been
added to the work force to support this increased land usage.

3.The farm equiment appears sufficient to farm the present land under
cultivation, and is maintainad in good condition. They have the
following equipment:

2 tractors with necessary implements, 1 Mercedes Benz truck 8 tons, 1

plck yp and a grain dryer.

O
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4.During the last 8 years, 100 houses, at a cost of ¢ 6,000 each, have
been built or improved. They used ¢ 569,687.72 frcm cooperative

profits to obtain this remarkable improvement in housing accomodation. A
medical clinic was built costing ¢ 104,000 and is staffed by a doctor,
attending patients on Monday, Wednesday and Friday. A full time nurse is
on duty six days of the week. The clinic personnei atcend, on the
average, 25 sick peopie daily.

5.1In November 1983, electricity was introduced and a program of
electrification was initiated to be completed in 5 years. The program
has been completed and all houses have electricity.

6.Recreation facilities have been constructed to support sociai
activities,

7.A water well has been dug and pumping equipment purchased to suppiy
potable water to the cammunity houses. This water project was done with
their own funds.

8.A school was built at a cost of ¢ 5,000 to the cooperative and the
balance of the costs were paid by the goverrment. They have 9 teachers
on the school staff. The salaries of six teachers are paid by the
govermment and 3 teachers are paid by the cooperative. Night courses are
offered ior adults ar] are taught by volunteers who are cooperative
members.

9.Sani tary facilities have been provided to 36 houses far a cost of
¢ 3,000 each. This is an angoing program which will be campleted in
the future.,

They have a program to vaccinate for polio all the children of the
camunity. They well being of the family wnit is ccnside.red of prime
importance by the officers of the cooperative.

In the cooperative organization, a health and welfare officer is in
charge of all health activities on a tull time basis. The total cost for
persannel working in the social welfare area is ¢ 4,600 monthly.

9.A nursery school for the working mothers is maintained and the nursery
teacher is paid ¢ 400 monthly by the cooperative.

10.The cocperative officers have received training in law, planning,
cattle improvement, and farming. These officers have been sent to ISTA,
1ICA, and CINCAP to recaive this training.

11.The cooperative borrowered money to purchase dairy cows under the line
of credit 0207 to supply milk to the families of the cooperative. The
milk is sold a2t a small loss, but the officer interviewed felt that by
adding a calf operation, they should he able to reach a break even point
in the future.

¥
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1I. Financial Condition.

There is an accountant employed on a full time basis. The records kept
appear to be adequate to record the financial transactions of the
cooperative. The cooperative accountant did not furnish a current
financiai statement, but stated that they were operating at a profit.

111, Observations and Caments.

This cooperative does not have a General Manager in charge of all
cooperative operations. I questioned the reason for the absence of a
generai manager, which is a necessary element of proper management
practices. Mr. Parada Galindo stated that the previous manager was fired
because of selling off cooperative assets without the approval of the
RBoard of Directors. He frit also that the salary paid to the manager was
excessive. The manager duties are now being performed by the president
together with other officers of the cooperative. He felt that the
cooperative managed in this manner is less costly. This bad experience
cannot be overiooked and they are not amenable to hiring a general
manager, '

Another problem cited, is the 200 manzanas that belong to the former
owners and is being farmed by the cooperative. This land is located in
the middie of the cooperative holdings and a project to purchase the land
has been proposed. The owners want ¢ 4,000,000 for the land and

payment must be made immediately in cash, The cooperative officers tava
discussed the purchase of the 200 manzanas with its financing bank, who
has doclined the investment financing. This should be a bankable
transaction where a real state mortgage can be given by the bank and the
loan can be paid in five years as stated by Mr. Parada Galindo.

The fixed assets of the cooperative appear to be undervalued, since
present value is at the original acquisition appraisal of the assets. It
is estimated that the cooperative land is worth ¢ 20,000 per manzana

due to all the land and bullding improvements done since acquisition in
1981.

The general impression of this cooperative is fair because of their lack
of management capability and technical expertise. To improve
performance, they will need extensive training of management persaonnel to
identify critical areas and do good future planning.

\\/
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COOPERATIVE VISIT
NAME ¢ Cooperativa Ataisi de R.L.
DATE OF VISIT ¢ Cctcber 20, 1988
INTERVIEWED BY : Manuel Salsa
OFFICER INTERVIEWFD: Jose Humberto Perez, Accountant

BANK RELATIONSHIP : Banco Hipotecario de El Salvader

1. Brief Background Description.

The cooperative was formed on March 6, 1980 under the Agrarian Reform Act.
The cooperative has a land area of 50C1 manzanas farmed as foliows:

- Sugar cane 712 manzanas

- Coffee 2,441 manzanas

~ Forest land 1848 manzanas

The forest trees are harvested and processed into lumber to be used to
frame and hiudld houses for the Cooperative members; there are 1500
families with 6000 members. The cooperative, when formed in 1980 had 622
houses whic.' were marginally habitable., Today there are 900 houses and
235 are under construction which will be buiit with goverrment funds.

All the houses have electricity, but no running water. Much of the water
supply is not potable, especially in the outlying areas of the
cooperative. Same farm canmunities are iocated 20 kilaneters fram the
main area where all the administration offices and social facilities are
located. In these areas, the concern is the contaminated water which can
lead to polio and other diseases.

They have built 6 schools with own and government funds. The school
enrollment 1300 students increased fram 400 students in 1980. The
teaching staff consists of 16 teachers whose salaries are paid by the
cooperative. Night school is offered to adults to improve their reading
and writing skills.

A library was built in San Isidro which is centrally located to provide
the needs to the greatest number of families,

A medical clinic was built and is staffed with a doctor, 2 nurses and 2
assistant nurses, all paid by the cooperative. There is a small hoepital
and pharmacy cpened day and night to provide for the needs of the sick.
Laboratory needs are provided in the town and are paid by the cooperative.

Recreation is provided to both children and adults and a soccer field has
been built to suypport this activity. A basketball court is under
construction and should be completed soon for use.

N
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The program to electrify the cocperative houses was an ardurous task,
which many outside people thought could not be acamplished. With AID
funds, electricity was provided to 329 houses and the task has been
camnpieted.

The coffee lands are not being utilized to their fullest producing
capacity. When the cooperative was formed, the coffee trees were not

uni formaliy pianted. The former owners had pianted 900 to 1100 trees per
manzana. They have a present coffee project to increase coffee tree
planting to 2,000 trees per manzana. By 1996 coffee production wiii
double under this project, if investment funds are available to camplete
the project. At present, the cooperative officers in charge of the
project have not been able to meet planting projections because of the
lack of financing.

They met the 1987 projections for planting and are now one year behind
schedule. There present financial needs are ¢ 7 million and by 1937
their money needs will be ¢ 13 miliion, of which the bank has provicdad
only ¢ 5 miliion for the current crop and investment year needs.

Mr. Humberto Perez stated that their operating plan for 1987, 1988 and
1989 was made together with the firm "Desarrollo Empresarial al Servicio
del Puepio". This operating plan which we reviewed was very weil
prepared and showed that a professional pianning firm was envolved. The
plan stated the following: :

Production
Marketing
Financing

Goals

Cbjectives : General
Specific

Organization: Investment
Depreciation

Réaulta : E~nomlc
Wnancial

A cash flow statement was prepared, but projected goals were not realized
because of a drought and wind in 1987 which affected their coffee
production. The lack of income severely affected their plans to plant
more coffee trees. The bank declined a loan for the repianting project
which further agravated the situation.

\
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II.Financial Background.

Total Assets : ¢ 68,548,313.14
Total liabilities : @ 65,55€,452.01
Net Worth : @ 3,991,861.13

Met Profit current year : ¢ 1,562,651.26

III.Cbservations and Caments.

1. Projects.

In these projections the purchase of 100 milk cows is planned in the near
future. This will provide work for milkers and other workers associated
with this project. The milk produced will be sold to families of the
cooperative and cammerciaiized if there is any excess production.

2. The cuffee tree planting project will supply work for additional
workers, when the cash fiow and available credit permit this project to
proceed. ) '

3. The last project planned is the production of ornamental flowers far
export to the U.S. market. They are at the initial stage of the project
of doing the soil analysis and irrigation water availability. They plan
to use 10 manzanas located in the forest area of the cooperative which is
not utilized at present. The cost of the project will be ¢ 10,000,000
and will provide field work for 60 wamen. DIVAGRO is providing same of
the technical assistance in production and marketing.

These projects are proceeding slower than expected because of the lack of
availabie bank financing under the 0307 line of credit. Barco
Hipotecario has restricted the credit line because of weather prcbliems
affecting the 1987 crop. This cooperative management has set specific
cbjectives and methodologies and organized its staff tq develop their
crop production and social programs effectively.

The constraints facing the cooperative management is the availability of
credit to finance all their projects. They will continue to require
substantial financial support to realize their projected goals.

The management of Ataisi was contacted by Multisystems, a firm fram
Rouston, Texas, to cansider the construction of a coffee roasting piant
for an investment of ¢ 25,000,000. This campany offered to make the
feasibility study for a cost of $ 120,000. The plant would provide wark
for 150 men and women and use ail the coffee production of the
cooperative. Mr. Humberto Perez was not convinced that this is a viable
project for them, since too many imputs were not tenable by
Multisystems. He plans to investigate the financial condition of the
firm and their performance with other projects before any type of

camni tment is made to Multisystems.
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ANNEX 3

Octcber 20, 1988

COOPERATIVA LAS LAJAS

VISIT BY : RELaport, Evaluation Team
Rafael Henriquez, BCR Coordination Unit

VISITED WITH : Manager, Member of Board, Production Carmittee.

Las Lajas is a rich farm in the hills at the west end of the Zapotitan
valley. At present they have 811 marzanas cultivated of which 682 are in
coffee, 1i6 in corn and beans intercropped (90 farmed individually), and 13 in
pineappie. There are 316 socios ( families). They have a clinic, two schools,
and are building improved housing for their members, 80 thus far. Dividends
have been paid last twoc years.

Being predominently in coffee (14 Q/Mz. yield), Las Lajas financial
situation is strong and operations profitable. Banco Salvadorefio gives the
support because manzgement is good and they have borrowed and repaid in a
satisfactory manner. They were proud that they had purchased two electric
plants, two trucks, a pick-up, and a tractor with bank credit which are all

paid off.

They are requesting additional credit to sink another water well to
supply cattle, their coffee beneficio, and a part of the camunity.

The 13 Mz. in pineapple is a successful experiment that yielded 7000
plants this year. R. Henriquez is trying to encourage them to consider
expanding to 200 Mz. which might support a small carning operation,
particularly if neighboring operations were to produce pineapple as well.

N\
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Octcber 20, 1688

COOPERATIVA EL TRANSITO

VISIT BY : RElLaport, Evaiuaticn Team
Rafael Henriquez, 3CR Coordinating Unit

VISIT WITH : Manager, Accountant, Memwers of Board.

There are 441 manzanas under cultivation (289 in coffee, S50 in cane, 15
in ocorn and beans, 10 in citrus, and 77 in individual plots). In addition
there are 53 manzanas in roads, buildings, and infrastructure which inciudes a
large chicken laying cperation. There are 43 Mz. of pastureland. 'The farm
has 158 member famiiies.

Banco Capitalizador supports their operation where they have six
investment loans for various purposes inciuding renovation of coffee
plantation, the growth of the egg and chickens producing business, ard for the
purchase of cattle. Their primary new business idea is to install a smli
plant for the production of concentrated poultry feed, Otherwise, they are
concentrating on increasing productivity of their existing crops.

. Operations are profi table and both management and the board appear to be
on top of things. El Transito i3 the most diversified coop visited to cate.
The management of the farms more camplex than, say, at Las Lajas.

In terms of social infrastructure, they have a clinic and a school.
They are making land available to new families elected to membership.
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October 21, 1988

OQOOPERATIVA SAN ANDRES

VISIT BY : RELaport, Evaluation Team
Rafael Henriquez, BCR Coordinating Unit

VISITED WITH: Manager, President and other Board Members.

This is the largest cocp we visited with 3200 manzanas of land and 768
fami ly members ( aimost 6000 pecple). Under cuitivation they have 800 manzanas
of cane (annual production 72,000 Mt), 150 Mz. of coffee, 32 Mz. topbacco, and
25 Mz, of rice, comn, and beans. Operations have been profituable the last
three yaars after a change in manager. Guillero Martinez of the BCR wnit is
viven credit for assisting in the turn around. A number of large tractors,
two semi tractor/trailers, and other ecuipment has been purchased on credit
and repaid. Banco Salvadorefio is their bank, sut there are not credit agents
an- board at this time.

The manager is also a member, so there is now a closeness and
canmonality of thought that did not exist during the 1980-83 period. They
have a merber of ideas to be explored which might lead to feasibility studies
including the planting of cashew on mountain-side land, starting up an avocadc
operation on fallow land, initiating a pineapple crop, and building a
cigarette factcry. With respect to the latter, they have paid Multi-Systems
" of Spring, Texas U.S. $ 60,000, or one half of the contracted amount, to
prepare a feasibility study for setting up the cigarette manufacturing plant;
Multi-Systems undertakes to market the cigarettes in the far East.

San Andres is well run, profitable, and is as close to an agricultural
enterprise as we have seen to date.
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October 21, 1988

CUOPERATIVA CHANMICQO
VISITED BY : RELaport, Evaluation Team

VISITED WITH : Members of the Roard.

Charmico owns 1,769 manzanas and supports 864 nember families. They
have 500 Mz. 1n coffee, 616 Mz, in cane ( producing 70,000 Mt), and 300 Mz. in
corn and beans. They are planting and additionai 214 Mz. in sugar cane, and
are planning a smalli henequen and a citrus project. Earnings this year are
expected to reach ¢ 2 MM,

The service which they receive fram Banco Salvadorefio is said to be
slow, and because Salvadorerio does not have credit agents at this time, the
coop must contract out the preparation of project feasibility studies.

Rafaeli Henriquez believes that, although mare profitable than San
Andres, Charmico is r»t as well managed or agressively led. In camparision
with San Andres, Chamico is entirely composed of tigh quality arable land.

¢ \‘1;5
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Octcber 21, 1988

COOPERATIVA PASATIEMPO

VISIT BY : RELaport, Evaluation Team
Rafael Henriquez, BCR Coordinating Unit

VISITED WITH: Accountant in absence of Manager, Directors

Pasatiempo awns 603 manzanas of land of which 514 Mz, are in coffee, 60
Mz. in pasture (222 head of miik cows), 5 Mz. in rice, and 5 Mz. in orrosco.

This is a beautiful piece of property, formerly owned by the local
brewing family, so that the main house, grounds, and other buildings are
beautifui ond wiil kept. The cocp supports 205 families.

During the first four years of reform, Pasatiempo lost money; when they
turned profitable they were able to cover accumulated losses in one year
(1984). The last four years they have earned about C 1 MM. per year.

Rafael Henriquez wanted to show me this coop as it is an example of
good, but very short sighted management. They will not borrow investment
loans to renew their coffee plantation nor improve their pastures. As a
result yields are only moderate and will derline ( 14 Q/Mz. for coffee and i2
Li ters/Day/Head of milk for the Brown Swiss dairy head). Improvement of the
pasture and a plan to renew the plantation over a five year periad wouid
preserve the worth of this farm for many years to came. It sits on se of
the finest land in the country.
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FIELD TRIP REPORT

PURPOSE : To cbserve the farm operations and to interview Agrarian
Reform Decree 207 beneficiaries with regards to credit
requirements and services offered by the Credit Agents
and the Commercial Bark.

VISITED BY : Percy Avram, AID/AD DATE: Oct. 26, 1988

FARMERS INTERVIEWED: 1. Esteban Rodriguez
2. Gertrudis de Jesls Rodriguez
3, Julia del Carmen Godinez

I. Background.

The farmers interviewed consisted of two males and cne female. The two males
were brothers and prior to the the parcelization of the land under Decree 207,
were leasing their parcel of land from the owner of Hacienda Venecia. The
female farmerette inherited the parcel of land she was farming fram her father
( now deceased). The documents making the inheritance official were not as
yet, confirmed and approved by the Agrarian Reform Institute ( ISTA).

The three interviewees had parcels of land alloted and sold to them of aqual
size (3.0 manzanas).

The value of the land at the time of parcelling in 1980 was ¢ 8,000
(C 2,667 per manzana). No payments had been made for the iand against
principal or interest by any of the beneficiaries.

The principal crops produced by all three were corn and beans with same
sorghum. Fertilizer and herbicides were being utilized, and farming methods
are traditiomal and rudimentary. .

-

All three interviwees were clients of the Banco Mercantil, whose Credit Agent,
accanpani ed this reporter on the trip..

I1I.0ther Findings.

1. “All three Lnterviewees had large tamilies consisting of (1) 8 chi ldren,
(2) 6 children, (3) 7 children. No 2 and 3 had grown @p children, and the
older females had left hame and gone to San Salvador and were working as
domestic servants. The older males were employed on the farm. The younger
ciildren of school age were attending 1-2 days of classes per week, More
frecuent school attendance was not possible, because the classrocm located
about 1 km. distance fram the area, was too small to accancdate all the
children, therefore they were assigned attendance turns. None of the parents
were literate.

2. Out of the three interviewees only No.l was married, No.2 was single, and
No.3 was separated fram her spouse.

\'Vé
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3. The family diet consists mainly of corn cakes and boiled ( mashed) beans,
eggs, avocados, and fruits such as mangoes, guayaba, mandarinas, naranjitos,
etc., when in season, Neither of the three families had a vegetable garden.

4. Each of the three interviewees owned a horse each. This animai is used to
haul water during the dry season. During the rainy or wet season, water is
availabie from nearly streams and from wells dug on the farm. There was no
other iivestock. Each of the farms had a few laying hens ( 10-15), the produce
of which was for family consumption, a few turkeys ( 6-8) generaily marketed
prior to Christmas, and a hog raised fcr family consumption, but also for sale
in case of an emergency.

5. The estimated préduction from their farms based on double and tripie
cropping is calcuiated to be as follows:

3 manzanas of Maize (120 qq 4 ¢ 40 per qa.) ¢ 4,800
2 manzanas beans (l12gga ¢ 200 per aq.) ¢ 2,400
1 manzana sorghumn (15 gga ¢ 35 per gq.) ¢ 525

estimated annual incame ¢ 7,725

6. The loans advanced by the bank for production purposes amounts to about 40%
of the estimated incame. During the 1987 crops were affected by drought and
their loans were refinanced. Although the bean crop has been samewhat damaged
this crop season due to a heavy down-pour which washed away the piant
blosscms, the corn and sorghum crops are normal, and the interviewees expected
to repay their loans in full. The Credit Agent informed them he wouid be back
.in early November to make plans with them for the next Ccrop seasom.

7. The interest. rate paid by these farmers on their loans to the bank were 13%.

8. The younger males, do scme work outside of the family farm at certain
seascns of the year. Mzles over 20 years of age were married and had children
of their own. :

9. The housing is enormously sub-standard. Mud plaster applied to woven tree
branches on both sides, with a sheet metal roof bevelled at an argle of 6-8
degrees, and no windows. Two small roams, one being used for a kitchen. No
electricity. Family members live under extremely crowded and unsanitary
condi tians.

Conclusion

These Agrarian Reform beneficiaries are better of econamically as owners of
their land parcels, as compared to their pre-reform s:atus as renters, by the
fact that they do not share a portion of their harvest with anyone.

This is marginal land with a hilly typography. The farm families employ
traditional methods of cultivation and are passive in their outiook. They pay
¢ 100 annually to FINATA as a tax for their land parcel, and no payments

were made on principal or interest for the land. They are subsistance farmers
with limited prospects for adding to their incames.
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The road leading into this colony from the Sta. Ana/San Salvador highway is
extremely rocky, bumpy and difficuit for vehicles to manouver. The colony is
isolated and freight costs are high. ‘

There are limitations to what can be done to increase production and income on
this size of a farm, in this particular regici. A few more fruit trees could
be planted on each parcsl, especiaily near the house. Bee keeping and cottage
industries could be introduced if the technology wera availabie,

The bank credit at an annual interest rate of 13% made accessible to these
fariners has been beneficial for two reasons:

i) It is offered at low cost, and
ii)A portion of it is offered in kind, therefore the use of the commercial
in-puts has increased their production and inccome.

There is iittie if any roam for improving the lot of these families in their
present status. Better schools and an education for the children would
prepare them to cbtain off-the-farm employment, when the time cames to leave
the farm. Family planning programs would be desirable.



