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B. Recommendations

It is recommended that A.I.D. enter into a Project Agreement with the Banco
de la Republica of Colombia (Central Bank) for the development and implemen-
tation of a credit guaranty project under the Productive Credit Guaranty
Program pursuant to the authority of Section 222A of the FAA of 1974 (see
Attachment I).

The proposed credit guaranty system will have a capacity to guaranty a total
portfolio of loans equal to $12 million equivalent. A.I.D. assistance to
implement the program will consist of a guaranty of collection on eligible
loans made and assistance to the Central Bank for staff training and installa-
tion of the program, as follows:

Guaranty $6,000,000

Technical Assistance (AID/W funded) 10,000

C. Description of the Project

The proposed project involves the develcpment of a self-sustaining credit
guaranty system designed to stimulate the flow of private sector resources
in support of economic activities in potentially productive underpriviledged
socioeconomic sectors of Colombia. The proposed system would be self-
sustaining in that inordinate subsidies would not be required to cover pay-
ments of claims covered by the guaranty of the fund beyond a reasonable
period for start-up of operations.

The goal of the project is to introduce to the institutional credit system
those individuals and groups who, although with technically and economically
justified projects, cannot obtain funding from institutional lenders because
of insufficient collateral.

The immediate purpose is to establish a guaranty mechanism to enable private
lenders to make loans to small farmers and small business operators who have
insufficient collateral to satisfy normal collateral requirements. The
specific output will be a commercially viable credit guaranty mechanism.

The principal inputs will be provided by the Central Bank and A.I.D. The
Central Bank will be the Project Manager and Administrator of the Guaranty
System.and will provide office space and equipment, professional staff,
support services, budget support for Guaranty Fund administrative operational
expenses until the system becomes self-sustaining, and a counterguaranty of
the last 25 percent of the portfolio under the project.

A.I.D. technical assistance will cover the costs of a four-week training
seminar in Bogota, or any other convenient city, for the three professionals
who will manage the project. Training will be provided by the staff of
LA/DR/DB. Subsequently, technical assistance will also be provided by
AID/Washington through periodic visits when deemed necessary by USAID and/or
Central Bank.
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The project will be based on a system designed in 1973 with Colombian
officials. No major revisions of that system will be required; however,
all elements of the design will be reviewed for their appropriateness
during the training sessions.

A guaranty fund at the Central Bank will be the primary element of the
guaranty system. The fund will provide a guaranty of 75 percent of every
eligible loan made by participating private lenders. It will have a capac-
ity to guaranty a total of $12 million equivalent of outstanding loans. As
the system is not expected to reach the point where guaranty commission
revenues are equzl to, or exceed, projected amounts to be paid out against
guaranty claims before the second year of operation, contingent financial
support provided by A.I.D. and the Central Bank through their respective
guaranties is required. Should the fund be unable to cover its obligations
with any of the participating lenders from guaranty commission revenues,
A.I.D. will stand by to pay up to 50 percent of the portfolio of loans made
during any year of the project. If A.I.D. payments ever reach the 50 percent
level, and losses exceed that level, the Central Bank will cover the last
25 percent of the portfolios.

Thus, the risk in each lender's portfolio of loans from any one year will be
shared as follows:

Percent of Risk
(in order of exposure)

1. Lender 25
2. A.I.D. 50
3. Central Bank 25

Total Risk Coverage 100

Payments by A.I.D. against guaranty claims will be required only when fund
resources are depleted, which diminishes the probability and size of
possible A.I.D. payments. The historical losses of potential participating
lenders have been determined tn be below one percent per year. Based on
this fact, and allowing for a slightly higher loss rate factor owing to the
nature of the projects and borrowers to be involved in this activity, ini-
tially the guaranty commission to be charged for each loan covered by the
system will be three percent. That percentage is calculated to be adequate
to generate sufficient revenues to cover expected claims and administrative
costs of operating the fund. Sustained payments by the fund representing
more than three percent of outstanding loans would indicate either a need for
a higher guaranty commission charge or a failure of the administrative
control procedures of the guaranty program system. This system has been
designed to suspend lending before arrearages develop into undesirable
losses
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Only those projects found to be feasible by a qualified technician partici-
pating in the guaranty system will be eligible for the credit guaranty.
Rediscounts will be avallable from existing lines at the Central Bank to
provide liquidity to the eligible lenders participating in the program.

For a proposed loan to be eligible for the guaranty, the participating
lender must demonstrate that the credit it represents was granted in
accordance with current eligibility criteria (see below).

If the proposed project is approved, as noted earlier the final review of
the system design will be carried out during the training seminar. Oper-
ating handbooks will be reviewed and approved for printing, the project
administrative office will be organized, and lenders and technicians will
be incorporated into the program and trained. It is expected that lending
operations will start in April or May, 1977.

D. Summary Findings

In all aspects the project design appears adequate and the program is
appropriate for the Colombian environment. There is adequate physical

and intellectual infrastructure represented in the financial strength and
liquidity of the private banks and the monetary system, and in the quality
of the professional staffs of the private banks, Central Bank, and the
technical assistance entities envisioned as independent consultants for
the review or formulation of project and financial proposails.

The adequacy of existing physical and human resources and the compatibility
of the guaranty system with the regular operations of participating insti-
tutions constitutes a significant feature in support of goal of self-
sufficiency for the project. '

The projected social and economic impact of the proposal is expected to be
quite significant, particularly if viewed in relation to projects that
require international transfer of resources. The strong support provided
by the GOC for the program and the relative dynamism and variety of the
Colombian economy are factors which strongly indicate the program can meet
or exceed targeted objectives.

The need for a credit stimulating system such as proposed here, and the
timeliness of its implementation, is emphasized by data showing that less
than five percent of the economically active population has access to
credit for production.

E. Project Issues

Project Committee resolution of the issues raised by the DAEC and transmitted
to the Mission in cable 207998 is as follows:

1. Borrower and Project Eligibility — Borrower eligibility was
narrowed to individuals or groups who are:
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a) capable of managing a productive project but, because of
lack of capital to expand their operations, are operating at or near sub-
sistence levels and not growing economically;

b) whether employed or self-employed, earning total income of
not more than $1,000 equivalent per month from salaries and/or profits
from economic activities;

c¢) willing and able to contract debt and dedicate full time
to the success of the project;

d) unable to obtain credit on reasonable terms for the project
proposed because of insufficient collateral.

Eligible projects are defined as:

e) those found technically, financially and economically
feasible by participating technical consultants;

f) involving agriculture and agriculture-related activities;

g) involving small industry/services, if necessary for or
contributing substantially to community development;

h) activities located in rural areas or in market towns;

(Note: Market towns are defined as those communities where most of the
economic activity is related to agriculture. Those towns are also defined

as commercial and industrial centers where, through agroindustrial activities,
agricultural commodities are assembled and processed for transportation to the
capital cities of the country. There are the 22 capitals of departments and
Bogota; many fall within the definition of market towns. The operating
manuals will list those covered by the project.)

i) involving not more than $20,000 equivalent for projects
sponsored by one individual;

j) involving not more than $50,000 equivalent for projects
sponsored by groups; and

k) involving the financing of fixed and current assets, or
refinancing of debt in cases justified technically and financially only if
that debt was previously included under the guaranty.

All loans will be made at terms no longer than seven years and at the legal
interest rate in effect at the time the loan was approved, and ,will include
a one-time guaranty commission fee that shall not exceed five—/ percent cf
the loan.

1/ Initially, the guaranty commission will be set at three percent. If
necessary, the guaranty commission can be adjusted to meet the requirement of
self-sufficiency. However, it is felt that it should not be higher than five

percent of the credit, once. As stated on page three and shown in the Finan-

cial Projthlons, the guaranty commission will be three percent at the start
of the project.
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Any exceptions to these guidelines must be approved by the Central Bank
and justified by the specific merits of the particular project.

The above criteria focus the project assistance on the potentially productive
poor, who represent over 90 percent of the economically activce population.
These include small self-employed farmers, artisans, and business operators
who generally obtain their working or investment capital from money lenders
who usually buy the commodities the borrowers produce. The interest rates in
these operations are typically four percent per month, and the prices of the
commodities are established by the buyers themselves.

An appreciation of underemployment and income levels in Colombia can be ob-
tained from the results of a recent surveyl of 787,149 gainfully employed
individuals. 1In this group only 26 percent worked 49 or more hours per
month. Of the 74 percent, who worked 48 or less hours per month, some 83
percent indicated that they wished to work more. Of this underemployed 83
percent who wished to work more, 99.9 percent had no cash income or were
earning less than $240 equivalent per month. Lastly, over 95 percent of the
total sample of 787,149 individuals were earning below $240 equivalent per
month. It is reasonable that, with the price of the '"market basket'" at some
$200 equivalent per month, with the average of 4.5 persons per family and
with an estimate of over 95 percent of the economically active population
without access to credit for production, project benefits should be made
available to all those capable workers currently unemployed, and to those
others whose current earnings do not exceed $1,000 equivalent per month.

The target group will, therefore, be composed of employed, self-employed,
or unemployed individuals or groups who, unable to accumulate savings or
savings In a sufficient amount and for lack of access to credit, cannot start a

business of their own or operate efficiently a going business to improve their
socioeconomic status.

2. Mission Management of the PCGP - Once the system becomes opera-
tional, the Mission's role will involve normal project monitoring functions.
Accordingly, the Mission's projected manpower levels will be sufficient to
carry out the necessary visits, study the Central Bank's quarterly reports,
receive and process payments from and to the Central Bank, and report to
AID/W on project status. Regular (probably once each three to four months)
visits by the AID/W officer backstopping the guaranty program will also
assist the monitoring effort.

After the Mission withdraws from Colombia, the quarterly visits planned by
AID/W will be sufficient to maintain monitoring and provide the necessary
technical assistance.

3. Amount of Guaranty Requested - A closer look at the potential
number of participating lenders, their relative dynamism, and the availa-
bility of technicians for project and financial proposal formulation

1/ Published by Departamento Administrativo Nacional de Estadistica (DANE)
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revealed that the preliminary credit projections in the PRP were conserva-
tive. Revised financial projections for the guaranty fund, reflecting the
possible stimulative effect of the project on the credit operations of the
private lenders, are presented below under the heading, "Financial Analysis."
The amount of guaranty requested now is $6,000,000 equivalent.

4. Technical Assistance from A.1.D. - The PRP estimate of the need
for A.T.D. to provide 36 person/months of assistance to the Central Bank in
guaranty fund operations was determined to be excessive upon closer review
of the ability of the Central Bank to admirister the project. Accordingly,
the assistance to be provided by A.I.D. will be limited to the initial system
review and training of personnel who will administer the project, described
above under the "Project Description' section. Limited assistance may also
be provided by A.I.D. subsequently by the AID/W backs:op officer on the
planned, regular visits once each calendar quarter.

5. Adequacy of Guaranty System - As explained in the section on
lechnical Analysis,'" the proposed system is meant to neutralize the risk of
the lender in making loans to the target group for a one-time fee of three
percent of the credit granted, payable by the borrower. 1If the lender con-
tinues to make use of existing rediscount lines, where he makes an average
of three percent on rediscounted loans before losses, the guaranty system
will increase his net profit because the losses will be minimal or nil.

There may be an increase in the cost of processing these new, relatively small
loans, but it is expected to be less than, or equal to, the short-run increase
in profits made possible by the neutralization of the risk produced by the
guaranty. Only actual operating experience will indicate if other actions to
enhance the economic incentives to the lenders to participate in the program
are necessary. (Such actions might include, for example, increasing the redis-
countable portion of eligible loans.)

e

The long-run view, however, shows that the lender will be able to obtain sig-
nificant benefits by increasing the number of its customers without incurring
the normal costs of market expansion necessary in the absence of a guaranty
system. It is at best difficult to predict a priori what the exact benefit
will be to the lender from the proposed system. However, all necessary finan-
cial elements to assure lender participation have been incorporated in the
system design. Adjustments to increase the attractiveness of participation
will be made, if necessary.

6. Total Costs to Borrowers - The system will produce significant
benefits for the borrowers also in terms of a lower cost of credit for
projects. In an environment where there is no access to institutional credit
and the cost of credit from nonbanking-system sources is 40 percent and
above, the possibility of PCGP credit at 20 percent plus the guaranty com-
mission of three percent, and preinvestment technical assistance of up to
five percent, represents a significant relief. 1In a loan amortized in more
than one year, this translates into an effective rate of interest of 21.7
percent which, in the case of a small loan of $3,000, compares favorably with
the typical alternative at 40 percent where, additionally, there is no
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benefit from the technical preinvestment assistance required to assure
project soundness as 1s required under the PCGP. The following table
presents a comparison of two such loans:

Total Cost of a PCGP Loan Compared with the
Cost of a Loan From Noninstitutional Sources
Guaranty Total

Amount Term Interest Assistance Fee  Cost
PCGP $3,000 2 Yrs. 20% 5% 3% $ 651
Noninstitutional $3,000 2 Yrs. 407 - - $1,200

7. Expiration of Authority - The PRP noted that rapid devglopment
and initiation of project operations were essential to securing GOC support
for the program since the Agency's authority for PCGP projects expires on
December 31, 1977. Extensive discussions on this issue with GOC officials
revealed the government's desire to proceed with installation of the small
loan guaranty program, regardless of the rapidly approaching expiration date
and the possibility (although not a probability) that that authority might
not be extended. The GOC officials consulted stated categorically that,
while they hope U.S. support for the program continues, they want to have a
small loan guaranty program operational, regardless of whether they share or
must assume full responsibility for the possible liabilities of the program.
The GOC view, therefore, placed high value on immediate U.S. (A.I.D.)
assistance and support in installing and commencing operations under the
program.

1I. Project Background and Detailed Description

A. Background

The idea of developing a loan guaranty system for Colombia dates back to
1970, when OPIC, then trying to implement the authority of Section 240 of
the FAA of 1969 (the '"Moss Amendment'), tried unsuccessfully to interest
private lenders in the experimental small loan guaranty program called the
Community Credit Guaranty Program (CCGP). Potential participating lenders
believed the CCGP guaranty system inadequate for the Colombian environment,
a factor which caused OPIC to suspend all CCGP activities in Colombia.

However, OPIC was able to experiment with the CCGP in Brazil, Honduras,
Guatemala, and Panama, and by 1972, the concept for a new system, which
represented a refinement of certain CCGP elements, had been developed.
Visiting Colombian Government officials learned about this new system in
Washington, and by June 197Z, the Minister of "Hacienda y Credito Publii?”
requested that Colombia be considered for participation in the program.
OPIC responded affirmatively and, after clearing the new concept with the
A.I.D. Mission, began to study the possibilities for implementation of the
system in the country. By August, 1973, OPIC decided that the program

1/ See Attachment IV.



should be implemented with the support of and through the Banco de la
Republica.

After some delay, by July of 1974, the system design for the country had
been completed. By that date, however, OPIC was looking for a transfer

of the '"Moss Amendment' authority to A.I.D., thought to be better equipped
to conduct an experimental development program of the nature of the PCGP.
Among the merits cited for the transfer were A.I.D.'s better perception

and knowledge of the problems of credit and production at the 'grass-roots"
levels of Latin American societies. Another strength underlined was the
Agency's continuous presence in L.A. countries (a feature not found in
OPIC, which still conducts all operations from Washington). Congressional
resistance to an OPIC proposal for establishing field offices to carry out
the program, and receptivity to the suggested aiternative of transferring
the authority, resulted in enactment of Section 222A of the FAA of 1974,
which gives A.I.D. sole responsibility for developing experimental guaranty
programs in up to five Latin American countries (see Attachment I).

Consideration of the proposed project represents the culmination of over five
years of effort to institute the small loan guaranty program approach in
Colombia. The need for an effective low—cost loan guaranty system to
stimulate credit expansion for productive activities of the poor has been
long recognized by Colombian officials. The enthusiasm of the GOC and, in
particular, of the Banco de la Republica, both amply documented in the PRP
for this project presented by the Mission in June of this year, reflects

firm and continuing awareness of the problem and the attractiveness of the
proposed solution. The GOC reiterated itslyequest for the loan guaranty
project under the PCGP in December of 197 .

Tbg proposed guaranty system is expected to demonstrate significant utility
ag/mechanism the GOC can use to stimulate access to institutional credit
for production to individuals beyond the five percent of the economically
active population which currently has access to it.

B. Description v

The sector goai of the project is to enable productive individuals to have
access to the Colombian institutional credit system. Currently, because of
insufficient collateral, most Colombians are unable even to consider under-
taking productive ventures which require limited capital investment because
of this collateral constraint, remaining as a consequence at precarious
subsistence levels. Individuals engaged in productive activities with need
for credit, but unable to obtain credit from institutional lenders, in most
instances are forced to use credit from sources at a cost that impedes any
possibilities for capitalization and economic growth.

The intention of the legislators, who provided the guaranty authority under
Section 222A of the FAA, is to develop commercially viable mechanisms that

l/ See Attachment V.
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will provide an incentive to private institutional lenders to begin.to
operate with individuals in projects considered to be exceedingly risky.
Therefore, the purpose of the project is to create a credit guaranty .
mechanism that will neutralize the real or imagined risk of the operatlons
proposed by potentially productive individuals normally outside of the
credit system. These individuals constitute an invaluable asset for
socioeconomic development at the ""grass-roots' level of society. They are
small farmers, small business operators engaged in food production and
commercialization, and generally small businesses in the production,
manufacture or service industries having a direct impact on the community.

The output of the project will be a proven credit guaranty system.with'a'
record that could justify the subsequent strengthening and expansion of its
capacity by the Government of Colombia. 1In a second development phasg,
guaranty system operations could be extended by the GOC to all the privately
oriented Colombian financial institutions that, because of their mixed
capitalization, cannot currently participate in this project (Section 222A
limits the guaranty coverage to private financial institutions).

In preparation for implementing this program, the Board of the Banco de la
Republica h?? approved the creation of a guaranty fund, and the utilization
of $851,063~" equivalent to start providing guaranties to public institu-
tions for loans made for eligible agricultural projects. A special control
system will be established to separate these loans from those supported by
the fund under the PCGP guaranty. Operations with the public institutions
will not affect in any way the fund's operations under the PCGP guidelines.
The Government of Colombia will provide appropriate additional financial

support to the proposed PCGP program (up to $3.0 million equivalent in
guaranty coverage).

A.T1.D.'s input to the program will be a guaranty of collection to the partici-
pating private lenders through the guaranty fund to be administered by the
Banco de la Republica. This guaranty will cover up to 75 percent of the
outstanding amounts of principal and interest of each loan in continuous
default for 150 days, for an aggregate amount no larger than 50 percent of

the guarantied portfolio of loans. To supplement the A.I.D. input, the

Barnico de la Republica will provide a guaranty of collection for the remaining
25 percent of the portfolio.

The proposed fund will guaranty 75 percent of each loan made by a participating
lender. If the fund's income from guaranty commissions is not sufficient to
pay claims under the guaranty, A.I.D. will pay up to 75 percent of each loan,
but these payments, iin total, cannot exceed half of the total outstanding
capital in loans made during any year of the project's operations. The Banco
de la Republica will make such payments against claims as necessary after
A.1.D. liability exposure has reached its limit.

In addition to the guaranty, A.I.D. will provide a four-week training seminar

1/ Col. $30,000,000
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in Bogota or another convenient city for the professional staff assigned

by Banco de la Republica to administer the credit guaranty system. A.I.D.
will also stand ready to assist the Banco de la Republica if necessary during
the first two years of operations, through Mission or AID/W personnel assis-
tance. Normal monitoring efforts are expected to require no more than one-
fourth of a person-year.

Under the contracts for participation in the guaranty system, private
lenders will continue efforts to recover delinquent loans for which claims
were paid by the fund under the guaranty and, in the event of recovery,
will pay back to the fund 75 percent of the amount recovered, after
deducting recuperation expenses.

In the event the GOU decides to terminate the project, the capital in the
guaranty fund at the time of the decision will be distriluted among all
those borrowers who obtained guarantied loans and contributed to the
capitalization of the fund through payments of guaranties.

Implementation of the project involves organization and adaptation of
certain existing institutions or individuals into components or subsystems
of the operational system, without requiring a significant increase of
their physical, installed capacity.

The institutions and entities to be involved in the PCGP are:

1. Banco de la Republica - will implement the guaranty system,
coordinate the activities of the other three subsystems and administer the
guaranty fund. The bank will also provide liquidity for lending under the
guaranty through existing rediscount lines. There are at present four
rediscount funds at the Bank to support practically every conceivable
productive activity in the country.

2. Agency for International Development - will provide the
necessary technical assistance for the implementation and operation of the
system and will guaranty up to 50 percent of the eligible portfolio of
loans made under the program. A.I.D.'s obligation will be up to 75 percent
of each eligible loan in the portfolio for an aggregate amount not to exceed
50 percent of the outstanding loans made in each year of the project.

3. Participating Credit Institutions - will screen potential bor-
rowers and projects, and grant credit consistent with the recommendations
of the participating technicians (see below) as well as all other policies
and procedures established by Banco de la Republica for the program. Loans
thus generated will be eligible for rediscount in accordance with the
applicable criteria of the pertinent rediscount fund. To participate in
the system, the lender must be a private financial institution with a
record of success in no less than three years of operations.

4. Participating Technicians - will be a group of qualified
technicians listed in the Operations Handbook for the guaranty program
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to bhe used by each lender. This group will constitute a pool of technical
asclintance that will work as independent consultants In accordance with
pollcy and procedures fssued by the Banco de la Republica. They will
assist in the review and/or development of project and financial proposals
from elipible borrowers, and the cost of their inputs will be included

as part of each project's cost. The technician's recommendation on each
project proposal will relate to project merits in terms of technical,
economic and financial viability.

C. Administ:ation

The Banco de la Republica will create an administrative unit to manage the
Cuaranty Fund within the existing orpanizational structure of credit
opcrations. The unit will be staffed with a director, one economic ana-
lyst, one financial/administrative analyst, a junior professional with
training in finance and economics, and a secretary.

Administration of the guaranty pregram will involve discharging four
principal responsibilities comprising individual activities as follows:

1. Research and Planning

a) Periodic analyses to determine:

i) priorities for satisfaction of credit needs;
i{1) availability of physical and human resources;
i11) legal framework for utilization of resources:
iv) applicability of current monetary policy and/or
needs for modifications;
v) availability, or need for creation or modification
of systems to mobilize financial rescurces.

b) Periodic review of project objectives and achievements
and definition of measuratle criteria for:

i) total volume of loans by lending institution;
ii) distribution of credit through rural and urban areas;
iii) geographic distribution of project coverage;
iv) number and capacity of participating lending institutions;
v) resource mobilization goals through rediscounts, etc.;
vi) levels of capitalization for guaranty fund;
vii) number and capacity of available sources of technical
assistance;
viii) operations plan for the guaranty system;
ix) operating budget for the guaranty system;
x) pricing policy and guaranty commissions;
xi) technical assistance fee.

¢) Studies of special systems features and recommendations to
improve their effectiveness and efficiency with emphasis in:

i) policy
ii) organizational structures;
i1i) methods and procedures;

iv) combinations of 1) through iv).



2. Desiyn and Taplonentation

a) Development and updating of:

i) communications and information systems;
11) administrat’ve and financial mclels;
111) randbooks with operating policy and procedurcs
approved by Central Bank and AID.

b) Selection, incorporation and training, and coordination of:
1) technical assistance entities;
i1) financial institutions;
i1i) support subsystems within and without the Banco de la
Repdblica.

3. Operations and Control

a) Maintenance of the central register of:

1) loars grezanted and borrowers;
il) technical assistance operatious;
111) arrearages, delinguercy periods and defaults;
iv) doubtful recuperations;
v) audits;
vi) payments of guaranties and of technical assistance;
vii) other borrowers’ assets encumberad;
viii) rarticipating institutions;
ix) accounting and administrative data.

b) Execution and preparation of:

i) rayménts;
ii) collections;
1i1) inspections;
iv) audits;
v) correctivs ictions;
vi) financial staizments of the fund;
- vii) operations reports.

¢) Monitoring of:

i) trends in approvals and disbursements;
ii) wtilization of guarantied loans resources;
111) actual suborojects' performance per their initial
projections;
iv) loan amortizatioms aad delinquencies;
v) management of assets received after payment of
guaranties;
vi) lender’s ecpserations and portfolio status.
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4. Evaluation and Information

a) Compiling and updating statistical analyses of:

1) credit volumes;
i1) productivity of borrowers;
i11) profitability of borrowers, lenders, technicians,
and other participants in the system;
iv) benefits to the national government;
v) borrowers' incomes;
vi) living standards;
vii) any other identifiable effect of the guaranty system.

b) Fditing and dissemination of information through:

i) publication of special studies, and
ii1) publication of the Annual Report on PCGP activities.

D. System Operations

Loan guaranty system operations can be synthesized in three major functions.

1. Credit and Technical Assistance - The system will support credit
for small scale productive activities in agriculture and agribusiness and
small industry and commercial activities deemed necessary to provide eco-
nomic opportunities and needed services for community development. Hence,
the thrust of the project will be to stimulate production principally in
rural areas and to foster community development. All the projects proposed
for financing under the guaranty must be of a self-help nature involving
the direct participation of the project owner(s)/sponsor(s) in the produc-
tion process.

Projects based in urban areas must be in "market towns,'" defined as areas
where the majority of the town's economic activity is related to the
agricultural activities in the immediate rural surrounding areas and where
agricultural commodities are likely to be marketed or processed and assembled
for transportation to other areas. A listing of centers classified as
"market towns' will be developed for inclusion in the Operating Fandbook.

Within the range of activities supported by the project, availability of

the guaranty will be limited to those that are technically, economically,
legally, and financially feasible and only in instances where credit on
reasonable terms is not available from other sources and there is insufficient
collateral to secure funding from institutional lenders. It is important

to note that though lack of collateral is an essential factor in the
eligibility of a project, its viability in technical, economic and financial
terms is no less important. Moreover, the project analysis will focus on

the individual borrower's motivation and potential as a productive new

credit user within the institutional credit system.
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The provision of, or for, appropriate pre-investment technical assistance
for project and financial proposal formulation is an essentlal element

of the system. To secure the availability of qualified technicians, the
Banco de la Republica has developed a directory of 256 consulting firms
in the country. While these firms are located principally in the eleven
largest cities, complete rural and "market town'" country coverage will
result as the consultants will be able to service the needs of partici-
pating lenders of surrounding rural areas without difficulty. Fees
schedules will be negotiated by the Central Bank and will be paid by the

borrower through the Central Bank, after collection of the fee through
the lender.

Tn accordance with the experience of the Central Bank with a similar
system for technical assistance to small and medium size agricultural
projects, the cost of this type of pre-investment assistance averages

3 percent of the total project cost. As the projects contemplated under
the PCCP will be of a more difficult nature because of their greater
variety, small size and more distant locations, the cost of the assistance
is estimated to average 5 percent. This, as was explained earlier, does
not constitute a significant burden to such projects, which are expected
to yield investment returns above 30 percent.

The lenders' Operations Handbook will list all the active technicians by
specialization, physical location, and fees per man-day, man-week, and
man-month. This directory will be expanded as the project develops.
Payments for technicians' involvement in studies in which the subproject
was found inclipible for financial assistance will be made out of accu-
mulated differences between the fees charged for technical assistance
services to the projects and the fees paid by the Central Bank to the
technicians for those services.—/ It is expected that a '"markup'" of

10 percent will suffice to cover these costs.

The technical and economic analyses cf each project will determine the
minimum capitalization required for the activity to be viable.

2. Guarantied Loan Amortization and Borrowers' Performance
Information - The granting of a guarantied loan by any participating lender
will immediately be reported to the Banco de la Republica. The bank will
open a file on each loan and will receive thereafter monthly information
about delinquent payments only. 1In this way the bank will have recent
information about the total portfolio under the guaranty and about the
magnitude of the balances in arrears. This will also facilitate the
monitoring of the lender's operations, the determination of loan eligibil-
ity for the guaranty, the needs for project and/or portfolio audits, and
the lender's eligibility for payment of any guarantied loan.

1/ See explanation of account 12 of financial projections, page 28
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The fnformation svstem will enable the Central Bank to assure the proper
functioning of the program. Inordinate increascs of arrearapges must be
promptly identified to slovw or suspeund the lending operations of those
lenders 1likel; to show losses approaching 3 percent (the amount of
guaranty commission).

In addition to the lender's reports, the Central Bank will also receive
technicians' reports on technical assistance provided to approved
projects. A lender's deviation from the program's procedural guidelines
in granting any loan (e.g. when the recommendation of a consultant tech-
nician was negative) will render the guaranty invalid and the obligation
of the fund terminated.

The Rank of the Republic will submit to USAID a quarterly report with
information about the operations of the project, the financial situation
of the fund, total A.I.D. exposure under the guaranty and lenders' and
borrowers ! performance as reflected in the portfolio status at the end of
the quarter.

3. Cuaranty Payments and Other Payments - The initial 25 percent
of risk is borne by the lender, with the first guaranty obligation
assipned to the fund which agrees to pay 75 percent of the outstanding
balance of a loan 1n default made by a participating lender in accordance
with the guidelinesl given to the lender by the Banco de la Republica.
Payment by the fund will take place after 150 days of delinquency, if the
lender has initiated legal action against the delinquent borrower.
llowever, in the event the fund's resources are not sufficient to pay any
or all claims, A.T.N. will pay up to 75 percent of each eligible loan,
but the sum of A.I.D.'s payments shall not be more than 50 percent of the
outstanding balance of guarantied loans made in each year of the program.

Therefore, to supplement the A.I.D. obligation, the Banco de la Republica
will make payments for up to the remaining 25 percent of the portfolio
guarantied by the fund. If the guaranty commission is priced in accor-
dance with a realistic assessment of the risk, the fund will have sufficient
liquidity to cover its obligations. If the technical assistance subsystem
is properly administered and the lenders continue to exercise prudence in
their operations, delinquencies are not expected to exceed five percent

of any year's portfolio. Nevertheless, in the event of unexpected losses,
A.T.D. may have to cover part of the fund's obligations. The expected
effectiveness of the control system to stop lending before losses reach

3 percent, and the A.I.D. coverage of up to 50 percent of the portfolio,
make guaranty payments by the Banco de la Republica a remote probability.

A feature that will enhance the liquidity of the fund (i.e., minimize the
likelihood of fund payments) is that assets of the project will be pledged
as additional guaranty, and in accordance with Colombian financial

1/ To be contained in the Operations Handbook defining those procedures
each lender will use in the program.
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practices, the borrower waives the right to protest any legal action by
the lender in the event of defaults. The borrower also transfers the
ownership of those assets to the lender until the loan is fully amortized.
Thus, lengthy legal proceedings to recuperate the defaulted loan are not
required, and prompt recuperation is insured and the liquidity of the

fund protected. Moreover, the lender is obligated to pay back to the

fund 75 percent of any amount recuperated from a defaulted loan for which
a claim was paid under the guaranty.

To comply with Section 223 of the FAA, a one-time guaranty fee (distinct
from the guaranty commission) has been set at 0.25 percent of the credit
guarantied by the fund, payable quarterly in local currency at the time
of the quarterly report of the Banco de la Republica to USAID.

As stated, the Ranco de la Republica will be solely responsible for the
administration of the guaranty system. A.I.D. will develop and provide
the initial training of the three professionals assigned by the bank to
the guaranty fund administrative unit. This training will take place

in Bogota, or 1in another convenient place, for four consecutive weeks.

The training will cover the basic technical principles of guaranty mechan-
isms and their design, organization, and operations. The output of the
training session will be the final draft of operations handbooks ready

for approval by Banco de la Republica and A.T.D.

The normal monitoring of the project by USAID/Bogota will he carried out
under the direction of the Project Committee formed by:

James Suma CRDO

Neil Billig CRDO

Jerry Martin Controller
George McCloskey Program Officer
Phillip Smith ARDO

To assist in this monitoring, and to provide technical support to the
Banco de la Republica, AID/W will provide TDY assistance as needed. It
is expected that up to a one-week visit per quarter will be sufficient
for as long as A.I.D. is involved in the project. After the Mission's
phase-out program is complete, the proposed quarterly TDY visits will be
sufficient to monitor program activities and any continuing A.I.D.
responsibilities.

ITI. Project Analyses

A. Technical AnaLysis and Environmental Assessment

The proposed guaranty system is intended to neutralize the risk inherent
in the operations of the participating lenders with respect to loans
made to members of the target group. The need for this system arises
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from the typical lender's belief that the proper interest charge, or
price, for loans made to individuals outside the credit system cannot be
ascertained because of the uncertainty associated with the risk. 1In
other words, the high degree of uncertainty tyvpically encountered makes
the risk infinite. To 1llustrate, the following equation represents the
factors to be considered by the lender:

Cost + Risk = Price

COST is the opportunity cost, the administrative cost and the
price the lender must pay either to the Central Bank or to his
depositors.

RISK 1s the probability of the loan being defaulted and lost.
With the general tendency of the commercial banker to cover
100 percent of the risk through the requirement of collateral
in operations with new borrowers, the lack of sufficient mort-

gageable assets on the part of the credit applicant makes the
operation impossible.

Therefore, the role of the guaranty system is to assume the "infinite"
risk of the lender and provide through existing concessional rediscount
rates the incentives to lend at institutional interest rates. This is
intended to allow the lender a net return equal to his cost of opportunity.
The self-sufficiency of the guaranty fund, an objective of this project,
will depend principally on the accuracy with which the potential risk is
quantified to adequately price the guaranty, and on the reliability of
the technical assistance subsystem in the development and selection of
viable projects. For example, assuming no overhead costs for the moment,
the fund will be self-sufficient if losses turn out to be below the
accumulated revenues from the three percent guaranty commission planned.
Fxamination of the probable participating lenders' past performance in-
dicates that they have sustained losses below one percent of their port-
folios. Since the new lending will take place with different types of
borrower and projects, a guaranty commission of 3 percent should safely
cover losses and administrative expenses. The effectiveness of the feed--
back and control mechanism and management competence in maintaining the
balance of the financial equation explained in the next section will be
crucial to the achievement of self-sufficiency.

The project proposes the application of known risk management principles
in a loan guaranty mechanism to stimulate credit expansion in a specific
direction and to specific classes of individuals. The competence and
capacity to develop the system already exists in Colombia as is evident
in the dynamism of the economy and in the strength and record of success
of existing private credit institutions.
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On the one hand there are now over 20 private banks with more than 840
offices serving no less than 400 municipalities throughout the nation.

In addition to these banks, there are 14 private finance corporations
(corporaciones fipancieras)-and over 1,480 cooperatives with a membership
of over 1,100,000 . The private banks alone have maintained a portfolio
growth of over 26 percent over the last four years. In the same period,
the portfolios of the private "financieras" and the cooperatives grew at

24 percent. On the other hand, the motivation and dedication of the

people and increasing economic activity are reflected in the rate of growth

of the GNP of 6.8 percent between 1970 and 1974, the fourth highest in
lLatin America.

In terms of cost effectiveness, it is difficult to imagine a project that
could have as much impact at the lowest levels of society when compared
with the costs of the proposed inputs. A.I.D. will provide a guaranty,
which does not require a capital transfer to initiate the fund, that is
adequate (an equivalent of $6 million) to support a portfolio of up to

$12 million equivalent. If the guaranty commission is based on an accurate
assessment of the risk, as is suggested, the financial projections of the
fund indicate that A.I.D. may never have to pay any losses.

Costs of technical assistance and project monitoring to be provided by
A.1.D., and the subsidy of Banco de la Republica of $30,000 (to cover
administrative expenses before the fund breaks even), are relatively small
inputs compared with the cost of other development projects with similar
lending capacity and socioeconomic impact.

The positive interest i?d disposition of the bankers contacted and of the

Government of Colombia=' and the GOC's commitment to the program as noted

in its Economic Development Plan constitute a clear indication of adequate
support for the program.

B. Financial Analysis

Control of the variables in the following financial equation for the guaranty
fund by the Banco de la Republica is necessary for financial success:

Losses + Administration + Capitalization = Commission x Possible Lending
Absorptive Capacity

Where,
Losses = The aggregate of all the guaranty payments
on defaulted loans.
Administration = The cost of salaries, overhead and support

services.

* Source: Rural Cooperatives Development CAP, Table VIII, 1975. Of the total
co-ops, approximately 300 are rural, with more than 200,000 membership. Of

the urban co-opns,those involved with artisan activities, .as well as thore dedi-
cated to savings and loan and/or multi-function activities, are expected to
become participating lenders under the program, providing guarantied credits to
eligible borrowers for eligible projects.

1/ See Attachments IV and V.
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Capitalization Any annual operating surpluses (f.e., revenues

remaining after losses and administrative costs).

Commission = The fee paid by the borrower which is established
in accordance with expected rates of default and
administrative costs,

Possible Lending The total lending volumes permitted by the available

liquidity and installed capacity of the lenders.

Absorptive Capacity A restrictive factor determined by the relative avail-
ability of projects (principally determined by the
availability of adequate numbers of participating

technicians).

For an estimate of the possible effect of the guaranty system and its probable
financial success, a forecast is possible using available information on the
growth of private lenders' portfolios over the last five years. Table B-1
shows that their portfolios of short, medium and long-term credit grew from
$301.86 million equivalent in 1971 to $365.39 million equivalent in 1975.
Measuring from 1972, the yearly average compound rate of growth is 26.3 percent.
This relatively stable trend is extrapolated to 1980 which shows that the port-
folio of those lenders may grow from $461.2 million to over $1 billion equiva-
lent.

For the quantification of the effect of the availability of loan guaranties,

the expected new yearly credit granted by the private lenders without the system
serves as a base to estimate the stimulative effect of the newly available
guaranty system. The relative magnitude of this effect depends on the degree of
"market penetration" of the system. Assuming that the eligible system, for
purposes of this project, is comprised of the 840 existing bank offices and
approximately one-third of the existing cooperatives (or 540), the total lending
under the program may reach significant levels. Assuming aggressive promotion
and strong response by lenders, it is possible that by 1980 the system would be
stimulating new credit for an aggregate amount of nearly $49 million equivalent.
This estimate is derived from the assumptions that: a) average project size is
$15,000L ; b) bank branch offices make an average of two loans per office; and

c) participating cooperatives make an average of three loans per cooperative.
This would result in a stimulative effect of 20 percent of the normal credit
forecast without the project. As this effect cannot be expected to be as strong
in the first year, it is estimated at one percent for 1977. Assuming that the
average loan will be for 24 months, the total portfolio guarantied by the fund
could approach $76 million equivalent--a little over six percent of the estimated
portfolio of loans of $1.2 billion equivalent not under the guaranty fund. See
Tables B-1 and B-2. Tables B-3 and B-4 represent other less optimistic assump-
tions. Obviously, whether the program reaches the levels indicated in Tables

B-1 and B-2 depends upon both program promotion and lender response. However,
the firm GOC commitment to and support for the program suggests that promotion

is likely to be strongly emphasized. Lender response should also be strong

based on discussions held with potential participating lenders.

l/ It is expected that the average group project will require financial assistance
or some $30,000 equivalent. The $15,000 represents our best estimate of a mix of

group projects and individuals' projects.
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If the credit expansion projected in Table B-1 takes place and adminis-
trative expenses and losses are held constant, the effect on the
capitalization of the fund will be as shown in Table B-2. Obviously,
there is an infinite varilety of possibilities of levels both of credit
expansion and administrative expenses but, for the purpose of this
analysis, the presentations in Tables B-2 and B-4 will suffice.

Although recognizing absolute conclusions cannot be drawn from the above
financial projections, the project appears quite viable. In Table B-2,
with stabilization of losses at 3 percent, with the established national
credit system growth, and with stable project administrative expenses,
at the end of the second year the break-even point would be reached.

It is stressed, however, that A.I.D. guaranty coverage for new lending
in the proposed program beyond December 31, 1977, will not be forth-
coming unless the U.S. Congress extends the authority (see Attachment I)
beyond that date.

Under very optimistic assumptions the portfolio is not expected to grow
higher than $1.2 million equivalent in the first year, which will require

only $0.6 milliorn of A.I.D. exposure. See lines 17 and 19 of Table B-2
on page 24.
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TABIZ B-1
HISTORICAL PRIVATE BANKS' PORTFOLIO OF SHORT, MEDIUM, AND

LONG-TERM CREDIT FROM 1971 to 1975; FORECAST TO 1980, AND
EXPECTED STIMULATION BY THE PCGP - ALTERNATIVE I (Optimistic)

(in millions of dollarsl/)

New PCGP PCGP

Year Portfolio Credit Stimulatio 2/ Portfolioz/
1971 : 301.86
1972 181.26 ” -1290.6
1973 226.98 45.7
1974 279.43 52.5
1975 365.39 86.0

(Growth)

(26.3% )
1976 461,22 95.8
1977 582.53 121.3 = 1.2 1.2
1978 735.74 153.2 10.7 11.9
1979 929.23 193.5 27.1 37.8
1980 1,173.62 244.4 ég;g, 76.0

808.2, 87.9

1/ ys $1 = coL $35.25

z/ Stimulation of one percent in the first year to 20 percent in the
fourth year.

3/

=/ Expected average loan 15 24 months.

Source: Statistics were provided by Banco de la Repiblica.
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TABLE B-2

FRODUCTIVE CREDIT GUARANTY FUND /

ESTIMATE OF INCOME AND EXPENSES AND FINANCIAL STRENGTH 1
1977-1988

(in thousands of dollare)

1977 1978 1979 1980

1.  credit 2/ 1,213 10,724 27,090 48,880
A. INCOME

2. Guaranty Commission (.03x#1) 36 322 813 1,466
3. Sale and Rediscount Commizsion (.COSx#1) 6 53 135 '244
4, Interests {(24%) 5 52 197 463
5. Recuperations (.25xi#l13+1Yr) - - 9 81
6. Pre-Investment Assistance (.05x#.) 6 536 1,354 2,444
1. Cuaranty Payments by AID - - - -
8. Subsidy by Bank of the Republic 26 - - -

TOTAL 133 963 2,508 4,698

B. EXPENSES

9. Salaries 25 25 5 25
10. "Cesantias™ Generatad 1 1 1 1
11, Pre~Investmznt Assistance (.9x#6) 54 482 1,219 2,200
12, " " " (. x##6) 6 54 155 244
13, Payments of Guaranties (.C3xi#l-1yr.) - 36 32 813
14, Administrative Expenses 15 15 15 15
15. Guaranty Fes to AID (.0025x#1) 3 27 68 122

TOTAL Egigi _ 630 1,705 3,420

A - B - To Capitalize the Fund 29 323 723 1,278
16. Fund . 29 352 1,075 2,353
17. AID Exposure 606 [5,968]([18,9071(37,985]

18. Banco dea 1a Repidblica Expcsure 303 2,984 9,453 18,992

19, Portfolio 1,213 11,937 37,814 75,970

1/°  Accounts are explained in next page.

3/ From Table B-l
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TABLE B-3

CREDIT FORECAST TO 1980 AND POSSIBLE STIMULATION
BY THE PCGP - ALTERNATIVE II (Conservative)

(in millions of dollarsl/)

New “ PCGP 2 PCGP 3/
Year Credit Stimulation— Rortfolio=
1976 95.8 - , -
1977 121.3 : .6 .6
1978 153.2 5.4 6.0
1979 193.5 ~13.5 18.9
1980 244.4 24.5 38.0
808.2 44.0
1/ U.s. $1 = Col. $35.25

gj Stimulation one-half percent in the first year to ten percent in the
fourth year.

3/ Expected average term is 24 months.

Source:

Table B-1
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For the financial preojections in Table B=4, a wore conservative
stimulative effect of the PCCP was assumed under four possible
scenarios:

1. that in the first vear credit expansion of only one-half
percent above the normal trend will be caused by the PCGP ($600,000
equivalent), and that by 1980, half of the private hanks' offices
(840) and cooperatives (790) existing today will be regular participants
in the program. [ach will be then assumed to be funding two subprojects

per year at an average of $15,000 equivalent for a total of $24.5 wmillion
equivalent, or

2. that the same one-half percent above the normal trend will be
possible and that by 1980 all the banks' offices and cooperatives
{1630) will be funding not two, but one, subproject for an average of
§15,000 equivalent, or

3. that one-half percent above the normal trend will be possible
and that by 1980 all 1630 offices and cooperatives will be funding two
subprojects each for an average of $7,500 equivalent, or

4. that one-half percent above the normal trend will be possible
and that by 1980, half of the 1630 offices and cooperatives will be
funding one subproject for an average of $30,000 equivalent.
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TARLE B-4
PRODUCTIVE CREDIT GUARANTY FUND
FSTIMATE OF INCOME AND EXPENSES AND FINANCIAL STRENGTH.J;/
1977-1978
(in thousands ofbdollars)

1277 1978 1979 1980

1. credit?/ 600 5,400 13,500 24,500

A. REVENUTS

2. Guaranty Commission (.03 x {1) 18 162 405 735
3. Sale and Rediscount Commission (.055 x {1) 3 27 67 123
4. Interest (247) 2 21 84 201
5. Recuperations (.25 x #13 + 1 Yr) - - 5 45
6. Pre-Investment Assistance (.05 x #1) 30 27 675 1,225
7. Guaranty payments by A.I.D. - - - -
8. Subsidy by Bank of the Republic 26 - - -
TOTAL 79 237 1,236 2,329
B. SXPENDITURTES

9. Salaries 25 25 25 25
10. '"Cesantfas" Generated 1 1 1 1
11. Pre-investment Assistance (.9 x {#6) 27 24 608 1,103
12. Pre-investment Assistance (.1 x {#6) 3 3 67 122
13. Payments of Guaranties (.03 x #1 - 1 Yr) - 18 162 405
14. Administrative Fxpenses 15 15 15 15
15. Guaranty Fee to A.I.D, (.0025 x {1) 1 13 34 61
TOTAL 72 99 912 1,732

A - B = Operating Surplus(es) Available
to Capitalize the Fund 7 138 324 597

TOTAL ASSETS (real and contingent)

16. Fund 7.0 145.0 469.0 1,0€6.0
17. A.I.D. Guaranty Exposure 0.3 3.0 (9.5) (19.0)
18. Banco de la Repuhblica Guaranty Exposure 0.2 1.5 4.8 9.5
PORTFOLIO UNDER GUARANTY

19. Portfolio , 0.6 6.0 18.9 38.0

_l/ See explanation of accounts on page
2/ From Table B-3
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Frplanation of Items on Tables B-2
and B-4

1. Credit - Based on credit projections on Table B-1.

2. Guaranty Commission - As described earlier, a commission of 3 percent
is assumed to be appropriate for initiation of operations. With the
control mechanism effectively stabilizing losses below 3 percent, the

fund could safely support a portfolio equal to ten times its capital.
However, since the capitalization of the fund (represented by the differ-
ence between revenues and claims paid plus administrative expenses) may
not reach significant levels for some time, the counter guaranty of A.I.D.

and Banco de la Republica is nonetheless necessary for the foreseeable
future.

1. Sale and Rediscount Commission - This represents a charge by the
Banco de la Reputlica of one~half percent and is estimated to cover the
administrative cost of rediscounting the paper generated by the program
from participating lenders. As with the charge for the guaranty commis-
sion, it may need to be adjusted as the project develops.

4. 1Interest - Half of the vear's income from commissions, and the
accumulated surpluses (if any) will yield 24 percent per year, if invested
in prime GOC investment instruments like UPACs or similarly secure
alte-matives,

5. Recuperations - This represents an estimate that about one-fourth of
the puaranty payments made the previous year will be recuperated by the fund.

€. Preinvestment Assistance - Up to 5 percent of the credit granted by
participating lenders will go for payment of technical assistance to
Bank of the Republic. The bank will in turn pay the technicians as ex-
plained in Nos. 12 and 13, below.

7. Guaranty Payments by A,I.D. - The payments made by A.I.D. under its

obligation to pay 75 percent of each loan, up to 5C percent of the port-
folio, in the event the fund's resources are exhausted. No figures are

entered because of the assumption that the guaranty commissions will be

adequate to cover expected losses.

8. Subsidy by Banco de la Republica - Before the fund generates sufficient
revenues to become self-sustaining, the Bank will pay for the salaries and
fringe benefits of the personnel assigned to administer the project as
follows:




Monthly Salaries:

Project Director $ 580.00 It is estimated that an
2 Senior Analysts 435.00 amount equal to 607% of
1 Analyst 145.00 the salaries will be

1 Secretary 145.00 paid to cover bonuses,

family support subsidy,
social security, medical
services, contribution
to Sena, vacations,

$1,305.00 seniority bonus, etc. $ 783.00
Summary:
Total Monthly Salaries $ 1,305.00
Total Fringe Benefits 783.00
Cesantias Generated 108.75
Total Monthly Salaries and Fringes $ 2,196.75

Yearly subsidy by Bank of the Republic £€26,361.00

9. Salaries and Fringe Benefits - The yearly expenditure of salaries
and fringe benefits as computed under No. 8, above.

10. "Cesantias' Cenerated - The contribution to a fund that will either
pay one month's salary for every year of service, if the employee leaves

the institution, or will make the payments under a pension plan after the
employee retires.

11. Preinvestment Assistance - Payments to participating technicians

for the elaboration of feasibility studies and financial proposals, in
accordance with fee schedules negotiated with Banco de la Republica before
the technician's incorporation in the guaranty system. It is estimated
that 90 percent of projects studied will be found viable and funded.

(The cost of this assistance is charged to the project.)

12. Lost Preinvestment Assistance - Payments to the participating

technicians for project studies that resulted in negative recommendations
for funding.

13. Payments of Guaranty Claimg - It is estimated that each year the fund
will have to pay claims guaranties of the order of 3 percent of the credit
guarantied the year before.

14. Administrative Expenses - This is the payment for overhead and Banco
de la Republica's support services to implement, promote and operate the
project.
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15, Guaranty Fee to A.I.D. - In accordance with the policy established

by A.I.D. to comply with Section 223 of the FAA, the Bancoc de la Republica
will pav to A.I.D. quarterly in Colcmbian pesos an amount equal to .05
percent of the total credit granted each year under the guaranty.

16. Fund - The accumulated yearly surplus.

17. A.T.D., Guaranty Exposure -~ Fifty percent of tu> outstanding credit.
The fund will be able to support the burden of guaranty claims with ex-
pecvted income but the support of A.I.D. will continue to be necessary for
the =success of the project. Becaui? of the A.I.D. iimits of $6.0 million
equivalent, and December 31, 1977,~' the GOC/Céritral Pank will have to
provide the necessary support above and beyond these limits.

1¢. Central Bank Guaranty Exposure - Twenty-five percent of the portfolio.

As with the A.I.D. guaranty, the bank's support will be necessary beyond
the second year.

12, Portfolio - Total portfolio under the guaranty.

1/ See page 22



C. Sociloeconomic Analysis

As stated in the technical analvsis section, the project will make raxivur
use of existing resources. VMo significant departures from customary baai-
ing procedures will be required of participating lenders. Accordingly,
resistance to participation in the propram is not expected.

The proposed project constitutes a solution to the long-felt problem of
the inadequate flow and availability of credit te those individuals who
are not in the normal credit system and who have productive potentiasl --
that sector of the economically active population producing at subsistence
levels because of lack of capital, or those potentially productive tut
unemployed for the same reason. It has been amply dozumented not ounly in
Colombia, tut throughout Latin America, that the lack of fipancial assis-
tance at "grass roots'" levels is one of the most significant constraints
to socioeconomic development.

Assuming, on the basis of observation, the readiness of tt. population to
enpapce in rewarding economic endeavors, an increasing spresd cffect of

the project at the level of the borrowers will take place as potentially
eligible borrowers become aware of the success of others and »f the poten-
tial to increase their productivity and income through proper use of
financial leverage. They will scek financial leverage for whetever

accumulated capital they may have or, in the case of the dispossessed,
to their input of 1labor.

The bulk of the initial lending will probably be used to solve problems of
undercapitalization of small agricultural producers, artisans, small shop
operators and small food processors and distributors. Demand from those
individuals for credit will be stimulated through the advertising of
credit availability by the participating lenders.

In addition to those 256 firms of associated consultants already identi-
fied by Banco de la Republica, additional technical talent to expand the
list of approved consultants is expected to come from the numerous and
well qualified professionals and technicians working in the public or
private sector who do outside consultant work, a common practice in Latin

countries. Such individuals who are qualified will be encouraged to join
the program.

A spread effect will also take place at the level of the lender. As
shown in the projections, it is not expected that the project will have
a high stimulative effect in normal credit growth in the beginninp. tow-
ever, with time the system is expected to succeed in demonstrating to
some lenders the benefits of its financial incentives thereby justifying
to the lender the involvement with new credit users; the probability is
high that other lenders will try to enter the system, and new offices
will be opened to capture new previously ignored markets.
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A further spread effect, invelving vecognition of the bhencfits ol the
project 1tself as a developmental toeol., is alveady taking place.

Recause of the work already done with Banco de la Republica duvine the
conceptualization of the project, the Corporacion Financiera Topular

has requested and received assistance from AID/W to develop a crediy
puaranty system to stimulate lending for medium and small industre

The development of this system 1s well advanced and s expected to siavt
operations in the first quarter of 1977, perhaps before the PCGP becomes
operational. The Colombian setting appears particularly favorable for
future replication of such guaranty systems. Therefore, the experience
gained in Colombia will be extremely valuable in the cther five countria
where similar projects are also being Implemented and sponsored by A,?,D.

The soclal impact or distribution of benefits from the preject will be
felt by all those involved in the operations of the guaranty svsten,
particularly by those men and women who, for the first time, {+und
access to economic opportunity, or those who were able to climb above
subsistence levels because of financial assistance made available for
thelr project under this program. Ry the fourth year of opervations the
program may have generated some 30,000 projects of an average cost of
$15,000 equivalent, benefiting an estimated 90,000 or more individuals
within the target group. New economilc opportunity, new income, upward
socfal mobility, and better and stronger communities are typical of the
henefits expected.

Although women have traditionally played important roles in the government,
industry, politics, and business activities in the country, the project
management will pay particular attention to assure that women will not be
excluded from playing a role in the management, will participate as con-
sultants, and will benefit frow credit under the guaranty. No probleus
with this policy are anticipated.

D. Economic Analysis

From a macroeconomic point of view, the economic benefits of the program
can be measured in terms of employment, income generation by the new credit
stimulated by the guaranty system, new production of goods and services,
new tax revenues, social and community development, and integration of
previously neglacted productive sectors of the economy.

While as stated earlier, the bulk of the benefits from the project will
flow to over 90,000 individuals, there also will be substantial potential
benefits to the participating lenders in the guaranty system. In addition
to the individual who receives a salary and/or net profit from his/her
efforts, the lender can count on tangible financial returns made possible
by the guaranty mechanism, as explained in the technical analysis. As a
result, not only will the yield of small loans to the target group be
comparable with the yield of other possible investments, but involvement
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with such new clients may develop substantial future sources of credit
demand, able to function in the traditionmal credit system. Using the
first four-year credit forecast prepared for the financial analvsis,
assuming an average net yield of 3 percent from the credit of S88 million
equivalent granted by the participating lenders, and without a need to
increase installed capacity, there may be a total profit realized of

$2.6 million equivalent.

With respect to the individual borrower, assuming that benefits to the
borrower will not only be in terms of the net return from his/her project
but alsce in terms of the savings from a lower cost of borrowed funds,
thosc savings will amount to the difference between the '"loan shark”

rate of at least 4 percent per month and the 20 percent per year (the
current average institutional charge), a difference of roughly 24 per-
cent. This translates into some $21.1 million equivalent, if the $88
million equivalent forecast i1s loaned at an average term of two years.

Lastly, with an average cost of 5 percent of the credit for preinvestment
technical assistance, the participating technicians will be able to earn
fees for some $4.3 million equivalent.

It will be difficult to quantify the benefits from new direct and in-
direct employment created, new taxes to the local and national govern-
ments (from credit users, lenders and technicians), and strengthening

of the communities of the beneficiaries. It can be stated, however, that
it the project Is implemented and the forecast realized, a modest 50 per-
cent average gross return from the $88 million forecast will add $44
millfon to the economy, and the guaranty fund will have accumulated a
surplus of some £2.4 million equivalent. At that time the fund will have
suf{f{cient financial strength to continue guaranty operations without

the counterguaranties of A.I.D. and Banco de la Republica.

JV. Implementation Arrangements

The process of elipgible lenders and technicians is expected to be lengthy,
but relatively easy. The most critical task, because of the need for
thoroughness, will be the training of the administrative staff and
organization of the administrative unit at the Banco de la Republica.

A. Administrative Arrangements

1. Recipient - The Banco de la Republica as administrator of
the guaranty system will be the administrator of the A.I.D. guaranty that
shall flow through the guaranty fund to the participating lenders. The
technical strength of the bank and its authority in monetary matters
make it the most capable institution in the country to implement and
operate the project.
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Tte administrative unit will be staffed initially in accordance with the
perceived medium term needs of the project by three full-time profes-
sionals, who will receive from A.I.D. the necessary training and
assistance in the development, implementation and operation of the
guaranty system.

2. Lenders - The eligible lenders will be invited to partici-
pate. Those interested will receive training on how to operate in
accordance with project policies and procedures, and portfelio quotas
will be assipned in accordance with their relative strength, before thav
are authorized to start lending operations under the system.

3. Technicians - All the technicians in the directory developed
by the Banco de la Republica will be invited to participate. Fees will
be negotiated with those interested on the basis of reasonable salaries
and direct and indirect expenses. Training sessions will also be held
to familiarize them with the contents of the operating hardbcoks before
they are authorized to start operations under the system.

4. A.I1.D. - The officer assigned by the Project Committee to
maintain contact with Banco de la Republica will be thoroughly familiar
with project otjectives, operating policies and procedures.

B. Implementation Plan

The following calendar of events applies to the implementation of the
project as agreed with the Central Bank:

1 - Resolution of Board of Directors of Central
Bank approving the creation of the guaranty
fund with iT}tjal strength of $851,000

equivalent.— November 1976
2 - Submission Project Paper to DAEC. January
3 - Guaranty Authorization. See Attachment VII. January 1977
4 - Negotiation of Project Agreement. January/February

5 - Presentation of Pro%7ct and Negotiated
Agreement to CONPESZ/ by Central Bank and
Consejo Nacional de Planeacion (CNP) February

1/ Acta No. 353 of November 25, 1976
2/ Consejo Nactional de Politica Fconomica y Social
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6 - Approval of PFroject by Presidert and

Signature of Apreement.l/ February
7 - Training of Central Bank Staff and

Completion of Handbooks. February
8 - Analysis and Classification of Lenders. March
Q@ - Fvaluation and Classification of Technicians. March

10 -System Promotion with Lenders and

Technicians. March
11 -Training of Lenders and Technicians. April
12 -Start of Operations. April

C. T[valuation Arrangements

The flow of information from the Danco de la Republica to USAID will
permit a quarterly review of the project's operations. Reports will
cover operational statistics on borrowers, projects, geographic cover-
ape, economic activities supported, technical assistance services,
credit volumes, lenders' activities, portfolio status, delinquencies,
{inancial condition of the fund, etc.

This information will facilitate A.I.D.'s monitoring of operations and
verifications of compliance with project operating plans to achieve
mutually defined project objectives. A.I.D. will carry out periodic
visits to the Banco de la Republica and will maintain constant communi-
cation to facilitate exchange of informationm.

Under existing regulatory provisions, the Superintendent of Banks will
maintain the supervision of the lenders' utilization of rediscount
resources. Moreover, in accordance with the project's operating pro-
cedures, the staff of the administrative unit will also carry out audits
and inspections every time the monthly report of the lenders to the
Banco de la Republica indicate that such actions are necessary.

Lastly, the Banco de la Republica will publish yearly a PCGP report
with results and evaluation of the year's operations.

_;/ Tt is expected that after presentation to and approval by CONPES,
approval by the President and signature of the negotiated agreement

will follow. The exact approval procedure preferred by the GOC for

this type of economic assistance agreement cannot be accurately pre-
dicted at this time, and the timing for the signature may slip.



ATTACHMENT I

Section 222A - Agricultural and Productive Credit and Self-Help -~
Community Development Programs

A
(a) 1t is the sense of the Congress that in order to stimulate the
participation ol the private sector in the economic development of
less-developed countries in Latin America, the authority conferved by
this scction should be used to establish pilot programs in not more
than five lLatin American countries to encourage private banks, credit
institutions, similar private lending organizations, cooperatives,
and private nonprofit development ovganizations to make lcans on
rcasonable tecrms to organized groups and individuals residing in a
community for the purpose of enabling such groups and individuals to
carry out agricultural credit and self-help community development
projects for which they are unable to obtain financial assistance on
reasonable terms. Agricultural credit and assistance for self-help
community development projects should include, but not be limited to,
material and such projects as wells, pumps, farm machinery, improved
sced, fertilizer, pesticides, vocational training, food industry devel-
opment, nutrition projects, improved breeding stock for farm animals,
sanitation Lacilities, and looms and other handicraft aids.

(b) To carry out the purposes of Subsection (a), the agency primarily
responsible for administering Part 1 is authorized to issue guaranties,
on such terms and conditions as it shall determine,to private lending
institutions, cooperatives, and private nonprofit development organiza-
tions in not more than five Latin American countries assuring against
loss of not to exceed 50 percent of the portfolio of such loans made by
any lender to organized groups or individuals residing in a community
to cnable such groups or individuals carry out agricultural credit and
sclf-help community development projects for which they are unable to
obtain financial assistance on reasonable terms. In no event shall the
liability of the United States exceed 75 percent of any one loan.

(c) The total face amount of guaranties issued under this section out-
standing at any one time shall not exceed $15,000,000. Not more than
ten percent of such sum shall be provided for any one institution,
cooperative, or organization. .

(d) The Inter-American Foundation shall be consulted in developing
criteria for making loans eligible for guaranty coverage in Latin
America under this section.

(e) Not to exceed $3,000,000 of the guaranty reserve established under
Section 223(b) shall be available to make such payment as may be neces-
sary to discharge liabilities under guaranties issued under this sec-

tion or any guaranties previously issued under Section 240 of this Act.
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(f) Funds held by the Overseas Private Investment Corporation pursuant
to Section 236 may be available for meeting necessary administrative and

operating expenses for carrying out the provisions of this section through
June 30, 1976.

~
(g) The Overseas Private Investment Corporation shall, upon enactment of
this subscction, transfer to the agency primarily responsible for admin-
istering Part I all obligations, assets and related rights and responsi-
bilities arising out of, or related to, the predecessor program provided
for in Section 240 of this Act.

(h) The authority of this section shall continue until December 31, 1977.

(i) Notwithstanding the limitations in Subsection (c¢) of this section,
foreign currencies owned by the United States and determined by the Secre-
tary of the Treasury to be excess to the needs of the United States may be
utilized to carry out the purposes of this section, including the dis-
charge of liabilities under this subsection. The authority conferred by
this subsection shall be in addition to authority conferred by any other

provision of law to implement guaranty programs utilizing excess local
currency.

(j) The President shall, on or before January 15, 1976, make a detailed
report to the Congress on the results of the program established under
this scction, together with such recommendations as he may deem appropriate.

Scction 223 - Gencral Provisions

(a) A fee shall be charged for each guaranty issued under Section 221,
222, or 222A in an amount to be determined by the President. 1In the
event the fee to be charged for such type guaranty is reduced, fees to be
paid under existing contracts for the same type of guaranty may be
similarly reduced.




PROJECT CHECKLIST
for
PRODUCTIVE CREDIT GUARANTY PROJECT

1. Section 222A(a): Will the project encourage private banks, credit
institutions, similar private lending organizations, cooperatives or
private nonprofit development organizations to make loans for agricul-
tural credit and self-help community development projects?

Yes. The project is specifically designed to achieve this

objective. See statements of goal and purpose for the
project.

2. Section 222A(a): Will the project loans be made on reasonable
terms to organized groups or individuals residing in a community to
enable them to carry out agricultural credit and self-help community
development projects for which they are unable to obtain financial
assistance on reasonable terms?

Yes. Project loans will be made only to such individuals
and groups, and only for their agricultural and self-help
community development projects for which they are unable
to obtain credit on reasonable terms. Loan terms will be
those prevailing in the financial market for all tradi-
tional credit customers of the participating financial
institutions, plus a charge for the loan guaranty.

3. Section 222A(a): Will the agricultural credit and self-help com-
munity development projects include such projects as wells, pumps,
farm machinery, improved seed, fertilizer, pesticides, vocational
training, food industry development, nutrition projects, improved

breeding stock for farm animals, sanitation facilities and looms and
other handicraft aids?

Yes. All such projects will be eligible for credit
under this program.

4. Section 222A(c): Will the total face amount of guaranties,
including the one for this project, exceed $15,000,0007?

No. 1If this project is approved at the level of
guaranty requested ($6.0 m), a total face amount of
$9.0 m in guaranties will have been approved. (In

CY 1976, a $3.0 m guaranty program for Honduras was
approved.)
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5. Section 222A(b): Will the total number of Latin American coun-
tries receiving guaranties under Section 222A, including the one ftor
this project, exceed five?

No. With approval of this project, only Honduras and
Colombia will have received this guaranty program.

6. Section 222A(b): Will the guaranty assure against the loss of

more than 50 percent of the portfolio of eligible loans made by any
iender:

No. the guaranty agreement shall sc state.

7. Section 222A(b): Will the liability of the United States exceed
75 percent of any one loan?

No. The guaranty agreement shall so state.

8. Section 222A(c): Will more than $1,500,000 in face amount of
guaranties be provided for any one institution, cooperative or organi-
zation?

No. The guaranty agreement shall so state.

9. Section 222A(d): Has the Inter-American Foundation been consulted
in developing criteria for making loans eligible for guaranty coverage?

Yes. The official guidelines for borrower and project
eligibility established by AID/W for Section 222A
programs were developed in consultation with the Inter-—
American Foundation. Those guidelines will be incor-
porated into the official operating manual for this
program.

10. Section 222A(h): Do the participating institutions understand
that A.I.D. cannot issue any guaranties after December 31, 19777

Discussions on this topic have been carried on exclu-

sively with the Colombian Central Bank, the co-guarantor and
in-country administrator for the project. After the guar-
anty agreement is signed, eligible participating institu-
tions will be incorporated into the program and informed of
this fact as well as all other operating regulations.

11. Section 223(a): Will a fee be charged for each guaranty issued
under Section 222A in an amount to be determined by the President?

Yes. A guaranty fee of 0.0025 (one-fourth of one
percent) for each loan has been established by AID/W
for all programs approved under Section 222A. This
fee will be paid to A.I.D. for the guaranty.
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12. Section 223(h): Will appropriate steps be taken to assure that
no payment will be made under the guaranty for any loss arising out

of fraud or misrepresentaticn for which the party seeking payment is
responsible?

Yes. The guaranty agreement will so state.
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VIMESTERIO OF HACIENDA Y CREDITO PURLICO

DEPENDENCIA:

~ ' NUMERO:

Bogola, D.E. junio 30 de 1972

Mvr. KENNETH V. DAVIDSON
Direcclor

Community Credit Guaranty Program
Washington, D.C. 20527, U.S.A,

Dear Mr. Davidson :

Mr. Cloudio Ferniindez has informed the Government of Colombia on
the Cormvmunity Credil Guaranty Program, which we find very inleres
ling. i

We would like you io consgider the possibility of entering Colombia as
a participating nation. Once you define such possibility the Colombian
authoritics would be glad to work out with your representatives the
required legal arrangements in order to start off the program.

Sincerely,

’ . /\/ e ' _',/ .
lx_/.,/// roloe leitm) (70 7
/, . Vs
HUGO PALACIOS MEJIA
Minisiro de liacienda y Crédito PiOblico
Yncargado.
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1, USAID RECFIVED GOC LETYER 12/22/76 WHICA CONSTTTUTES cnven
FURMAL KEQUEST FOR PCGP PROGRAM, TEXYT QUOTED PARA 3 BELOYW,
YU BE INCORPORATED IN SUBJLEGCT PF AS ATTACHMENT Ve

it
5

2, WITH RECEPT CF LETTER, SISSION CONCURS TO DDAEC PROJECT
PRESERTATION ON FOGLLCOWING BASIS, ThAT IS LA/DR STAFF MWILL hANF
MOGLFYICATIONS TO PP TO INCRRPORATE THOST THREZETKEY ISSUES DiaguUsSSLd
DURING LEJOWSKI, VELASRUEZ & SUNA 12/22/76 TELECON AND, TQ THE
EXTENT POSSIBLE, THE OTHER POINTS ICENTIFIED,

3, QuUOTE:

"OFAR MR, MEGELLAS:

SURJECT: PRODUCTIVE CREDIT GUARANTY PROGECT

"IN REFERENCF wWITi YOUR LETTEX DATFD DEC. 1, 3976, 1 wOULD LIVE
TG KEITERATE TO YOU THE INTERST ©F THE MATIONAL GOVERNMENT IH
ORGANIZING THE PRODUCTIVE CREUIT GUARANYY FLND (PCGP) A5

WELL AS THE WISH GF THFE DNP (nATTONAL PLANNING DEPARTHMENT)
In ADVANCING THUSE STEPS NFCESSARY wITH 41D TU OBTAIN ECONOMIL

UNCLASSLIFLED _ s
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SRISTANCE IN OROER Tu UREFAT Tub PUee,

UTHE BAHEQO DE LA REPUnL 7o (BO2Y #8838 TiHE NE8EQEeIe YL IVY T puy

INTU OPLRATIGN THE Guas Ty Falebnd Anb, TIIREVO T, Ted MO0

WILL BE THE COLuMadIat Ex7ITVY THAT n?yL SANYTLTIRATE CLREETLY eray

YQUi, T OWQULD LYAS TO MUNTION mAl TnE rhe WAR O LRRATED kLt

NATIONAL RESCULES, WITHIN YITS Q04 CruyTy A GULRERTY FUNp

FOR TKE AGRICULTURFE AND LIVE STLUK TO? THAT CONETITUTLS vEY
J

l'\
SEC
COUNTERPART FUMNDS THAT THE CGOC wOULD FULLFILL ITS CUMiLTVENT
MITHH ATID.
"PERDING ACTIONS TO ACHIEYE THIS PRUPDS:L CAN AF SURMARLZED:

A, NEGUYTATIN DF THE PRuUJECT ASUCENEMT YHAT WOULD
BL SYGNUD BEYHEEDN AID AND THE COLUMplaN GUVERNMENT,

R, PRESENTATION aAND APPROVAL CF THE OFCERATION BY THE
COLUNMMYAN NATIONAL COUNUIL DF ECONOCRIC AND SOCTIAL
PoOLICY,

C, APPROVAL UF THE GUAGRANTY BY AID,

D, SIGWING OF THE AGRCEMIN,

N
SINCERFLY YOUKS, ?
JOHN NAITANJQ DCUSDEGES
GEPUTY IRECTOR o

DEFARYAMENTO NACIONAL UL PLuNtALTUN
NATE CECENMBER 12, 1976 ¢!

4, ADVISE,
SANCHE?

SRR UNCLASSIFIED
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Fia AMEMBASSY BOGOTA

TO SECSTAYE WASKU: o999
UNCLAS BOGDTA #2637
AIDAC

F.O, 116528 N/A
Syl JECTT PCGP
RCFS 6GOC LETTER OF REQUEST FOR AI(L ASSISYED PCGP DATED 12/2p/7¢

PASS LTJEWSKI & VELASQUEZ, LA/DFK

1, IN RESPOSE TO QUESTIUN RAISFD IN LT1JRWSK]I, VELASQUEZ & SuMA
12/23/76 TELECON, MET WITH GAUBRIEL GLOMEZ, BUR PCGP COUNTERPART,
SAME DAY,

2, DURING CONVERSATION AT wHICh TIME COFY OUF HONDURAN PCGP SIGNSCD

AGREEMFNT WAS GIVEN YO GONMEZ, HFf *3ciaFn WFE THAT BOR IS PREPAREY
AND NEADY TO PROVIDE COUNTEKRPARY by CEs5AKY TO IMPLEMENT AID = GUC
PCGP PROGRAM,

SANCHE?Z

UNCLASSIFIED Lo




" ATTACHMENT VI

CERTIFICATION PURSUANT TO SECTION 611 (e) OF THE
FOREIGN ASSISTANCE ACT

1, James Megellas, the principal officer of the Agency for
International Development in Colombia, having taken into
account among other factors the maintenance and utilization
of projects in Colombia previously financed or assisted by
the United States, do hereby certify that in my judgment
Colombia has the technical capability and physical and human
resources to develop and maintain the administrative system
required to utilize the proposed $6,000,000 of loan guaranty
authority under the Productive Credit Guaranty Program.
Section 222A, FAA of 1974.

James Megell y
USAID Mission D tor



ATTACHIIENT VI

GUARANTY AUTHORIZATION

~
Provided From: FAA Section 222A
Colombia: Productive Credit Guaranty Program

Pursuant o the authority vested in me as Deputy U.S. Coordinator,
Alliance for Progress, by the Foreign Assistance Act of 1961, as amended
(*the Act'), and the delcegations of authority issued thereunder, I hereby
authorize the issuance of a guarantee to eligible private lenders in the
Republic of Colombia ("eligible lenders'') pursuant to Section 222A of the
Act and in furtherance of the Alliance for Progress for an aggregate
amount not to exceed six million United States dollars ($6, 000, 000)
("Guaranty"), The Banco de la Reptiblica of Colombia ('"/4dministrator'')
shall establish a Productive Credit Guaranty Fund ('"Fund'') pursuant to
the Productive Cred't Guaranty Program '""PCGP'") for the purpose of
repaying cligible loans (''loans') made by any cligible lender on which

a defaull has occurred., The guaranty shall be subject to the following
terms and conditions:

I. Period of Fligibility

The guaranty provided hercin shall be applicable to loans made by
any cligible lender subsequent to the date on which the Agency for
International Devclopment ("A.L. D.'") notifies the Administrator that
all applicable conditions precedent have been satisfied with respect

to the fund ("commencement date'), but shall not be applicable to
loans made after December 31, 1977,

II. Amount of Guaranty

Upon a showing by the Administrator that the resources of the Fund
have been totally depleted, A.I.D. shall pay to each eligible lender
pursuant to the guaranty, an amount equal to seventy-five percent
(75%) of the outstanding principal balance of each loan on which a
default has occurred; provided, however, that in no event shall

A.I.D. pay to any eligible lender an amount which represents more
than [ifty percent (507) of the outstanding balance of pxincipal of loans
made by the lenders in =ny discrete calendar year; provided

further, that the aggregate A.I. D, liability under this guaranty

shall in no ecvent exceed six million United States dollars (%6, 000, 000).
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[1r. Commission and Fees

Fach borrower shall pay to the cligible lender a guaranty

commission in an amount that shall not exceed ['ve percent (5%) of

the amount of cach loan made by such eligible lender under the

PCGP ("'guaranty cor mission'), which guaranty commission shall be
paid immediately into the Fund by such eligible lender. The Administrator

shall pay to A.I. D. in Colombian pesos on a quarterly basis a

guaranty [(ce in an amount equal to .25 percent (1/4%) of the amount of

cach loan guaranteed during such period (''guaranty fee').

IV. Conditions Preceent

A, Prior to the issuance of the first guarzanty under the PCGP, the
Administrator shall submit to A.I. D. in form and substance
safisfactory to A. [. D.: ‘

(1) a time-phascd implementation plan for the PCGP;

(2) a roster of the Administrator's personnel responsible for
the implementation of the PCGP;

(3) a standard guaranty agreement form to be executed by and
betwcen the Administrator and each eligible lender;

(4) an agreement between the Administrator and the entities

which shall provide technical assistance pursuant to the
PCGP;

(5) a sample of the PCGP operating handbooks which shall be
distributed to each eligible lender, and each eligible par-
ticipating technician: and .

(6) Evidence that programs for training personnel of the
Administrator and of eligible lenders have been established.

B. Prior to the commencement date for each eligible lender, the
Administrator shall submit to A.I.D., in form and substance
sztisfactory to A.I. D.:
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(1) a copy of the guaranty agreement between the Administrator
and such eligible lender; and

(2) evidence that such eligible lender has completed the required
training pursuant to the PCGP.

Covenants
The Administrator shall covenant and agree to:

A. pay to the eligible lender an amount equal to seventy-five
percent (75%) of the outstanding principal balance of each
defaulted loan less the aggregate amounts paid to such eligible
lender by the fund or by A.I. D. pursuant Lo the guaranty;

B. pay the administrative expenses of the guaranty system until
such time as A,I. D, may determine that PCGP is sclf-
sufficient;

C. negotiate agreements with the lenders for the purpose of

rediscounting loans made by such lenders under the PCGP;

N, obtain A.I. D, approval prior to effecting any change in plans,
procedures, policies and handbooks previously approved by the
administrator and A.I.D.

Other Conditions

This guaranty shall be subject to such other terms and conditions as
A.I.D. and the administrator deem advisable.




PROJECT TITLE:

PRODUCTIVE CREDIT GUARANTY PPOJECT

ATTACHMENT VIII

NARRATIVE SUMMARY

OBJECTIVELY VFRIFIABLE INDICATORS

MEANS OF VERIFICATION

IMPORTANT ASSUMPTIONS

Program or Sector Goal: The
broader objective to which
this project contributes:

To introduce marginal bor-
rowers into the Colombian
institutional credit
system

Measures of Goal Achievement:

Total Credits 1977 1678 1979 1980
Approved($00@L 600 5,400 13,500 24,500
#'s Borrowers

Introduced to 40 360 900 1,630

Credit System
(815,000 Av.Proj.size

Central Bank
Guaranty Reports

Assumptions for achieving goal tae
gets: Effective demand for credit
among target group can be genera-
ted through this program with its
particularly unique method of pro-
viding and controlling technical
assistance for project investment
analysis and implementation.

Project Purpose:

Test a self-sufficient guar-
anty mechanism which will make
ingtitutional credit avail-
able to small farmers and
business operators who have in-
sufficient collateral to bor-
row under normal circumstances

Conditions that will indicate purpose has
been achieved: End of project status.

Net fund capitai from guaranty fees exceeds
claims on Fund due to defaults and salaries
of Fund staff, and GOC adopts system and
capitalizes Fund for increased operatioms
beyond limits of forecast.

Central Bank Data

Assumptions for achieving purpose:
that loan default rates will not
grossly exceed expected levels
(viz., no more than 3 percent of
portfolio).

Qutputs: Magnitude of Outputs: Central Bank Data Assumptions for providing outputs:
1977 1978 1979 1980

Viable, self-supporting Net Capitali- Private institution and Central

credit guaranty system zation of Fund Bank support for program continues
($000) 7 145 469 1,066 at least at present high level.

Inputs (continued)

Inputs: A.1I.D. T.A. Assumptions for providing inputs:

A.I.D. (1st Co-Guarantor - for training Central Bank Staff (4 week A.I.D. Records

Est. $10,000 in technical program) Guaranty Agreement Congressional Extension of

agsistance, plus a guaranty
for the program in the amount

LUk

of $6 million

Central Bank (2nd Co-~Guaramtor)
$27,000 budget support for
guaranty fund, plus a guaranty
for the program in the amount
of $3 million

Central Bank Support
- for staff and expenses of first year of
guaranty Fund operation

Section 222A authority.
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Environmental Assessment

Project Location:
Project Title:
Funding:

Life of Project:

Prepared by:

Date:

Environmental Action Recommended:

Concurrence:

Date:

Assistant Administrator's
Decision:

Colombia
Productive Credit Guaraniy Prograw
$6.0 million guaranty

Guarantles may be issued under
current authority until

December 31, 1977. Guaranties
will cover loans of varying terms;
issued guaranties will run for the
life of each loan.

Fdward Lijewski, Capital Projects
Development Officer

January 10, 1977

Negative Determination

Charles B. Welnberg
Director
Of fice of Development Resources

January , 1977

Approved

Disapproved

Date:

signature
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INITIAL ENVIRONMENTAL EXAMINATION

1. Examination of Nature, Scope and Magnitude of Environmental Impacts

A. Description of Project

The proposed project will enable loans to be made to small borrowers (Indi-
viduals and groups) without access to traditional sources of credit because
they lack sufficient collateral for agricultural credit and self-help com-
munity development projects. Examples of activities to be financed include
wells, pumps, farm machinery, improved seed, fertilizer, pesticides, voca-
tional training, food industry development, nutrition projects, improved
breeding stock for farm animals, sanitation facilities and looms and other
handicraft aids. Loans will be made by eligible private financial inter-
mediaries with a guaranty of collection of up to 75 percent of each loan
offered to each lender as an incentive to participate in the program.

B. Identification and Evaluation of Environmental Impacts

The proposed project will establish a guaranty fund which will issue guaranties
to encourage private banks, credit institutions, similar private lending organi-
zations, cooperatives or private nonprofit development organizations to make
loans for agricultural credit and self-help community development projects.

The project loans will be made on reasonable terms to organized groups or indi-
viduals residiug in a community to enable them to carry out agricultural credit
and self-help community development projects for which they are unable to obtain
financlal assistance on reasonable terms. Eligible loans made may be redis-
counted through the Central Bank. 1In this and other respects, the proposed
project is similar to an intermediate credit operation.

It is impossible to identify precisely the specific subloans which will be made
under the project. Investments in artisan activities, one type of loan expected
to be made, will include small-scale weaving, knitting, carpentry, metal crafts,
etc. It is expected that no significant environmental impact will derive from
these activities. Small rural enterprises, including commercial and service
activities, are also likely projects for the program. The environmental impact
of these activities would also be negligible, with the possible exception of
small industries which in some cases might have environmental effects depending
on the type of industry. Agribusiness activities, also likely under the program,
are expected to include small-scale services or industries established for the
assembly, processing, marketing and distribution of small farmer-produced agri-
cultural products, or for the production and distribution of factor inputs. As
in the small industry category, some of the industries established in this cate-
gory may have some envirommental implications. However, at the present time,

it is impossible to predict what these implications might be.

The majority of projects are expected to be small-scale agricultural credit
activities involving more intensive cultivation of existing lands, expansion of
land areas being cultivated, or the undertaking of new agricultural or livestock
activities.
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The above activities fall into the general class of activities which will not
normally require the filing of an Environmental Impact Statement or the

preparation of an Environmental Assessment, according to Section 216.2(f) of
Appendix 5C of Handbook 3, entitled, Environmental Procedures, since project

funds are not for the purpose of carrying out a specifically identifiable
project.

In addition, the essentially intermediate-credit-institution nature of the
project would appear to qualify it to the third category for which a Negative
Declaration is recommended by the IEE Guidelines. In this regard, the pro-
posed activities represent a programmatic approach which includes a variety

of activities, and which have been, and will continue to be, applied by the
Agency on a national basis in Latin American countries under the experimental
program of small loan guaranties authorized by Section 222A of the FAA of 1974.

11. Recommendation for Environmental Action

A Negative Determination is recommended .
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TMPACT IDENTIFICATION AID EVALUATION FORM
Impact
Tdentificatiocs
and
Impact Arcas and Oub-areas 1/ Evaluation .Y/
A.  LAND USE
1. Changing the character of the land through:
a. Increasing the population - - N
b. Extracting natural resouvrces - —— N
c¢. Land clearing L
d. Changing soil character - - N B
2, Altering natural defenses ——— L
3. Foreclosing important uses =—e———-- - - N
k, Jeopurdirzing man or his works - — ——— N
5. Other factors
B. WATER QUALITY
1. Physical state of water --—- —————— et e e ———— N
2. Chemical and biological states ~—emmemmccccmcmana- N
3. Ecological balance - -N

k., Other factors

1/ See Explanatory Motes for this form.

2/ Use the following symbols: - No environmental impact
Little environmental impact
Moderate environmental impact
High environmental impact
Unknown environmental impact

'

N
L
M
H
U

August 1976
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TMPACT IDENTIFICATION AND EVALUATION FORM 2
C., ATMOSPHERIC
1. Air additives : - N
2, Air pollution N
3. Noise pollution — N
4. Other factors
D. NATURAL RESOURCES
1. Diversion, altered use of water - - N
2. Irreversible, inefficient commitments N
3. Other factors
I, CULTURAL
1. Altering physical symbols —=-- ——————— - N
A, Dilution of cultural tradilions —e—eecec———ceeem—a- N
3. Other factors
F. SOCIOECONOMIC
1. Changes in economic/employment patterns ———————-- N
2. Changes in population - N
3. Changes in cultural patterns -— - N

k, Other factors




IMPACT IDENTIFICATION AND EVALUATICON FORM

G. HEALTH

Actachment 1IX
(page 6)
3

1. Changing a natural environment

2. Eliminating an ecosystem element

3, Other fuctors

H. GENERAL

1. International impacts

2. Controversial impacts

3. Larger program impacts

k., Other factors

1. OTHER POSSIBLE IMPACTS (not listed above)

See attached Discussion of Impacts.




