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Agency tor International Development
American Embassy

Tegucigalpa, D.C.

Honduras, C. A.

Attention Mr. Eric Zallman

REF: Review of the Honduran Bauking
System.

Dear Sirs:

Attached please find our report on the captioned subject. The report
is made up of an overview on the Honduran Banking System and several
appendixes as follows:

1). The Honduran Banking System

2). Appendix I Interview Guide

3). Appendix II Financial Statements

4). Appendix III. = Bank by Bank Analysis

5). Appendix IV Bank Classification Taltle

), Appendix V The Marginal Cost ot Funds and the
Market Rate ui Interest

/). Appendix VI Criteria tor Allocating Funds to the
Potential Lenders.

8). Appendix VII Financial Mechanisas/Policles to

Increase Savings Mobilization and to
Increase Lending to Small Bcrrowers
by Private Banks in Honduras.

1t has beeu a pleasure working with you during the past four weeks.

Very truly yours,

r ere(
i;ﬁgident

OTORRES :dec
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THE HONDURAN BANKING SYSTEM

BACKGROUND: USAID/Honduras is developing a major project designed to
strengthen Honduras®' financial intermediation process in order to
{ncrease credit tor the agricultural sector. Since credit will be
channeled to private business and cooperatives through private commercial
banks, this study will serve to complement the project paper and shed
‘scne light on the functioning ot the commercial banking system in
Honduras.

PURPUSE: This study will review the functioning of the banking
system and present an analysis’ ot the tinancial health of each ot the
poténtial participating lenders. 1in view of the fact that the project
loan vwill be made to the Central Bank who will in turn disburse to the
fipancial institutions, the direct obligor to A.l.D. under the project
loan will be the Central Bank ot Honduras. Strictly speaking, credit
risk. under the project loan therefore rests with the COH through the
Central Bank. For this reason, the tinal conclusions ot this study will
be based on the participating banks' au’lity to properly manage the
A.I.D. funds channelled through them in addition to presenting the
results the financial aspects of bank quality analysis.

DEVELOPMENT OF FINANCIAL AND ADMINISTRATIVE CRITERIA FOR
T BANK QUALITY ANALYSIS

The inherent nature ot the banking business, and the lack of detailed
published financial information makes an evaluation of bank
creditworthiness less susceptible to precise analysis than similar
gtudies of companies in other industries. Because of the relatively
lower level of sophistication ot the Honduran banking system and the tact
that most of the banks are closely-held tamily businesses the above
problen is magnified somewhat. For these reasons gqualitative tactors
assume greater importance in the analysis. 0f these ftactors managemelt
ig the most important. Baecause wWe 4ra stressing the Bank's abllity to
effectively manage A.L.D. funds &s they pass tnrough the banks in the
{ntermediation process the first area of arvalysis is CREDIT PROCESS
MANAGEMENT .

Oue of the objectives of the preject lcan is “to strengthen the
fipnancial system in order to provide increased credit to the Agricultvral
Sector.” To meet this objective the strateg!’ focuses on the key issre of
mobilization of internal of resources throughout the banking system. For
this reason the second area for analysis is the banks' MANAGEMENT OF THE

1T ILITY POXTFOLLO.

The rvemeining areas of analysis are looked at from a more
qurntitative perspective. Ratio analysis is used due to its aavantages
of ,~onciseness and comparability. Ratlos are-used to compare values
between banks tor the same period aud they are used to compare values of
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the same bank over a period of time inp an attempt to identity possible
trends.

The third area of analysis is LIQUIDITY, which 18 a measure ot the backs'
ability to'handle the needs arlising im meeting the demand tor tunds upon
“them. These include meeting the minimum legal reserve requirement
against deposits, providing cash to weet withdrawls ot deposits, and
providing tunding for loan portfolio growth.

" SOLVENCY, as measurad by the ability ot the ban! to absorb portfolio
Josses or other asset shrinkage without creating undue risk to the
depositors is our fourth area oi acalysis.

The-fitth area is PROFITABILITY. This 18 a measure of the cverall
.long-term viability of the bank and serves as th quancitative measure ot
bank managerial capacity.

METHODOLOGY FOR ANALYSIS

The methodology tor this study is largely empirial and can be
described as consisting of an information gathering phase and an analysis

phase.

Information Gathering Process — Based on the financial and
administrative criteria outlined above, certain areas ot interest were
jdentified anu compiled into an interview guide to be used as a basis tor
obtaining specific qualitative intormation from the upper level
management of each interviewee bank. Specitic areas ot credit process
management and liability portfolio management were addressed in addition
to other areas of general interest. (The interview guide is attached to
this report as Appendix I). Due to time constraints full interviews were
not conducted with three of the banks. Because the banks involved are
gmall and because it was possible to arrive at overall conclusions about
the banks without a formal interview, thls discrepancy does not
materially affect the results ot the study. )

Intervi ews were also held with the Superintendency ot Banks. The
Superintendency is a semi-independent government agency which reports to

the President of the Central Bank, and whose mission is to monitor and
enfoice banking regulations in the country. In addition they are charged

with the responsibility tor monitoring the tinancial health ot the
banki ng system and taking appropriate action where ngpded.

[

The purpose of the mecetings with the Superintendent was to detérmine

how the Superintendency actually carries out the tacks described above
and, to assess the degree of compentency with which the Superintendepcy

functions.

Other informal meetings were held with prominent members ot the
financial community tor the purpose ot obtaining general intormation on
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the Honduran Banking System. For example, at least two interviews were
pertormed with World Bank stafters who are actively involved in the World
Bank Cattle ‘Program. Other informal interviews include meetings with
ofticers of the two U.S. banks operating in Honduras: Citibank and Bank
of Anerica. In addition, attendance at a general meeting ot the bankers
association provided valuable insignt into the thinking of the Hondurar

bankers.

Information for the quantitative tacet of the analysis was gathered
in ‘the following manner:

Atter an intitial attempt to secure financial statements directly
from each bank in order to pertorm financial analysis on the banks, it
was decided that it would be preterable tor purposes ot unitformity and
comparability between banks to use the published, although unaudited
figurzs prepared by the Superintendency of Banks. Balance sheet
{nformation was obtained tor December 31, during the years 1Y/8, 1Y/Y and
1980. For 1981, the closest information available was as of November
30. Because of time constraints and a pervasive reluctance on the part
of the banks it was not possible to obtain data on earnings tor most of
the banks. Nevertheless it 1s felt that this lack of data does not
materially aftect the conclusions of the study. The information obtained
was translated into US$ ind spread according to the computer output data
listing shown in Appendix II.. From this standardized output it-was
possible to analyze each bank for liquidity, solvency and profitability.

Analysis Process. The information obtained was analyzed on a
bank-by-bank basis as shown on the Bank Summary Statewents attached
(Appendix III). Both the quantitative and qualitative data were examined
to determine areas of weakness and strength and an overall assessment of
each bank's pertformance over the past four years was made. Finally the
bank by bank results were summarized on the Bank Classification Table

(Appendix VI).

CONCLUSIONS

Background. The Honduran banking system 1s in the midst of a very
difficult period which is the resuit of a c¢ombination of several tactors
both political and economic.

’

On the one hand, the political problems which affect the regiap,
notably Nicaraguz, El1 Salvador and Guatemala and the balance of payments
problems which all of the Central American countries have suttered, to
inc.ade Costa Rica, have caused the international private banking |
community to retrench and cut lines of credit to their correspondent
banks in Honduras. Kuropean banks have also cut back somawhat but appear
more willing to maintain reduced credit lines to certain sectors ot!rhe
economy with emphasis on their traditional business of financing
shcrt—-term loans tor coffeec exports. Because a great deul of this
activity is otf balance sheet and because it is beyond the scope ot this
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study the exact impact of this phenomenon has not been measured.
However, it would appear tnat U.S. dollar credit availability to the
donduran banking system has been reduced by more than $5U million over
the last two years. Problems for the U.S5. banking community in Central
‘America have increased so much recently that many banks are simply
collecting their portfolios as they come due causing decreased credit
‘availability in the banking system and balance of payments problems tor
- the Central Bank. Exacerbating an already difticult situation, local
depositors have reacted to political fears by transferring assets to
banks in the U.S. Recent exchange restrictions have not helped much

since Hondurans can still find ways .to export capital. Most bankers
interviewed reported notable increases in underinvoicing by exporters and

overinvoicing by importers.

Additionally, the failure of the Banco Financiera Hondurena and the
- well known problems ot Corporacidn Nacional de Inversions have turther

contributed to the foreign banking community's reluctance to lend to
Honduran banks.

Fiually, the financial pressures upon the Honduran Government have
forced the Honduran Central Bank to allocate proportionatly higher and
higher levels of credit to the Central Government at the expense ot the

banking system.

The net result of the above is a banking system operating under
increasingly difficult liquidity constrairts and with little or no
immediate hope for improvement in the situation.

Against this backdrop the Superintendency of Banks has reacted by
tightening up in their audit process. In past years their supervision of
the banking system was limited to enforcing Central Bank portfolio and
reserve requirements and in performing very superticial reviews of bapk

financial health.

The demise of Banco la Financiera Hondurena and the subsequent

repercussicns in the financial community prompted an upgrading ot the
ban': review process.

Several specific improvements in the audit process have been noticed:

a) Compleée in depth reviews performed every 12 to 18 months on each
bank with emphasis on areas such as 1) bank liquidity ii) capital
adequacy 111) credlt administration.

b) An attempt to upgrade bank credit process management by requiring
certain minimum standards of intommation in credit tiles and by
requiring banks to receive audited tiunauncial statement for any loans
over $/5,000.00.


http:1b,OU.0U

-85 =

c) Increased emphasis on tfemedial action for banks which
presistently violate reserve and liquidity requirements ot the
Central Bank.

, The increased awareness by the Superintendency ot the need to improve
banking standards could not be more timely. Typically, liquidity
problems will tirst be telt by the banking system which will react by
.reducing loan portfolio growth. This causes general illiquidity among
the borrowing community and the banks will teel the impact again through
increased credit write ofts and collection problems which affect bank

solvency and profitability.

- -Because the proceeding political event~ in Nicarzgua, El Salvador and
Guatemala have occured with one to two years lead time, the decrease has
.been .relatively gradual and most of the banks have been able to keep
asset growth down. In general, the results ot this study show that the
banks that have been most successful at keeping loan growth down to a
level compatible with the growth (or decline) ot their liability
portfolio are suttering the least liquidity problems. A few banks have
aggressively torged ahead making new loans in the tace of declining
deposit levels and have found themselves funding these loans with Central
Bank emergency funds at rates above the yeilds on their loans. Without
exception all of the banks classified as "Banks with problems™ find
themselves in this situation.

Because of the normal retention of earnings over the last four years
and the generally slow growth in deposits the prevalling trend in the
system has been for an overall decrease in leverage particularly among
the four or tive older banks. This is seen as a healthy phenonenon,
perticuarly since a weakening of porttolios is expected it the liquidity
situation continues to deteriorate.

As a result, none of the banks examined seemed to have problems with
capital adequacy. The big question which arises is: how healthy 1is each
banks asset portfolio and to what extent should reserves be created
against each bank's capital? This is difficult to determine in a study
of this scope. In general, clues to asset quality can be tound in the
ratio of interest earned not collected to total loan portfolio. A low
percentage would indicate proportionably less accrued interest in
arrears. On the average for the Honduran banking system it appears that
a ratio of 5.0% or less is acceptable whereas anything higher than 52
would indicate’a portfolio problem.

'Another iudicator of asset quality is the percentage of past due
loars. This infoimation was useful in the analysis of some ot the
banks. However, in in most cases the definition of “past due” varied so
wuc. from bank to bank that it was not a comparable figure. Additionally
;omb banks actually had difficulty in providing reliable data on past due
oans.



-6—

The results of the study are summarized in Appendix IV. The banks
have been ranked trom one to fourteen in declining order of tinancial

health ané have been classitied into three categories:

1) Clearly Healthy

These are the banks which have very strong and relatively
sophisticated credit approval and administration procedures. There 1s
good management depth and, in general, all tinancial ratios are good. In
addition, there is no doubt as to capital adequacy or as to the abilicy
of the banks to withstand a major blow to its capital structure. Because
of this last criteria the only banks which qualify as “clearly healthy”
are the branches and subsidiaries of major toreign banks. Their ability
to withstand sustained asset shrinkage ‘through the existence of vastly
greater parent cipital set these banks in a Cl%SS apart.

2) Healthy Banks

These banks generally demonstrate good or satisfactory ratings in
all categories analysed with no clearly alarming areas of weakness. It
1s interesting to note that all of the larger and older institutions are
{ncluded in this group. In general the older and larger banks also
seemed to manage their liquidity better than soume of the newver and more
agressive banks. One relatively small and new bank made it to the list
of healthy institutions: the Banco de las Fuerzas Armadas. "It is
interesting to note that this bank 1s headed up by Capt. San Martin who
managed Banco La Capitalizadora Hondurena for many years. Banco
Fipanciera Centro—-Americana is rated at the bottom of the list of healthy
banks. It this bank does not reduce asset growth to a level more in line
with its deposit growth it will tind {tself with liquidity problems soon.

3) Banks with Probleus

Two small banks. Banco Mercantil and Banco de los Trabajacdores
head up this list. Both are covering their asset growth with costly
funds borrowed from the Central Bank and the inter-bank market. In view
of their low leverage it would appear that their rate ot profitability
pust be low. The three banks at the bottom of the list are the ones with
major problems. Of particular concern in ‘the case ot Banco del Uccidente
and Banco Continenetal are the extremely high ratios of interest
earned-not collected to loans. In addition to having liquidity problems
these banks appear to be having a tough time with their loan '
collections. A full portfolio analysis would be required in ordeﬁ to
determine the degree of deterioration of the credir porttolio. The
Superintendency of Hanks is aware of the weaknesses ot these banks\

In sumary, therefore, it appears that there are three banks wil ch

deserve closer scrutiny. All ot the banks in the system are capab%e ot

handling the A.1.D. tunds to be disbursed as part of the project loan.
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At the present time it would appear imprudent to lend directly to Banco
Continental, Banco del Uccidente or Banco Sogerin without a Central Bank

guarantee..
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INTERVIEW GULDE

I. Obtain as much intormation as possible on how bank is organized
'directors, stockholders groups -~ organi gram.

ITI. Lending Policy

A. CREDIT INITATION

a) What torms are used in obtaining information from your
client for a loan.

b) What factors do you weigh in the loan analysis process?
What degree of emphasis is placed bn which tactors?

1) companyuearnings )
2) collateral

3) character

4) capacity/management
5) .capital

6) liquidity

‘)5 purpose ot the loan
8) cash flow for payback
Y) pricing of loan

10) overall environment

c¢) Do you have a special policy or program to enable small
borrowers to obtein loans?

B. CKREDIT ADMLNISTRATION

a) In what manner do you use your technical staft?

b) To what extent do you pertord collateral inspectionsl How
is it done? Frequency? Who does it? ’



III.

Iv.

c.

APPENDIX I
Page .2 ot 2

c) Typically, what dre the reporting requirements ot the
borrower while the loan 18 outstanding?

' REMEDIAL MANAGEMENT

a) BHow do you use legal counsel?
b) 1Is there an organized suspense unit?
c) What internal process is tollowed to place a reserve

against a loan? Is there a tormula for determining
valuation reserves?

Balance Sheet

1) Request P&L.

2) Discuss any specifics of balance sheet.

3) Discuss "other real estated owned” and collateral taken in
payment.

4) What is the composition of the contingent liabilities?

PULICY

1) Do you lend to financial intermediaries such as cooperatives
etec.?

2) How much diversion‘of credit do you estimate may exist in
agriculture portfolio?

3) 1f interest rate and commission schedule restrictions were
litted how would the bank adapt its strategy?

4) What reaction would you have 1f reserve requirements were
lowered or if higher interest were paid on the reserves held at
the Central Bank.

5) Have you used special inducements to attract savings? i.e.,
‘prizes, ratfles, campaigns? '

6) ‘Would it be useful to have outside technical assistance with

‘the promotion of time and savings deposits? If so, what kind?
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FINANCIAL STATEMENTS FOR HONDURAN COMMERCIAL EANKs; 1978
(In Thousands of Dollars)

ASSETS .
Cash and Due from Banks
Coverment Securities-
Rigkless Assets

Loans and Di scounts

Sundry Receivables
Interest Earned Not Collected
Collateral Taken In Liquidation
Customer's Liabilities for Acceptances
Qther Miscellaneous Assets

Total Normal Risk Assetuy

Fixed Assets
TOTAL ASSETS

LIABILITIES
Demand Depcsits
Time Deposits
Total Deposits

Due to Central Rank
Due to Other Banks
Other Lisbllities
Various Reserves

TOTAL LIABILITIES

CAPITAL
Capital Stock
Cepital Surplus
Tapiisl- Reserves

TOTAL CAPLITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

BANCATLAN  HONDURAS LONDRES
41,634 6,295 6,393
1,663 - 2
33,297 §,295 ~%,395
85,892 13,015 13,611
2,656 1,558 19
866 140 258
63 181 - -
3,372 409 630
2,773 592 256
'§0736 2-580 »
7,162 7117 499
146,081 22,907 21,668
57,486 9,179 9,051
55,468 5,940 9,357
09 10 Y8308
532 291 -
20,937 1,000 -
2,435 763 1,017
2,947 583 413
139,805 17,756 19,838
5,000 1,500° 1,750
1,776 3,651 80
6,276 5,151 1,830
146,081 22,907 21,668
23,135 48,181 20,952

BANCAHORRO AMERICA  OCCIDENTE  BANCAHSA
24,486 11,419 12,158 25,950
652 - 343 876
75,138 11,719 1zZ,501 26,826
45,700 15,207 27,448 50,045
860" 2,487 677 2,453
1,553 192 1,424 1,688
2,746 - 813 1,391
956 436 1,983 1,103
648 62 1,174 2,273

s 5'1,, ‘.U,I 5.955
1,689 627 1,068 3,573
79,290 30,430 47,088 89,352
26,087 15,311 14,907 35,274
42,116 11,627 21,299 35,417
~%8,203 76938 35,205 70,691
1,820 - 1,194 1,489
1,871 - 5,069 6,737
2,850 1,372 734 5,361
1,296 620 1,322 1,870
76,040 28,930 44,525 86,148
1,500 1,500 1,779 2,000
- - 720 -
1,750 - 62 1,204
3,250 1,500 2,561 3,204
79,290 30,430 47,086 89,352
15,239 102,051 20,908 17,511
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FINANCIAL STATEMENTS FOR HONDURAN COMMERCIAL BANKS, 1978
(In Thousands of Dollars)

TRAﬁAJADORES COMERCIO CONTINENTAL SOGERIN FICENSA BAMFPFAA BAMER
ASSETS '
Cash and Due from Banks 5,688 11,589 4,867 9,673 4,131
Goverment Securities 31 241 2 - 4B4& 57
Riskless Assets 5,719 11,830 4,869 10,157 4,188
Loans and Discounte 18,669 23,576 11,758 28,142 9,771
Sundry Receivables 18 301 489 443 422
Interest Earned Not Collected 279 484 214 1,277 225
Collateral Taken In Liquidation 27 185 19 8 -
Customer's Liabilities for Acceptances 1,220 285 521 1,655 279
Other Miscellaneous Assets 259 950 175 62 655
Total Normal Risk Assets 1,803 2,195 1,418 3,445 1,581
Plxeci Assets 1,076 1,147 217 1,000 233
TOTAL ASSETS - 27,267 38,748 18,262 42,744 15,773
LIABILITIRES:
Demand Deposits 6,785 23,768 6,648 8,520 5,968
Time Deposits 8,788 7,844 2,494 17,417 6,946
. Total Deposits 15,573 31,612 9,142 25,937 12,914
Due to Csntral Bank 2,139 357 615 4,027 -
Due to Other Banks 3,705 1,088 2,004 8,417 1,572
Other Liabilities 1,508 2,048 3,151 1,678 175
Various Reserves 852 1,386 412 470 127
TOTAL LIABILITIES 23,7717 36,491 15,324 40,529 14,788
CAPITAL
Capital Stock 2,500 1,406 2,000 2,000 971
Capital Surplus - - - - -
Capital Reserves 990 851 938 215 14
TOTAL CAPITAL 3,490 2,257 2,938 2,215 985
TOTAL LIABILITIES & CAPITAL 27,267 38,748 18,262 42,744 15,773

CONTINGENT LIABILITIES 13,258 8,169 33,174 18,629 3,670



ASSETS

Cash and Due from Banks
Covermaent Securities
Riskless Aasets

Loana and Discounts

Sundry Receivables
Interest Earned Not Collected
Collsteral Taken In Liquidation

FINANCIAL STATEMENTS FOR HONDURAN CCHMERCIAL BANKS, 1979
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(In Thousands of Dollars) .

Customer's Liabilities for Acceptances 1,331

Oihar Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS

LIABILITIES

Demand Deposits
Time Deposits
Total Deposits

Due to Central Bank
Dus to Other Banks

Other Liabilities
Various Reaerves
TOTAL LIABILITIES

CAPITAL

Capital Stock
_Capital Surplus
Capital Reserves
TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONT INGENT LIABILITIES

BANCATLAN HONDURAS LONDRES
51,373 5,164 7,992 -
2,093 - 4
53,466 5,164 7,996
83,075 14,118 13,492
3,023 1,209 52
1,255 210 307
120 160 -
.641 565

6,749 782 330

12,478 ~3,002 ;

9,025 770 593
158,044 23,054 23,335
68,856 8,154 8,951
60,448 7,061 10,010
900 571 -
12,000 1,000 .-950
6,014 181 1,132
3,043 495 436
151,261 17,462 21,479
5,000 1,500 1,750
1,783 4,092 106
6,783 5,592 1,856
158,044 23,054 23,335
36,944 42,348 35,088

BANCAHORRO AMERICA OCCID!;TE BANCAHSA
25,251 9,849 14,537 20,870
414 - 387 595
25,665 9,849 14,924 21,465
47,319 16,345 35,229 55,214
700 1,321 1,104 2,811
1,701 336 1,972 1,611
1,800 - 293 1,711
1,094 124 1,574 1,133
< 1,329 64 781 3,043
6,624 1,843 ’ 10,309
1,842 653 1,400 3,696
81,950 - 28,692 57,277 90,684
26,733 14,448 19,328 37,200
42115 8,627 26.638 34,496
2,509 - 1,516 1,656
3839 2,000 2,748 5.578
1,476 1,266 2,800 5,429
11,855 851 1,484 2,266
78,127 27,192 4,514 86,625
1,500 1,500 2,400 3,500
- - 100 -
2,323 - 263 559
3,823 1,500 2,763 4,059
81,950 28,692 57,277 90,684
23,007 154 ;261 27,672 20,984




FIRANCIAL STATEMENTS FOR HONDURAN CC'MERCIAL BANKS, 1979

ASSRTS
Cash and Due from Banks
Covermment Securities
Riskless Assets

Loans and Discounts

Sundry Receivablas
Interest Earned Not Collected
Collaieral Taken In Liquidation
Customer's Liabilities for Acceptances
Other Miscellaneous Assets

Totai lcreal Risk Assets

Fixed As=cis
TOTAL ASSETS
LIABILITIES

Demand Deposits
Time Deposits

Total Deposits

Mg to Central Bank
Dua to Other Banks

Other Liabilities
Various Reserves

TOTAL LIABILITIES

CAPITAL
Capital Stock
Capital Suzplus
Capital Reserves

TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

-4 -

(In Thousands of Dollars) -

TRABAJADORES  COMERCIO  CONTINENTAL' SOCERIN FICENSA
6.669 10,157 3,961 6,913 3,747
31 241 4 494 -1
6,691 10,398 3,363 7,407 3,748
24,032 25,506 14,726 33,153 10,415
34 640 314 755 1,186
A&1 597 1,529 1,379 253
17 177 19 549 -
1,732 672 1,198 498 1,226
291 961 36 373 195
i:SIg. 1,047 ’ v? ’
1,216 1,793 224 1,896 328
34,454 40,744 22,444 45,991 17,462
" [ 4
7,683 26,126 5,890 5,934 6,319
10,826 5,999 2,263 17,333 5,829
18,509 32,125 8,153 23,267 12,148
5,891 911 1,213 4,842 2,600
2,935 824 1,722 13,153 1,955
2,035 2,416 7,346 1,457 128
933 1,585 847 712 180
30,203 37,861 19,281 43,491 16,411
2,500 2,000 2,000 2,000 1,000
1,651 883 1,163 500 51
4,151 2,882 3,163 2,500 1,051
34,454 40,744 22,444 45,991 17,462
14,354 7,851 47,490 24,714 8,270

BANFFAA

2,560
—lsaa
7,503

97
62

74
127

7,666
3,000
3,000

10,666

1,501

FAMER
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FINANCIAL STATEMENTS FOR HONDURAN COMMERCIAL BANKS 1980
(In 'houcanda of Dollars)

_ - BANCATLAN HONDURAS LONDRES - BANCAHORRO . AMERICA OCCIDENVE BANCAHSA
ASSETS . ] .
sh an e from Ban - 53,744 5,909 11,013, 26,876 10,647 13,725 26,412
Govermaent Securities . 1,819 - 4 511 489 416 620
Riskless Assetas 33?337 5,009 1Y,017 27,387 I, T3¢ 1%, 131 77,037
Loans and Digcounte 70,828 15,593 15,746 47,436 16,677 41,295 53,194
Sundry Receivables 6,073 1,318 ' 87 926 2,947 2,902 4,539
Interest Earned Not Collected 973 237 535 . 1,761 407 2,949 2,187
Collateral Taken In Liquidation 119 - 124 - 1,516 - 628 625
Customer's Liabilities for® Acceptences 3,869 "601 2,253 3,146 357 1,948 1,456
Other Miscellanzous Assets 9,341 - 882 552 2,557 77 484 3,297
. Totel Nornsl Pisk Assets %0,373 3,152 3,427 5,908 3758 5337 T2.10%.
Fixzed Assets 9,914 898 573 2,311 673 1,813 4,048
TOTAL ASSETS 156,680 25,562 30,763 87,042 32,274 66,160 -96,378
LIABILITIES ,
Demand Deposgitse 75,098 8,574 13,919 28,179 16,518 16,328 40,237
Time Déposits 61,118 9,457 13,079 41,680 11,207 25,274 32,177
Total Deposits 136,216 18,031 26,998 69,859 27,725 41,602 52,414
Due to Central Bank 1,871 621 - 4,337 - 10,651 3,043
Due to Other Banks 6,970 515 154 4,917 - 7,241 5,597
Other Licbilities 1,893 531 1,321 1,173 2,630 2 125 8,149
Varioua Reserves 2,628 479 405 2,219 419 i,567 2,621
TOTAL LIABILITIES 149,578 20,177 28,878 82,505 30,774 63,186 91,824
CAPITAL .
Capltal Stock 5,000 1,500 1,750 1,500 1,500 2,500 3,500
Capitsl Surplus - - - - - - -
Capital Reserves 2,102 3,885 135 3,037 - 474 1,054
TOTAL CAPITAL 7,102 5,385 1,885 4,537 1,500 2,974 4,554
TOTAL LIABILITIES & CAPITAL 156,680 25,562 30,763 87,042 32,274 66,160 96,378

CONTINGENT LIABILITIES 47,527 49,950 30,670 12,341 152,942 27,007 21,907



PIRANCIAL STATEMENTS FOR uorinum COMMERCIAL BANKS, 1980

A'88SETS
Cash and Due from Banks
Govermzent Securitier
Riskless Assets

Losns and Discounts

Sundry Receivables
Intereat Earned Not Collected
Collgteral Taken In Liquidation
Custoaer's Liabilities for Acceptances
Other Miscellaneous Assets

Total Normal Risk Asaets

Pixed Assets
TOTAL ASSETS

LIABILITTIES

Demand Deposits
Time Deposits .
Total Peponitl

Due to Central Bzak
Due to Otier Banks
Other Liasbilities
Various Res=rves

TOTAL LIABILITIES

CAPITAL

Capltael Stock
Capital Surplus
Capital Reserves
TOTAL CAPITAL
TUTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

-6 -

(In Thousands of Dollars)

TRABAJADORES. COMERCIO - CONTINENTAL -

SCGERIN -
7,162 12,148 8,397 7,550
32 241 4 550
7.192 12.385 E,ZOI E,IOG
28,936 31,156 9,787 34,859
426 565 .om 2,273
631 907 1,551 1,607
17 212 19 811
1,879 293 2,662 235
733 1,167 706 359
~3,686 “3.144 3,715 ~%,285
1,570 2,488 392 2,141
41,53 49,177 24,295 50,385
8,847 31,060 5,569 9,970
14,487 6,684 2,375 13,852
pint Inj-iLg =2 =
23,334 37,786 ~7,944 23,822
5,424 2,352 4,419 12,175
1,744 543 2,548 9,500
5,209 3,165 4,419 1,090
1,509 1,714 ~ 538 997
37,220 45,518 19,868 47,584
2,500 2,000 3,000 2,000
1,666 1,659 1,427 801
4,166 3,659 4,427 2,801
41,386 49,177 24,295 50,385
15,374 10,483 16,647 21,706

FICENSA BANFFAA
5,874 4,844
1 -
5.875 N YY:11)
10,541 13,499
746 44
239 152

- -
1,077 269
364 157
2,426 622
340 594
19,182 19,559
6,913 6,836
6,513 8,374
13,42 ISfiTE
1,400 -
2,690 -
328 1,161
233 109
18,077 16,480
1,000 3,000
105 79
1,105 3,079
19,182 19,559
12,755 4,251

6,774

2,000
1,000
3,000
9,774
5,679
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PINANCIAL STATEMENTS FOR HONDURAN COMMERCIAL BANKS, 1981_
(In Thousands of Dollars)

BANCATLAN ° HONDURAS = LONDRES  RANCAHORRO AMERICA  OCCIDENTE  BANCAHSA

ASSETS .

. Cash and Due from Banks 36,687 6,839 8,425 21,451 19,949 10,619 20,556
GCovermment Securities 1,526 - 3 511 378 427 721
Piskless Assets 38.213 3.83§ E,ZZB EI,§61 50.'557 I1.643 .

Loans and Discounts 68,856 . 18,916 17,515 : '69,_979. 24,918 41,217 55,576
Sundry Receivablea 7,774 1,297 42 1,486 5,038 4,230 4,703
Interest Earned Not Collected 2,410 368 517 2,305 714 4,456 2,426
Collateral Taken In Liquidation 207 126 - 1,903 - 845 771
Custoner's Liabilities for Acceptances 8,216 200 2,063 2,264 328 2,520 2,313
Other Miscellaneous Assets 6,526 340 722 2,384 175 1,061 2,881

Total Normal Risk Assets 25,1313 2,331 3,344 10,342 6,255 13,112 13,094

Fixed Assete 11,490 1,925 595 2,634 718 2,122 5,092
TOTAL ASSETS 143,692 30,011 . 29,882 84,917. 52,218 67,493 95,039
— LIABILITIES . v
Demand Depdsits 54,512 7,715 12,913 27,313 24,808 12,512 36,277
Time Deposits 65,522 15,507 12,682 39,768 23,274 25,845 34,122

Total Deposits 170,004 kI ¥ 750395 TToeT T5,0827 3857 70,359
Due to Central Bank 3,989 1,051 - 1,552 456 20,742 3,504
Due to Other Banks 5,967 - - 6,985 - 2,185 4,399
Other Liabilities 2,881 367 1,766 1,345 1,352 410 8,870
Various Reserves 3,410, 596 598 2,855 828 2,673 2,838
TOTAL LIABILITIES 136,281 25,236 27,959 - '79,818 50,718 64,367 89,960
_ CAPITAL . .

Capital Stock 5,000 1,500 1,750 5,000 1,500 2,500 3,500

Capital Surplus - - - - - - ' -

Capital P.eletvel/ 2,411 3,275 173 99 - 626 1,579
-_‘_/

TOTAL, CAPITAL 7,411 4,775 1,923 5,099 1,560 3,126 5,079

TOTAL LIABILITIES & CAPITAL 143,692 30;011 29,882 84,917 52,218 67,493 95,039

CONTINGENT LIABILITIES 29,920 65,800 30,612 9,330 136.,751 16,487 16,425



FINARCIAL STATEMENTS FOR HONDURAN COMMERCIAL BANKS, 198

ASSRTS
Cash and Due from Banks
Govermaent Securities
Riskless Assets

Loans and Discounts

Sundry Receivables
Intereet Earned Not Collected
Collateral Taken In Liquidation
Customer’s Liabilities for Acceptances
Other Miscellaneous Assets

Total Norwal Risk Assets

Fixad Assets
TOTAL ASSETS
LIABILITIES
Demand Deposits

Time Deposits
Total Depoaits

Dusa to Cehtrnl Bank

Due to Other Banks
Other Liabilities

Various Resarves *

TOTAL LIABILITIES

. CAPITAL
Capital Stock
Capital Surplue
Capital Reserves

TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL-

CONTINGENT LIABILITIES

(In Thoueands of Dollars)

TRABAJADORES ~ COMERCIO  CONTINENTAL

6,738
48
T786
28,130
1,049
1,319
19
2,208
382
32,977
1,717
41,610

7,801
15,418

35319
4,443
5,221
1,726
1,993

36,602

2,500
2.50;
5,008
41,610

9,665

11,494
610
17,104
30,337
1,042
1,330

583
430

1,570
4,955
2,819
50,215

28,575
8,479

57f632
3,391
" 450
2,850
2,381

46,126

2,000
2,089
4,089

50,215

8,169

7,053
4
7,057
10,121
.591
1,363
19
2,328
835
5,136
427
22,741

4,808
1,158

5,112
898
4,730
768

17,474

3,000
2.26;
5,267

22,741

17,710

SOGEP?; FICENSA BANFFAA

3,095 2,435 6,207
550 1 645
[ ] 2 » 255 [ ]

- 36,705 13,435 15,036
1,611 705 106
2,005 519, 228

870 - -
167 2,723 91
1,138 124 177
5,791 4,071 602
2,568 410 684
48,709 20,352 23,175
7,414 6,532 7,070
13,175 7,511 11,946
13,723 1,699 128
8,813 1,640 -
991 1,639 609
1,593 331 289
45,709 19,352 20,042
2,000 1,000 3,000
1,000 - 133
3,000 1,000 ° 3,133
48,70" 20,352 23,175
20,277 12,154 3,199

2,519
12
5,622

1,407 -
230

396
1,487
3,520

373

12,046

2,382
2,774

2,287
1,048
440
60
8,991
2,000
1,000
55
.3,055
12,046

6,882
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BANK SUMMARY STATEMENTS
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Bank of America NI&SA

BANK SUMMARY STATEMENT

Credit Process Management:

U.S. standards of credit adainistration are applied at this full branch
of B.0ot A. Credit procedures are sudited at least osce per year by Head
ottice inspection tesms sund pertodically by Fedaral Reservs bank
exszainars, axcelient uppet and middla uanagement.

Liability Management:
Good deposit generating caspacity. Has not tried any innovative savings

mobilization strategies but has been the most successful bank at
mobl iizing deposits. Success is partly due to political fears whieh
encourags depositors to use U.S. banzs. Uses marginal cost ot funds
concept for liabdlity panagement. No use of expensive Central Bank &
Interbank funds sources.

liquidity: 19/8 1979 1980 1938l
a) 'Loans to Deposita T U.ob & U.J1 0.60 U528
3 H

Excellent Liquidity.

b) Quick Assets to Deposits 19/8 1979 1980 1y¥1
$ V.2 V.43 U.40 0.428

Liquidity in excess of that
necescary to meet Central Bank
reserve requirement.

Solvency: , 1978 1979 1950 1981
a) Free Capital as a X of T 4.60 & 4.50 : 3.591 1 2.4
Risk Assets 1 : p : :

Good-slightly negstive trend.

b) Deposits to Capital 198 1979 1980 1981
(levarage) TI7.96 & 10.38 ¢ 18.08 ! 32.05:
1 : : : s

Bigh Leverage.

Profitabilicy: 1978 19/9 1980 1y81
a) Net Profit to Capital T MA § NA & NA ! NA:
H ] H H H
b) Raturn on Total Assats 19/8 1979 19480 1981
[ MA NA ¢ NA ¢ NA ¢
3 H 3 H

Overall Assessuents:
As a full branch of Bank of America NT&SA the branch receives Yull

fioancial and admintistrativa support from Head Office 1u San Frahcisco.
Therefors, although leverage 1s high, it is not & cause for worry,since
1ts capitsl base is really the bank in San francisco. Tae high luverage
and excollent deposit generating capacity practicslly insure 2 high rate
of profitability sgainst the capital at risk in Honduras. Portfolio

quality, as measurad by interest earned not collscted vs. loans appears
vary good at 2.81%. PFast due obligations are less thao 5% of portfolio.
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FINANCIAL STATEMENTS POR BANK OF AMERICA, N.T. & S.A.
(In Thousands of Dollars)

ASSETS

Cash and Due from Banks

Goverrmment Securities
Riskless Assets

Loans and Diacounts
Sundry Receivables

Interest Earned Not Cocllected
Collateral Taken In Liquidation

Customer's Liabilities for Acceptances

Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS

LIABILITIES

Demand Deposits
Time Deposits
Total Deposits

Due to Central Bank
Due to Other Banks
Other Liabilities
Various Reserves

TOTAL LIABILITIES

CAPITAL

Capital Stock
Capitai Surplue
Capital Reserves
TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1978 1979 1980 1981
11,419 9,849 10,647 19,949
- - 489 378
11,319 ~9,849 11,136 20,327
15,207 16,345 16,677 24,918
2,487 1,321 2,947 5,038
192 336 407 714

436 124 357 328

62 64 77 175
~3,177 1,845 ~3,788 6,255
627 653 673 718
30,430 28,692 32,274 52,218
15,311 14,448 16,518 24,808
11,627 8,627 11,207 23,274
~Z6.938 73,075 27,725 %8.082
- . - - 456

- 2,000 - -

1,372 1,266 2,630 1,352
620 351 419 828
28,930 27,192 30,774 50,718
1,500 1,500 1,500 1,500
1,500 1,500 1,500 1,500
30,430 28,692 32,274 52,218
102,051 154,261 152,942 136,751
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Banco de Londres y Montreal Ltda.

BANK SUMMARY STATEMENT

Credit Process Marfagement:

As a full branch of Bank of London and South America (Lloyds Banking
Corp-London), full financial and adainistrative support is reccived
from the parent organization. Creait policies are monitored closely
from Head Oftice and lending practices ars conservative. The branch
is regularly inspected by the intecrnational audit tean.

Liability Management:

The branch has dexonstrated good deposit wobilization capatilities by
increasing deposits by 392 over the last 4 years. The aix between demand
deposits and more expensive time deposita is 50:50 which insures a low
average cost of funds. Thers ie No use of expensive Central Baok or Ioter-

bank funding.

Liquidity:
4) Loans tp Deposita

. b) Quick Assets to Deposits

Solvency:
a) Free Capital sv a X of
Risk Assets

b) Depouits to Capital
(leverage)

Profitability:
a) Net Profit to Capital

b) Return on Total Assels

Overall Assessaents:

1978 1979 1980 1981
3 0.74 0.71 0.548 0.64:
1]

Good—-very conservative.

1978 1979 1980 1981
! 0.35 0.42 0.41 0.33:

Good-liquidity in excess of that
required by Central Bank.

1980 1981
6.63 ! 6.19!
. .

1978 1979
i 8.71 1 8.22:
H 3 :
W

Gpod«

1978 1979 1980 1981
$10.06 ! 10.22 ! 14.32 ' 13.31¢
1 : :

Leverage is increasing but is
wall vithin acceptable range for
a bank with a good portfolio.

1978 1979 1980 1981
i NRA ! KA NA NA
] i

1978 1979 1980 1981

This bank i¢ 'sell run and sppears to be properly structured for

continuad grovth in ‘the marketplace.

Iocreasing leverage, at the current

levels, wvitb a good credit portfolio. and egxcellent lisbility management

waks for a vary profitable bank.

Due to thic branch's zradicionsl

activity of promoting fee based Lusineos auch as letters of credit,
forelign exchange trading end collections, return on capital must be very
good. Portfollio quality appears satisfactory since interast earned not

collected vs. ioans is only 2.95X.



FINANCIAL STATEMENTS FOR BANCO DE LONDRES Y MONTREAL, LTDO.
(In Thousands of Dollars)

1978

ASSETS
Cash and Due from Banks 6,393
Govermment Securities 2
Riskless Assets-_ 6,395
Loans and Discounts 13,611
Sundry Receivables 19
Intereat Earned Not Collected 258
Collateral Taken In Liquidation -
Customer's Liabilities for Acceptances 630
Other Miscellaneous Assets 256
Total Normal Risk Assets - 1,163
Fixed Assets 499
TOTAL ASSEIS 21,668
LIABILITIES
Demand Deposits 9,051
Time Deposits ’ 9,357
Total Deposits 18,408

Due to Central Bank

Due to Other Banks .

Other Liabilities 1
Various Reserves

TOTAL LIABILITIES 19

CAPITAL
Capg;al/Stock 1
=—=Capi tel Surplus
Capital Reserves

TOTAL CAPITAL 1
TOTAL LIABILITIES & CAPITAL 21
CONTINGENT LIABILITIES 20

,017

413

,838

,750

80

, 668

2952

1979 1980
7,992 111,013
4 4
7,996 11,017
13,492 15,746
52 87

307 535
565 2,253
330 332
1,254 3,627
593 573
23,335 30,763
8,951 13,919
10,010 13,079
18,961 26,998
950 154
1,132 1,321
436 405
21,479 28,878
1,750 1,750
106 135
1,856 1,885
23,335 30,763
35,088 30,670

1981

8,425
8,428
17,515

42
517

2,25
722

3,344
595

29,882

12,913

12,682

25,595

1,766
598

27,959

1,750
17;
1,923
29,882

30,612
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Banco de Honduras S.A.

BANK SUMMARY STATEMENT

Credit Process Management:

This bank is 982 cwned by Citibank N.A. and for all practical purposes
is run like & branch of Citibsnk New York. Upper management has had
experienca in the Citibank {otercstional network. Cirilank credit
procedures and credit policy are appliec and U.S. credit inspection texas
regularly audit the credit portfolio.

Liability Management:

Uses narginal cost of funds concept in liability management. Has
recently begun a campaign to attract savings and has been very successful
in atracting over $2 million in the last 3 conths. Uses liitle or no high

coat Central Bank funds.

"Liquidity: 1978 1979 1980 1981

a) Losbs to Depoaits 1 0.8 ! 0.93 0.86 0.81!

!
1 ! :

Accaptable, no trend.

b) Quick Assets to DNeposits 1978 1979 1980 1981
! 0.42 0.34 0.33 0.29!
1

Trend shovs incresse ino
efficlency {n use of cash as
ratio approachca Centrzl Bank

resarve requircment.

Solvency: - 1978 1979 1980 1981
a) UFree Capital as a I of : 283! 192 ¢ 232 : 12.3%28
Risk Assets 1 ] H H .3
13
Very Good.
b) Deposits to Capital 1978 1979 1980 1581
(levarage) $ 2.94 ! 2.72 ! 3.35 ! 4.86%
H H ! H

Very low leversge — Bank is

ovarcapitalized.
Profitability: 1978 X979 1980 1981
a) Net Profit to Capital ¢ MA ! NA ! NA ! NA!
1 ] ] ! :
b) Return on Total Ansets 1978 1979 1980 1981

£ MA ! NA ! NA ! NA:
1

Overall Assesszents: . .
This bank is clearly healthy. As a subsidiary of Citibsnk N.A. it dravs

coaplete financial and acniniatrativa support from its parent {n Ne¥

York. Bank {¢ oveycapitalized but has no major liquidity problems. Banco

do Bonduras' ratic of interest.earned nof zollected to loans 1s va f low

at 1.95% tadicating a sound credit portfolio.

i



FINANCIAL STATEZMENTS FOR BANCO DE HONDURAS, a-A.
«In Thousands of Dollars) :

ASSETS.
Cash and Due from Banks
Govermment Securities.
R:skless Assets

Loans énd~piscounts

Sundry Receivables
Interest Earned Not Collected
Collateral Taken In Liquidatica

Customer's Liabilities for Acceptantes
Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Aaaeib
TOTAL ASSETS
LIABILITIES
Demand Deposits’

T{me Deposits
Total Deposits

Due to Central Bank
Due to Other Banks

Gther Liabilities
Various Reserves

TOTAL LIABILITIES

_~="CAPIL1TAL
*="Capital Stock
Capital Surplus
Capital Reszrves

TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONT INGENT LIABILITIES

1978 1979

6,295 5,164
76,295 75,164
13,015 14,118
1,558 1,209
140 210
181 160
409 641

. 592 782
2,880 —3,002
717 770
22,907 23,054
9,179 8,154
5,940 7,061
15,119 15,215
291 571
1,000 1,000
763 181
583 495
17,756 17,462
1,500 1,500
3,651 4,092
5,151 5,592
22,907 23,054
48,181 42,348

1980 1981
5,909 6,839
~5,909 6,839
15,593 18,916
1,318 1,297
237 368
124 126
601 200
882 340
—3,162 2,331
898 1,925
25,562 30,011
8,574 7,715
_9,457 15,507
18,031 23,222
621 1,051
515 -
531 367
479 596
20,177 25,236
1,500 1,500
3,885 3,275
5,385 4,775
25,562 30,011
49,950 65,800
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Banco del Comercio 5.A.

BANK SIMMARY. STATEMENT

Credit Process Management: ]

This bank has a good formal credit initistion process vhereby 1002 of
loan requests are presented before a credit coumittee in San Pedro Sula.
Repayment capscity is prime criteria for loan approval. Collateral is
the second most important critaria. Conservative credit philosophy.
Good upper and widdla management.

Liability Management:

This has becn the most successful bank at promoting specizlized
lottery-type savings programs. Savings increases of over $700,000 per
month result from that program alone. Moderate use of expensive Central
Bank funding. CGenerally good liability management.

Liquidity: 1978 19/9 1980 1981

a) Loans to Deposits 3 0.7 3 0.7Y 0.83

v.82
.

Good level of liquidity-
slightly ncgative trend.

Ll

.b) Quick Assets to Deposits 1978 1979 1950 1981
. U3

$ 0.3 ! 0.32 0.33

Good. Cash maintained in excess

of that required by Central

hnk'
Solvency: 1978 1979 1930 1981
a) Free Capital as a X of ! 4,13 % 3.58 !.2.77: 3.3
Risk Assets - $ ! H . ! 4
m“ L]
b) Deposits to Capital 1978 . 1979 1980 1981
(leverage) ? 14.01 ¢ 11.14 ¢ 10.32 : 9.06!
H ! H ! .
Leverage achieved is good.
Solvency is strengthening. .
Proficabilicy: 1978 1979 1980 1981
a) Nat Profit to Capital § MA ! NA ! NA ! NA
: ‘ 1 ] ! ! :
b) Raturn on Total Assets 1978 1979 1980 1981
. 1 NA ! MA ! NA NA

! ! $ [

Oversll Assescments!

This bank has shown steady and continuous growth over four year period
otudied. Conservative but innovative management has waintained good
profitability (exact figures not -svailabla). This sppcars to be the'only
bank currently engaged in truly serious savings mobilization. Loan |
portfolic sppeara to be healthy as shown by lov level of interest earned
not collected (4.38% of loans) and lov past dus portfolio. Bank has ‘good
credit administration procedures. Slighltly negarive trend in liquidity
1s not sarious but should be vatchsd. !
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_FINANCIAL STATEMENTS FOR BANCO DEL COMERCIO

(In Thousands of Dollars)

ASSETS

Cash and Due from Banks

Government Securities
" Riskless Assets

Loans and Discounts
Sundry Receivables

Interest Earned Not Collected
Collateral Taken In Liquidation

Customer's Liabilities for Acceptances

Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets

. TOTAL ASSETS

LIABILITIES

Demand Deposits
‘Time Deposits

" Total Deposits

Duz to Central Bank
Due to Other Banks
Other Liabilities

Various Reserves
TOTAL LIABILITIES

CAPITAL

Capital Stock
Capital Surplus
Capital Reserves
TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1978

11,589
241

11,830

23,576

301
484
185
285
940

2,195

1,147
38,748

23,768
7,844

I 612
357
1,088
2,048
1,386

36,491

1,406
8s1
2,257
38,748

8,169

1979

1980 _
10,157 12,148
241 241
10,398 12,389
25,506 31,156
640 565
597 907
177 212
672 293
961 1,167
3,047 3,144
1,793 2,488
40,744 49,177
26,126 31,060
5,999 6,684
32,125 I Tah
911 2,352
824 543
2,416 3,165
1,585 1,714
37,861 45,518
2,000 2,000
883 1,659
2,883 3,659
40,744 49,1717
7,851 10,483

. 1981

11,494

610
12,104

30,337

1,042
1,330

28,575
8,479

37,054

3,391
450
2,850

. 2,381

46,126
2,000
2,089
4,089

50,215

8,169
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Barco de las Fuerzas Armadas

"BANK SIMMARY STATEMENT

Credit Process Management:

Mot intervigwed.

Liability Hnmgméat :

Very good liability management. Little or no use of expeansive funding.

Has increased deposits by 163X in 3 years.

Liquidity:
a) Loans to Deposits

b) Quick Assets to D-epodtl

Solvency:
a) Free Capital as a X of
Risk Assets

b) Deposits to Capital
(leverage)

Profitabllicy:
a) HNet Profit to Capital

b) Return on Total hletl

Overall Asseamments:

_1578 1979 1980 - 1981
; 1.06 ¢ 0.89 ¢ 0.79

Improving.

1978 19/9 1980 1981

& 0.35 ¢ 0.32 ¢ v.3b:
4 . L3 1]

O.k. Willing reserve require-
ment.

1978 1979 1980 198l

$ 34.01 © 16.8Yy ! 15.01:
: H : :

Very lov - negative trend.

1978 197y 1980 1981

. 2.41 4.94 1 6.0/:
13 13

]

Increasing ratio wvill make
bank more profitable. Well

within acceptable range.

1978 1979 1980 198).
-

.

o el
e om
a s
= 0w

1978 1979 1980 1981

[
[

*w 0a
e oe
s 0

For @ bank vith a very short time in existence the trends for healthy
grovth aeem very promisiug. In spite of constrained liquidicy in the
sarket, Banffaa has managed to mobilize deposits very effectively and to
increase its leverage to a point where it will show a reasonable

profitability.

<



FINANCIAL STATEMENTS FOR BANCO DE LAS FUERZAS ARMADAS, S.A.
(In Thousands of Dollars)

ASSETS

Cash and Due from Banks
Govermment Securities

Riskless Assets

Loans and Discounts

Sundry Receivables
Interest Earned Not Collected
Collateral Taken In Liquidation
Customer's Liabilities for Acceptances
Other Miscellaneous Assets

Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS

. LIABILITIES
Demand Deposits
Time Deposits

Total Deposits

Due to Ceatral Bank
Due to Other Banks
Other Liabilities
Various Reserves

TOTAL LIABILITIES

CAPITAL
Capital Stock
Capital Surplus
Capital Reserves

TOTAL CAPITAL
TOTAL LIABILITIES -& CAPITAL

‘CONTINGENT LIABILITIES

1978

1979 1980
2,560 4,844
2,560 4,844
7,503 13,499
97 44

62 152

74 269
127 157
360 622
243 594
10,666 19,559
3,197 6,836
4,036 8,374
7,233 15,210
426 1,161
7 109
7,666 16,480
3,000 3,000
- 79
4,000 3,079
10, 666 19,559
1,501 4,251

1981

6,207
646
6,853

15,036

106
228

91
177
602
684

23,175

7,670

12.946

19,016
128

- 609
289

20,042

3,000
133
3,133
23,175

3,199
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Banco Atléntids S.A.

BANK SUMMARY STATEMENT

Credit Process Management:
Have an explicit *policy manual - monthly control of past duc odligations
AMd>unsre technical staff to police loan portfolio. Good madagezent ot

uppi.c and niddle levels.

Liability Management:

Bank does an excellent job at generating low cost depcsits through its
vide branch netvork. Use of high cost Central Bank loans aad loans froa
other banks is kept to a minimum. Good liability managemcnt.

Liquidity: . 1978 1979 1980 - 1981

a) Loans to Deposit 1 0.76 ¢ 0.64 0.52 0.57
H

! :
! : :

.

Appears to easily provide
deposit 7jrowvth to fund loanm

portfolio.

b) Quick Assets to Deposits 1978 1979 1980 1941
3 0.38 ! 0.41 : 0.41 ! 0.32°
L H ! H H

Liquidity in excess of that
requiied by recerve roquire-

ment.,
Solvency: 1978 1979 1980 1981
a) Trec Capital as a X of §~0.86 L -2.24  -2.78 ¢ -3.87¢%
Risk Assets ] : H : :
Vary lov - negative trend.
b) Deposits to Capital 1978 1979 1980 1981
(leverage) . : . « 19.18 ¢ 16.19¢

Leverage is high, but may
vot be excessive due to do-
mipance of bank {n marketplace

Profitabilicy: 1978 1979 1980 1981

a) Net Profit to Capictal d NA ! 482 402 NA

{ ! :

Very good profitabilicy.

b) Leturn on Total Asseats 1978 1979 1980 1981

z
>

T MA I 1,99 11,78
! .4 H

Vary good profltability.

Overall Assessaentsi

Qualified Statements - Auditor mentions soms 5.5 million in doubtful
loans agatnst vhich there are inadequate loas reserves. In additfon there
are 31.4 million in {nvestments in shares of companies vhose net worth is
in doudbt. It would appear that due to relatively lov capitalization and
high levesage the bank shovs signs of potential veakncss in tarus of
solvency. A more detailed reviev of tte qualicy of lcan portfolio would

be in order. Liquidicy and Profitability are ex-ellent. Due to overall
size of the bank and extended branch ‘netvork, Panco Atlintida continues to

operate proficat
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FINANCIAL STATEMENTS FOR BANCC ATLANTIDA, -S.A.
{In Thousands ‘of Doliars) ’

1978 1979 - - 1980 1581
_ _ASSETS
Cash and Due from Banks 41,634 51,373 53,744 36,687
Government Securities 1,663 2,093 i,819 1,326
Riskless Assets 43,297 53,466 55,563 38,213
Loans .and Discounts 85,892 83,075 70,828 68,856
Sundry Receivables 2,656 3,023 6,073 1,774
Interest Earned Not Collected 866 1,255 973 2,410
Collateral Taken In Liquidatiom | 63 120 . 119 207
Customer's Lisbilities for Acceptances 3,372 1,331 3,869 8,216
Other Miscellaneous Assets 2,773 6,749 9,341 6,526
Total Normal Risk Assets 9,730 12,478 20,375 25,133
Fixed.Assetp 7,162 9,025 9,914 11,490
TOTAL ASSETS 146,081 158,044 156,680 143,692
LIABILITIES .
Demand Deposits 57,486 68,856 75,998 54,512
Time Deposits 55,468 60,448 61,118 65,522
Total Deposits 112,954 129,304 136,216 120,034
Due to Central Bank 532 900 1,871 3,989
Due to Other Banks 20,937 12,000 6,970 5,967
Other Liabilities 2,435 6,014 1,893 2,881
Various Reserves 2,947 3,043 2,628 3,410
TOTAL LIABILITIES 139,805 151,261 149,578 136,281
o CAPITAL
Capital Stock 5,000 5,000 5,000 5,000
Capital Surplus - - - -
Capiral Reserves 1,276 1,782 2,102 2,411
TOTAL CAPITAL " 6,276 6,783 7,102 7,411
TCTAL LIABILITIES & CAPIIA; 146,081 158,044 156,680 143,692

CONTINGENT LIABILITIES 23,135 36,944 47,527 29,920
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‘Banco El Ahorro Hondureno S.A.

BANK SUMMARY STATEMENT

Credit Process Management:

Thio bank generslly engages in asset based lending. Collateral is the
prime consideration for granting of a loan. Eas only two agronomists.
Relatively mediocre niddle management. Fairly rudimentary credit
procedures.

Liability Management:

Basically generates deposits through time deposits. Very limited
atteapts at implementing special savings programs. Uses average cost of
funds coucept for liability manazgement. Relatively lov use of expensive
Cantra’ Bank funds. Has had to increase high cost interbank borrowings
recently wvhich vill affect profitability.

1980 1981
0.68 ¢ 0.75

Liquidicy: 1978 9

a) Loaus to Deposits s 0.67

Of b

olS

4]
se 8

High liquidity ~ no trends.

b) Quick Asoets to Deposits TT1y78  19/9 1980 198l .
0.37 ¢ 0.37 ¢ 0.39 ¢ 0.33¢
1 . [

sm oof
‘e oo

Good liquidity - above Central
Bank requirecents.

Solvency: ) 1978 1979 19480 1981

a) TYree Capital as a8 Z of $ 2.8y ! 3.52 : 3.73: 3.92¢

Risk Assets ! ! : : H
o.‘.

b) Deposits to Capital 1978 1979 1980 1981

(leverage) 120.99 ! 18.01 ! 15.40 : 13.106!¢

! ¢ : : H

Bigh leverage trending towar
a satigfoctory level. -

Profitablility: 1978 1979 1980 1981
a) HNet Profit to Capital e« MNA 3 NA ¢ NA ¢ NA !
H 3 H H !

b) Raturn on fotal Assets 1978 1979 1980 1981
' T HA ¢ NA ! NA ! NAQ

! H : H H

Overall Asscsamants!

Thie bank continues to operate f:ofitability through an extensive branch
netvork end relies heavily on long ters experience in the marketplace.
The bank has done nothing new in the past four years and appears
financially sound. The principal area of uncertainty is in judgiog the
quality of the credit portfolio. Tha ratio of intereat earnzd not
collected to loans is 4.61 which is on the high side but acceptatle. The

bank is bssically healthy.



FINANCIAL STATEMENTS FOR BANCO DE EL AHORRO HONDURENO, S.A.
(In Thousands of Dollars)

"ASSETS

Cash and Due from Banks

Govermment Securities
Rigkless Assets

Loans and Discounts
Sundry Recelvables

Interest Earned Not Collected
Collateral Taken In Liquidation

Customer's Liabilities for Acceptances

Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS

LIABILITIES

Demand Deposits
Time Deposits
Total Deposits

Due to Central Bank

Due to Other Banks
Other Liabilities

Various Reserves

TOTAL LIABILITIES

CAPITAL

Capital Stock
Capital Surplus
Capltal Reserves
TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1978

24,486
652
25,138

45,700

860
1,553
2,746
956
648

6,763

1,689

79,290

26,087

42,116

68,203
1,820
1,871
2,850
1,296

76,040

1,500
1,755
3,250

79,290

15,239

1979
—_—

25,251
414
5,665
47,819
700
1,701

1,800
1,094

1,329
6,624
1,842

81,950

26,733

42,115

68,848
2,509
3,439
1,476
1,855

78,127

1,500
2,32;
3,823
81,950

23,007

1980

26,876

511
27,387

47,436

926
1,761
1,516
3,148
2,557
9,908

2,311
87,042
28,179
41,680
69,859

4,337

4,917

1,173

2,219
82,505

1,500

3,037

1981

21,451
511
2).,962

49,979
1,486
2,305
1,903
2,264
2,384

10,342
2,634

84,917

27,313

39,768

67,081
1,552
6,985
1,345
2,855

79,818

5,000
99
5,099
84,917
9,330
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Banco'de la Capitalizadora Hondurena S.A.

BANK SUMMARY STATEMENT

Credit Process Management:

Uses asset based lending philosophy. Value of collateral is prime
consideration for loan approval. Only ona sgronomist appears inadequate
for nize of agricultural loan porttolic. Has ¢ computerized loan tracking

."tﬂ-

Liatility Management:

Initiated lottery system for mobilizing savings but diacontinued prograns
as a result of labor problems. Basically funds portfolio grovch with
{ncreases in savings and time deposits. Good use of compensating deposits
to increase yields on loans. Relatively little use of expensive central
bank and interbank sources of funds.

Liquidity: 1978 1979 1980 1981
a) Loans to Deposits < 0.1 0.27 0.73 0.79

GCood liquidity.

1979  1Ys0 1981
0.30 0.3/ 0.30¢ -

b) Quick Assets to Deposits --1978

=]
o
"
«

e oy

lfficienf use of cash-waintains
cash required by Central Bank.

Solvency: 1978 19/9 1980 1981
a) Free Capital as s X ot 1 0.59 & 0.52 ! 0.78 ! =0.02:
Rsk Assets ! ! - H H

Low—-Overextended in fixed I;SQtl

b) Deposits to Capital 1978 1979 1980 1981
(laverage) H . H .66 .90 .85
]

Righ leverage declining to very
satisfactory levels.

Profitabilicy: 1978 1979 1980 1981
a) Fet Profit to Cspital T A | HNA ¢ NA ' NA:

| ! : ! H
%) Baturn on TOCAL ASSGTS 1978 1979 1980 1981

HA

T NA ! NA
1 !

Overall Assessments:

Fivancially, Bancahsa has very good liquidity and solvency ratios.
Although profit figures area oot available, the combination of a good
funding strategy and eppropriate levprage imply that the bank 1s'operating
profitebly. A good relationship haa been maintained betveen loan and
deposit growth. . ]
Portfolio quality, as evidenced by acceptable interest cerned-not
collected to loans (4.37X) appears satisfasctory.



FINANCIAL STATEMENTS FOR BANCO DE LA CAPITALIZADORA HONDURENA, S.A.

(In Thousands of Dollars)

ASSETS

Cash and Due from Banks
Covermuent Securities
Riskless Assets

Loans and Discounts

Sundry Receivables
Interest Earned Not Collected

Collateral Taken In Liquidation .
Customer's Liabilities for Acceptances

Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS

LTIABILITIES

.Demand Deposits
Time Deposits
Total Deposits

Due to Central Bank
Due to Other Banks

Other Liabilities
Variocus Reserves

TOTAL LIABILITIES

CAPITAL

Capital Stock
Capital Surplus
Capital Reserves
TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1978 1979.
25,950 20,870
876 595
26,826 21,465
50,045 55,214
2,453 2,811
1,688 1,611
1,391 1,711
1,103 1,133
2,273 3,043
8,908 10,309
3,573 3,696
89,352 90,684
35,274 37,200
35,417 34,496
70,691 71,696
1,489 1,656
6,737 5,578
5,361 5,429
1,870 2,266
86,148 86,625
2,000 3,500
1,204 ‘559
3,204 4,059
89,352 90, 684
17,511 20,984

1980

26,412
620
27,032

53,194

4,532
2,187

625
1,456

3,207

12,104
4,048

96,378

40,237

32,177

72,414
3,043
5,597
8,149

2,621

91,824

3,500
1,054
4,554

96,3/8

21,907

1981

20,556
721
21,277

55,576

4,703

2,426
771

2,313

2,881

13,094
95,039
36,227
34,122
70,349
3,504
4,399
- 8,870
2,838

89,960

3,500
1,579
5,079

95,039

16,425
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Banco FICENSA

BANK 'SUMMARY STATEMENT

Credit Process Management:

Hos back up of Banco de Apérica Central Group (ex Banco de América-
icaragua). Seems go have tairly good approval and monitoring procedures
as evidenced by low level of interest earned not collected.

Liability Hanagement:
Has managed to increase deposits by abcut 9% over the last four years and

has oot made excessive use of expensive funding sources. Loan portfolio
cannot continue to grow unless new funding sources are developed.

Liquidity: 1978 1979 1980 1981
a) Loaos to Deposits T 0.76 - 0.86 ¢ 0.79 I 0.Yb
v 14 . L] L4

pDeteriorating trend.
b) Quick Assets to Deposits 1978 1979 1980 1981
T0.32 ¢ 0.31 : 0.44 T 0.17
1 : o 1 : !

Sudden drop in liquidity ino 1981
N

1978 1979 1980 1981

Solvency:

a) Free Capital as a % of T 6.58 ¢ 5.28 T 5.74 ¢ 3.28:
Risk Assets ! ! ! ! !
b) Deposits to Capital 1978 1979 1980 1981 .
(leverage) TI3.01 7 11.56 § 12.15 @ 14.04%
1] 1 1 [ ] 1]

Solvency is ‘acceptable.
Profitabllity: 1978 1979 1980 1981
a) Net Profit to Capital T H I ! !
1 : ! H H
b) Return on Total Assets 1978 1979 1980 1981
T : : : :
] : { : H

Overall Assessments:
Picensa is an agressive bank which has ceached its limit of asset

'grovth. Unless additional deposits can be mobilized, it would appear that

growth vill have to be curtailed. Leveragc is acceptable but ghould not

{ncrease further. Based on present financial structure, it would seecm
that the bank must be profitable. Asset quality appears acceptable.
Serlious liquidity problems mav develop in 1982:



FINANCIAL STATEMENTS FOR FINANCIERA CENTROAMERICANA, S.A.

(In Thousands of Dollars)

. 1978 1979
_ASSETS
Cash and Due from Banks 4,131 3,747
Govermment Securities 57 1
Riskless Assets 4,188 3,748
Loans and Discounts 9,771 10,416
Sundry Receivables 422 1,196
Interest Earned Not Collected 225 253
Collateral Taken In Liquidation - - -
Customer's Liabilities for Acceptances 279 1,326
Cther Miacellaneous Assets 655 195
Total Normmal Risk Assets 1,581 2,970
Fixed Assets . 233 328
t
TOTAL ASSETS 15,773 17,462
LIABILITIES
Demand Deposits 5,968 6,319
Time Deposits 6,946 5,629
Total Deposica 12,914 12,148
Due to Central Bank - 2,000
Due to Other Banks 1,572 1,955
Other Liabilities 175 128
Various Reserves 127 180
TCTAL LIABILITIES 14,788 16,411
_ CAPITAL
Capital Stock 971 1,000
Capital Surplus - -
Capital Reserves 14 51
TOTAL CAPITAL 985 1,051
TOTAL LIABILITIES & CAPITAL 15,773 17,462
CONTINGENT LIABILITIES 3,670 8,270

1980 1981
5,874 2,435
1 1
5,875 73436
10,541 13,435
746 705
239 519
1,077 2,723
364 124
340 410
19,182 20,352
6,913 6,532
6,513 7.511
13,426 14,043
1,400 1,699
2.690 1,640
328 1,639
233 331
18,077 19,352
1,000 1,000
105 -
1,105 1,000
19,182 20,352
12,755 12,154
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Ranco Mercantil S.A.

BANK SUMMARY STATEMENT

Credit Process Management:

Not Intervieved.

liability Management:
Poor liability management. Hard to make a judgement because it is only

2nd year of operations of bank. Use of expensive funding 18 very high for
sozll size of bank.

Liquidity: 1978 1979 1980 1981
a) Loans to Deposits H : T 0.92 ! 1.09
[ . 1] v ]
Illiquld-uorsening trend.
b)Y Ouick Assets to Deposits .1978 1979 1980 1981
. 0.29

0.49
1

o -1

0.X. - too much cash for reserve

requireaent.
l
Solvency: 1978 1979 1980 1981
a) Free Capital as a X of T ! 1 34.33 ¢ 28.21!
Risk Assets ] : H ! H
b) Depoalts to Capital 1978 1979 1980 1981
(leverage) [N H 1 2.10 ¢ 1.69%
H : ! : H
Too low for bank to be
profitable.
Profitabilicty: 1978 1979 1980 1981
a) Net Profit to Capital . H H : :
H ! 2 H H
b) .Return on Total Assets 1978 1979 1980 1981
! H : H H
H ! H H :

Overall Assessuents: \

This is a small bank that is getting started at the beginning o(
difficult times for the systeam. From its firer year and its second,
deposits have declined 18X. Almost all of its funding to offset deposit
losses have come from expensive Central Bank funds. In viev of low
volume, it would appear di fficult for the bank to remain viable unless
substantial deposit mobilization occurs.
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PINANCIAL STATEMENTS FOR BANCO MERCANTIL, S.A.
(In Thousands of Dollars)

1978 1975 1980 1981
ASSETS : .
Cash and Due from Banks 1,804 2,519
Government Securities - 12
Riskless Assets 1,804 2,531
Loans. and Discounts 5,779 5,622
Sundry Receivables 489 1,407
Interest Earned Not Collected 81 230
Collatersl Taken In Liquidation - -
Customer's Liabilities for Acceptances 21 396
Other Miscellaneous Assets 1,336 1,487
Total Normal Risk Assets 1,927 'ngfﬁ
Fixed Assets 264 373
TOTAL ASSETS 9,774 12,046
LIABILITIES
Demand Deposits 2,586 2,382
Time Deposits 3,699 2,774
Total Deposits 6,285 5,156
Due to Central Bank 150 2,287
Due to Other Banks 65 1,048
Other Liabilities 246 . 450
Various Reserves 28 - 60
TOTAL LIABILITIES 6,774 8,?91
- CAPITAL
Capital Stock 2,000 2,000
Capltal Surplus 1,000 1,000
Capltal Reserves - 55
TOTAL CAPITAL 3,000 3,055
TOTAL LIABILITIES & CAPITAL 9,774 12,046

CONTINGENT LIABILITIES 5,679 6,882
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Banco de los Tratajadores

BANK SUMMARY STATEMENT

Credit Process Management:

Not Interviewed.

iieblility Management:

Yoor. Proportionately heavy use of expensive fundiug. Relationship

betveen demand and time is skeved toward time deposits which cost more.

Liquidity: 1978 1979 1980 _ 1981

a) Loans to Deposits TI1.20 ¢ 1.30 ! 1l.26 ¢ 1.21
t ] ] 1 L]
T1liquid.

b) Quick Assets to Deposits 1978 1979 1980 1981
T70.37 1 0.36 ¢ 0.31 ¢ 0.29
1 : : H :
Trend shovus ‘tendency to meet

pinimm requirement of Central

Bank.
Solvency: 1978 1979 1980 1981
a) Free Capital as a X of T711.20 ¢ 10.58 & 7.59 ! 9.61:
Risk Assets H H ! H !
Gmdo
b) Deposits to Capital 1978 1979 1980 1981
(leverage) T %.46 § 4.40 ! 5.60 I 64.64:
H - H ! !
Very low leverage
Profitability: 1978 1979 1980 1981
a) Net Profit to Capital . R 4 T NA ¢
. 1 ] 14 14 L4 14
b) Return on Total Assets 1978 1979 1980 1981
T ! : T NA:
[ ] 1 1] 1 [ ]

Overall Assessments:

This bank shows signs of 1lliquidity. Deposits and loans have remained
stable during the last two years and the bank's ability to senerate\cnsh
{s winimal. Leverage is lowv under the clircumstances and therefore
profitabliity must be very lov. Portfolio’ quality is acceptable as

measured by interest esrnmed-mot collected to loans (4.69X).



FINANCIAL STATEMENTS FOR BANCO DE LOS TRABAJADORES
(In Thousands of Dollars)

) ASSETS
Cash and Due from Banks
Govermment Securities
" Riskless Assets

Loans and Discounts

Sundry Receivables
Interest Earned Not Collected
Collateral Taken In Liquidation

Customer's Liabilities for Acceptances
Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS
LIABILITIES
-Demand Deposits

Time Meposits
Total Deposits

Due to Central Bank
Due-tp Other Banks
Other Liabilities
Various Reserves

TOTAL LIABILITIES

CAPITAL
Capital Stock
Capital Surplus

Capital Reserves

TOTAL CAPITAL
TOTAL LTIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1978

5,688
31

5,719

18,669

18
279
27
1,220
259

1,803

1,076

27,267

6,785

8,788

15,573
2,139
3,705
1,508

852

23,7177

2,500
995
3,490
27,267

13,258

1979 1980
6,660 7,162
3t 32
6,691 7,194
24,032 28,936
34 426

441 631

17 17
1,732 1,879
291 733
2,515 ~3,686
1,216 1,570
34,454 41,386
7,683 8,847
10,826 14,487
18,509 23,334
5,891 5,424
2,935 1,744
2,035 5,209
933 1,509
30,303 37,220
2,500 2,500
1,651 1,606
4,151 4,166
34,454 41,386
14,354 15,374

1981

1,717

41,610

7,801

15,418

23,219
4,443
5,221
1,726
1,993

36,602

2,500
2,508
5,008

41,610

9,665
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Banco Sogerin S.A.

BANK SUMMARY STATEMENT

Credit Process Management:

Family {mpassive management staff - credit moni toring done by staff of
3 agronomists. ?erhaps too aggresiive in credit approval.
picked up some marginal clients. Good control of past due obligations.

Liability Management:

Very poor deposit generation.

Seem to have

Has had to borrow at high rates from Central

Bank and from interbank market at proportionately high volumes in order to
fund asset growth. Deposit growth {s proportionately high in expensive

time deposit money. 21X drop in deposits over & year period.

Liquidity:
a) Loans to Deposits

b) Quick Assets to Deposits

Solvency:
a) PFPree Capital as a X of
Risk Assets

b) Deposits to Capital
(leverage)

Profitakd lity:
a) Net Profit to Capital

b) Return on Total Assets

'Overall Assessments:

This bank has embarked on a progran aggressive loan expansion in tﬁe

1978 1979 1980 1981
$1.09 ! 1.42 2 1l.46 1 1.78
L ! ! : :
1l quid.

1978 1979 1980 1981
! 0.39 ! 0.32! 0.34 ! 0.18
H H ! H !
I1liquid - 1982 will be a
difficult year.

1978 1979 1980 1981
1 3.73 ! 1.57 ! .1.56 ¢ 0.96!
H : ' © H
Rapidly declining.

1978 *197Y 1980 1981
T1.71 ¢ %.31 ¢! 8.50 ! 6.86:
H 3 ! ! H
Good leverage - improving.

1978 1979 1980 1981
K : ! 30.4 ! 8.83:
! H ! ! !

1978 1979 1980 1981
: : ! 1.69 ' 0.53:
! H ! ! !

middle market. Loan portfolio appears to haye some problems as seen by an
increasing ratioc of interest earned~not collected to loans (5.46%)
liquidity ratios indicate severe problems for 1982 unless deposit

mobilization takes place. Increases in expensive increcental funds

sources have seriously erroded profitability.



FINANCIAL STATEMENTS FOR BANCO SOGERIN, S.A.

(In Thousands of Dollars)

ASSETS
Cash and Due from Banks
Govermment Securities
Risgkless Assets

Loans and Discounts

Sundry Receivables
Interest Earned Not Collected
Collateral Taken In Liquidation
Customer’s Liabilities for Acceptances
Other Miscellaneous Assets ‘

Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS
LIABILITIES

Demand Deposits
Time Deposits

"Total Deposits

Due to Central Bank
Due to Other Banks
Othet Liabilities
Various Reserves

TOTAL LIABILITIES

CAPITAL
Capital Stock
Capital Surplus
Capital Reserves

TOTAL CAPITAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1978 1979
9,673 6,913
484 494
10,157 7,407
28,142 33,153
443 755
1,277 1,319
8 550
1,655 498
62 373
3,445 3,535
1,000 1,846
62,744 65,991
8,520 5,934
17,417 17,333
25,937 23,267
4,027 4,842
8,41/ 13,153
1,678 1,457
470 772
40,529 43,491
2,000 2,000
215 500
2,215 2,500
42,744 45,991
18,629 24,714

1980 1981
7,550 3,095
550 550
~8,100 3,645
34,859 36,705
2,273 1,611
1,607 2,005
811 870
235 167
359 1,138
5,285 5,791
2,141 2,568
50,385 48,709
9,970 7,414
13,852 13,175
23,822 20,589
12,175 13,723
Y, 500 8,813
1,090 . 991
957 1,593
47,584 45,709
2,000 2,000
801 1,000
2,801 3,000
50,385 48,709
21,706 20,277
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Banco de Occidente

BANK SUMMARY STATEMENT

Credit Process Management:

This bank has the highest percentage of past due loans (25%). Vlanagezent
nighly concentrated in one man. The bank ia a big agricultural lender and
it has only 3 agronomists~ Credit decisions &re largely wade on a3 personal

basis.

Liaﬁility Manageoent:
Poor. Credit portfolio has continued to increase while deposits were

actually dropping. Marginal source of funds is Central Bank at 212.
Mexizum loan rate is 19%. 100Z increase in Central Bank borrowings in

1981.

Liquidity: 1978 19/9 1980 1981
a) Loans to Deposits 1 0.76 ¢ 0.77 0.99 1.07
§

Negative trend in liquidity.

b) Quick Assets to Deposits 1978 1979 1980 1981
0.35 ¢ 0,32 ¢ 0.34 : 0.29

OK - but hovers on minimum re=
quired by reserve requirement.
1

Solvency: 1978 1979 1980 1981
a) Free Capital as a z2 of T 6.3l § 3.22 ¢ 2.23 ¢ 1.78:
Bigk Asgets : $ L H H
Good but deteriorating.
]
b) Deposits to Capital 1978 197y 1980 1981
(leverage) T14.14 ¢ 16.64 ¢ 13.99 & 12.27¢
L] 9 1] 1 | 1
Good improving trend.
Profitabilit:: 1978 ° 1979 1980 1581
a) Net Profit to Capital L : : T7NA S
[ ] ] ? . L4
[ [ - . .
b) Return on Total Assecs 1978 1979 1980 1981
T : NA

Overall Assessuents:

Banco de Occidente must consolidate is asset growth and begin to
restructure marginal loans while it embanks on a program to mobilize
deposits. Loan quality appears very poor with pest due loans of up f° 25
and interest-earned not collected ratio as high &8 10.82 of loan '
portfoliol If a change in managerial enphasis does not occur {mmediately,
this bank will be in serious trouble soon. Hanagement should concentrate
on improving portfolio quality and liability management.



FINANCIAL STATEMENTS FOR BANCO DZ OCCIDENTE
(In Thousands of Dollars)

ASSETS

1978 -

Cash and Due from Banks
Government Securities
Risgkless Assets

Loaqs and Discounts

Sundry Receivables
Interest Earned Not Collected
Collateral Taken In Liquidation

Customer’s Liabilities for Acceptances

Other Miscellaneous Assets
Total Normal Risk Assets

Fixed Assets
TOTAL ASSETS

LIABILITIES

Demand Deposits
Time Deposits
Total Deposits

Due to Central Bank
Due to Other Banks
Other Liabilities
Various Reserves

TOTAL LIABILITIES

CAPITAL

ng};a}ﬁstock
-Capital Surplus
Capital Reserves
TOTAL CAPLTAL
TOTAL LIABILITIES & CAPITAL

CONTINGENT LIABILITIES

1979 1980 1981

12,158 14,537 13,725 10,619
343 187 U416 427
12,501 14,924 14,141 11,046
27,448 35,229 41,295 41,217
677 1,104 2,902 4,230
1,424 1,972 2,949 4,456
813 293 628 845
1,983 1,574 1,948 2,520
1,174 781 484 1,061
6,071 5,724 8,911 13,112
1,068 1,400 1,813 2,122
47,088 57,277 66,160 67,493
14,907 19,328 16,328 12,512
21,299 26,638 25,274 25,845
36,206 45,966 %1, 602 38,357
1,194 1,516" 10,651 20,742
5,069 2,748 7,241 2,185
734 2,600 2,125 410
1,322 1,484 1,567 2,673
44,525 54,514 63,186 64,367
1,779 2,400 2,500 2,500
720 100 - -

62 263 474 626
2,561 2,763 2,974 3,126
47,086 57,217 66,160 67,493
20,908 27,672 27,007 16,487
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Banco Continencal

BANK SUMMARY STATEMENT

Credit Process Manazgement:

Cradit process and general sanagement concentrated in one =24 in San
Pedro Sula. Use of incernal auditors to oake collateral inspections but it
appears very' few inspections are mades. There is an organized response
unit. Use of outside lavyers for collections. Practically no widdle

managenent.

Liabilicy Management:

Thia bank may be headed for problems as a result of lov deposit
generations and high use of expensive funding for portfolio growth. Has
to rely beavily on sister companies of Continental Groups for deposit
support. Has experienced a 351 drop in deposits over last & years.

Liquidity: 1978 1979 1980 1981
a) Lloans to Deposite ! 1.29 1.81 1.23 1.70
11 1]

Very illiquid.

b) Quick Assets to Dzposits 1978 1979 1980 1981
e -0.53 ¢- 0.49 1.96 1..18

Excessively high ratios are the
result of large drops in deposit
levels rather than good cash

generation.
Solvency: . 1978 1979 1980 1981
a) Tree Capital as a X of 1 20.31 ! 15.36 ¢ 25.39 ! 30.86!
Risk Assats ] : H H !
Zood.
b) Depoaits to Capital 1978 1979 1980 1981
(leverage) T 3117 2.58 7T 1.79 ¢ 1.132
H H H !
Bank is overcapitalized.
Profitadbilicy: 1978 . 1979 1980 1981
a) Net Profic to Capital 1 : : ¢ :
! ! H ! !
b) BRaturn on Total Assets 1978 1979 1980 1981
H : : : H
2 ! ! H H

Overall Assessaents:
Although wve have not seen profit figurea for this bank, the quality of

earnings, if any, ars suspact due to the indicstion of poor portfolio
quality (ratic of interest earned-not collected to loans is 13.47Z) and
dus to heavy reliance on c:penll'n {ocremental funding sources. Bank is
seriously overcapitalized for adequate profitabllity, hovever, excess

capital will be useful in 'cusuon.lng credit losses resulting from a sub
stardard credit portfolio.

Remedial actfon {s raquired to clean up portfolio and to improve deposit
gsneration capabilicy.

y
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FINANCIAL

STATEMENTS FOR BANCO CONTINE.ITAL, S.A.
(In Thousands of Dollars)

1578 1979 1980

. ASSETS :
Cash and Due from Banks 4,867 3,961 8,397
Govermmeat Securities 2 4 4
Riskless Assets 4,869 3,965 8,401
Loans and Discounts 11,758 14,726 9,787
Sundry Receivables 489 314 1717
Interest Earned Not Collected 214 1,529 1,551
Collateral Taken In Liquidation 19 19 19
Customer's Liabilities for Acceptances 521 1,198 2,662
Other Miscellaneous Assets 175 369 __ 106
Total Normal Risk Assets 1,418 3,429 5,715
Fixed Assets 217 324 392
TOTAL ASSETS 18,262 22,444 24,295

LIABILITIES
Demand Deposits 6,648 5,890 5,569
Time Deposits 2,494 2,263 2,375
“"Total Deposits 9,142 8,153 7,944
Due to Central Bank 615 1,213 4,419
Due to Other Banks 2,004 1,722 2,548
Other Liabllities 3,151 7,346 4,419
Variocus Reserves 412 847 538
TOTAL LIABILITIES 15,324 19,281 15,868
CAPITAL

Capital Stoch 2,000 2,000 3,000
Capital Surplus - - -
Capital Reserves 938 1,163 1,427
TOTAL CAPITAL 2,938 3,163 4,427
TOTAL L1ABILITIES & CAPITAL 18,262 22,444 24,295
CONTINGENT LIABILITIES 33,174 47,490 16,647



CLEARLY HEALTHY

X.

4. Bank ot London & Montreal
3. Banco de Honduras

Bank ot America

HEALTHY

4. Benco del Comercio .
Banco de las Fuerzes Armmadas

S
6.

7.-Banco del Ahorro Hondureno
8. Banco La Capitalizadora Hondurena
Financiera Centroamericana

Banco Atlantida

BANKS WITH PRUBLEMS

1u.
11.

14.

13.
14.

Banco Mercantil

Banco de los Trabajadores

Banco Scgerin

Banco del Ocridente
Banco Continental
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APPENDIX IV

BANK CLASSIFICATION TABLE

CREDIT
PROCESY LIABILITY
MANAGEMENT MANAGEMENT  LIQUIDITY SULVENCY
H H H H
excellent ! excellent | excellent ! excellent d
excelilent ! excellent ! excellent { excellent H
excellient ! excellent ! good ! overcapitalized:
t H H H]
H H H} !
H ! H H
good ., { excellent ! good ! good H
aot evaluated ! excellent ! excellent : good !
gocd { excellent ! exceilent { Potential )
t ! { veaknass . !
satiocfactory ! good { excellent ! satisfactory H
satiatactory ! good : excellent ! satistactory )
satisfacrory ! good + potential H :
H ¢ veakness : acreptable ]
H H H ]
! : { H
H H H !
not evaluated ! poor ! weak ¢ overcapitoliged!
not evaluated ! poor ! veak ! acceptable but !
) 8 : : overcapitalized!
satisfactory ! poor ¢ weak ! good H
q 1] 1 i
weak { poor ! weak ! satisfactory H
veak ! poor ! weak ¢ overcaplitalized!

PROFITABILITY

PORTFOL1C

sxcellent

severe decline
in protits
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2.8/%
2/95%
1.95%

- 4.382
1.522

3.50z
4.612
4.3/%

3.862

4.092
4.692

5.462

lu.812
13.4/2
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APPENDIX V

THE MANGINAL COSI OF FUNDS AND THE MARKET RATE OF
" INTEREST IN HONDURAS

Because ‘the local currency ot Honduras is pegged at 2:1 by the Central
‘Bank there is practically no way in which the Central Bank can promte an
independent interest rate policy for the country, particularly if the Central
‘Bank moves tovard an enviromment of tree wmarket interest rates.
Theoretically, interest rates for lempira denominated assets should have
yields equivalent to ylields for free market international tinancial assets
plus a difterential to compensate for perceived differences in risk. 1In

prac;ice this means that the eurodollar rate plus a spread (for risk) should
equal the lempira interest rate. Under free market conditions, therefore, the
incremental or market interest rate in Honduras should approximate LI1BUR plus

some spread.

At this moment two important factors distort the theoretical reality
- somewhat.

1) Central Bank imposed local currency interest rate restrictions
maintain rates below irternational or eurodollar rates creating the distortion
of excess demand for local currency.

2) PFor political reasons foreign banks are no longer providing
substantial incremental funding to the private banking sector.

Hence, the eurodollar market is not a significant incremental source
of funds in the market today.

At this moment, there are two sources of incremeniai tunds used by
the banks:

l) Central Bank advances to cover liquidity losses.. These funds are
generally made available at penalty rates ot 21X p.a.

2) Inter-bank loans (generally very short-term call money) at rates
varying from 16Z to 19Z. These rates reach these levels because ot the
overall interest rate restrictions currently ln place.

Neither of these sources of funding should be used for funding long-term
asset growth by the banks. Nevertheless, due to the growing and pervasivr
'111iquidity situation, what should be a temporary source ot funds has in tact
become a longer term source for maintaining lcan porttolios which for one
reason or another are not being reduced.

In trying to determine an appropri ate market rate of interest at which to
disburse the A.I.D. project loan from the !:ntral Bank to the banking system

A
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we note that the theoretical rate should be LIBOR plus a spread. The market,
even through it is distorted, 1is indicating that the incremental source ot
funds rate hovers between lb to 1Y9Z. Furthermore the higher time deposit
rates paid by banks are in the 13% range. Taking the reserve requirement into
account this means that the ettective marginal cost to the banks 1s
approximately 182 p.a.

Since LIBOR is currently at approximately lbZ ome can conclude empirically
that the incremental source of funds rate in Honduras is LIBOR plus
approximately 2Z.

Since A.1.D. wants to find a market rate that is both independent (i-.e.,
derived by market forces) and rapidly adaptable ‘to world economic conditions
it would seem appropriate to use a market interest rate ot LIBUR + 2Z to te
quoted and adjusted by the Central Bank based on YU day LIBOR. In the event
that A.i.D. wants to insure more rapid disbursement ot the tunds, the spread
can be reduced to 1lZ or zero.



APYENDIX VI

CRITFRLA FOR ALLOCATING FUNDS 'TO THE PUTENTIAL LENDERS

A great part ot the thrust ot the project loan is to achieve major changes
in financial and monetary policy. The emphasis is on developing money markets
which respond more freely to forces of supply and demand. For this reason it
is important that the criteria tor allocating tunds to the potential lenders
not in itself be another source of market distortion. By the same token,
since the loan will be disbursed through at least tourteen lenders and
coordination will be required between the Central Bank, the Superintendent ot
Banks and A.1.D., it is important to keep the criteria for allocation as
simple as possible. Finally, the criteria should be easy to understand by the
bankers. Since this loan is being disbursed as an agricultural loan it would

be appropriate tor the criteria to be related to agricultural lending.

For all the above reasons it is felt that the allocation of tunds between
the banks should be based on the present volumes ol agricultural lending

currently outstanding for each bank. Since the loan is expected tc be
disbursed rapidly no substantial tracking or tine tuning ot the allocation
system over time will ‘be worthwhile.

Since the project loan also comtemplates loans to agro-industry as well as
agriculture it would be appropriate that the size ot the total agriculture and
agro-industrial loan portfolio be used as the basis for allocating the loan
funds between banks. The Superintendent of banks should be able to provide a
bank-by-bank breakdown of the total percentage of participation in combined
agricultural and agro—industrial lending for the banking system.



APPENDIX VII

FINANCLAL MECHANISMS/PULICIES TO 1NCKEASE
SAVINGS MUBILIZATION AND TO INCREASE LENDING TO
SMALL BORRUWERS BY PRIVATE BANKS IN HONDURAS

A) Savings Mobilization

The two key financial objectives to be achieved by Project 522-U1/¥ -
Agriculture Credit are:

1) Complete elimination of interest rate rectrictions to include
‘elimination of all pricing restrictions on banks. 1In general, all
Central Bank subsidies to the banks made etftective through ditterent
rediscount rates tor ditterent loan programs should be eliminated by
bringing all rediscount rates to one single market rate equal to the
-"marginal cost for funds in the marketplace”.

2) Elimination of the effective tax on depositors inherent in the
present reserve requirement system through a mechanism which would
permit the banking system to earn "a market rate of interest” on the
required reserves.

Asguming there is competition in the banking system a movement toward
a free market system based on the above changes to the banking law will
very rapldly bring savings rates of interest up to a point where savers
would earn a positive real rate of interest om their investment. As the
incentive to save will be increased Honduran propensity to preter
financial investment instruments will also increase. ‘Some technical
assistance to the banks in the area of savings mobilization may be
ugseful, however, it is felt that in a relatively short period (1 to 2
years) the move toward a free market enviromment will ettectively
accomplish most ot the desired savings mobilization goals.

The assumption of competition is a key consideration in this
analysis. There seems to be ample evidence that competition does in tact
exst. The four year study pertormed on the banking system shows some
banks have Leen very successful at maintaining or increasing market share
of deposits using a variety of advertising and promotional techniques.
Some banks have adopted the strategy of penetrating the market through
extensive branching networks while others have preterred to use
door-to-door salesmen and collectors to solicit deposits under
comnplicated but eftective lottery-type savings programs. Ironically, the
Principal evidence of cartel activity among the banks lies in the implied
agreement to charge for services (including loans) according to scpedules
approved and published by the Central Bank. In etfect the government 1is
in the role of enforcing a price fixing arrangement. Eliminations ‘ot
interest rate and pricing ceilings should prevent this market distértion.
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B) Mechanisms and Policies to lncrease Lending to small Borrowers by the

Private Banks.

: Assuming the aforementioned changes in tinancial regulations occur,
the appropriate policies to encourage banks to lend to non-traditional
boerrowvers would have to focus on the need to overcome:

1). the banker's aversion to risk

2). higher costs associated with lending to non-traditional borrowers.

Given the free market scenarlo set by the changes in regulations the
following considerations are appropriate. Typically, incentive programs
to encourage banks to enter non-traditional areas have concentrated on
providing guarantees or various forms of insuramce to ottset the
{ncreased risk associated with lending to non-traditional or marginal
borrow.rs. Additionally, the programs are usually designed to allow the
bank the minimum rate of return necessary to induce it to make the
guaranteed loan. The rationale is that -the bank should not be permitted
to make excessive profits at the expense ot a marginil borrower and that
a reduced financial burden to the borrower will increase the probability
that the borrower will prosper.

There are several fallacies in this approach.

1). The bank will make relatively superficial attempt to evaluate
loan repayment capacity or creditworthiness of the borrower at the
inception of the loan, concentrating instead on the security ot the
guarantee.

2). When loan repayment ceases the bank will concentrate its ettorts
first on collecting under the guarantee rather than going atter the
borrower.

3). If the guarantor makes it difficult tor the bank to collect under

the guarantee as a way ot stimulating the bank to take remedial
action with the borrower, the bank will discontinue the program. At
this point administration costs have eaten up whatever margin the
bank had in the transacticn when the loan vas granted.

A more productive approach, and more in line with the free market
changes to be implemented by the Central Bank would be an iucentive
program for the banks along the following lines:

i
1). Define non-traditiomal or marginal borrower or the type of loan
'to be promoted.

2). Provide A.1.D. tunding, through a Central Bank rediscount program

vhere banks can tap sources at a market rate.

- 5
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3). Allow banks to negotiate pricing (whatever the market will bear),
collateral and terms (within the tramework of the -type ot loan being
promoted) directly with the borrower. '

4). From the interest differential between the A.l.D. loan rate (24
‘to 4%) and the market rate at which funds are made available by the
Central Bank (13% to 15Z) create a tund which will be used to provide
. a flat additional incentive tee payment to the bank upon granting ot

the loan. This tee could vary from 3% to 4% of loan amount and would

.cover the bank's costs of lending to marginal or non-traditiomal
borrower. . :

- By placing credit risk directly upon the bariks the incentives for the
bank, during the structuring perlod, disbursement and the life ot the

loan will be correctly placed and there will be a better probability ot
reaching the target market sich a much veduced volume of bad loans.

Since the borrower will in fact be paying a market rate ot interest
only the more efficient and more productive will be able to survive under
the program which makes tor healthy ecomnomic growth. Atter all, the
objective is to reach non-traditional borrowers with the potential to be
productive. It is not an objective to make loans to sub-standard
borrowers. -

Finally, high interest costs should not be a major setback for
marginal or non-traditional borrowers. Typicially these borrowers have
been at the mercy of street lendérs or loan sharks who charge ettective
interest rates 3 to 4 times higher that what the banks will charge under
this program. Bringing the marginal borrower into the banking system,
albiet at high market rates, is what the program must accomplish. Once
the borrower has been a successful borrower at normal market rates, he
will no longer be non-traditional and will remain a client of the bank.



