6. Guatemala: Survey of Financia Institutions

l. General background and marketplace

The objective of this sudy is to gather information on financid inditutions (FIs) in Guatemala to provide
a picture on current and past financing activity and to assess the type of financing avallable to CP
investments. This required CP Guatemaan experts to interview financiers and determine how they view
environmenta issues (if at dl) and if they are aware of the CP concept.

As a backdrop to this study, it is important to provide an overview of the state of Guatemaa s financia
services sector.

During the 1990's, liberdisation of Guatemda's financid sector led to an increase in the number of
banks and other financia ingtitutions. Neverthdess, business confidence dampened in 1999. A crissin
the banking system was dtributed to the lingering financid problems in the coffee industry, compounded
by the effects of Hurricane Mitch.

During 1999, commercia banks were reluctant to make loans. A squeeze in private sector credit, weak
exports performance, a rise in inflation rates and continued currency ingtability was partly to blame for
this

The redtriction in credit to the private sector has had a Sgnificant effect on the private sector growth. The
level of outstanding loans to the private sector was partly to blame for this. By September 1999, the
stock of outstanding loans increased by quetza Q1.77 billion, an increase of 9.4% since January 1999.

Guatemala s monetary policy for 1999 was overshadowed by its aim to further strengthen the country’s
financid system. With the backing of Guatemaa's Bankers Association, the Junta Monetaria's (the
Monetary Policy Committee or M), which is the banking and financial sector’s highest authority, begun
to introduce further banking reforms.

As part of the study, CP Guatemaan experts interviewed seven Fs that focus, in some capacity, on
providing funds for environmenta and sustainable development projects, rather than traditiond industrid
projects. The FIsinclude:

= Banco Centroamericano de Integracion Economica (BCIE)
= Banco de Desarrollo Rurd (BANRURAL)

= Corporacion Financiera Ambienta (CFA)

= Banco ddl Café (BANCAFE)

» Fdeicomiso parala Conservacion en Guatemaa (FCG)

= Banco AgricolaMercantil (BAM)

» Fondo Guatemalteco del Medio Ambiente (FOGUAMA).
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Interviews with the Fis listed above reveded that sx out of seven banks have developed a clear policy
on the type of industry in which they invest. Unique to most developing countries, sx Guatemdan Fls
focus on sectors that relate to natural resources and agriculture, with a particular emphasis on:

=  Organic agriculture
=  Sudtanable forestry
= Eco-tourism

* Renewable energy

= Enegy dficency

* Recyding

*  Wagte management
= Pollution abatement.

Only one bank looks at “dl industrid activity.”

Two Fls have aregiona spread of activities, with operations in most Centra American countries, while
the remaining five FIS operations concentrate in Guatemala exclusvely.

Among the saven Fis interviewed, one is a regiond bank that acts as a financid intermediary for
multilatera indtitutions, five are private banks and one is a government-funded inditution. The latter is
FOGUAMA, which garted in 1997, with assats of $1.4 million, to support municipd and NGO
projects that focus on:

=  Presarvation of natura resources

= Improvement of environmenta qudity
= Hedth

= Environmenta education

=  Sudanable agriculture

=  Energy.

Projects funded by FOGUAMA that range from $2,600 - $6,600 are digible for non-refundable funds.
Projects that are up to $13,300 are digible for refundable loans at a rate of 10%, based on a 1-year
term. In both cases, aminimum of 50% match-funding is required.

The average Sze of investment by Guatemalan Fls is unclear. Only two FIs, BCIE and BANRURAL,
specified that they provide funding for medium-, small- and micro-sized enterprises.

The five private banks are described below.

BANRURAL - Previoudy known as the Agricultura Development Bank, 94% of the
bank’ s clients are small and micro enterprises.

CFA —is managed by the Environmenta Enterprises Assstance Fund (a US NGO) and is
wholly owned by Empresas Ambientales de Centroamerica
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BANCAFE —isthe second largest bank in Guatemala with assets of around $430 million. It
holds 8.1% of the market share (or 78,000 customers) in Guatemaa. Corporate clients
account for 17% of the bank’ s total assets.

FCG — was formed with the funding of three organisations. Whitley Animd Trugt, World
Wildlife Fund and a private US bank. FCG work with the World Bank’s International
Environment Fund.

BAM —isthe 11" largest FI in Guatemala. In mid-2000, it is due to merge with Banco del
Agro to become the 3¢ largest F.

Listed below are the types of funding offered by Guatemdan FIsin this survey.

Types of funding

Company Types

BCIE - Equity & Mortgage Finance — 6 yearsin quetzals; 15 yearsin US$
BANRURAL - Equity & Mortgage Finance—5 years

CFA - Venture Capital —5-10 years

BANCAFE - Equity & Mortgage Finance — 2-5 years

FCG - Equity & Mortgage Finance — 3-4 years

BAM - Equity & Mortgage Finance — 3-6 years

FOGUAMA - Refundable/Non-refundable loans — 1 year

A mgority of the seven FIs provide finance a arate of gpproximately 20%.

Projects are funded on the bads of sze of company (in terms of production and capital), cash flow,
credit history, industria sector, production capecity, level of technology production and organisationa
structure.

1. Environmental consderations

All seven Fls consider environmentd risks and ligbilities, to a varying degree, when congdering investing
in projects. Environmental impact assessments are required by al the banks, which must then be
approved by the Nationd Environmenta Commisson (CONAMA).

CFA has cler mandate to invest “only in environmentd businesses which have a net pogtive
environmental impact”. Aswedl as reviewing environmenta risks and liabilities; it examines environmental
benefits and compliance records with loca and nationd laws and with its own company guiddines. It
aso reviews a project’ s product efficiency and best available technology (BAT).

Although the Fis surveyed in this study are active in financing environmenta projects, only three banks
have their own corporate environmental policy. These include CFA, FCG and FOGUAMA.
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BCIE and BANRURAL interact with government agencies to provide finance to environmental projects.
BCIE acts as a financid intermediary for community projects through the Promuni Programme. It aso
provides funds for loca and municipa agencies through the Guatemdan Federation of Environmenta
Funds (The Guatemaan Federation of Environmenta Funds was created with the support of
FOGUAMA.) BANRURAL provide a credit line for reforestation, with the support of the government
and the Nationa Forest Indtitute.

Future programmes that are considered to provide important financid ingtruments for initiating the take-
up of CP messures include the following:

=  The Carbon Fund
= The Centrd American Fund for Environment and Development
= The Centra American Federation of Environment Funds.

Four Fls have indicated that they are consdering the above initigtives as investment vehicles for
increasing their environmenta portfolio.

1. Concdlusons

Sugtainable development has become a new buzz-word for countries in Central America. Almost every
country has now begun to embark on the formulation and implementation of a nationd environmenta
policy, drawing up internationd and regiona agreements as well as legidation. Guaemaa has aso
begun to trandate environmenta congderations and sustainable development into its financid markets.

The Guatemdan Fls that participated in this sudy have demondrated that they are familiar with
environmenta opportunities, which centre on environmenta investments. This concentration of activity
has mogt likely been triggered by the mass destruction of Hurricane Mitch.

However, little is known about the volume of financing (i.e. average sSze and extent of invetments) to
demondrate the extent to which environmenta investments have become maingream in Guatemaa. The
length of the investment period is considered relatively short and, consequently, indicates that the sze of
the investments may be smdl (Seetable Types of Funding). This is reinforced by the fact that two FIs
specified that they cater to medium-, smdl- and micro-szed enterprises.

It ismogt likely thet the financid indtitutions and investment vehicles outlined in this sudy are consdered
niche. Yet, further dteps taken by government agencies and multilaterd indtitutions through credit
schemes and policy are expected to change the scale of investment to be more far-reaching. This can be
demondtrated by the forthcoming launch of environmenta funding programmes (i.e. The Carbon Fund,
etc). Severd Fls have indicated that these programmes are likely to have a positive impact on the extent
to which they provide finance for CP projects.
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