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Discussion Paper 

ASSESS!~ THE URBAN IMPACT OF AGENCY CAPITAL INVESTMENTS 

Introduction 

The Agency continues to make sizable capital investments 

which also influence directly or indirectly the development of 

urban areas. Fran FY 1949 through FY 1971, such projects 

comprised 67% of total Agency capital projects and for the 

past two fiscal years the figure was still substantial at 37%. 

Nevertheless, these projects are approved and implemented with 

little or no consideration of this impact, not only on specific 

urban areas, but also ·on the contribution of these areas to 

national development. 

There are four good reasons, at least, for AID to be con-

cerned with this shortcoming and to take initiatives to develop 

appropriate analytical procedures: 

(a) urbanization is a major dimension of development; 

(b) urban areas are effective target areas for addressing 
priority Agency goalsi 

(c) neither LDC's nor international development agencies 
.have designed adequate guidance for investments in
fluencing urban areas although .this influence is 
dramatic and frequently unanticipated; and 
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(d) despite AID's declining budget for capital assistance, 
any.methodological breakthroughs produced will hold 

·much potential utility for the developing countries 
as their investments in this area continue to rise 
rapidly. 

similar reasoning is contained in the Administrator's 

"Guidance statement on Urban Development" of JUne 15, 1973 

(see attached). 

This paper is a beginning attempt to explore Agency pro-

granuning of capital projects in categories influen~ing urban 

development. It is intended initially to look at patterns of 

investment and the nature of project analysis within those 

categories of. investment most directly related to urban de-

velopment. since the paper is to serve as a baseline for 

devising a set of methodologies for analyzing the impact of 

capital investments on urban development, it will be expanded 

subsequently to examine progranuning procedures of other 

agencies, to deal with the more technical aspects related to 

urban development, and to identify specific issues and problems 

in these categories. 
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The Urban Impact 

Urban impact has two connotations in the context of this 

paper. First, there is the primary impact, the positive and 

negative effects a particular capital project has on the 

shape, fonn, or dynamics of one or more urban areas. 'rhe 

positive side has ·to do with employment generation, developing 

or opening up new areas, accanmodating new population, adding 

to productivity and income, and otherwise improving the quality 

of life. 'rhe.negative side involves pollution,· stimulation of 

unwanted population growth and congestion, expansion of cities 

in unanticipated ways or. directions, creation of bottlenecks 

for other projects, and other unexpected conflicts with de

velopmental objectives. 

The second type of urban impact is that of the city or 

system of cities on national development. 'rhis acts on policy 

alternatives and goals, such as centralization or decentraliza

tion, development of econcmically lagging' regions, integration 

of isolated regions into the national polity, exploitation and 

management of natural resources, and stimulation of .agriculture. 

Although these considerations are at the macro level of 

development policy, they are related integrally to analysis 
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at t~e project ?r micro level. Improved analysis at the project 

level ultimately must take into account the linkages with macro 

policy. 

selected Project categories 
Influencing Urban·nevelopment 

In assessing patterns of investment, specific categories 

of AID capital projects were identified on a. priori grounds as 

having either direct or indirect impact on urban development. 

For convenience,· they were organized into seven major categories. 

As seen in Table I,· they are ranked according to their dollar 

percentage of the total in order to help establish same priorities 

for the current analysis. A sense of both the historical and 

current patterns of investment is conveyed by presenting the 

data in two tline frames, FY 1949 - FY 1'971 and FY 1972 - FY 1974. 

sane.major changes are taking place in the Agency's invest-

ment profile (see· Table II). The category New Urban, so named 

because it did not show up at all in the FY 1949 - 71 period, 

emerged as the second ranked category in the current period.!/ 

Po\.\Ter and canmunications remained high on the list but was 

less than half its percentage in the earlier period. Within 

Transportation, Inter-City Highways and Urban Transit and 

Traffic Engineering rose fran negligible to substantial categories 

!/It should be pointed out that 11.0 of the 16.7 percentage 
points are attributable to the Colanbia Urban/Regional 
sector Project. 
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while-the reverse.was true for Railways. Within Other 

Infrastructure and Construction, Urban Potable water emerges 

as a highly important area, while surprisingly, environmental 

sanitation apparently drops out. Finally, it is clear that 

the positfon of Housing in the rankings would be altered con-

siderably if HIG data were included in the figures • 

. Regional Investment Patterns 

The preceding data were examined also by geographic region 

for the period FY 1972-74 and results are shown in Tables III 

and IV. Nearly half of the investment in urban-related projects 

are in Latin America (45.1%) foll~wed by Asia (31.5%) and 

Africa (23. 4%) ~ Interestingly, this ordering is consistent with 

the level of urbanization by region (Latin America 54%, Asia 

25%, anc!' Africa 22%). 2/ 

Nonetheless, this pattern is a departure from historical 

investment patterns. Agency capital projects influencing urban 

development have been concentrated overwhelmingly in Asia. The 

'2:f source: TA/UD, Focus on Urban Development; Perceptions, Problems, 
Approaches and Needs -- A· Potential Role for u-,9, Foreign Assistance, 
pp. 230-233. Based on national census definitions of urban popu
lation. Figu.res are for 1970. 
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breakdown for the period FY 1949-71 is as follows: Asia 66%, 

.Latin America 21%, and A.frica 13r'o. YThis phen~e,non is largely 

a result of very heavy investments in power, highways, and rail-

ways in Asia ov.er the past two decades. 

While historical patterns and changing trends are of interest, 

the current investment picture is more germane to this discussion. 

Looking again at the FY 1972-74 data, it is note"10rthy that each 

region tends to concentrate heavily in one of the major categories 

namely, Latin America 37% New Urban, Africa 72% Transportation, 

and Asia 44% Power and canmunications. significant of the 

lesser categories is the fact that Housing is all in Latin 

.America, Urban water is almost entirely in Asia, and Development 

Banking is concentrated in Latin America. 

This tendency for regional specialization suggests useful 

starting points for further analysis of the major categories 

and possibly for field testing of analytical procedures, should 

these be developed. 

~ TA/Un,•urban Growth and Development as a Component of Agency 
Policy and Prograrns,qFebruary 12, 1973, p. 21. 
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Agency Analysis of Capital Assistance Projects 

An effort was made to determine the nature ·of capital 

assis~ance progrartuning in the Agency as it relates to urban 

impact. The relevant Agency Manual Orders were seen as the 

starting point, to be followed by a survey of selected capital 

assistance papers approved during FY's 1972 and 1973. 

The basic M.o. states that the capital assistance paper 

is the principal document for description, explanation, and 

e·valuatiori of the proposal and should objectively set forth all 

principal factors that would influence the~funding decision. 

While no uniform format is prescribed, the M.o. calls for coverage 

of certain topics as applicable and feasible, including history 

and background, and engineering, economic, and financial analyses 

among others. (M.o. 1242. l att:ached). 

Urban impact, among others, was added to the categories above 

to form the basis for the survey of capital assistance papers. 

~n all, 50 capital assistance papers were surveyed to determine 

the degree of analysis given. For convenience, the various topics 

were rated as having been analyzed in depth, just mentioned, or 

omitted. 

The data support the contention, which was made earlier in 

this paper, that capital projects in the selected categories are 

approved and implemented with little or no consideration of their 
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urban 'impact. Of the 50 papers analyzed, 39 omitted 

any reference to urban areas, 5 merely.mentioned urban 

impact,. and only 6 contained any in-depth urban impact 

analysis. Of the six papers, 2 were New Urban, 1 

Transportation, 2 Development Banking, and ·l Manufacturing 

and Processing. 

~gency loan analysis focuses on engineering, economic, 

and financial aspects. One or the other of these is 

emphasized, depending on the nature of the project. 

However, as with urban impact, very little consideration 

is given to negative externalities. To the extent 

externalities are treated at all, the emphasis is 

overwhelmingly on benefits. Separate analyses of each 

category failed to indicate patterns unique to one or 

more sectors. 
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Sectoral .Issues 

In the real world projects most often are planned and 

programmed within a sectoral context. For this reason, the 

sector is the starting point for this analysis of urban 

impact. However, this approach should not ignore the inter-

sectoral linkages which also are critical to development of 

approaches for assessing urban impact. 

Some reorganizing of the original seven categories of 

projects produced the five sectors to be discussed in this 

section. The sectors and their respective proportion of 

FY 1972-74 projects are as follows: 

Sector Project category 
Proportion Of 

FY 1972-74 Projects 

Urban and Regional: .sector· 
. . New Urban 

Development Banking 
Manufacturing and 

Processing 

Transportation Transportation 

Power and communication *Power and communication 

Environmental sanitation Other Infrastructure 
and Other Infrastructure .and Construction 

Housing Housing 

Total . 

* The power and communication sector sector will not be 
discussed further in this section. 

37.1 
(16. 7) 
(11. 9) 

(B. 5) 

29.1 

16.7 

10.9 

7.3 

100.0 
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Only a few of the urban impact issues are presented here. 
' . : ' 

The in-depth sectoral and cross-sectoral analysis needed to 

.identi·fy methods for assessing urban impact is beyond the 

scope of this discussion paper. It is intended that this 

fuller analysis _will em·erge from further project activities. 

Urban and .Regional sector. Urban and Regional sector 

projects are something of an anomaly in that they include all 

of the above sectors and many more. They generally i:r;ivolve 

approaches to urban development on a national or. regional scale, 

often focusing on.a primary target, such a.s stimulation of 

secondary cities, growth poles,· rural market towns, etc. A 

combination of approaches may be involved ranging from funds 

for development of infrastructure and industry to programs 

for training municipal planners and administrators.· They 

usually are complemented by specific national or regional 

policies and programs. 

currently within AID an approach to urban a.nd regional 

sector projects is under discussion that would entail three 

levels of analysis, starting with the overall conceptual frame-

work for the project as it relates to the country situation. 
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This analysis would identify the priority sub-se·ctors for 

project conceI1tration. The second level is the macro analysis 

linking the urban/regional sector program to national develop

ment. Finally, the micro level of analysis involves identifi

cation and study of key cities and towns to be included in 

the project, leading ultimately to development of specific 

project activities. 

The major questions concern the critical elements of 

urban impact to be considered at each.level of analysis and 

how this impact can be assessed. A' brief discussion paper 

covering these questions is being prepared by the Latin America 

Bureau. ·Related issued are dealt with in the other sectors 

below. 

Transportation. '!'he discussion of the transport sector 

is confined to roads and highways. This has been the primary 

focus of past AID capital programs in this sector, although 

railways, airways, canals, ports, and harbors have been 

included. Given current Agency priorities, it seems that the 

concentration will continue to be on roads and highways, 

particularly rural access and £arm-to-market roads and high

ways linked with food production and utilizatiop. 
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·Even in the more limited context of roads, highways, and 

related structures, a host of issues must be considered. For 

example, in some circumstances a road or highway can create 

a 11boan town" phenanenon in its path. To what extent can 

this be anticipated and adequate provisions made? What will 

be the impact on the public services, processing facilities, 

and marketing apparatus of the towns or cities involved? 

What serious environmental consequences can be anticipated 

from the resulting rapid growth and increased -activity? 

A road can and often does shift the locus of growth and 

activity, frequently in ways and with consequences that are 

not anticipated~ How can a greater degree of certainty be 

built into analysis of such projects so that the projects can 

be adjusted as needed and the affected population concentrations 

can be prepared? Answers to this question relate to the 

effectiveness of such projects as tools for carrying out major 

development policies, such as income distribution, integration 

of isolated or lagging regions, etc. 

Intra-urban transport projects also can have long-term 

significant impact on patterns of urban growth and development 

and the quality of life. How can the real internal and 
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external .costs and benefits be dealt with in the feasibility 

stage? What effects will be produced in addition to easement 

of traffic flows in the short run? 

Choice of technology for the project is another area of 

concern. For example, introduction of all-weather roads into 

an area may make trucking highly competitive with rail service 

resulting in considerable consequence for the economy, growth 

patterns, and environment of the centers affected. Choice of 

..,. .. 
technology also can have direct impact on unemployment, either· 

by being labor intensive in 'itself (labor absorbing) or by 

displacing labor intensive transport modes, such as pedicabs 

and oxcarts. 

Environmental sanitation and Other Infrastructure. The 

bulk of AID's investment in this sector continues to be in 

the area of water and sewer systems with the emphasis most 

recently on urban potable water. Both loom increasingly im-

portant as agglanerations of human beings far outpace the 

supply of adequate potable water and sewer systems~ 

That potable.water and sewer systems go hand~in-hand 

is one of those peculiarities of engineering logic. Develop-

ment of one must not outpace the other by very much. Never-

theless, they are interacting, interdependent systems that 
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must remain separated at all costs. They are costly in the 

extreme, yet quickly outgrown. supplying water and disposing 

of wastes involve delicate balances in nature which, if tipped 

too far, can r~sult in water contamination, depletion, or 

serious pollution of the natural and human environment, including 

rapid systematic spread of disease. QUestions of size, loca

tion, natureF and timing are critical if costly or even 

disastrous errors and unnecessary future expenses are to be 

avoided. 

These questions are compounded further by other factors. 

suppressed or hidden demand for services is one. stimulation 

of new demand is a similar problem. Presence or absence of 

adequate water at point of origin or destination can be a 

decisive factor,in human migration. 

Key to these canplex issues is population concentration. 

Rapid urbanization is creating problems of human and industrial 

waste disposal and of water supply that are of critical 

proportions in some areas. It is important, therefore, that 

the utmost care is given to analysis of the int~icate 

interdependencies between water and sewer systems and their 

links with other urban phenomena, such as migration, and 

population growth, natural and human environment, land use, 
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recreation, area development, etc. In this way the potential 

danger of intended solutions becoming part of the problem 

in this ccrnplex sector can be minimized. 

Housing. A great deal has been written about the impact 

of housing on urban development and vice versa. In earlier 

days the two terms were almost synomymous. It seems unnecessary~ 

therefore, to go on at length. 
~ 

Certain basic relationships, however, deserve mention. 

For example, the question of housing location is very much 

related to the problem of where to locate people. The question 

turns on location of people with respect to employment 

opportunities, transportation and other services on the one 

hand and the most appropriate use of scarce urban land 

resources on the other. 

Another view of the same linkages involves the impact 

new housing will have on existing services, pressures on the 

land, etc. Will it produce a series of negative externalities, 

such as transport congestion, unhealthy densities, or 

environmental deterioration? What will it do to local land 

markets c::i.nd speculative trends? 
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The questions and issues which have been set forth under 

each sectoral heading above are only indicative of many 

which should be assessed in an analysis of the urban impact 

of capital projects. 
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Table I 

Categories of Past, Present and Proposed 
AID Capital Development 

Influencing Urban Develop~ent 
All Prior Years Compared with FY 1972 - FY 1974 

Total Dollars {$000's) and Percent of Total 
Prior to ~Y 197217 FY 1972 - FY 19742/ 

:::-a::s'::lo::-tation 

n.:.';hways 
Inte=-City Highways 
C=~2~ 7=ansit and Traffice E.~gihee~i~g 
J..i r 1'r2nscort. 
?-:::;::t E'aciiities and Harbor Improve:::le::1t 
?::..ib:a:/ s 

~=e·,; Crban 

~=ba~ and Regional Sector 
7=uris~ Infrastructure 
!..c.c::::.l Govern:::ient Development 
Sec::.:if.ary Cities Develo::.:ment 

?c-de!:" a:ic Com.-nunications 

r6-.-:er and Corr.munications 
Co:;-.,-::.:mications 

D~vslo~~ent Banking 

·ot~~= ~nfrastructure & Construction 

Urban Potable Water 
Earthquake Reconstruction and Public 

Infrastructure 
Engineering and Construction 
Environ~ental Sanitation 

Manufacturing & Precessing 

.Eousincr (Bxcluding HIG) Y 

TOTALS: 

Dollars 
$ l,625.2 

754.9 
28.8. 
2.3 

170.7 
81. 2 

588.3 

$ 1,483.9 

1,416.4 
67.5 

$ 312~9 

$ 239.7 

79.4 

-
82.G 
77.7 

$ 505.5 

$ 218.9 

$ 4,387.5 

Percent 
37.2 

17.2 
-0. 7 
0.1 
3.9 
1.9 

13. 4 

33.7 

32.2 
1.5 

7.1 

5.5 

1. 8. 

1.9 
1. 8 

11.5 

5.0 

100.0 

Dollars 
$ l88.0 

87.3 
40.0 
29.9 
15.5 
7.3 
8.0 

$~ 

70.7 
19.1 
12.1 

5.0 

$ 100.7 

89.6 
11. l 

$ 76.4 

$ 70.3 

41.'7 

15.0 
13.6 

-
$ 55.0 

$ 47.3 ----
$ 644.6 

·Percen 
29.I 

13.6 
6.2 
4.6 
2.4 
1.1 
1.2 

16.7 

11.0 
3.0 
1.9 
0.8 

15.6 

13.9 
1. 7 

11. 9 

10.9 

6.5 

2.3 
2.1 

B.5 

7.3 

100.0 

.!/ FY 19 71 and prior' year data a.re taken from TA/UDS, Urban Growth and .Development as a Component of Agency Policy and Progr 
February 12, 1973, Tables IV and V . 

• 2.1 FY 1972 - FY 1973 fi9~s. are obtained from a PPC summary of loans proposed and authorized. FY 1974 figures come from PP 1 

sur..maries and the FY 1974-75 Congressional Presentation. 

~/ ':.'hese f ic;u::-cs do not include llousing Investment Guaranties (HIG • s) which have totaled $497. 9 million since the beginning 
the proqram in E'Y 1964. This figure is based on authoriz.'.:ltions reported in Financial Summary~ Housing Guarantee Program, 
:·'.c:rl·!~ .~ i , 1 q7 J. 
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Table III 

Cate5ories of AID Capital Develop~ent Influe~cing Urban Development, 
FY 1972-1974: 9y Geographic ~egion 

an1 by Percent of Regional and Agency Total Capit1l Investments 

Category Lat in A:nerica Africa Asia Total 
?ercent of Percent of Parcent _of ~ of 

Dollars LA Total Dollars Africa Total Dollars Asia Total Dollars Total 

Transportation 4J.6 14.0 6.3 103.8 72.0 16.3 39. J 19.2 6.1 133.o 29.1 

NeT,., Urban 106.9 36.7 16.7 ·106. 9 16.7 

Power and 
Co11JJunications 11.1 7.4 1. 7 39.6 44.1 13. 9 10:).7 15.6 

Development 
Banking 57.4 19.7 3.9 10. 0 6.6 1.6 9.0 4.4 1.1~ 76.4 11.1 

Other Infra-
structure and 
Constnuct ion 21.2 7.J J. J 35.5 17.5 5.5 70. J lD. j 

~'1anufact uring 
and Processing 17. 5 6.o 2.7 7.5 5.0 1.2 JO.O 14.8 4.6 55.0 .3. 5 

Housing 47. 3 16. 3 7.3 47.J 7.J 
-- -- -- -

TOTAL 290.9 100.0 45.1 1,20! 6 100.0 23.4 202.1 1'.)J! 0 ~ 644.6 1)0.0 
-- --

Sources: FY 1'}72-1973 fi.gures 3re obtained from PPC smnmary of loans proposed ani authorized. FY 1)74 
fi.~ures co-ne fro'TJ PPC sum11aries and the FY 1:174-75 C:mgressional Presentation. 
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GUIDANCE STATEMENT 

ON 

URBAN DEVELOPMENT 

Introduction 

The Administrator's Advisory Council recently has discussed urban development 
prograJn policy. This was based on staff papers developed through a long 
proci;:;ss of consultations, study and analysis, involving field surveys in 
19 developing countries and both informal and organized discussions with 

··a large number of LDC personnel, U.S. experts, Age.ncy personnel and involved 
persons from developed countries and other assistance agencies. * 

This statement provides interim guidance for Agency action in this field. 
It recognizes the development opportunities found in urban development, the 
need to give more systematic recognition to urban development as an integral 
part of national development, and the need to gain increased understanding 
of the complexities of urban problems, all with due regard to Agency program 
priorities. The guidance will need continuing re-examination over the next 
few years, as we learn more about needs and opportunities for focusing on 
the expanding uxban d:iJllensions of LDC· development. 

Background 

AID has made sizeable investments in urban development, particularly in 
La.tin America. \o/nile our knowledge of urban development processes is limited, 
it is growing. Meanwhile., competing demu.nds for funds in agriculture, 
education, population, health, nutrition and other fields are putting a heavy 
strain on Agency resources. Tight budget prospects deepen this problem • 

. Nevertheless, we mus.t recognize certain facts. 

A large and growing proportion of LDC people are in uxban areas. This 
situation often makes it easier to reach them effectively"in pursuit 
of priority development goals such as employment, health, education, 
and family planning. Urbanization is a major dimension of development, 
affecting b.oth rural and urban ar~as, that can not be separated out or 
ignored by LDCs as they strive for better lives for their peoples. 

The developing countries, A]]) and other donors continue to make heavy 
investments in urban areas, without an adequate knowledge base or 
analytical guidance on the effects of alternative investments and 
policies, in the urban context, on their array of development goals. 
These investments will rise rapidly, regardless of the involvement of 
All) capital assistance. 

* The findings of this reconnaissance and study process are contained in a staff 
paper, "URBAN GROW'fil AND DEVELOPMENT AS A COMPONENT OF AGENCY POLICY AND 
PROGRAMS' II TA/UDS' 2/12/73. . . . 
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There may well be an increasing number of situations in which LDCs are 
particularly interested in AID assistance in urban contexts. LDCs 
correctly see the U.S. as having relevant technical talents. 

A furth\~ ,. far.:tor is that some other major assistance agencies have also been 
rethinking their role in this field. They have recognized the foregoing facts 
and the desirability of collaborative efforts. 

Program Conclusions 

Weighing these needs and opportunities along with the constraints on AID's 
pursuit of additional urban development activities at this time leads to 
the following conclusions. 

(1) As a major development agency, AID needs.to keep abreast of the urban 
dimensions of the development process in LDCs and to look ahead to the 
implications of their growing urbanization for LDC development prograres 
and policies. Thus we should continue to build on the good start 
already made in establishing our base of understanding. 

(2) Country programs should continue to provide capital and technical 
assistance and investment guarantees for urban development, selectively, 
where host country interest and support is strong and where the 
activities are comparatively potent means of improving the quality of 
life. This would include pursuit of opportunities to advance priority 
Agency goals by developing population, health, nutrition and education 
programs aimed at the urban poor. In order to get the best results 
from these and other development efforts, we should support efforts to 
improve the systematic analysis of their interaction with the other 
factors affecting urbanization. 

(3) As Agency resources permit, a modest set of R&D and interregional 
services activities should be· supported to: 

• increase the ewareness and understanding of LDC decision-makers 
on urban problems; 

improve the quantity, quality and accessibility of information 
available to LDCs on urban development i 

expand the availability of skilled manpower in LDCs to guide 
the process of urban development. 

R&D efforts should to the maximum extent possible take into account 
the need of LDCs for pragmatic practical solutions to pressing urban 
problems. The efforts should be geared to the solution of these . 
innnediate problems and have a high transfer value. 



(4) We should ·"encourage other assistance organizations to become more 
active in this field, as feasible, including private voluntary 
organizations. For this purpose and to strengthen the impact of 
AID's other efforts, we should foster building of collaborative 
networks of R&D and experience sharing among.LDC organizations 
working on urban development and selected U.S. and third country 
organizations best able to contribute to their.efforts. 

Action Responsibilities 

3 

The division of responsibilities within AID applying to urban development 
should continue, as described in the attached Table. 

John A. Hannah 

(~-tS .. .,~ 
Date 
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AGENCY FOR JHTERMAT.IOHAL DEVELOPMENT 

MANUAL TRANSMITTAL LETTER 
DATE NO. 

March 4 1969 11:56 

MATERIAL TRANSMITIED: 

M.O. 1242.1 - Capital Assistance Application: Intensive Review 

A new paragraph IV.E. sets forth Agency procedure for the review 
and cletcrml.nation of a proposed project's insurance, surety boncl, 
and financial guarantee requirements. 

In acldi ti on, incorrect references to other manual orders antl changes 
in office designations are corrected, and pertinent manual orders 
referenced. 

SUPERSEDES: 
M.O. 1242.1(TLs11:7, 11:17, an<l 11:21) 

FILING INSTRUCTIONS: 

1. Remove superseded M.O. 1242.1 (TLs 11:7, 11:17, and 11:21). 

2. File the attached in its place. 

3. Write the date and TL number of this manual order in the 
appropriate place on the Chapter Checklist. 

4. Initial the Transmittal Check Sheet beside TL number 11:56 

Address inquiries concerning this manual order to PPC/CA. 

[ I< EEP YOUR A.l.D .. MANUAL UP TO DATE. 
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AGENCY FOR .nrrERNATIOHAL DEVELOPMENT 

March 4 1969 11:56 MANUAL TRANSMITTAL LETTER 
CATE NO. 

MATERIAL TRANSMITIED: 

M.O. 1242.l - Capital Assistance Application: Intensive Review 

A new paragraph IV.E. sets forth Agency procedure for the review 
and determination of a proposed project's insurance, surety bond, 
and financial guarantee requirements. 

In addition, incorrect references to other manual orders and changes 
in office designations are corrected, and pertinent manual orders 
referenced. 

SUPERSEDES: 
M. 0. 124 2. 1 (TLs 11: 7, 11: 1 7, and 11: 21) 

FI LING INSTRUCT! ONS: 

1. Remove superseded M.O. 1242.l (TLs 11:7, 11:17, and 11:21). 

2. File the attached in its place. 

3. Write the date and TL number of this manual order in the 
appropriate place on the Chapter Checklist. 

4. Initial the Transmittal Check Sheet beside TL number 11:56 

Address inquiries concerning this manual order to PPC/CA. 

l<EEP YOUR A.l.D .. MANUAL UP TO DATE. 





MANUAL ORDER AGENCY FOR INTERNATIONAL DEVELOPMENT 

SUBJECT F.:FFECTIVE DATE 

Capital Assistance Application: Intensive Review ll:Sb 
SUPERSEO"::S 

I. 

I I. 

III. 

TABLE or CONTE;.n'S 

r,cneral 

The Capital '\s sis tance Commi. t tee 
A. Conun1 ttcc Functions 
:J. Committee Composition 
C. Factors to he ncviewecl 
IJ. Capital Assistance Paper 

Capital Assistance Paper, r.cncral 
A. Respons1h th ty 
13. Scope 
c. Annexes 
D. Drafting 

IV. Paler 
n l c o. .ontcnts an· . u1ro11nry age 
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SUBJECT 

Capital Assistance Application: Intensive Review 

I. General 

The result of an intensive review of an 
application for capita~ activity fin<;U1cing is 
a specific reconU"OOnuation· to the reg1ona~ 
J\ssistant Administrator that A.I.D. provide such 
financing or reject the proposal on substantive 
grmmds relating to the merits of the capital 
activity. 

Ii. TI1c Capital Assistance C.0JTl1li t tee 

A. C.Ommittee Ftmctions 

The intensive review of a proposal 
for capitnl activity financing an<l preparation 
of the Capi tul A.~sistance Paper is unclertakcn 
by a Capital Ass is tance Convni ttee locatcJ ci ther 
in tJ1c Mission or A. I. D. /W. This conmi ttec will 
examine in uepth the technical, economic, am.J 
financial details of the proposed capital 
activity, initiate appropriate rcconunen<lations 
to the Regional J\ssistant Acbninistrator, and 
conduct negotiations 'leading to a contractual 
obligation with the borrower/grantee. 

B. C.Ommittee C.Omposition 

The Capital Assistance Conuni ttee 
is constituted in accordance with procedures 
established by Regional Bureau. Normally, it is 
comprised of a Capital Assistance Officer, 
Engineer, CoWlsel, and Program or Desk Officer. 
As appropriate, the conmittee may also include, 
or <lraw upon, the expertise of a technical 
specialist, financial analyst, economist, or 
contra.ct specialist. Generally, the d1ainMn 
of the corruni ttco is the Capital Activity Officer. 
The Hcgional Assistant A~.lrninis t rater or his 
<lesignoc determines whether the Capital J\ssis
ta.ncc Conmittce shall be made up of field or 
A. I.D./W personnel, or both. 

C. Factors to be Reviewed 

Tile various factors to be taken 
into accoWlt by the Capital Assistance Comnittee 
in reviewing a proposed activity are set forci1 
in M.O. 1242. 2 - CheakUst o[ Statutoru Criteria, 
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M.O. 1242.l (TLs 11:7, 11:17, an<l 11:21) 

Development'Loan Funds~ M.O. 1242.3 - Checklist 
of Statutorn Criteria. Al.lianae for Progress, 
M.O. 1203.1 - Capital Assistance: General Policies. 
M.O. 1211.1 - Identification of Capital Activities, 
M.O. 1221.1 - Capital Projects; Engineering, 
Construction, and InsUPgnce Considerations, M.O. 
1222 .1 - Capital Projects: Managerial and 
Operational Considerations, M.O. 1223.l - Cost 
b'stimatin.g Methods for A.I. D.-Finqn.aed Capita~ 
Pl'Oiects. an<l paragraphs IV. and V. below which 
discuss tile content of a Capital Assistance Paper. 

D. Capital Assistance Paper 

111C result of the work of the Cari tal 
J\.<;sis tancc Co1roni ttcc is a reconm1endntio11 ci thcr 
that A. I.D. provide the financing requested by 
the 3pplicant or reject the application. 111is 
recommemlotion is submitted in the fo1111 of a 
C~pital Assistance Paper. 

III. Capital Assistance Paper, General 

A. Responsibility 

The Capital Assistance Connnittee is 
responsible for preparing a presentation of its 
rccoTllJ'lendations in a docLDrent entitled "Capital 
Assistance Paper," to facili tatc a decision by 
the appropriate Agency official. 

iL~ 

l11e Capital Assistance Paper is the' 
principal detailed description, explanation, and 
evaluation of the capital assistru1ce proposal. 
Therefore, it is a basic A.I.D. doctnncnt an<l 
should be regarded as such. Prom time to time, 
certain political matters are considered in 
connection with a proposal. The Paper should 
reflect these considerations. It should set 
forth all the princ~pal factors, including 
politic~! consider3tions, if nny, which lm<lerlie 
or influence the evaluation of the request that 
A.I.D. finance the activity. 
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C. /\nnexcs 

The Capital Assistnnce Pnper is a 
working papc.r whid1 is. use~ throughout tl.1c 
implementation ::mJ 1ooru tormg of the Cap1 tal 
Activity. Therefore security clas:i~ication . 
should I.Jc avohleu. Relcv(l.Tlt class!f1ed material 
shoul<l, to the maximtun extent possible, b~ 
inclucletl in an ancillary uocurncnt supportrng the 
Paper or an annex to the l.laper,. separable from 
the c.locumcnt. llowcver, ,Ji"scret1on should be 
exercised in attaching rumcxcs to the Paper. 
Ead1 annex should be relevant anu shouhl be 
carcfllllr cxruni.ned by the Capital Assistance 
Committee before inclusion in the Paper. 
InJiscrirninate reproduction of excerpts from 
the application or feasibility study should he 
avoided. 

u. !Jraftin& 

1. The Paper's centrnl text shoulu 
he a readable, self-containcc.l exposition of the 
proposc1J activity. It should explain whnt the 
activity is why financing is recomnenJcd or 
not recom11~:1rle<l and how the activity wi 11 be 
acconq,Ushc<l. it should. include. S';1fficicn~ 
uetail to enable responsible officials to JU<lge 
the merits of the proposed activity, whetli~r the 
necessary intcnsi ve study has been accompl ishe<l, 
the rcliabili ty and soundness of the. data and 
m~terial incorporntc<l in the Paper, and the 
vali<li ty of the conclusions clrawn. 

2. The Paper shoul<l emphasize and 
expand those clements which a:e of particula: 
importance for the unJerstan<lmg ~<l evaluation 
of the proposal presented~ No wu fonn format 
is prescribed. Tho material presented sho~ld.b7 
organ izc<l in light of the nature .and p~cul ian tics 
of the activity discussed. Under no c1rcunLc;tanccs 
shoul<l the Paper be a roorc brief or npoloi..'Y in 
favor of the proposc<l activity. It must set forth 
fully and objoct1vcly 11cw di fficul tics ant icipatc<l, 
ruiy problcnlS known to exist, onu whatever 
rcscTVntions the urn ftcrs may hnve. Issues 
affecting the proposal should be clc<nly idcnti • 
.fied as sud1. While 1.my proposal will have points 
of weakness. these may be outweighcu by other 
factors or ways to minimize their unfavorable 
impact may be possible. 1\11 honest exposition 
of deficiencies is essential. 

IV. Contents of the Capital Assistance P3pcr 

The points noted below should be covered 
to the extent applicable and fc:isible. Specific 

TRANS. LETTER NO. 

11: 50 A.1.0. MANUAL ORDER 

instructions supplementing this outline may I.le 
issucJ by the Regional Bureaus. 

A. Table of Contents and Summary Page 

TI1c Paper should contafi1 a Table of 
Contents enabling the rcac.ler to find quickly the 
page on which each of the i terns is c.liscussed. 
It should generally contain a summary and. recom
menuations page. (Sec Attachment A to this M.O.) 

B. llistory :ind Backgrmm<l 

Ordinarily the Paper shoul u open with 
a brief Jescription of the activity, its history, 
the past pnrticipation of A. I.D. in its inception, 
and the nnturc and amount of A.I.D. assistance 
requested. 

C. Borrower or Grantee 

A sufficient description of the 
experience and administrative and tcclmical 
c:1pnci tics of the borrowcr/grru:itce or, where 
nppropriatc, thc·actual executing agency, shoulu 
be provi<lcJ to inuicatc the ability of such 
borrowcr/gmntec, or executing agency, to execute 
onJ a~l.ministcr the activity. Relevant mnttcrs to 
discuss arc the history of sud1 borrower/grnntce, 
or executing agency, its fonn of organization, its 
i,rincipnl ncti vi tics anu past successes or fail
ures in executing and a<lministratin~; similnr or 
cornpar~1blc activities, :mu its ownership, control, 
anti mann~cment including an appraisal of the 
experience, continuity, reputation, and competence 
of key personnel. See M.O. 1222 .1 for a further 
<liscussion of the manngenal nnJ tedmicol 
considerations to be taken into accorn1t in 
evaluating a capital assistance proposal. Sec 
also M.O. 1612.83.1 - Urban, Devclosment nnu 
I lousing, paragrnph III., with rcgar to the 
rcg1orwl and/or urban pl:.uming stu<lics which 
should he tmJcrtaken before initiation of lnrge
scnlc c:lpital projects. 

n. Engineering Analysis 

The engineering analysis should 
describe the activity in a manner un<lcrstandable 
to a layman. i<.lcnti fying i telll'i to be financed by . 
/\..I • D. and i tcms to he financcu by others, referring 
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to anticipated tedmical di fficultics or to the 
routine character of the activity both gcner:illy 
and within the particular country. The analysis 
shoulJ draw upon the feasibility studies that 
have been made and report the general conclusions 
read1cd, evaluate the (1uality and completeness 
of the studies, describe how the cost estimates 
have been developed anJ appraise the reliabi 1i ty 
of sud1 estimates, (See M.0.1223.1.) the 
selection of the project site, the availability 
and reliahil.i ty of raw materinls and supplies, 
transportation and power, the adequacy of 
relevant supply contracts, and the availability 
of the needed skilled labor, supervising call res, 
tedmicnl management, etc. Sec ~1.0 .. !221.1 for 
a further discussion of engineering coils i(lcr
ations to be taken into accolDlt. On the basis 
of the foregoing.analysis as well as that outw 
lined in paragraph C. Clhove, a co11clusio11, with 
respect to the proposed activity's tcchnicnl 
foasihility, should b1...• reached. 

E. Insuranae, llo11d1 or Guarant11 Analysis 

1. Insumnae Riuk AnaZyBiB 

a. Definition and I'urpo.<Je 

(1) An inRuranaB risk 
survey mid anaZy:::iD is a planned. effort to 
da.termi:rte the hazards, expo:JUres, and thfZ ri:Jh 
of Zoaa to ;Jhich a projcat could !J e stb jecl;, 
and providea for methoda of inDwYmce 
protection or trcmafer. 

(2) The an.aZynis indudes 
the dEtermination of the amounts of imiurance 
needed or required for each type of rink, Buch 
as fire, :Jindstorm, ZicbiZity to t1zird perr.ons 
and employees, or financial Zoss such as that 
caused by fraud. 

(3) Such an insurance 
survey and analysis for any given project 
cta:roto rJith an anaZuais of the projeat itself. 
The first t1tep in t1zc analysis is to detel"lnine 
Zooa exposure. The aecond Ste? is to find out 
Jlzich of theoe exposurea in insurdJ ta. Tlze 
thii•d otcp io to deci<k '.Jhiah of the insurdJ Ze 
llXpoauroo al101~Zd or l!an b o inaurad. t::r.potJurcs 
tlzat a:ra aapd; 1.e of produaino forge Zoaaerr, and 
aena m7. Z11 t}10nc tl1at l1at'c mo:re t!um a 3 z.i~1h f. 
dimwc of hai1pcming, am thooa c.rpo;i U1'1!D tlw l 
muntbo given adr.quatc oo~miclarati'.ci11 1'.11 cmy 
1'.1Wuranoo or riok OW''t'ey. 

('1J T1w Btu•um1 and 
rmaZyoio •Ji ii end; Ze the b orriaJ en• to' atJDU.1'<! 

Usolf that aontmctorn haue a definite toaa
prevention proaram that ·JiZZ aover: 
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(a) InduatY"iaZ or on-
si to injurien. 

(:;) t'a.jor damage to 
prorertiJ. 

(a) Pidetity, crime, 
and Zicb i Zi tlJ for; a es, 

( 5) The purroae of' a Zoss
prevention program is to provide For the 
elimination or r'(3duation or riGk of Zoss. Such 
a rrogram ·J ouZd inatude good archi teatureJ 
engh1eering, and facility design; safety program; 
a ;~re prevention and irUJpeation program; and 
the provision and irUJtaHation of equipnent to 
p1•event injur>rJ to person.'J or damage to property. 
T:w d;jeative o.r a good Zoos-prevention program 
in 'to inaroase effiaienay, Zo,;er cost, and 
reduce Zo:JGea. 

b. Insuranae /.far1:et RestY"l:ation 
and Laak. of Capaci t't 

(1 J Some cooperating 
countries re3tM:ct the pZaacment of insurance 
mi(~ reinnuranae ? y Za.J. T,'.;eae reatT'ictiona may 
tal:e any of a nwdJ er of formo, among ·'hi ch are 
the .rot Zo,; fog: 

(a) A requirement that 
insuranae or mir..'.1um.nce .)e pfoaed ZoaaUy, e.g., 
i~! pPZ'.vataZy or nationaZZy oJned enterprises. 
Sua:1 a rcquire1.1ent might a:pr_,Z;1 o': Z'.} to coopern.ti;:~: 
COWllY';J- goVern.•nrJr.i-nponoo1•e;,, l 2'0,7ectc. 

(J) 11 req:.d:re-:e>:t t;:c.t 
irUJw•a11ae '.Je .nitten in the ZocaZ language and 
for ZocaZ aurrena;.i. 

(c) 11 rGqu·ire"!1.ent stb
,iecti'.~:g in:Jurmzce pZaceJ outGi(Ze t;ze coorerating 
eoimtr:.' to taxation or to a l~iffercmt rote of 
c11rren~1 e::climi;/·J t1ian normaHy appZiacb Ze to 
ao1."r.ieraiaZ transaction3. 

( 2) In.s;irmzce prd:J ZemD can 
g(mera.ZZu !J e anticipateclJ and sJiodd OJ e ic.!entified 
ancl evaluated ·Jcl.Z in advar;ce o.r tlze riroL-iect loan. 
On tlze ? a.sia of such eva Zuatior.: a rie.terr.i:.r.atfon 
slzou Z.! :_, c r.iadc cmwerning t7:e 1uqu.:'. re:~ cc::e~c;c. 
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2. Surety Bond· and Bank Guaranty 
Determination 

A determination is to be made of 
the type, form, and amounts of surety bonds, 
bank guarantees, or other foPma of security to 
be required, Particular attention should be 
given to.unusual aspects of the project, to past 
e:r:perien~e, to appli~able projects and conditions, 
and to the advisability of greater than minimum 
limits. Particular attention ·should be given to 
the need for or advisability of providing per
formance bond or bank gu.a:panty coverage greater 
than the minimum of 30 percent of the contract 
price, including all amendments aggregating 10% 
or more, aa provided for in the A,I.D. Capital 
Projects Guidelines, Section 1440 of the A.I.D. 
Manual. 

3. erational Per ormance Finan-
oial Guarantee fori In trntrial .. 
Inoluding Utility Pt>oj~~ts 

a. Consideration should be 
given eaoh industrial projeot, including utility 
projeots, as to whetheri special provisions should 
be made conoerning the guaPanteed perforrmance 
during a speoifio operating period, 

b. On all "turn-key rr or iraingle
responsibility" projects there must be a deter
mination regarding the applicability, type, and 
amount of a financial guaPantee cove~ng project 
performance during a specified period of 
operations up to 2 years. 

c. Financial guarantees that 
might ·be oonsidered are: 

(2) Monies placed in escrow 
by the contraotor, 

(2) Additional retained 
payments. 

( 3) Paymanta retained bayond 
the normal aooeptanoe tsst period on a basis 
formulated in the aontrtaot. 

(4) A apeoified portion of 
the oontraat prioe to be paid only upon stipu
lated aonditions regarding aatisfaatory operation. 

(5) E~tension by amendment 
of the usual oorporate surety bond covering 
performanoe to oover the desired per>iod of 
operating performance. 

(6) Bank guarantee. 

(?) Cash penalty payment, 
usually for various degrees of subpar but 
acceptable performance. 
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4. Staff Office Assistance 

a. The Office of Procurement 
(Insurance Specialist) with the coope~ation of 
the Office of Engineering and the Off~ce of 
Private Resources will provide assistance, on 
requeat, on the making of a riok analyo1:n awl 
all matters pertaining to insurance anrl ::urely 
bond ~ovemga. 

b, The Office of Private 
Resources and the Office of Engineering, with 
the cooperation of the Office of Procure~ent, 
will pi•ovide assistance, upon request, w~th. 
regard to the financial guarantee of operat~onal 
performance.* 

F. Economic Analysis 

'Ille economic analysis of the activ
ity should explain at the outset how the pro
posed activity fits into the cooperating 
country's development program and the U.S. 
assistance strategy, and should state the 
rationale for selection of the proposed activ
ity for A.I.D. financing, as opposed to possible 
alternative uses of A. I .D. resources. See M.O .. 
1024.1 - The Goal Plans (GP) Goals in A.I.D~. ~ 
Programming, and M.O. 1211.l for further dis
cussion o~the factors to be taken into account 
in such an analysis. 

1. 'Illis section of the Paper should ""111111 
include, in addition, an analysis of the specific 
contribution the activity will make to the 
economic development of the cooperating country, 
either by directly increasing the output of a 
particular sector of the cotmtry's economy or 
by facilitating the growth of other sectors. 
(See M,O. 1203.1.) In this analysis it may be 
useful to analyze the impact produced by other 
comparable activities undertaken within the 
cooperating country or within comparable econo-
mies. If the success of the proposed activity 
will be dependent on other activities within 
the cooperating country, this interrelationship 
of activities should be analyzed. 

2. The impact of the proposed 
activity on the country's balance of payments 

*The staff offices will work closely with.t11e 
Region.al Bureaus to ascertain e:cpeM;er;c~ ar.d, 
aa approopriate, jointly develop def~nit:ve 
guidelines to facilitate greater effect~1.-veneas 
in the developnent, evaluation, and dec:is~on
making pertaining to. guaran~ees of ~perat~':!l 
performance of the wide vari.ety of ~ndustnal 
projects. 
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situation also shoul<l be examined. f.irst, the 
extent to which the activity promises to increase 
the country's foreign exchange receipts or 
results in net foreign exchange savings should 
be estimateato the extent feasible. Second, 
the justification for A.I.D. dollar financing 
of the foreign exchange costs of the proposed 
activity should be appraised by reference to 
the country's balance of payments and exchange 
reserve position. When A, I.D. makes both pro
gram and project loans or finances a series of 
projects, the analysis need not be repeated in 
detail in every Paper, but the major conclusions 
should be restated, Third, when A.I.D. dollar 
financing of local costs is reconnnended or 
involved, the proposal for such financing should 
be analyzed in accordance with the criteria set 
forth in M.O .. 1011. 6 - Programming Implications 
of Basic A. I .D. Policy: Financ~ Local C.Osts -
Detenning the Amount of D61lar 1. Such A. I.b. 
financing of local costs requires special justi
fication in tenns of the country's balance of 
payments position and exchange reserve position. 

3. The economic soundness of the 
activity must also be analyzed in this section. 
TI1e anticipated profitability of a revenue
producing project should be evaluated, taking 
into account such factors as the present and 
prospective market for its product or services, 
prices of its products and services, operating 
and non-operating costs (including <lebt service) , 
and domestic and import competition. The basis 
on which price and cost figures have been 
developed should be sufficiently stated to 
indicate the reliability of the estimates sub
mitted. For example, the prices received and 
costs incurred by similar comparable activities 
as well as the historical trend of prices and 
costs within the relevant industry or sector 
should be indicate<l. The prospects for inflat
ion or deflation within the cooperating country's 
economy also should be noted, to the extent 
feasible. While the detailed analysis may be 
set forth in a footnote or annex, its main 
conclusion should be stated in the body of the 
Paper. 

4. An examination should also be made, 
in order to appraise the economic soundness of 
the proposed activity, of the question of whether 
the national economic profitability of a revenue
producing project is different from its financial 
profitability. (Sec M.O. 1024.1 and M.O. 1211.1.) 
Such an analysis requires, m part, an evaluation 
of the indirect positive or negative effects on 
the cooperating cow1try's total economy (such ns 
a power project which also facilitates irrigation 
or a project which unduly depletes scarce natural 
resources) of a revenue-producing project. At 
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the same time, it also rcquin•s that artif"ici:Jl 
distortions of the price system (such as arti
fically high exchange rates.or suhsidizeJ inten·st 
rates) whic::h affect the profitability of a· 
revenue-producing activity be taken into account. 
Special attention also should be paid to the 
effects of existing or prospective government 
policies on the proposed activity. For example, 
goveTIUT1ent subsidies (direct or in such fonn as 
import protections), price exchange, export or 
import controls, etc., should be taken into 
account, The justification for supporting a 
revenue-producing project whose profitability is 
dependent on one fonn or other of government 
subsidy or protection should be carefully 
examined in light of the degree of protection 
required and the length of time for which such 
protection is contemplated. In the case of a 
nonrevenue-producing project, the ability of the 
cooperating government to support the costs of 
such a project (including the goveTIUT1ent's 
intial contribution as well as the project's 
operating and maintenance costs and debt service 
requirements) from its general revenues should 
be analyzed in light of the goveTIUT1ent's overall 
fiscal situation and its competing priorities. 
In addition, this section, as part of the deter
mination of whether an activity is economically 
sound, should evaluate, where applicable, whether 
the desired end can be achieved more economically 
by such means as alternate design, instn.iction 
methods, use of alten1ate raw materials, or 
alternate locations. 

5. In order to guage the effect 
of a loan on private enterprise activities, each 
loan paper should contain the following: 

a. Of the total amount of 
money loaned, it is estimated that: 

(1) $ are being 
loaned directly to private enterprise. 

(2) $ are being 
loaned to intennediate credit institutions for 
relending to private enterprise. 

(3) $ are being 
loaned to a government for disbursement to 
finance the import of connnodities by private 
enterprise or for the use of private enterprise. 

(4) $ are being 
loaned to a government to finance project ~ark 
(including procurement) done under contract by 
private enterprise. 

(S) $ are being 
loaned to a mixed enterprise (with ___ % privatt 
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ownership), of which$ are to be spent 
for work done under contract by private enter-
prise and $ are to be spent for the 
purchase of goods directly from private 
enterprise. 

(6) $ are being 
loaned to a goverrunent for the direct purchase 
by the government for its own use of goods 
from private enterprise. 

b. The contemplated impact of 
the proposed loan on development of private 
enterprise in the cooperating country is: (to 
be filled out in narrative form, unless the 
impact is negligible or described fully 
elsewhere in the loan paper). 

6. On the basis of the foregoing 
analysis, a conclusion should be reached con
cerning the proposed activity's economic 
soundness an~ prospective contribution to the 
economic ~eveloprnent of the cooperating country. 

7. Projects in the field of social 
infrastiucture will, in general, also have 
significcUlt economic implications although 
these may be somewhat indirect. The project 
analysis in cases of this sort should in the 
first instance focus upon the social objectives 
directly served, such as the contribution of the 
school 01· university to the increased level of 
public education in the field involved. This 
should be assessed in the general context of 
the present availability of, and the present 
and projected demand for, the skills to be 
developed. The analysis can then proceed to 
an appraisal of the contribution these skills 
can be expected to make to economic development, 
though, obviously, these economic benefits can 
not readily be quantif icd. 

G. Finandnl Analysis 

1. The financial analysis should 
indicate the total financing required, the 

. various other sources of finnncing, and the 
degree of firmness nn<l the t~rms of other 
financing commitments already obtained. The 
Paper should indicate what consideration was 
given to otheT Free World financing sources and 
should explain, when appropriate, why financing 
by such sources is not available or desirable. 
(See M.O. 1213,l - Alternative Sources of Free 
World Frnancing .) 

2. In the case of revenue-producing 
projects, a sunnnary, expressed in U.S. dollars, 
of the principal financial statements submitted 
by the applicant should be included. Normally, 
this sunmary should contain: 
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a, A breakdown of the borrower's 
past Md prospccti ve sales and other n•vv1111vs 
(incu<ling un indication of whether the borrowl'r' s 
sales arc primarily on a cash or crc<lit hasis), 
operating costs, nonopcrating costs (other than 
depreciation and interest), depreciation, total 
interest, gross income, taxes, net income, 
dividends (if any), and total debt amortization. 
This analysis should ordinarily cover the bor
rower's past 5 years of operation (when applic
able) and should be estimated for future years 
until its operations are expected to become 
stabj Hzed. 

b. A breakdown of the borrower's 
present and projected capital structure (includ
ing the terms of any long-term debt or preferred 
or other special class of stock) . 

c. The borrower's current and 
prospective working capital position and ratio 
of total liabilities to net worth. 

d. Descriptions of any liens or 
encumbrances on the borrower's assets and of any 
contingent liabilities of the borrower; 

e. A source-and-application-of
funds statement covering the borrower's past 5 
years of operation (when applicable), and 
estimates for future years until its operations 
become stabilized. For an illustration of one 
form of source-and-application-of-funds state
ment, see Annex E of M.O, 1221.2 - Feasibility 
Studies, Economic and Techri1cal Soundriess 
Analysis, Capital Projects. 

f. The objective of such an 
analysis is to permit appraisal of the borrower's 
past and prospective profitability, balance sheet 
position, and ability to service its overall 
debt requirements. In presenting projections 
care should be taken to indicate the basis on 
whi.ch the vari.ous projections were developed. 

g. In addition to the foregoing 
sUITlltlaTics of financial statements, information 
developed from an investigation of the borrower's 
credit standing in the case of private or mixed 
companies or semiautonomous public institutions 
should be set forth. !my factors which may 
adversely affect the borrower's ability to 
service its debt, such as restrictive provisions 
of other financing, pending law suits, unpaid 
tax claims, etc., should also be noted and their 
significance evaluated. 

h. On the basis of the foregoing 
analysis and infonnation, recommendations con
cerning financial convenants should be developed 
to the extent warranted. 
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i. When a guaranty from a 
specific institution is to be requircu, the reputa
tion an<l financial position of the propose<l 
guarantor shoul<l be :malyze<l. Such analysis 
should consi<ler past and present financial 
statements of the institutions. 

H. !tepayment Prospect 

In connection with applications for 
development loan financing, the Paper shoul<l 
inclu<le a finding by the <lrafting cannnittee of 
the reasonable prospects of repayment. When repay
ment is based solely on the country's ability to 
service its foreign debt, such findings may be 
based on a detennination ma<le periodically in 
accor<lance with the setting of loan tenns for a 
particular country or the making of a commitment 
to extend a certain level of development len<ling. 
In the cases of capital activities financed by two
step (<lual-tcnn) loans, the interest rate and 
maturity of the loan to the borrower shoul<l be 
analyzed separately from the stanclar<l terms 
applicable to the in<livi<lual cooperating country. 
See M.O. 1203.l an<l M.O. 1052.1 - DollaP Loan 
policio!!_,, for further <liscussion of this problem. 

I . .!.'!P.ac t O!~ U, S. Economy 

The Paper will normally discuss the 
expected effect of the activity upon the U.S. 
economy, relevant procurement considerations, an<l 
the presence and extent of any actual or potential 
competition with U.S. enterprises. In the case of 
local cost financing, the Paper should describe 
the method by which the local currency is to be 
generated and the procedures to be followed to 
insure that the dollars proved by A.I.D. are 
utilized for procurement in the U.S. (See section 
1160 of the A. I.D. Manual and M. 0. 1512.1.1 - The 
Generation of Local Currenay and the Acquisition 
and Allocation of Loaal currency for TeahnicaZ and 
Capital Asaietanae Projects.) 

J, Conditions and Covenants 

The Paper shoul<l describe the principal 
conditions and covenants which A.I.D. shoul<l obtain 
in order to properly carry out the activity or 
remedy defects in tho proposal. These may concern 
rctcnt'ion of engineering services, management con
tructs, training progrruns, operutionnl reor~~miza
tion, pricing or rate changes <lesigne<l to make a 
project self-sustaining, or le~islative action, 
financial restrictions, etc, 

K. Implementation Plan 

The Paper should include an "Implementa
tion Plan" which may be set forth as an rumex. The 
implementation plan should describe: 

1. The various steps required to 
execute the activity (e.g., the anticipated 

AID l·7B !!i·68) 

EF"F"ECTIVE DATE PAGE NO. NO. 

Marcil 4, 1%9 7 1242.1 

engineering, construction, and other procurement 
arrangements; recorrunended advisory services; etc.). 

2. The means by which these steps are 
to be taken. He.re the Paper should specify whether 
the borrower/grantee or A. I.D. will be responsible 
for accomplishment of the various implementation 
steps. If A.I.D. is to be responsible for any 
phase of implementation (other than its normal 
monitoring function), the reasons for vesting such 
responsibility in A.I.D. should be explained. 
(The implementation plan should comprehensively 
delineate all the responsibilities of all the 
parties concerned with providing or financing 
logistic support overseas to A.I.D.-financed con
tractors, in accordance with M.O. 1514.1 - Finan
cial Management of Local Currencies, General, para
graph II. F.; and with M.O. 1412.2 - Logistic 
Support Overseas to A.I.D.-Financed Services 
Contractors.) 

3. The estimated time table for com
pletion of the various steps required to imple
·ment the activity (e.g., engineering and 
construction schedules as well as a disbursement 
schedule which indicates the proposed timing of 
disbursements on a periodic basis). 

4. The proposed tenninal date for 
the satisfaction of conditions precedent to 
disbursement and the proposed terminal date for 
disbursements. It is understood that these dates 
are to be tentative targets and will be subject 
to negotiation and revision. 

S. The assignment of monitoring 
responsibilities to the appropriate A.I.D. person
nel should be spelled out to the extent feasible. 

L, Issues 

The Paper should clearly indicate all 
issues which arose during the consideration of 
the activity an<l which should be brought to the 
attention of the reviewers. Policy issues should 
of course be highlighted. 

M. Checklist of Statutory Criterifl 

The Paper should include, as an annex, 
a checklist of statutory requirements indicating, 
by references to the body of the paper, or to 
other armexcs, how such requirements have been 
ml't or why they are not applicable. E'orrrs 11ID 
1.?A0-1, Checklist of Statutory Criteria; Devcwr-' 
ment Loan Fund, and form AID 1240-2, Chea'k.Zist of 
Statutory Criteria (Alliance fori Progress), set 
foroth statutory criteria {n the left co licm: and 
provide apace in the right colurm to summarize the 
information or aonclusion requested. (See 
I'd. 0. 1242. 2 and M. 0. 1242. J. 
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N. Draft Authorization 

The Paper should include, as an annex, 
a draft of the proposed A. I. D. loan or gr~t . 
authorization. (See M.O. 1251.1 - Authorization 
of Capital Assistance. 

v. 

A Capital Assistance Paper rev~e~i~g a pro
posed loan or grant to fi~ance ~ ~easibility study 
should nonnally include, rn addition to the var: 
ious factors outlined in paragraph IV. above ~ich 
may be applicable, a discussion of the following 
considerations: 

A. The specific manner in which the pro
jects to be studied would contribute to the econo
mic growth of the cooperating ~ountry and the 
accomplishment of the U.S. assistance strategy. 
Consider possible alternative uses of the 
cooperating country's internal and external 
resources. 

B. The likelihood that financing will be 
available from the cooperating country's inten:ial 
or external resources, within a reasonable period 
of time for projects identified by the study as 
technically and economically feasiable. 

c. The manner in which financing of the 
proposed feasibility study will itself contribute 
to the development of the cooperating co~try. 
In this connection, the Paper should examine the 
borrower/grantee's ability to finance the proposed 
study from its own or external r~sources, the 
availability within the cooperating country of 
the professional and technical s~rv~ces n7ede~ to 
conduct the technical and economic investigat1o~s 
contemplated by the proposed.stud~, and th~ avail
ability of other projects which nught be financed 
without first financing a feasibility study. 
Special consideration should be given those 
feasibility studies which would provide opportun
ities for A.I.D. to improve the techniques and 
instiutions utilized by the cooperating country 
to translate its development objectives into 
specific projects. The posibility of use of U.S. 
personnel financed by A.I.D. to conduct such 
studies to train local personnel should be 
explored whenever possible. 

D. In the case of projects which might be 
financed by priv.ate enterprise, the efforts made 
to interest private firms in carrying out.t~e. 
proposed feasibility studies and the possibility 
of including private f inns to carry out the 
studies with the assistance of an Investment 
Participation Survey Grant. (See M.O. 1523.1 -
Investment surveys.) 

E. In the case of a proposal to finance 
studies to be selected in the future, the manner 
in which the individual studies will be selected 
for financing. 
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F. In the case of a proposal to finance 
a specific project or a specific series of 
projects, the estimated cost of the study or 
studies. 

VI. ital Assistance 
1t Institutions 

In addition to the consideration described 
in paragraph IV. above, as applicable, a Capital 
Assistance Paper for proposed A.I.D. financing of 
an intennediate credit institution should nonnally 
discuss the following: 

, A. Objectives 

The Paper should discuss the justifica
tion for the financing, considering the demand 
within the cooperating country for the type of 
credit to be offered by the instiution and the 
extent to which the institution will be oriented 
towards developing sectors of the economy important 
to the cooperating country's development program 
and the U.S. assistance strategy. The objectives 
of the instiution and its planned rate of activity 
must be realistic in terms of overall projected 
economic development of the cooperating country 
and the particular sector or sectors which the 
instiution is intended to serve. In this con
nection, the Paper should include an evaluation of 
whether the requisite technical and professional 
skills exist or will be provided within the sector 
or sectors of the economy to be served sufficient ....., 
to pennit their development. If such skills are 
lacking, the question of whether they may be pro-
vided through technical assistance or by the inter
mediate institution itself or by other sources · 
should be explored. In the case of a proposal to 
establish a new intennediate credit instjtution, 
a relative cost comparison should be made as 
between direct loans by A.I.D. and other Free 
World sources to the sector or sectors to be ser-
ved by the proposed institution and the cost of 
establishing and operating the intennediate 
institution. See M.O. 1524.1 - Develotrent Banks, 
as to A. I.D. policies with respect to 1nancrng 
Development Banks. 

B. Management 

The Paper should review the reputation, 
e.xperience, and competence of the institution's 
personnel. This should include not only a review 
of the qualifications of the key managerial person
nel but also consideration of whether the institu
tion has a sufficient number of qualified technical 
and professional personnel to carry out the ftmc
tions which it will perform. When the managerial, 
technical, or professional personnel available 
within the cooperating country are not adequate, 
consideration should be given to hiring foreign 
experts to fill key posts, or to act as consultants, 
or to train local personnel. If such outside 
assistance is required, the method of financing 
such assistance should be discussed. 
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c. Other Financing 

The runount of proposed A. I .11. financ
ing shoulcl be cliscussecl in relation to the funJs 
provicled or to he provided from other sources. 

D. Interest !1ates 

111e Paper shoulcl analyze t~1c sprenJ 
between. the rate chnrged by A. I .D. ancl t'le rnte 
to be d1argcd by the institution to t!1c ultimate 
borra-1er, taking into accOlDlt: 

1. The institution's ndministrati.ve 
costs. Any special tedmical assistance functions 
w!1i.c11 t~1e institution must provicle as ru1 i~1erent 
part of its loan operations shoulcl he noted, e.g., 
supcrviseJ agricultural creclit. 

2. The cost to the institution. of 
attracting further resources throup)1 sud1 irerms 
:is the payroont of mlcriuntc interest rates on 
Jcpnsits, tho pnylfCnt of mloriuatc <liviuemls to 
sh:1rcholdors, and tho pnyTIYmt of B'lef1Lmte 
interest to other lenclors. 11m relatinns!lip nf 
these rates to others rrovnlent in tho country 
s!rnul<l he noted. In countries where there exists 
a history or expecta ti an of intem:tl i.n flat ion 
and/or currency deprecintinn, the spreacl est::ib
lished T1U.1S t be sufficient to provide a hedge 
against impact of such possible inflation or 
currency clepreciation. In consiclering the irJtlaCt 
of such inflation or depreciation, attention 
sl10uld be focusec.l on whetl1er the ins ti tu ti on' s 
horra.,ring and lendinr. costs will be adjusted 
accorcling tn fluctuations in a clesignate<l cost
of-li ving inc.lex 1 exchange rate 1 etc. 

3. The cost to the institution of 
providing for reserves :i.gains t likely losses. 
The need to establish such reserves should also 
he considered in appraising t!1e capital structure 
of the ins ti tuticm. 

4. riCwcmrrcnt subsidies. 

s. ·r.1c relationship of the rate 
charged by the institution to other interest 
rates prevnlcnt in the cooporntive country, 
pnrticularly for comparable types of creclit. 
Seo r-1.0. 1524.1, 

6. "/hcthcr subsidized in tcres t rates 
for the sector or !;CCtors of the cooperative 
country economy to he scrvccl by the institution 
are justifiable in teTTT\S of tl-te country's 
developtrent rcquirerrcnts. 

7. The leverage provided the insti
tution's equity '1olders by the institution's 
clebt-equity ration. 
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E. ~ta.turity Oates 

The Paper shoulcl cliscuss t'le proposeJ 
m..'lturi tv of the i\. I. D. loan in relationc;llin to 
the proroscJ maturities of subloans. · 

P. Assu!!ption of Exclumge 11.isk 

111e Paper should cliscuss ~"hether t'le 
exchange risk ~n t,e repayrrcnt of t.,e principal 
of and interest on the /\,I. n. loan 5houlcl he 
borne by 6e intemccliate credit institution, 
t!le ultimate harrower, or the 11ost govcnurent or 
Central Bank and the rationale for imposing: the 
risk on sud1 party. 

r.. Operations 

r.10 Paper sl1ould include a detailed 
ucscri~tion of t,e institution's rolicies, 
methods of operation, ;md lo;m te:nns. P::irticular 
elll'hasis shoulcl he given to 6e institution's 
criteria for making loims, its procedures for 
review :mtl a!1Proval of loan applications, ancl its 
ncthod of if't'letrenting . and mcmi toring loans. The 
sccuri ty to he requirecl of horrmers Md ~·rhether 
-ele main considerations in the institutions' 
approval of loans arc to be t11e collateral 
offered by the applicant or the institution's 
appraisal of the applicant's project should he 
inclicatecl. TI1is section st1oulcl also include a 
description of the liriuidi ty ancl other rertinent 
lep,al ancl regulatory requireJT1Cnt<i (incluJing t 11e 
extent of supervision by local authorities to 
which the ins ti tu ti on is sub jcct under focal l~.,. 
.\ summary of the types of proj ect5 financed hy 
the ins ti tu ti on should be provicled. In sum, the 
objective is to provide as complete as possible a 
picture of t'lc basic p'lilosophy and operations of 
the institution. 

I I. Financial Analysis 

The Paper s~ould inclucle an apnraisal 
of the financial concli ti on of the institution. 
In the case of a new institution, the appraisal 
would be limi tecl to a review of its capital 
structure as called for in para~r:iph C. a1Jove 
nncl an analysis of its projecteJ operatin~ state
ronts. In the case of an existing institution, 
the nppraisal shoulcl also re for to the ins ti tu
tion' s present antl 1 to the extent feasible 1 past 
balfmce s'1eets or stateioonts of condition, opera
ting statements, and loss experience. TI1e 
ins ti tlltion' s liquicli ty should be examinell, This 
t'1ill entf\i 1 con5itleration of the general nature 
of its dJligations and the maturities of its 
outstanding loans 1 including the relationship 
between incoTTC from lonn rcpayrrents and otl1er 
sources and expenditures. 111e Paper shoulcl 
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discuss steps to be taken to enable the ins ti tu
tion to hecorne self-sufficient' eiat i..s no 
longer <lependcnt upon J:?OVenunent subsidies or 
<lcvclopment-typc loans. 

I. Limitations on Sub loans 

This parer shoul<l discuss limitations, 
if any, on the types of subloans H11id1 t'1c 
intcm!ICJ.iate ins ti tut ion \,rill be authorized to 
make. 

J. Implementation Plan 

111e IT'fq'llementation Plan (See pnra
graph IV .K. above.) should include an appraisal 
of the ability of the institution to utilize V1c 
A. I. n. financing within n reasonable period of 
time (nonnnlly 18-24 months) taking into accmmt 
sud1 factors a-; the effects of A. I. n. statutory 
and policy requircroonts applicable to the use 
of sud1 funds nn<l the tiroo rcquiroJ. for organi:
zation and training of necessary personnel. It 
shoul<l also <lescrihc the system to he employed 
by A. I. D. to approve suhlmms and to monitor the 
institution's operations. 

VII. Review of Capital J\.ssistance Papers by 
Hiss1ons an<l Regional Bureaus 

A. Suh1nission to Regional Assistant 
Administrator 

If the Capi tnl Assistance Comm.i ttee 
recomTI'Cmls that the activity be financed by A. I. D. , 
the Paper should be suhrni ttcd to the regfonal 
Assistant Aclministrator for his approval. If 
the Capital Assistance Camri:ittee is located in 
the Mission, the Paper s!1ould first he reviewed 
an<l concurred in liv the ~.fission Director before 
transmittal to ~ie'rregional Assistant 
Administrator. 

B. Reconmendations for nejection 

If the Citpitnl Assistance Corrmittee 
recommends rejection of ci1e applicntion, the 
Corrunittcc, cxcopt to the extent thnt tho 
Rcgionnl J\ssistnnt Adminlstrntor othoxwisc 
directs, shnll prepare a sl.D1111ary forrri of the 
Capital A.c;sistnnco l'npar, settinn. forth the 
rensons for the rejection and including a pro~ 
posetl letter of rejection A.<ldre5se<l to the 
applicant for signnturo by such Agency official 
as may be designntctl hy the Regional Bureau. 

c. Regional Durenu Review 

Each Regional Assistant J\tlministrator 
shall adopt an appropriate system for reviewing 
capita! assistance proposals to assist him in 
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the discharge of ltis responsibilities 11ereunder. 
One rrcc'rnnisrn freri,uently used for assisting ti1e 
Rcgion::il Assistant Aclrninistrator in disc!iargin.~ 
responsibilities 1wreun<lcr is the cstnhlis1uront 
wi t 11in t'1c rt0~ional nureau of a Capital Assis• 
t:mce I:xecutivc Cammi ttee 1 composed of hea<ls of 
regional offices or staffs and consti tute<l for 
the rurrose of providing t'.1e flegional .l\ssistant 
Administrator wi t11 guidance and all.vice in con
nection wi t 11 n;:ittcrs plac~d ~)c fore it. 
1.eprcsent;itives of t'1e Office of Private 
F?P,sou.r>ces nn<l the ()f fice of Pror,ra.11 and noUcy 
Coordination are invited to atteml 60 rrcetings 
of the committee. (See riaragray>h E, helo.v.) 

n. ~fission Reviews 

Each 'lission stu11l adopt suc'1 system 
as its Director rnay <leem arpropriatc to assist 
the ~fission in carrying out the varioos capital 
activity functions assigned to it, One recan
mende<l approach is to or.~anize n Ca!"i tnl 
J\ssistancc Exea1tive Commi ttec wi t'1in t 11e 
'·fission resnonsihle to advise t~c Di rector. 
'formally, SUCl .:'} COTTlmi ttec \'/OUlrJ consist of 
t11c Deputy '!is5ion Director, the Capital DcvclO!:l
mcnt Officer 1 tht'! Pro.(!ram Officer, Counsel, :m 
Engineer, ac; nv:iil:it,, le, ancl other staff as 
npproprinte. The committee wouhl provide hot11 
~eneral policy gui<lnncc and specific recomrrenda
tions with resnect to t11e various canital activitv 
responsibilities of ete ~lission. . ' 

E. Staff Office Revie1v 

Regardless of the fonn of procedure 
adopted, the ~ep,ional ~ssistant A<lministr;itor 
should assure that the 0ffice of Program and 
Policy Coordination, the Office of Private 
Resouraes, and other A.I.D. staff offices, as he 
deems appropriate, are afforded reasonable oppor
tunities to review Capital Assistrmce Pa~ers 
and to conunent tilereon prior to his final 
j uc.lgrnent as to ~v'1ether /\.I. D. should finance 
t 11e rrorose<l capi tnl ac ti vi ty. T11e forenoinn 
does not. re~uire staff office concurrence in 
any of tl1e nctions or recomrrcndations '·hic11 t 11e 
Regional J\ssistnnt /\dninistrntor is :u1~1orizc<l 
to make. 

F. Distribution of Lonn P:mers to nLC 

Copies of all Capital Assistance 
Papers :ire transmitted to the members of 6e 
Development Loan Committee prior to t11e 
authorization of such financing by ei t1rnr the 
A<lministrntor, the Regional. Assistant; 
AdministPator or his designee. Corics are 
siJTUltaneously distributed to other offices con
cerned. See M.a. 1054.1 - DoZZaP Loans, Co0Ze11 
Loans4 and Inve3tment CUaranties: Interagen(:u 
Cool'di.nation. 
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11. Issues 

12. necommendation 

Capital Activity Committee Members: 






