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IRR - REGIONAL DEVELOPIMENT 

1. Borrower: 

II'AM to borrow and administer with the GOCR as the guarantor. 

2. Amount and Terms: 

Total nOt to exceed $3,400,WO0, for which no more than $:' million for capit La
(subloans) and up to $400,000 for technical assistance and I ralning, repayabl,

within 40 years including 
 a ten (10) year grace period with an interest rate of2 per cent per annum during the grace period and 3 per cent per annum thereafter. 

The l ocal counterpa rt Cont ribuht i oviwill be in the form of new loan ca pi tal
for IFAM equivalent to 66% 
of the amount of the A. I. D. loan for capital, i .e . of
$5 million in new (C'pital , $2 million from counterpart and $3 million from A. I.). 

All) Loan $3,400,000 

Suhi)nans 3,000,0O 
Tra in i ng 150,000 
Technica;l Assistance 200,000 
Evaluation & Contingency 50,000 

3. Rationale 

Project Goal : Improve the quality of life in rural Costa Rica by developi a,the local and regional socio-econnomic infrastructure within which the small farmer 
and his neighbors live and work. 

There is in addition, within this project, the following Subsector Goal:
planned, coordinated and integrated 

The 
economic stimulation fostered by the, various 

national development agencies of three key rural regions of Costa Rica. 

In the late 1960's when It became' obvious to the GOCR that benefits from econom ic and social devel opment were concentrat.ed more and more in the Meset Central
and the San .los6 Metropolitan Area, a long-range program of rural deeloprEient waspromulgated to redress the widening disparity of economic and social henefits on 
a geographic basis. During 1973 when needthe for a coordinating agency at theregional development level hecame increasingly apparent and in light of IFAM's role as advisor to the cantons or municipali ties !; plus its current efforts in the preparation of regional development plans (El General Valley and Nicoya Peninsula),
 

l/ Costa Rican municipalities are roughly equal to U.S. counties in size and 
concept. Legally the municipalities are responsible for the development ofthe infrastructure within their entire cantonal area including the farming 
areas.
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the National Planning Office designated IFAM as principal agent to realize and
 

implement regional development plans consistent with the regional development
 

priority identified by the National Development Plrn for 1974-1978.
 

As pointcd out in the current DAP: "Continued support for IFAM and Costa
 
Rican rural municipalities is in keeping with AID's rural strategy focus for
 
Costa Rica and consistent with its long-range objective of assistance in support
 
of improved public sectcr institutions which serve the rural population by pro

viding farm to market roads, marketing facilities, access to social services." 

(Page XI-97). Also from the DAP is the following: "What will be needed is for 
IFAM to turn to more thorough analysis of regional and urban needs by area with 
greater attention to municipal capabilities to formulate policy and execute con
crete investment plans." (Page XI--9 ).
 

When IFAM was formed it was charged with responsibility to assist al). munic
ipalities throughout the country. Quite frankly, IFAM has found it much less dif
ficult to work with the more dvanced, larger municipalities of the Meseta Contra] 
than with widely scattered, rurail centers outside of this area. In an effort to 
do something about this problem, TFAM, with USAID assistance, has given priority 
to developing selected regions which hove good growth potential by identifying 
needed investment programs and public services within the context of a coordinated, 
rural regional master plan to be followed by GOCR action togencies and maintained 
by local governments. This strategy would channel resources into commonly ;igroed 
upon priority areas so as to achieve maximum development benefits. For example, 
as a result of the work already accompli shed toward the master plan for the El 
General Valley, a program of electrification for the Valley was identified as a 
key priority and is already in the process of implementation. This investment 

program is geared to regional (Valley) needs rather than the traditional, piece
meal municipality-by-municipality approach which has characterized previous de
velopment. Success of this investment for power expansion has depended on the 
close harmonization of local organizations, ICE, SNE, and IFAM. Once completed, 
the master plan will hopefully provide the same careful analysis and inve." Lment 
decisions for development of feeder road networks, rural water systems, market and 
storage installation programs, etc. all of which will strengthen th2 vitality and 
attractiveness of the region for its rural population. While not defined in pre

cise terms as yet, IFAM, with A.I.l). grant assistance, has already begun exploring 
the possibility of creating area development authorities in each of the selected 
regions once the studies and master plans have been completed. This task, obviously, 
will need to follow closely on the "delivery" of the plans themselves and will he 
a subject of special IFAM scrutiny during 1974. The pilot authority will probably 
be located in the E1 General Valley since (a) its plan is the furthest advanced and 
(b) it was the object of previo.us technical assistance to design a local authority. 

'It expected $5 million to be generated by the A.I.D. loan and counterpart 
funis would provide the seed capital to implement. the development plans for the 
El General Valley, Nicoya Peninsula and Atlantic regions. Loan funds would be 
limited for use in the designated three regions. For the Meseta Central and other 
regions, IFAM will need to obtain additional capital by bond issues or commercial 
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borrowings. Of the $5 million, $2 million of the A.I.D. funds and $2 million
 
from counterpart would be used for projects identified and developed by the re
gional studies. $1 million of the A.I.D. loan would go for projects within 
 the
 
same three regions emphasizing other rural services or infrastructure which may
 
not be strictly guided by the regional plans.
 

The innovative use of regional development planning, which is unique to Cen
tral America, cuts across many of the priority GCCR sectors 
 in that it provide! 
an organizational and investment mechanism toward development of rural Costa Rica. 
Resulting plans will be consistent with more specific sectoral plans at the re
gional level such as those being 
 prepared by regional agricultural councils and 
community development associations, and should give impetus to better coordination 
among national institutions responsible for regionalizing their services. Further
more, this spatial strategy represents an important tool for IFAM in servicing 
local government needs in an efficient and expeditious manner. 

Finally, the earmarking of loan and counterpart funds as discussed above is 
proposed with a dual purpose; namely, to assure available financing of the re
gional master 
plans and to stimulate IFAM efforts to look for alternative financ
ing channels in covering investment programs for other regions in the country.
 

Purpose: The insti tuti)na' zation" within IFAM of a regional approach L
 
rural development in Costa Hicn with emphasis on development of its planning,
 
evaluation and coordina t. ion capabilities and augmentation or its financial re
sources available to these areas.
 

Output : (1) creation within IFAW of an orfice of regional and municipal
 
planning and evaluation.
 

(2) Completion of tiroe regional development plans with special

focu., on identifying and coordit inig tAe development of pr,,jects for financing
 
by IIAM and other ,UCR developmentlli agencies. 

(3) Completi on under theSe plan.s of specified projects -- e thor
 
those identified as municilpal priiorities 'or cipltin with IFAM loan assistance
 
ni those iden tiitied for complet ion by tlher goternmernt agencies. 

a . PI'robIIs or ('ons I ralts; : 

Firs i, Ihis project in addressed to slowing the widening rural-urbau dis
pai ty anid rltI a Led In ira i tion I r u, ral aIreas hocoirse of unavailabili ty o.f hasic 
so(c( o-eco oilli( ';c.iviC':- In1 Lural ,rlens. 

Sf'cond, II 1 p c tro tn it iimproltnl ic scL tiii' rianageitont ir: :oialing 
Withi its rural devel openrit ji niLy through utse of mode rn planning anid in i acrc'as
ing di:scipline needed in select ion and design of public investments. 

Third, this loan by A.I.I). is designed not to cover IFAM's capitallzation 
needs for the next few years Int to assure that emphasis will be given to the rural 
municipalities through the careful use of the 
regional planning mechanism. no $3
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million from A.I.D. and $2 million from counterpart funds will represent only a
 

part of IFAM's lending capital. The total demand on IFAM will be much higher 

and other sources of funding will be needed to assure that IFAM retains and ex

pands its total development program. While precise data on IFAM loan demand 

projections for the next 5 years is not. yet available, we do know that the defl

cit between IFAM capital resnurces and municipal demnnd is significant. For 1974 

alone this deficit is e: LimaLtd at. $2,215,000. lie proposed AID loan, howvier, 

is not addressed to the elimination of this deficit; rather, the purposes of Lthis 

Moan are Io assure that (n) key rural regions of the country obtain needed area 

infrastruc ture and service loans since the naturni tendency would be for the moe, 

advanced municipalities of the Meseta Central to receive the lion's share of 

scarce IFAM capital resources, and (b) the regional planning concept is supported 

with identified capital resources. The regional plan concept is strongly endorsed 

here, hout the country lacks the technical know-how Io carry this process ouit. with

am! .ubs ant il external as:st:nce. From the AID standpoint, the regihmal plan-

Nag model s5hould he an rat, and innovative approach its rural developirutive to 

mene! atrntegy with greal ,,tvntial and :pp licat inn in other AID assisted rural 

do.velopePn projects. Assouttdly, an AII) lo"n will help t) lose the deficit ahl 

inprove th, mix between low-co)st dovlopm(.nult and high-cost commercial borrowings 

that make up IFAM's capital port folio. 

IfAM is limited in itLs ahility to oht.ain concessionary Ioan funds in the 

short-term -- whiich is particul arly aggravated by the current market interest 

rates IFAM will have to assume for conmerr a l borrowings to cover imnrneiate needs 

outside the regions In he financed by the AIDl loan. 

h. Critical Assumptions:
 

The 80 municipal governmen units in Costa Rica form the farmers ' firtt. 

point of contact. in tie governmant hierarchy. The farmers look to their moo ic

ipalities (or coonty gnvernments) for such services as feeder roads, Clectrfica-

Lion, markets, storage andu distritution facilities, and watr supplieF. The 

mnunici'tpal i ties, to neet these demnands, must improve their capability to provide 

these services and Io ohlatin from the G0C1R the funn s to see through their do

velopment plans. From IFAM Pxtwlltene to date we know that the best results oc

cur when muncipal It. and rni rl ,,rnmunt or autonomous agency wotk together. 

Feeder roads, electrificatito, ma rket;, etc. require municipality and centraxl 

agency Cr)] tion. the first, assumption is regional plann:, .illoabra Thus, that 

bring,, miuticipnl ities and cent rnl agencies together into a more permanrent cliab

orat1 ve and discipliined relationq;hip -- based on real priorities rather than 

tradi Lional pork-barrel projrc Is whenever such f inn unurg is available. 

"i second and more spcr fiC assumptton is that rural infrastructure anl ser

vices are, perhaps, the most critical elements of agriculture development but are 

ones which normally have not been attended to in local agricultural development 
programs. Concern for what farmers grow, where they grow it, and services to im

prove production can only have significance where farmers and farm enterprises per

ceive that their long-range interests lie in remaining in the locality in which 

they live and work. In other words, a farm title, available credit, and resulting 

farmer income increases may not be sufficient to keep the rural family "down on 

the form" productively employed. Also, rural infrastructure and services are essen



alin rreients tow de rnizin h arm ,unI a n nl "Tt racCn go
envn5tms -- naInup h I Cos ilcont~nue o ecenQ ;ea. A h ir d, ai 
gnsornz on strtcue ei's16n-fnaki n prCe S or, hic th aMpgrac
of IAMnd t nn V67y use 0of regl On')! development ,plann ngi aenia 

c.h e rgetman lie.j 

n on o the three ideni1ied rural regions 7-, N 'coyal
KPeninsula,~ El General Vall1eoy, or the Atantic Zone --'aind ,is' generallry'mpa ydn

a2j~griculiitural endeavors]o'r~in a'serice caPacity t~o the, predomint agri{ cl,;, a 
"'~economy. He,'epends'on his, municip1l.r.overnmenL to prov-de, him roasoeihc 

trve ad products, to electrit wi thakc"'hs market, wh ich, to better his

family'!s life lind ,improve Lhis production~ capabilaiie-S- ''marketstinj ch to sell
 
his, productis, water supply~ for farmn and hom use, and'he 
 expects his municipzdl 
goenmn tojwork with cen Lral gveurnmen t i nstituins'sto provide his a'rea wvi th
thoe plu1is adequate henlth,. educational, and sociail serv.ices. Through' this 'proposed
loan the target manl's local go'verinment will have a he'ightened capacity to respond
.to his wants anjd needs. , ,~''~1 

Givn tleexperience under tle6 Agricultural Dbvelopment Program Partialliy<
finaniiced by A. ID Loans 515-1.-022 arid 5] 5-L-023 ,,it is'a:Prnthat~ (n)-the Co t~a

'Ricani former~ is able t(o rapidly absorb increased s'erv.ices and is prepared'to use
modn' practices whenever provided, (b') rural t ip 1 Fis air <""*' tO-u's, 2>..t
charnge and~ aggressiv~ely seek developen t fund(],, and '(c) local community organiza
tions are effective'advocates and' pressure groups for' socio leconlomic change given
support and finincizig. The flood of project requests 'and comi tmn'f munci n1'"
funds to obtain 1FAM loans are good indlicationis of 'thle, pre nrednessfactor.,'-" 

4. Descriptiomn of Project:*' 

~$3 ;nllion for capital (subloLans) to ho provided to IFAM in tlijs, pIr9pos.ed l-tioi

plus the related counterpart funds of $2 million. nTese runcis wold b use to d

fi'nance projects identified wi thin the threne riural regions which will be5 
 subloan i"u'' 
recipients of this program. -' """Ku:A A 

$10000 fora I oan-finaned Liatining pi4otram11, most, of wIiich'will'be 'to devlop~ 
a corp,, of 'regional' planners. IThe program will finance thle long-term"U.S. ocadeic
trila L.11i in regional planning ond a(Iminis ta tLion onl a wc~k.si '& i's . This pogramn will be' broken into segno~nts so that at leas9t 505 of tho~se in ltraing wilY'
always~ bO iallVeDI ill 'thle Work SCemo01t 'The tr'aining will1 be 'designed to hel~p 

11 
IFAi

anld otherGC~gnisnpj&je' themselves- in~the, niro'a ofi planigai r~
 
develIopmen t., It s prpsdtat duringsthe worls, get. 
 othspgrir e1)"Pirticipants'focus, oi o"'nlplit aanid~Lh, eil pueg sectors vestblic pagnyr~, mont prograins which .follow p Insaditon shr-tr trainn-fr I'Vetstaff annd mnun ic~ipal officia qIsi cop tempiit'od :. 'L~K'':rar ~rr'F~ 

'' $200,000 1 or: ldan-furided tehia sssfnet Copl te 21
Ond to provide- contract 'ndvi sry se rAvi ces.'to thr nW Pf Ice AeR1S 
re d
 

aa fll onnbein~g ren ted w Ith t IFA W. 
 It'in Iia tda 
and En Iu, s nntic pnte~f, 
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be needed to complete Phnse I I of the regional plans, i e.., identifitenLion o' i n
vestm(.nt priorities and plan turnover In local government, of each of the three 
studies. In addition, fund: to provide the services of regional planning expeorts 
for each r'egion during the formative stage of plan acceptance and implementation
 
will he essentLial. Such assisLance will make further grant funding of Lhese
 
activities unron
nce:r y. The(. t ot:nl cost. of these technical services in regional
 
d'evelopment is 
 esti 'na ed at $150, 000. 'ie new IFAM D)epartiment of Re search, Plan
ning, and -Afaluai tion is scheduled to begin activities early in 1974 and will need
 
approxima tely a year of technical assisLan.e in learning how to provide develop
ment prog rarmming assistance Lo inldividural municipalitie.. Since this techOMial
 
assistance also is directlv related 
to the second loan - because essentially this
 
will be the tie-in of the regional :ntudtips to the individual municipalities - and
 
since Lhis now department neeIs advice and assistance upon its creation, thi Mis
sion is aiso prloposina funding thi.s activity on a grant basis until loan funds
 
become ava ilable in early FY 1975. Total loan funding of this assistance should
 

be around $50,000.
 

IUAM, durin:n its initial 2 yea rs, eus!:rhlished "pen linies ir comrnunicnIiru with
 
Coslo 1ica's mlliipli Ies through 
i progrni of providing credit for municipal 
projects ant by tec'hnical as;i ALanme. , train i r, ton improve municipal rcvienmie 
galthorinig and ntternal administrat iom It did this on the basis of impact Icn s
 
In as inliV diI' frent nunic'Lpa litLic:; as ponsthle t o demons tra ite IFAM exi stence and
 
respons iveness . Now, however', it iK tie for Ii.AM to dcmonstrate to the :unicipa
lities tho imlpuortlaice of identifyirg prtoriLies on the Lasis of well- cncC.ivcd, 

ocal and i'ogiorral developnl, ila: to he carried out by the mnunicip)alitie, with 
IFAM credi anad technic laasislanc .ippuort . 

Pari ipatinr alIso in the devvel)pmlifI r 'I lars with the nun icipalitie- Non I.A.S; 
will hie "tth, 51i litLiois such 'i SNAA, I(', 'AN, .Al)I', with whom IFAM ha, over 
the p nt few year's estatil t ied cl ose workinrig relationships. 

The :nt icipa t0d di sbur rm, ,ntr perid will not exc'eed three years. 

5. Financ'ial Plan: 

ire folov ing 'l'a ,1 shw 5 thc proposed htre a kidtown of the AID loan funds into 
the al eg r'ies; to be firuideul aid e timatLed dollir and local costs, together with 
the IFAM c rtl ror't funds. 

T,\BB .I 


Financial ilan 

('lliomsandts of it.S * l I r:) 

AI) loan W2
 

Dol Ia r ,ocal IFAM
 

Costs Costs Total. Counterpa rt
 
Iending Capital (00 2,,100 3,000 2,000
 
Technical Assistance 125 75 200
 
Training 150 
 - 150
 
Evaluation and Contingency 50 50
-
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Thtbe clu ded, in, 2Annex-c I, provi, a, 'preIiminar '1oce- ' a" n 

of unds analysis' based o~n 0. tima te.9-, or 'the perTod'1974-1. 76. Sit ce. 
blow, several, key .elements are sill ten tative the' analys i .' nciu a u11 er
iportant-assumpi - 'I Iowe ver-- th e - ab 16 reofleni 6'; 0115rai'o un 
and does, provide a useful 'g u ide to proe ilng IA M!'s -futu re, opera ions. nhan 

lspects reevduriealea''ti inten~siye rev ew per'dr T, will (6ing th 
A~during which_ tiwe a number,,-of unresol v'ed J ifncial issues 0:1 be cl'arif ied., 

~ IFAM' s plnifo oti ti addi tionalX-resotirces 'include-a nearl y comple tod 
rangement with OFIPLAN~to'utilize inlO74 u,,,to $335O;O0bof an' IDB feasibility'
studies loan to the GOCH for relonding, tornunici'palities~to carry out' pre-feasibility'

~j2+studie which, it is exp'ct'ed, 'will: lead to IDB'financing of pli sical Projects. 
'~< IFAM is cofidt that more fu~nds will be prvddby iD fo hAae'proeuo 

the satisfactory disbursement 'of~the initial, amount.' -i 'diin g~Z,~n
be tween~IFAM and t~he Banco Popular are taking place~ nd are exp c d tors'' 
loans to IFAM of C4.0O million each in 1974,and:1975h Altboug1',IFAM has beene6
ploring the possibility of obtaining loasi from foeign comwrcial sources it::iq

too soon to~know if this will represent a feasible solurceo6frfinancing On the\
 

rother hand, we understand that IFAM caninot expect to obtain aniy ignif1.can Afiwc
ing from local commercial banks because of legal~ restrictioiis on ~the' tota _a'miun f 
they are permitted to lend to the public sector.~ Negotiations:o 'the e vtar-ioUs "p,0s
sibilit-.'s should be completed during the Intensive Review2'period' and thp A esu13LC'' 
will be included in the CAP. 
 "' / 1 

Furthermore, two proposed revisions of existing tax laws have been presented..
to the Legislative Assembly that, if. approved as anticipated, would pr'6vide to~ 
IFAM annually approximately (15,000,000 beginning in 1974, an~nraigtee
after. 6These funds would come from (1). 10%of municipaIlities' annual budgets that 'y
must be used for sanitation projects and (2) 107o of the revenu colce' rmtnational land tax (inpuesto territorial) These funds coiald'be sdb IA o 
studies, physical project., or even, in part, to cover some of IFAMspoet eae
 
operating costs.C 

The counterpart contibution to the proposed loan could consist of the issuerrof~ 
bonds by IFAM in the total amount required over the proeject period or a combination~ 
of bond sales nd that port.ion of income from1o~ of tlle land tax (impu to te -~ 1
rri tori al ) that IFAMeoxpocLs to receive in the future that is 'dedi cated tb the~CV 
regtonal development projects. 2Tis,: _f cours.', will be taken up in the CAP pre-~
parntiaoi stage. 

,C C.<*C 

'AC il repay the loan to AID fromi its own rsucs 

77 
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6. Background:
 

USAID/'CR has been supporting IFAM and the municipal development effort since
 
FY '71 with grant and loan funds as 
an integral part of the Agricultural Develop
ment Progam (515-L-022). 
 The $3.6 million loan received by IFAM (AID 515-L-023) 
together with $1.5 million counterpart and a guaranteed income from 50% of the 
liquor tax was the initial capitalization designed to create and sustain the opera
tion of IFAM as an autonomous government institution which would promote, assist
 
and finance municipal reform and development toward increasing municipal income,
 
investment and services. Now, 
two and a half years after its establishment, IFAM 
has become a viable institution which is making a significant impact on the munic
ipalities (see Checchi report - summary chapter). 

lhe municipalities are now actively soliciting IFAM 's help with their problems
and the quantity of demands for pro jcts is outstripping IFAM's financial r,:,ourc.s. 
Part of this demand will need to be met by IFAM either borrowing funds at (1mer
cial rates or by 
IFAM acting as a guarantor for the larger municipalities to bor
row from commercial sources. For the most 
part, however, such opportunitie-; exist 
only in the Meseta Central area of large, more financially solvent municipalities. 
II"AM remain:s the critical sou rce or long-term, low-interest funding for rural munic
ipalities. IFAM has commi tied its initial capitalization including All) Loan 023, 
and will need a con tinuous flow of new resources over the next few years to reach 
its projected lendl ag level. 

initially, IFAM did not emphasize the area of municipal planning and project
 
devel'opment. It chose to mnake impact loans 
 in the first instance rather than to
 
await completion of extensive municipal 
 a tudics which would identify their priori
ties and resources. We believe this was the correct a pproacl given municipl
 
cynicism over the creation of "ann ther" autonomous institution. IFAM, howeve r,
 
has over the 
 last year incrceased i ts locus on the key areas of regional development
 
and municipal plannling, alid 
has adopted an innovative approach to rural development
 
which is the focal point 
of the second AID loan. Ihe svecond loan is essentially

aimed at assuring 
 that the reginal planning approach becomes "the technique" for
 
the development of sudc key rura] growth poles as the 
 El Genernl Valley, the Atla.
tic Coast, ind th(, Ni(oya l'etnins:ul'. Regi onE1 such as these hold great hope to 
at
tract no1w ivestme!t , and t- trvnto viable alternatie ys to the Meseta Ccn tral so 
Ihat migrntion, employment :,nd Itnome distribution can be effectively mannged. More
over, Iltive tteni. with a rvg'i'.rt:llI focus is a more efficient method for IFAM, to use
 
I Is l Imi ted capi[al t 1 tesoiu t " to0 (chi 0 nix iliun results.
 

ItAM wi. ,o;tn:thli:;hd ton urc nt ly with the Agriculturnl Sector Progr.:, :.,nn 
adn re i t:; tn atlc VIi artici pant in th,, N oinmal Agricilltural Council activities. 

.5 of t-fui~teiI ei.Thr'i ough ;t seri g t;,t ftui t5io., A.I.D. Ihas-upported the region al
izat ion or IF'AM'. ;tpprtoach i ' ir-vices to tni&Cipalities. These grant funds were 
utilized to initiate the three renional stu dies and to provide U.S. and other Latin 
technical expertise in their fi'tomlntio:. Neve rthe less, these regional development 
mnaster plans and their investment programs will not have much impact unless resources 
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cnn be identified to fund the:Je investments. 'lthe timing of this proposed second 
loan to IFAM is of critical importance; for as the regional studies are completed, 
the rural population and leadership of these regions expect decisive action from 
IFAM. For that reason, Phase II work under the regional plan concept has been 
slowed somewhat to assure that funds will be available when needed. lowever, IFAM 
capital resource requirements to bridge the gap between current availabilities and 
resovurce dmainId Fron local governmnt, particularly during a period where there 
is insuffi'ient roll ovor, ilicatea, Ihat the proposed loan be initia tecl as -,oon 
as prac'ticable, even if all three regional development plans are not fullv co)m
pleted prior to loan authorization. For that reason, 
 the plan is to use grant:
 
funds to bridge the gap during FY '74, to assure work proceeds apace on all "
 
regional plans, which is described in the recent PROP Revision F2.
 

7. Feasibility: 

Thi. project will be based on the three regional studies and related rin i ci pal
 
development plans. The first of 
 these studies, El General Valley, has comnpleted 
'hase I. hlie second, Nicoya Peninsula, is well along toward Phase I completion
 

and ;hould be finished 
 by Fe hriary, 197.1. The thtid, Atlantic, should begin in
 
March 
 of 197,1 and be finished by t)emcember, 1974 although initial survey work has
 
already ('mmenced. In the coming months 
 IFAINI, with additional assist anco with 
A. 1.I). grant fund., will inclrease it: (oxoerti se and move forward toward fi;-l iza-
Lion of fho regional pla n.;. Iy Ji lne, 1 97,4, tile first. Lwo regi mal plans snould 
be ready t'afrimplementntio and the hi rd (Atlantic) 6-8 months later. However,
 
In ;1 1 three regiO:ns organaizati(onal 
 work a. the local level should commence ilm
mediately a; well as preparation of the tiraining program In regional llannin.
 

Judtginag by IFAI'.s handling; of the fir ;L All) Lonn 02. and IFA I'.s pro'i).! ,a t i
 
to date of the regional plans, the Missifn feel; t ha t given 
 the added techni-a
 
assistnce inputs, I1AM should have no di Fficulty in managing thi., i)rjecL.
 

Orgnnizationally, IFAM i; movit g to ii:nprove its:elf by implemontin: the rhecchi
 
report recommendations. In this regard, IFAM has already taken steps 
 to imi) rove
 
the sIaffing of the Operation!; and Technical Assistance 
 Offices with new employees 
scheduled for 1974 and pv-m;:annt chiefs appointed. A new Office of Rsenarch, Eval
uation, and Planning is l,]'ilne-d for 197,4, and an executive assistant to tile Execi
tive )irector has been appolinted. 

IFAM's current financial s;ituation i; goocd. Its operating costs are covered 
by ciurrent income and its initial lending capital is cost free. Future borrow
i ngs to a1gm11ent. its aimost depleted loan cnitnl will In(rease financial costs; 
but we anl Icipnt, that the institutioi ('aln maintain a sound financial condlition 
if It judi cioeusly mixes commrcial borrowings and development loans within its 
por t. fl lo. 

We are -onfident that IFAM will be able to manage the additional resources con
templated in this IRR with no dificulty. As mentioned above they are in the pro
cess of increasing their Operation!; and Technical Assistance Departments' staffs 
to be in position to handle a shstantially larger work load than at present. 
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Furthermor. by the time the AID funds are available in mid 1974, IFAM will have 

committed all of the Loan 023 funds and those sub-loans will be almost completely 

disbursed. According to IFAM's calculations, $2 million will have been disbursed 

by IFAM by 12/31/73 and the remaining $1 million will be substantially disbursed 

by 6/30/74.
 

8. Environmental Considerations: 

The USAID Capital Assistance Committee has determined that the activities of 

the proposed project will have no long-range adverse effects on the Costa Rican 

natural environment. In fact, it is expected that subloan projects will vastly 

improve regi )nal and municipal environments. It is the intention, however, of the 

Mission to include a clause in the Loan Agreement bringing environmental consider

ations to the attention of IFAM. 

9. Other International Donor Agency Participation: 

'Ihe Office of National Planning (OFIPLAN) is making available to IFAM up to 

$350,000 from an IDB pre-fesibility study loan. These funds will be used for a 

series of pre-feasibility studies with emphasis on those requiring significant 

engineering design input. These studies are expected to take two-three years and 

eventually lead to financing of some municipal projects by IDB. Such financing 

would likely be of a project by project nature, beginning about 1977. 

No other International Financial Institutions appear interested in IFAM at this 

time. One of the areas in which IFAM plans to help municipalities is in guarantee

ing loans by the Export-Import Bank to individual municipalities for equipment 

purchases. IFAM also intends to look into the possibility of IFAM itself obtaining 

a line of credit from the Ex-Im Bank to finance equipment needs where there are 

multi-municipalities in question many of which might not qualify directly for Ex-

Im considerati)n. 

10. Issues: 

(a) The proposed loan to IFAM is an Integral part of the A.I.D. rural develop

ment assistance strategy for Costa Rica but the role of IFAM is frequently misunder

stood in that context because of (1) its formal separation from AID 515-L-022 and 

(2) the misleading title of Municipal Development. The focus of this loan is on 

three rural regional development poles (even though the strengthening of IFAM as an 

institution I.: equally important) and will stress the financing of infrastructure 
and sertie:, in those mg|ion; of eritical importance to their agricultural economies. 

In view of the above, it is suggested that the proposed loan be considered within 

the Agency's "Agricultural" area of concentration rather than in "Other". 

(b) USAII)/CR is proposing a counterpart contribution to the loan of only 40% 

of new capital for two reasons: First, this percentage conforms to the new GOCR-1DB 

counterpart contribution underston6ing which has been a sensitive issue. At the 

same time, it demonstrates an increase over agreed upon counterpart under 515-L-023. 

Second, it takes into account the fact that IFAM will need to raise additional 
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capital from commercial sources to finance local government loan request from 
municipalities excluded by the proposed loan. 

(c) We attach particular importance In the development of this loan to (,oil
tinuing improvement of IFAM man:gement capabilities. To this end, we fool it appro
priate to explore with IFAM as the intensiv, review and loan agreement are prepared 
the policy and management conditions which IFAM should be c:ommitted to as a loan
 
condition. Certinly, the provision 
of technical assistance to this loan will help 
assurv, a on tinued resource to improve management aspects as will the loan-fi nane
|ig of i I eval;, uati ons and trmai ning. 

'C He1 1 . inLv lv -ow 1l)Prdo u cs: 

Ihe iitens ive revi,,w will be carried out between November and Februnrv with
 
p resenLati.(on of' the CAP in March 197,1.
 

Event l)a te Assistance Required 

1. 	 11M :p,',roval MU(icl.,hir 1973 

2. 	 Discu;ion.s with IFAM and Nov. 19'73 
Q'n {.r'l 13lM .hi 

3. 	 )el ail,'d Financial Anal vsis Nov. 1973 T)Y RFA 

'1. 	 livivw anO analysi. , i';;inal MY. 1973 TDY Regional Planning Expert
 
p1 a I: d(I L a nd initim inin
 

Ihase II pl:nninn ,ffort: for

Ii (;l' tIr':i Vi, I Ic':.' 

- 'a*!tahl i :I(im cf I"AM' .*TlJntlary 1974
 

lUs'parclh Dv pnrtiucon i
 

G. 	 Ir("je . rc. suMc pirv ven t l t) leb. 1974 
gnwvnent - elect for dis
cuss i =; 

7. 	 Comlcpl elion dr:,ft CAP Feb. 1.971 TDY IA /DR & RFA 

8. 	 Nicoy:. Penins;ula Plan Feb. 1974 
Phase I compleLed 

9. 	 Atlantic Regional Plan March 197.1 
initiated 

10. 	 CAP sulimitt.ed to AII/W March 1974 

11. 	 Loan .\utholized .\pril 1974 

http:sulimitt.ed


12. 	 Loan Agreement prepaiod 

13. 	 Loan Agreement !;tgnod 

12. 	 Project CommitLee: 

Chairman 

Capital Development 

Institutional Development 

Economist 

April 1974 TDY RI-, 

May 	 1974 

Peter M. Kreis 
All) Affairs Officer 
USAID/Costa Rica 

Robert G. Pratt 
USAID/Costa Rica 

Th mas A. McKee 
USAII)/Costa Rica 

George 11. Thigpen 
Economic Officer 
U.S. 	 Embassy/CR 
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IFAM FINANCIAL PLAN 1974-1976 
AID H1-$3,400, 000 - COUNTERPART-$2, 000, 000 

($1. 00=08. 00) 
Thousands of US Dollars 

SOURCE 1974 1975 1976 

OPERATIONS 
TAXES 

Liquor Tax 
1/ New Taxes 
INTEREST 

Original $4.5 MM 
New Loans 

REPAYMENTS 
Original $4.5 MM 
New Loans 

CAPITAL CONTRIBUTIONS 
AID II 

3/ IFAM Counterpart 
Banco Popular 
IDB Pre-Feas. 

3380 
2473 

598 
1875 
440 
230 
210 
470 
470 
0 

1350 

425 
250 
500 
175 

4718 
2783 

658 
2125 
1046 
326 
720 
889 
521 
368 

2575 

1150 
750 
500 
175 

6378 
3224 
724 

2500 
1301 

281 
1020 
1853 

593 
1260 
3200 

1825 
1000 

0 
375 

TOTAL 
DEFICIT - TO BE FINANCED 

4730 
2245 

7293 
2523 

9578 
3238 

6975 9816 12816 

4/ 

APPLICATION 
OPERATIONS 

OPERATING BUDGET 
T.A., Opns. & Admin. Depts. 
PIMA 
Regional Projects 

TECH. ASSIST. LAID LOAN) 
2/ TAX FUNDS-NON-INCOME USES 

INTEREST EXPENSES 
AID H (2%) 
Counterpart (8%) 
Banco Popular (10%) 
Other (8%)

CAPITALIZATION- LOANS MADE 
Regional Projects (AID 1I+ Count.) 
Pre-Feasibility (IDB) 

5/ Other 

TOTAL 

1725 
950 
760 

59 
131 
50 

625 

100 

4 
10 

0 
86 

5250 

625 

175 
4450 

6975 

2316 
1078 
884 

63 
131 
150 
688 

400 
20 
50 
50 

280 
7500 

1750 

175 
5575 

9816 

2816 
1086 
955 

131 
200 
750 

780 
50 

120 
110 
500 

10000 

2625 

375 
7000 

12816 
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Notes to Financial Plan 

1/ Requires legislative approval. Bill has been presented and is in committee. 

2/ Estimated portion of "New Taxes" funds that will be Lsed for studies, 
administrative purposes and other non-revenue produci:ng uses. 

certain 

3/ Estimated IFAM bond issues. 

4/ The 1974 total "loans made" is based on Operations Department estimate of 
loan demand which is based on actual requests from Municipalities. The 1975 
and 1976 totals are estimates of probable realistic demand based on longer 
range, but still crudely defined, IFAM plans. 

5/ Financed by combination of "New Taxes". 
Popular" and "Deficit-To Be Financed." 

"Interest", "Repayments", 'Banco 
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UNITRD -TATES GOVERNMENT 

Memorandum 
TO : PFC/DPRE/PR FILES DATZ: October 30, 1973 

'ROM : PPC/DPRE/PR, Richard Ray Solemw 

,UBJECT: Costa Rica: 
 egional Development (TFAM II) IRR
 
Agricultural Development PROP
 

The LA/DAEC held lengthy meetings on October 26 and October 29 to discuss
subject projects. 
As a result of those meetings the following comments
 are made for the record.
 

1. 
Intensive review for subject IRR was approved,
it In this regard
was pointed out ttuat though no lending levels for Costa Rica should
be programmed, earlier plans to phase out that country entirely are off.
New loans can be con:_ ,deradon a case by case basis if "they are linked
with the ongoing AID program in Costa Rica (Agriculture and Public Administration)" or they are pilot programs with demonstrational value in
other countries. 
 Because subject IRR represents a continuation of an
ongoing activity, the proposal is being considered on its merits.
 

2. 
Much discussion ensued concerning the target for the proposed'
loan activity. Though the project team has it in mind to impact on small
farmers, the nature of the Costa Rican situation and the working style of
the counterpart entity makes it easy to stray into concentration upon
support for regional planning as a first priority. It was concluded from
the discussion that the dominant theme of this project should be to iach
small farmers and the regional approach should be seen not as an end in
itself but rather as a means to achieve that end. 
 In other words, it will
be fortuitous if, as 
a result of this project activity, Costa Rica's regional planning capability in the three target areas is improved, but that
accomplishment alone will not ensure project success. 
Rather, project
success must be determined by measuring impact on the small farmer target
 
group.
 

3. 
Because of LA/DAEC concern that regionalism per se 
is a dominant
force in Costa Rica (and IFAM), which force threatens to sidetrack the
trust of the AID loan proposal, the project team must demonstrate convincingly in the CAP that the %hree regions" approach is sensible and
does not in any way contradict the Agency's desire to reach a given small
farmer target group.
 

4. 
The types of project visualized for financing under the proposed
loan are projects which will serve to improve the linkages between small
 

B.y U.S. Savings Bonds Regularly on the Payroll Savings Plan 
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farmers and the rural municipalities. Such projects would include basic 
electrical systems, rural water systems, feeder roads, etc. 

5. The PROP is not a very sophisticated document and should be 
looked upon as basically an instrument to provide grant funding for loan
administration related personnel. In this particular case where there 
is only one agricultural project activity in Costa Rica, the entire
 
Mission agricultural staff is funded from this PROP. 

The PROP was approved as presented with the stipulation that some of the
 
manpower funde4 by the PROP will be picked up under the loan when it 
becomes effective. Intensive review was likewise approved per the above 
comments. 

cc: 	 PPC/DPRE/PME,. C. Cowles
 
PPC/PDA/PD, D. McClelland
 




