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into & Seccond Amendatory Agrecwcnt ('Amendrent Date! )
interest shall zccrue ot a rate off not less than four
and three-quarters percent (h-g/ka) Per annum nor more
than five verceet (5%) per annum. In erest shall be
peysble seni-wnnually, the first payment to be due on

o date no later fhan six (6) months ai‘tcr the date of the
first disbursement under the loan.

"(b) Interest on the balance of the loan shall accrue at a
rate of three percent (go) per anmun.  Such interest
shall be paysble semi-ennually, the {irst paymnent to be
due on a date no lster than six (6) months efter the
date of the first disbucsement to finance subican or
other comnilments entered into after the Amendment
Date

Torims of Revayment o P ineiveal.  Dishursements under the loa
shall be repayable ia uwanJ~c¢gh (28) suecaessive saul-anmnual
installments, the Lirst of which .holl be due and paystle on a
date no later than one (1) year aiter the date of the Sirst
disbursement under the loan. Each of the first eighieen (18)
installments of repayment of nrincipel shall be in an aiount
of not less than ten thousend dollers ($1.0,000).

Querency of Renowvinent.  Provision shell be mede for revayment
of principal and poyment of interest in cuvreney of the United
States of Americe.

Qbher Terms and Conditions.

"(2) ¥o morc than $1.00,000 of the funds made avellable under
this loan shzll b% used to finance any s;n"le wrlvate
investor without the approval of the DLF or A.I.D.

"(b) The intercst rate charged to private imvestors wii

respect to items financed wnder this loan shall n

exceed by more than fowr percent (ﬁn) per annunr t

interest rate cherged the Applicant on this loan.

th
o
he

"(e¢) Applicant end the Dank of Gueatcmale shail aarce Lo con-
duct with AT D. e joint réview of gll subloan regulations
and procedwres with a view toward expediting effective
implementation of the Project. Such review shall take
place pronptly after the Amendment Date.



"(4) Prior to the first disbursement to finance subloan or
cther commitments entered into after the Amendment Date,
Borrower shall submi®t cvidence that procedures have been
established to assure that intermediete credit ingtitutions
perticipating in the Project will receive an interest
spread on subloans finenced under the lozn of no less than
four percent (4$) on a current basis.

"(e) Such other teras and conditions as the DLF or A.L.D. may
deem pdvisable, including eppropriste provision with respect
to a termingl date for disburscments under the loan.

"KRESOLVED FURTHER, that the Maneging Directcr, or any representa-
tive to whom nhe shall delegete this authority, be and he 1o hereby
authovized to execcuic for the ILF, such agreement Or 2freemnents
and Lo teke such other actions as he may deem neccessary or conveni.env,
consistont with this Resolubtion and the authorities provided in the above-
clted het, to carry thils Resolution into effect.”
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Deputy U.S. Coordinator
Allience Toxr Progress
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DEPARTMENT OF STATE
AGENCY FOR INTERNATIONAL DEVELOPMENT
Washington, D.C. 20523

AID-DIC/P-281
(Ref. DLF-LC/P-128)
July 29, 1964

MEMORANDUM IOR THE DEVELOPMENT LOAN COMMITTEE

SUBJECT: GCuatemala - Rubber Production (A.I.D. Loan 520-A-002)
Attached for your review are the recommendations for

authorization of an amendment to the subject loan. .This amend-

ment is necessary to cxpedite commitments under the loan and

to extend the terminal date for requests for disbursement.

This propusal is scheduled for consideration by the
Development Loan Staff Committee at its meetling on July 31, 1964,

Helen E, Nelson
Secretary
Development Loan Committee

Attachment: As stated.
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(Ref. DLF-LL/P-128)
July 29, 1964

MEMORAKDUM FOR THE DEVELOPMENT LOAN COMMITIIH

SUBJECT: A.I.D. Loan 520-A-002 (DLF #63)
(Guatemala: Rubber Production)

Problen: Commitments under ihis loan have been moving more
slovly lhan desirable and action to expedite commitments is
considered necessary. Additionally, an extension in the
terminal date for requests for disbursement is nceded if more
than $2.6 million of this $5 million loan is to be disbursed
(Annex I).

Background:

a. Initial Terms

The project as originally considered by the Development
Loan Fund envisaged disbursements over a period of ten years,
d.e., the funding of four seven-year growing periods spaced one
year apart. Total project costs were estimated al $41 million,
of" wvhich $12 million was estimated to be required from DLI
funds. Of this $12 million, $5 million was intended to cover
disbursements over the {irsi four years of the project; the
DLF anticipated that $4 million in additiona). funding would
be required, supplemented Ly $3 million in rollover funds
generated by rcpayments from early subloans.

The Rubber Production Loan was signed on August 17,
1959, in an amount of $5 million. The loan provided for one
year's grace in principal repayments, with token semiannual
principal repayments of $10,000 over a period of nine years,
aud repayment of substantial principal in the tenth, eleventih
and twelfth years. Original interest rate was 5§ 3/&%. The
loan was extended to the Bank of Guatemala, and procedures
were established whereunder the BOG would make loan proceeds
available to rubber planters through intermediate banking
institutions.
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b. Modified Terms

During the period 1959-1962, the loan was practically
inoperative. Rates to planters (6% during the first seven
years, 8% during the last three years) were high for a new
crop vith long maturity. Even so, these rates. left the inter-
mediate bank a maximum 2% spread only. Consequently, the Bank
of Guatemala requested DLF to alter the loan terms. This
request and subsequent conferences and communications resulted
in the following actions:

i. DLF agreed to extend the terminal date for
requesting disbursemenis Lo Decomber 31, 1968.

ii. The Government of Guatemala cstablished in the
BOG a Loan Guarantee Fund which finances the
token semiannual capitel repaymenis, pays a 2%
per year fee to intermediate banking institutions
making rubber subloans, and provides some capital
for coverage of default on subleoans by ultimate
borrowers. Ioan operating regulations were
modified tz ostablish subloan interest rates at
5% for the first seven years and 7% for ithe next
three years.™

iii. An amendalory loan agreement was signed vhich re-
duced the DLIF-charged interest rate from § 3/h%
to 5% and cxpanded the area eligible for planting.

iv. The Bank of Guatemale dropped its charge of 1/&
of 1% for managing this loan.

* In essence, this arrangement provides the secondary bank with
a 2 spread during the subloan term, i.e., the 2% fee for the
first seven years and a 2% interest spread during the last
three.

UNCLASSITIED
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c. Utilization Rate

As a resull of the foregoing actions, commitments by
subloan agreements reached $2.7 million on December 31, 1963,
or an average rate of more than $l‘million per year since the
loan become truly operative (Annex I). Disbursements under
the Rubber Production Louzn lag behind subloan commitments
since subloan payments are made over a seven-year period to
conform to annual costs of planting and developing the planta-
tion. Therefore, the maximum amount vhich could qualify for
disbursement under the present terminal date for requests for
disbursements would be $2.6 million.

d. DProblems Impcding More Rupid Utilization

The status of ihis loan was discussed at length
among Mr. Glaessner, US AID officials, and Cualemalan banking
officials in mid-April. Information developed prior to and
during Mr. Glaessner's visit revealed two principal factors
vhich limit accelerated comnitment of remaining funds:

i. Inadequate Service Charpe - The present. fee
of 2% per annum is insufliciently aliractive
to the commercial banking system, and only
INFOP, as a government institution, is pre-
pared to process loans for this f'ce. The lack
of participation by banks other than INFOP is
a major factor in delaying cemmiiments, and
may be responsible Tor climination of many
applicants who cannot arr?nge security except
through their own bank. L F Guatemala

Fank of
officials feel that o W% spread is required
to encourage private bhanks Lo participate
actively in this program.

[i - It is a common practice in Guatlemala for farms to be
entirely mortpaged to a bank for a loan of lesser value.
Since second morigages are virtuslly unknown, this dis-
qualifies the property for use as security by another
banking institulion. However, A.L.D. understands that
the holder of the first morilpage muy grant cdditional
loans to the farmer using the originul mortguge as
security.

UNCLASSIYIED
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ii. Leval of Risk - Although Bank of Guatemala has
authorized INFOP to accept crop mortgages ani/or
guaranteces instead of land and building
mortgages and to use tie anticipated increase in
land values in calculating security, INFOP has
been afraid to make subloans without land and
building mortgage guarantees. Rubber is a
relatively new Guatemalan crop and its develop-
ment requires a longer period of investment than
is traditional for agricultural loans in
Guatemala. Although the Loan Guarantee Fund
was intended partially to encourege more liberal
terms, it has not been entirely effective in its
present form. The Loan Guarantee Fund does not
protect the intermediate bank wntil the ten-year
period of cach respective subloan is completled.
Thus, in thce evenl of any default by a sub-
borrover, INFOP's legal reserve with the Bank of
Guatemala is debited. '

A related problem is that the Government's
contribution to the Loan Guarantee Fund ($100,000
per yeur for seven years) scrvices both the
token semiannual principal repayments and the
2% fee to the intermediate bank, so that only a
portion of the Government contribution actually
remaing Lo accumulate as a guarantee of subloan
repoyment. A higher level of Goverument con-
tributions (perhaps to $150,000 per year) would
provide greater security Lo the intermediate bank,
while a modification in the Guarantee Fund's
regulations would permit its immcdiate applica-
bility in casc of subloan default.

Recommendations:

On the basis of the foregoing and the referenced conversa-
tions among Mr. Glacssner, INFOP, Bank of Gualemala and US AID,
1t is rccommended that the loan be amended as follows:
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a. The terminal dote for requests fer disbursements
(section 7.02) should be extended from the present
date of December 31, 1968, to December 31, 1972.
Although it is estimsted Lhat interest rate adjust-
ments, as recomacnded below, should dccelerate
commitments under the loan, the 1972 date is con-
gervative and will provide seven years of disbursc-
ments for commitments made as late as 1965, anu,
with rollover, for 1966 commitments. Limitation of
disbursements to $2.6 million (the amounl which
could gualify for disbursement wnder the present
terminal date) would deliberately nregate and dis-
rupt an agriculturul devclopment program which,
even with the limitations describved above, steadily
is moving ahead 2nd will make a major contlribution
to Guatemalan and Central American development and
trade.

b. The interest rate charged by A.I.D. should be reduced
from 5% to 2. This would permit the addition of
2% to the present 2% {fee, raising the spread Lo the
secondary bank to 4 in order to interest commercial
banks in handling these loans. The remaining
1% would be added to the Loan Guarantee Fund to
provide greater security agrinst default.

c¢. The foregoing acbions would bc conditioned on (i) an
increase in the anmual (O3 contribution 1o the Loan
Guarantee Fund from $1.00,000 to $150,000 per year;
and (ii) immediate approval by the Finance Minisler
of a nev intcrpretation of the terms of the Loan
Guarantee Fund wvhich would protect the intermediate
credit institutions in the case of cancellation of
subloang or failure to make amortization paymenis by
the sub-borrowers. In addition, a strong effort
would bhe made Lo liberalive the guarantec require-
ments of the intermediate credit institutions.
Attachment- Annex I
Clcarances: A
Pliornbostel :GC/LA (pﬁ;
LSnyder :TA/ENCGR Jop d—m
RBogardus :LA/CD__ £3~
SGrand:LA/CD dﬁi;3~

fo ke

PGluessnor:LA?C[Lm:' oy
Drafted by: éﬁﬁ;}wnl&/c - ALBrown:US AID/Guatemala
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ALIISLUVIONN

DLT 63 (GUATEMALAT Rutbor Producties)
STATUS OF SUSLCAN COMITIENTS (PART A) AD

PROJECTIGN OF SUBLOAN

COITIETS TIREIZ TULL  LOAN UTILIZATION (PART B

(3azod cn Bank of Guatemala Peport of December 31, 1963)

SU3LOANS GEDRAWN AMCUNTS
GRATED N T
KSTe  hca  Asts —1273%/763 1564 1543 1960 1967 1968 1959 1970 plye! 1972 1973 1974 LT
PART "A" (Actual Subloan camitmente approved by Bank of Guatemala)
1959-51 Ska2 1 6.0 2,5 0.5 0.5 0.5 =-Repaymente-
1962 7423.3 11 1834eD 1h1,0 16570 27345 2755 102,3 - Repaynent -
-‘-963 381-'401 15 87815 1-'-'7-5 6305 59.2 81-2 77:0 118-9 -2 e paymen $t -
Sub-Total 11381.6 27 2718.5 29109 31.0 33343 3573 27942 113.7
PanT "B"  (Acditional Subloan comaitments projected through full loan vtilizztion .:-;t LOOO merea/year l/
1-96!-: hm.o 908.9 266.1 83e2 52-1'3 )-175"1 36.2 226.2 195.5 - Roe paynen kA
1965 100040 50869 266,31 8302 Sta3 L7.4 35,2 22642 1955 ~Repaymente
1366 205040 L6347 13543 L2,7 27.9 22.3 13,6 ° 115.3 10,2 -Repayment =
Sub-Tote:  10050,0 2281.5 256,1 3493 273.8 RABIR 111l 28h.7 LhO«3 3113 10042
-
TCTAL 211316 5000.0 S57.1 58043 07.1 501,7 390.7 103.6 LhiCa2 311,32 100.2 ;:_“Ie
s
2
>
1/ Estimste is conservatively based on 1963 camiiment ratee f{:
P
AIR/roy =
ETATAIAD <
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